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Executive summary

1 The economies of Canada, Mexico and the United Sates werehitdogl the economic and
financial crisis, yet they recovered relatively quickly and strongly in comparison with the experience of
OECD countries in other regions of the world. Among other factbe resilience of NortAmerican
economies reflected: the strong economic ties that exist between the three countries, their generally sound
policy frameworks, an abundant array of natural resources, as well as relatively favourable demographics.

2. North Americads | abour mar ket s have also re
comparison with other advanced economiedthough unemployment, undemployment and inactivity

rates remain stubbornly above theie-crisis levels in almost all cases. The shertn policy challenge in

the three countries is therefore to strengthen the recovery and to prevent a permanent scarring of labour
market prospects for the loigrm unemployed who have either lost thelsgauring and after the crisis

and not yet managed to find another one, or failed to find a first job upon entering the labour market.

3. Despite their differences in economic and social contexts, as well as intiostt setups,

North American labour markets exhibit some common strengths, including a relatively high level of
adaptability and low levels of unemployment overall. However, they also face a number of common, long
term challenges, which will require paks to promote more inclusive labour markets that fully utilise and
develop the skills of individuals, and enable job seekers to find productive and rewarding jobs:

1 One of these challenges is tipersistent underutilisation of labour resources which
manifests itself primarily through the lower employment rates of certain groups in society, like
women, youth and older workers. This undélisation of labour resources is of particular
concern given the demographic change that countries are experieanihgthe negative
conseguences this is likely to have for growth and the sustainability of social protection systems.

1 Another major challenge has been ttw rate of productivity growth, particularly in Mexico
and in Canada. In the case of Mexico, this translated intmo (or even negativeyeal wage
growth. Canadabds | abour pr o d u-t5t ranked tonly fifthrameng the d ur i
G7countries. | n t he Uni ted St at es, productivity h a
(particularly in the bottom ahmiddle ranges of the distribution) have not risen in line with this
growth in productivity, resulting in wage stagnation for much of the workforce and rising levels
of inequality.

1 Indeed, théhigh levels of earnings inequalityobserved in North Americare a serious cause for
concern. Higher inequality has been shown to: reduce upward social and intergenerational
mobility; increase health and social problems; lower social cohesion and trust; raise crime rates;
and reduce economic growth.
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1 High earningsnequality negatively affeci®b quality in North America, but other key aspects
of job quality are more favourable. In particular, Canada scores relatively well on a number of
job quality dimensions. Relatively low job security is a significant concerboih Mexico
(nounemployment insurance) and the Unigdtes (high risk of becoming unemployed and the
relatively less generous income support available to the unemployed as compared to most other
OECD countries despite the lengthening provided during mbcent crisis). In addition,
in Mexico, the high prevalence d@fiformal employment means that many workers have no
social protection and employment security at all.

1 Many of the longet er m chall enges facing North Americ
thelow skills levels of a significant part of their workforcels especially in Mexico and the
United States. This is of particular concern given the rapid changes that are occurring in the
demand for skills: substantial transformations are occurringeirsdlirces of job growth and the
types of jobs that are being createdriven by a mixture of economic and social developments,
increased globalisation, technological advances and demographic changes.

4, Important efforts have already been made, or are underway, to address the challenges identified
in this report. In Canada, the new federal Government, which has taken office in November 2015, has
committed to addressing the current challenges facing woideall ages. Budget 2016 pledged major
funding increases towards the Youth Employment Strategy as a mean to facilitate school to work
transitions. Thebudget also announced an additio®@AD 125 million in 20162017 for the Labour

Market Development Agemments and an addition@AD 50 million in 20162017 for the Canada Job

Fund Agreements. This builds on previous measures put in place to shestills of workers in general

(e.g. Canada Job Grant) and older workers (Eaggeted Initiative for Olde¥Workers thathas been in

place since 2007). Important steps have also been taken to reduce barriers to labour mobility across the
country, including the harmonisation of apprenticeship training requirements in the Red Seal trades.
In Mexico, as part of &eries of bold reforms, @mprehensive labour market reform was announced

in 2012, aimed at improving the employment prospects of youth and women, and to tackle the high
incidence of informality and low productivity. Significant investments are also lmeautp in the quantity

and quality of education. In the United States, the Workforce Innovation and Oppoftcinity2014
better aligns the different components of the put
engagement in the systemhdObamaAdministration has also proposed to raise the minimum wage,
increase the number of apprenticeships and public job training slots, guarantee free access to community
college training programes, introduce a new tax credit for childcare costs, aupiire private sector
employers to provide paid sick leave for workers.
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Chapterl

Common trends and challenges

5. Overall labour market performance has been relatively strong in the NorticAmeconomies
(Canada, Mexico and the United States), as compared with that observed in advanced economies in other
regions of the world, due to positive factors such as: the strong economic ties that exist between the three
countries, their generally sod policy frameworks, an abundant array of natural resources, as well as
relatively favourable demographics. Nonetheless, the global economic and financial crisis resulted in
higher unemployment, undemployment and inactivity across North America arelrédcovery has been
uneven and is still not complete. The skertn challenge for labour market policy in the three countries is

to strengthen the recovery and to prevent a permanent scarring of labour market prospects for those who
have lost their jobsuting the crisis and not yet managed to find another one, or failed to find a first job
upon entering the labour market. At the same time, a number oftdamgchallenges need to be
confronted. These require policies which promote more inclusive laboiketsahat fully utilise and
develop the skills of individuals, and enable job seekers to find productive and rewarding jobs.

6. The purpose of this report is to assess the recent performance of North Americamiatieis

and their prospects from an internationally comparative perspective. It addresses how the labour market in
each country weathered the recent turmoil resulting from the global economic and financial crisis as well
as the key longerm labour markethallenges each country faces. While the overall economic and social
context and the institutional sep vary across the three countries, there are nonetheless similarities in the
way North American labour markets have responded to the crisis, whidly peftects the strong
economic and cultural ties that exist between the three countries. They also face some common structural
barriers, as well as challenges resulting from rapid technological change, the increased interconnectedness
of the global econoyy demographic transformation, and high (and in some cases rising) earnings
inequality.

7. In the remainder of this chapter, a comparative overview is provided of recent developments

in North American labour markets and the skierin challenges they face. This is followed by a summary

of the longterm challenges that policy makers will need to address. These amdibngterm challenges

and their implications for policy are examinea finore detail for each of the three North American
economies in the three chapters that follow. The key policy responses to address these challenges are
pulled together in Chapté;, which also raises some issues for discussion.

THE STATE OF THE NORTH AMERICAN LABOUR MARKET® OECD 206 9



How North America has weahered the crisis

Economic growth

8. The global economy is recovering only slowly from the economic and financial crisis 6D2008
but there is a marked divergence across regions and countries in economic perfovtmaledeardhit by
the crisis, North Americabdbs economies have rebou

euro zone which experienced a second recession during1301The OECD projects GDP growth
during2016 of 1.7%, 2.6% and 1.8% ira@ada, Mexico and the United States, respectively, compared to
1.6% inthe euro area and 1.8% across the OECD on average (Eigur&rowth rates in the euro area
and the OECD are expected to increase slightly in 2017 (1.7% and 2.1%, respectivelgiybwtlit
remain moderately higher in North America (2.2% in Canada, 3.0% in Mexico and 2.2% in the
United States).

Figure 1.1. Real GDP growth, 2001-17°

Percentage change from previous year

Canada Mexico United States = ===== Euro area - - - OECD - Total

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

a) Shaded area indicates projected values.

Source: OECD (2016), OECD Economic Outlook, OECD Publishing, Paris, http://dx.doi.org/10.1787/eco_outlook-v2016-1-en.

Recent labour market developments and shiatm challenges

9. Employment growth in the wake of the recent recession has been relatively weak
in the OECDarea and unemployment remains aboneegpisis levels, but less so horth America than in

other regions (Figur&.2). While unemployment rates in the euro area continued to rise until 2013 before
finally beginning to abate, they have been falling since 2009 in Canada, Maxdcthe UnitedStates
where, in2017, they are projected to reach 6.7%, 4.3% 4aW®h, respectively. If realised, these
unemployment rates will be well below those that are expected to prethd wuro area (9.8%) and
across th®©ECD(6.2%), but will remain at least kitle above their prerisis levels of 6.0%, 3.6%
and4.6%, respectively.
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Figure 1.2. Unemployment rate, North America, Euro area and OECD, 2001-17%

Percentage of labour force

Canada Mexico United States  ===== Euro area = -+ OECD - Total

14

12

10

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

a) Shaded area indicates projected values.

Source: OECD (2016), OECD Economic Outlook, OECD Publishing, Paris, http://dx.doi.org/10.1787/eco_outlook-v2016-1-en.

10. The relatively slow recovery in job growth has led to increases intkmg unemployment

across North America and most other OECD countries. Despite recenv@npots, the concern remains

that long spells of joblessness translate into higher structural unemployment via their effect on skills
depreciation, discouragement and health, as well as the tendency for employers to stigmatise this group.
While the normaceelerating inflation rate of unemployment (NAIRUa common measure of structural
unemployment) has increased in some European countries, this has not been the case in North America.
However, at least in the United States, there are two worrying develapmenthe one hand, there are

signs that job matching efficiency has started to deteriorate (OECD, 2014); and, on the other hand, much of
the early postecession fall in unemployment was achieved through declining labour force participation
(only in the @st year has the decline in unemployment been accompanied by stable participation). While
some of the fall in labour force participation reflects loAgem trends (including an ageing population),
participation rates have also been declining among paigeeworkers, and especially among youth.

Long-term challenges

11 Despitetheshoit er m chal |l enges outlined above, North
relatively swift recovery from the crisis in comparigonthose in the rest of the OECD area. This reflects

the economic dynamism of the region, but also the relative adaptability of its labour markets. Looking
ahead, there are nevertheless a number of key challenges that the three countries have in casenon. Th
are outlined below, and discussed in further detail in the country chapters, along with a range of more
countryspecific challenges. These common challenges relate to: strengthening the utilisation of labour
resources; raising productivity and boostimgges; addressing high levels of earnings inequality;
improving job quality; and investing in skills.

Strengthening labour utilisation
12. A key challenge for North American labour markets is the persistent-utitisation of certain

labour resources. With a few exceptions, employment rates for most groups are higher in North America
than in the OECD on average. Nonetheless, there is rmoprdgress since women continue to have lower

THE STATE OF THE NORTH AMERICAN LABOUR MARKET® OECD 206 11


http://dx.doi.org/10.1787/eco_outlook-v2016-1-en

employment rates than men in all three countries (but especially in Mexico), and both youth and older
workers are also less likely to be in employment (FiguBg. This represents a significant waste of human
capital. In the case of women, for example, it has been estimated that closing the gap in labour force
participation with men over the period 202230 would bring important economic benefits, adding 0.4

and 0.5 percentage points, respectively, to theageeannual growth rate in GDP per capita in Canada and

the United States over the same period (Thévenon et al., 2012). In Mexico, these potential gains are likely
to be significantly larger.

Figure 1.3. Employment/population ratios by socio-demographic characteristics,
North America, OECD and European Union, 2014%

Percentage of the population for the indicated group

[ Pime-age men (aged 25-54) < Pime-age women (aged 25-54) < Youth (aged 15/16-24) & Older perosns (aged 55-64)

100

0
80
70
60
50 |
40
30
20
10 +

United States Canada OECD Mexico

a) Youth refers to persons aged 16-24 for the United States.

Source: OECD Online Employment Database, www.oecd.org/employment/database and national labour force surveys.

13. The low utilisation of certain labour resources is of particular concern given the demographic
change that all three countries are experiencing. Ageing populations in Canada and the United States make
it crucial to engage undemployed grops in the labour market to boost growth and make social
protection systems fiscally and socially sustain
youth will continue to represent a large share of the worlgey population in the coming deead
Poorlabour market integration of these groups would create significant costs not only for individuals, but
for the productive capacity of the economy as a whole. Also, as Mexico continues on its path of
industrialisation and urbanisation, the respaitigibfor social welfare is likely to further shift from

families and firms onto the public sector, increasing pressure to widen insurance programmes, including
health care, pensions, unemployment benefits and-tkmng care. The expansion of these social
programmes will need to be adequately funded.

Raising productivity and boosting real wages

14. In both Canada and Mexico, labour productivity growth has trailed that of major competitors
inrecent y e ar sour prGductiatyd gréweh dliriagb 20005 ranked only fifth among
the G7 countries, while in Mexico productivity declined between 2006 and 2010 in stark contrast to what
has been happening in most of the other main emerging economies that compete wittohecglobal
market. Falling productivity was associated with a fall in real wages in Mexico over that period.
While productivity has been rising again since 2010 in Mexico, wages have continued on
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adownwardpathi with some signs of reversal in 20@Eigurel.4). Real wage growth in the United States

has also been relatively poor, lagging behind growth in productivity. While inadequate productivity and
real wage growth may be a concern across the region, the specific challenges vary from countrgyto count
In Canada, reforms of tertiary education, improving the design of innovation policies and further
developing the skills of the workforce are required to boost productivity. In Mexico, low productivity is
closely linked to the challenge set by a largioimal sector, as well as the low level of skills of the
workforce. In the United States, the question is how to make sure that workers, and in particular those in
the bottom half of the wage distribution, benefit from productivity gains.

Figure 1.4. Labour productivity and real wages growth in North America, 2006-15

Canada Mexico United States Canada Mexico United States

110 115
108

106 - 110 |
104

102 105
100 r

98 100
96 |

94 95
92

1 1 1 1 1 1 1 1 1 90 1 1 1 1 1 1 1 1 1
0 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

a) Compensation of employees divided by total hours worked of employees in real terms (deflated using the consumer price index).

b) Labour productivity of the total economy.

Source: OECD calculations based on OECD (2016), OECD Economic Outlook, OECD Publishing, Paris,
http://dx.doi.org/10.1787/eco_outlook-v2016-1-en.

Addressing high levels of earnings inequality

15. All three North American countries are marked by relatively high levels of earnings inequality,
but the United States stands tofor having especially high earnings dispersion (Fidug.
Earningsinequality (as measured by the ratio of tHet® the #' deciles of the earnings distribution) has
increased slightly in the United States over the period -2003, while it has reained relatively stable

in Canada. In Mexico, reductions in earnings inequality were achieved up until 2011 (in part thanks to
adecline in informal employment), but slight increases have been observed since.

1. OECD (2012) shows that wages have risen more slowlyghaductivity since 1990 in a large majority of
advanced economies, including Canada and the United States. A number of factors appear likely to explain
the resulting trend decrease in the share of total income accruing to workers, at least in paitularpart
declines in the bargaining power of workers due to increasing product market competition and
laboursaving technological change appear to have played significant roles. The declines in the wage share
of labour often has been accompanied by dedininion membership, but is unclear whether declines
in union density is an independent factor causing wage growth to lag productivity or is itself a consequence
of intensified product market competition.
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16. Thereasons behind high levels of earnings inequality in North America are multiple and varied,
but can be traced back in large part to the institutional®t policies and practices of the three countries.

In particular, differences in minimum wage levéf®eniger, Leonardi and Nunziata, 2007), unionisation

and collective bargaining coverage (Braconier and Raienzuela, 2014), as well as in employment
protection legislation (OECD, 2015) and the prevalence of practices like performance pay (Lemieux,
McLeod and Parent, 2007), have been shown to explain a substantial share of differences in gross wage
inequality across countries. Skills also play a role. In some countries (including the United States and
Mexico), additional investments in the skills of lavageworkers could increase their productivity and

help reduce wage inequality (OECD, 2015). Earnings inequality is also affected indirectly by policies that
influence labour supply decisions, such as parental leave antinpamvork regulations, as wedls other
institutions affecting the flexible use of working hours.

Figure 1.5. Earnings inequality® in North America

B8 D9/D1 ©D5/D1 +D9/D5 Canada Mexico United States
6 55
6l 6l _/_/\
4| 45t
°l 4_ /\’\
e
2 t o 35 | s
1t 3t
0 OECD I Canada I Mexico I United States 22 2005I 2006I 2007I 2008I 2009I 2010I 2011I 2012I 2013I 2014

a) Earnings dispersion is measured by the ratio of 9" to 1% deciles limits of earnings, 9" to 5" deciles and 5" to 1% deciles.

Source: OECD Earnings Distribution Database, www.oecd.org/employment/emp/onlinececdemploymentdatabase.htm#earndisp.

17. Earnings inequality is primarily of concern because it is the single largest contributor to
household income inequality, even if a number of other factors also play an importgQi&EGiB,2011).

In particular, a progressive tax system and social transfers can reduce inequaliipssable income by
comparison with market wages and earnings. Income inequality has risen since-88@sidn all three

North American countries, &lbugh it has fallen since the ril®90s inMexico after climbing very steeply
during the preceding decade. Income inequality is moving up the policy agenda in most countries, as both
its social and economic costs are becoming increasingly understoochliNbas inequality been shown to
reduce upward social and intergenerational mobility (Kruedf¥r?), it has also been found to be
associated with a wide range of health and social problems (Pickett and Wilkinson, 2011), lower social
cohesion and trust (Bwn and Uslane002), higher crime (Fajnzylber et al., 2002), and even reduced
economic growth through lower investments in human capital (Stiglitz, 2012; Cingano, 2014).

Improving job quality
18. Labour market pedrmance depends not only on the number, but also on the type of jobs that are

created, and countries should be aiming to promote better as well as more jobs. In fact, there is evidence
to suggest that the two go hand in hand: countries that perform wiginms of jobs quantity also tend
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todo well on overall job quality. Job quality is more difficult to measure, however, and encompasses a
number of dimensions. The OECD (2014) measures job quality along three main dimensions: earnings
quality (thelevel ard distribution of earnings); labour market security; and the quality of the work
environment. Iraddition, as part of its Better Life Index (2014), the OECD has attempted to quantify
work-life balance. Figuré.6 provides a summary overview of some of ¢hieglicators in an attempt to

paint a picture of jolguality across North American countries, in comparison to the OECD average.

Figure 1.6.

A. Average earnings
USD PPP, 2013

Job quality in North America

B. Working environment
Incidence of job strain, 2015

30 45
40
25
35
20 30 |
25
15
20 +
10 15
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5 -
. 5 -
0 . ' - . 0 . ' - .
Canada Mexico United States  OECD Canada Mexico United States ~ OECD
C. Labour market insecurity D. Work-life balance
Share of previous eanrings, 2013 2014 or lates available year
B Labour market insecurity (left-axis) (d)
<& Unemployment risk (left-axis) (b) = Employees working very long hours (left axis) (e )
® Unemployment insurance (right-axis) (c) ® Time devoted to leisure and personal care (right axis) (
12 60 35 16,0
0F e o 50 30 15,5
[ J 25
8 I > o 40 PY 15,0
) 20
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15 () [
4t 20 14,0
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. == . 0 0 J . S . 13,0
Canada Mexico United States OECD Canada Mexico United States OECD

a) Share of employees. Job strain: one job demands with no job resources, or two demands with only one job resource or none. High level of
job demands: two job demands. High level of job resources: two job resource.

b)  Unemployment risk: the probability of becoming unemployed times the expected duration of unemployment which may be interpreted as the
average expected earnings loss associated with unemployment as a share of previous earnings.

c) Unemployment insurance: the effective net individual replacement rate of unemployment and social assistance benefits in terms of previous
earnings.

d) Labour market insecurity: unemployment risk times one minus unemployment insurance which may be interpreted as the uninsured average
expected eamings loss associated with unemployment as a share of previous earnings. For further details, see the web annex of Chapter 3
of the Employment Outlook 2014, http:/dx.doi.org/10.1787/empl_outlook-2014-en.

e) Proportion of dependent employed whose usual hours of work per week are 50 hours or more.

f)  Number of hours per day that, on average, full-time employed people spend on leisure and on personal care activities.

g) Time devoted to leisure and personal care: estimate.

h)  Estimates.

Source: OECD Employment Outlook 2014 for average eamings, working environment and labour market insecurity,

http://dx.doi.org/10.1787/empl_outlook-2014-en. OECD Better Life Index Database 2014 for work-life balance, http://dx.doi.org/10.1787/bli-data-en.
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19. While all three countries perform relatively poorly on earnings inequality (see previous section),
average earnings in both Canada and theedn8itates are well above the OECD average (Panel A).
By contrast, average earnings are relatively low in Mexico. North American countries also do relatively
well on the quality of the work environment, as measured by the incidence of job strain (Panel B).
However, with the exception of Canada, there are aspects of job security that are a cause for concern
in North America. Specifically, there is currently no unemployment insurance in Mexico (altllough
schemsds being developgdand, in the United Statedexible employment protection legislation results in

a high risk of becoming unemployed, while income support is below average when individuals do lose
their job (although the maximum duration of unemployment insurance was temporarily extended to
99weeksduring the crisis in most states). Job quality tends to be higher in Canada. Overall, however, the
three North American countries tend to have only average job quality in comparison with other
OECDcountries. In Mexico, there is the added dimension tHatrimal work is widespread, implying that

a large part of the working population has little or no job protection and/or security.

Investing in skills

20. Underlying many of the key challenges highlighted above is dkils challenge that
NorthAmer i ca faces in order to remain one of the wo
particularly relevant for the United States and Mexico. The OECD Survey of Adult Skills (PIAAC, 2012)
tested the literacy, numesaand problensolving in technologyich environments skills of the working

age population in 22 OECD countries, including Canada and the United Statesmeracy, both Canada

and the United States (but in particular the latter) scored below the augiiggeel.7, Panel B).

While Mexico did not participate in the Survey of Adult Skills, the performance of Mexicgedslds

on theProgramme for International Student Assessment (PISA) mathematics tests remains poor by
international standards (Figute7, Panel) i despite significant progress in recent yearsyd&rolds

in the United States also perform slightly below the OECD average, whileahgeracy skills of students

in Canada are above average.

2. The 220ECD countries/regions are: Australiaystria, Canada, the Czech Republic, Denmark, Estonia,
Finland, Flanders (Belgium), France, Germany, Ireland, Italy, Japan, Korea, the Netherlands, Norway,
Poland, theSlovakRepublic, Spain, Sweden, thiitedKingdom (England and Northern Ireland), and
the United States.
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Figure 1.7. Skills proficiency, Canada, Mexico, United States and OECD

A. Proficiency in mathematics among 15-year-olds B. Proficiency in numearcy among adults
Percentage of students at each level of mathematics pr¢ Percentage of adults at each level of numeracy proficienc
mlevel 2 OLevel 3 Olevel 4 Elevel 1 Elevel 2 Olevel 1 OBelow Level 1
OBelow Level fiLevel 5 Olevel 6 mNo informatio& Level 3 OLevel 4/5
Canadd §
OECD Average (4
United Statgs § Canadd
Mexicd United Stat
% %
-100 -80 -60 -40 20 O 20 40 60 80 100 -100 -80 -60 -40 -20 0O 20 40 60 80 100

a) Adults in the "no information" category were not able to provide enough background information to impute proficiency scores
because of language difficulties, or learning or mental disabilities (referred to as literacy-related non-response).

b) Average = average of 22 OECD countries/regions that participated in the OECD Survey of Adult Skills (PIAAC, 2012).
Source: Programme for International Student Assessment (PISA, 2012); Survey of Adult Skills (PIAAC) (2012).

21 The average/relatively low level of skills in North America is of particular concern given the
rapid changes that are occurring in the demandKibis. Substantial transformations are occurring in the
sources of job growth and the types of jobs that are being credteeén by a mixture of economic and

social developments, increased globalisation, technological advances and demographic Ebarges.

United States (and to a lesser extent Canada), there is substantial evidence to show that routine tasks have
been increasingly assumed by computers and robots and/sihasffd to countries with lower wages,
resulting in a declining share of rowiroccupations. At the same time, technological change, which is
complementary to the abstract, creative, probdemming and ceordination tasks performed by
highly-educated workers, has led to an increase in demand feskiltgd workers.

22, These trends have therefore resulted in a polarisation of job growth into both alnigh
low-skilled jobs, with a hollowing out of the middle (Autor, Katz, and Kearney, 2006; Green and Sand,
2014). In the United States, thasesubstantial evidence to show that these trends have contributed to
rising earnings and income inequality, as the supply of educated workers has not kept pace with the rise
in demand (Juhn, Murphy and Pierce, 1993; Juhn, 1999; GatdirKatz, 2008; Autg 2014). InCanada,

the supply of skills has increased more rapidly, however technological change and outsourcing are still
among the main culprits behind rising inequality (Fortin et al., 2012). In Mexico, credit for any reductions
in inequality goes deast in part to the ugkilling of the workforce (Krozer and Morefiird, 2014).

23. The following three countrgpecific chapters discuss these sienn and longerm challenges

in more depth, as well as notalpelicy reform experiences. The final chapter then pulls together the
discussion and identifies the key policy issues going forward.
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Chapter2

Canadads | alChallengesread pkospects

How has the labour market weathered the crisis?

24, Despite the high degree of openness and heavy exposure to the US housing and auto sectors,
Canadadés economy wa s2009 glabal finantidl @isistthardmodt gthert Oi@Dnt#ied,0 8

and has rebounded more strongly since then. gcpiesitly Jabour market conditions deteriorated less than in
many other OEC[2conomies, and employment and unemployment generally have been gradually returning to
their precrisis levels. Although still 1.3 percentage points below itscpsis level (fouth quarter 2007), the
employment rate among workers ageebdSas recovered just over half of the drop observed since the start of
the crisis, and stood at 72.4% in the fourthregraof 2015 (Figur@.1, Paneh). At 7.0%, unemployment was

1.1 percentagpoints higher than the precession low, and is expected to decrease further to 6.4% by late 2017
(OECD, 2015a). Therefore, the labour market in Canada has performed relatively well in recent years, partly
due to a boom in natural resources exports ativantage however is diminishing with the recent sharp decline

in global crude oil prices that is taking a toll on the provinces that rely most heavily on energy prdduction.
When looking at the gender dimension, Canadian men were harder hit than wahibaimunemployment

rate remained higher than women byfdefcentage point in the fourth quarter of 20qBgure2.1,PaneB).

3. The declines in business investment in the oil and gas sector have been felt most dramatically in the major
oil-producing provinces of Alberta, Saskatchewan, and Newfoundland and Labrador. In December 2015,
paid employment in Albertaad fallen by about 65,000 since OctoB6d.4 with over 95 per cent of these
positions lost in industries directly related to tiesector. In 2015, unemployment in Alberta increased
from 4.6% to 7.0%. Thanemployment rate increased to 7.4% in Januafys2&hich was the first time
since the late 1980s that it was above the national rate. In response to these unemployment shocks, the
federal Government has proposed to make Employment Insurance (EI) more accessible as a means for
support. Notably, the progmme will reduce minimum hour requirements for new entrants aedtrants
to the labour market and decrease the required waiting period from two weeks to one week. Additionally,
those in 15 of Canadads har de sendedhbybetween § weeks,sup tovi | |
a maximum ob0weeks of benefits, and offer up to an additional 20 weeks of El regular benefits 1o long
tenured workers, up toraaximum of 70 weeks of benefits.

4, Other vulnerable groups in the Canadian labour marketidectecent immigrants, indigenous people and
low-educated persons, but they lie outside the scope of Clegmecept that the final section discusses
workers with inadequate skills.
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Figure 2.1. Key labour market indicators,? Canada and OECD,b Q4 2007-Q4 2015
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Note: The age groups are as follows: 15-64 for employment and unemployment, 15-24 for youth unemployment, and the total
population for long-term unemployment. For long-term unemployment in Panel B, Q4 2007 data refers to 2007 and Q3 2014 refers to
2013. Long-term unemployment refers to unemployment of 1 year or more.

a) Unemployment is measured as a percentage of the labour force; long-term unemployment as a percentage of all unemployed,
youth unemployment as a percentage of the youth labour force; and employment as a percentage of the working-age population.

b) OECD is a weighted average for OECD countries.
Source: OECD Short-Term Labour Statistics Database, http://dx.doi.org/10.1787/data-00046-en.

25, While the share of the unemployed Canadians who have been looking for a job for one year or
more rose by more than 85% at its peak in the third quarter of 2011, thfsowea very low base (7.4%

i n quarter 4 of 2007) gemnd uynemployment rdteh @40%) réhainegld a 6 s
significantly below the OECD average (36.2%). Since then, thetemng unemployment rate has declined

by 3 percentage points to 10.9%tle fourth quarter of 2015, well below the OECD average (35:6%).

5. OECD estimates of the incidence of leiggm unemployment rates diffslightly from national estimates
because the OECD calculation is based on: (i) the share of unemployed persons for whom
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26. Young people in Canada, as in other OECD countries, experience greater difficulties in the job
market than other individuals, and they were abseerely hit by the 2068009 economic crisis. The youth
unemployment rate rose from 11.2% prior to the crisis to 16.0% at its peak in the third quarter of 2009. By
the fourth quarter of 2015 youth unemployment had declined by 3.0 percentage points i@ r@#c This
compares favourably to the current OECD average youth unemployment rate of 13.4%.

27. After rising significantly in the six years to 2010, real wage growth has slowed down in recent
years (Figur.2, Ranel A). Wage adjustments have played an important role in helping the labour market
weather the deep cyclical downturn, but labour productivity growth in Canada has nevertheless lagged
behind the performance of some of its important trading partnershtintisg Canadian competitiveness.

Canadads | abour productivity gr owt theUnitachStaeesthef i f t h

United Kingdom, Japan and Fran(fégure2.2, Panel B). Both macroeconomic policies and structural

reforms (e.g.,overomi ng skill s shortages in key sectors of

roles in ensuring that the productive capacity
policy levers for strengthening productivity performance in @anaclude reforming tertiary education,
improving the design of innovation policies and developing a skilled workforce (OECD, 2012, 2014a).

Figure 2.2.  Trends in labour productivity and real wages growth in Canada, 1990-2015

Trend in labour productivity and wage growth, Cana« Labour productivity growth in G7 economies.
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a)  Total wage bill divided by total hours worked of employees in real terms (deflated using the consumer price index).
b) Real wage divided by total hours worked.

Source: OECD calculations based on OECD (2016), OECD Economic Outlook, OECD Publishing, Paris,
http://dx.doi.org/10.1787/eco_outlook-v2016-1-en.

28. Looking alead, the Canadian economy is expected to recover from brief contraction in the first
half of 2016, which was mainly caused by a sharp decline in business investment due to the sharp fall in oll
prices. Economic growth will reach 2.3 per cent in 2017, lgrdeven by norenergy exports, which will

benefit from the lower Canadian dollar and stronger export market growth (OECD .2015a)

anunemployment spell duration valuable is available who have been jobless for a year or longer (i.e. the
denominator excludes obsetiems with no measured spell length); and (ii) centredu&ter moving
averages.
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Preparing for the future: Strengthening labour utilisation, job quality and investments in skills

29. Notwithstanding the strong labour market performance in recent years, Canada faces important
challenges, stemming in part from demographic change. The aging of the Canadian population is soon set
to accelerate with the ratio of the elgeto the workingage population expected to nearly double over the

next 20 years (Department of Finance 2012). In combination with the challenges of continued
globalisation, changing nature of work and skill demands, boosting labour force participftion o
underrepresented groups and ensuring a skilled workforce will be critical to sustain future increases in
living standards.

Strengthening labour utilisation
Older workers

30. Labour market participation rates ofdel Canadian workers aged-68 are relatively high

in comparisons with many other OECD countries. However, once unemployed, older workers often face
challenges in reintegrating into the labour market. In Canada, for work#irslong job tenurewho
involuntarily lose their job for economic reasons, fiem closure or downsizing, the -@mployment rate

within one year is only 32% for older workers compared with 52% for paigeeworkers (Figurg.3).
Additional evidence suggests that the pooemmloymen rates in turn have led to large numbers of
long-tenured older workers retiring early, adding to agewigted social and fiscal pressures and lowering
potential growth (Finnie et al., 2011).

Figure 2.3. Re-employment prospects of displaced workers by age groups
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Source: OECD calculations using SLID data, years 2000 to 2010.

31 Recognizing that oldewxorkers have valuable skills and knowledge to contribute to the economy
and that unemployed older workers often face challenges in reintegrating into the labour market, the
Government of Canada launched the Targeted Initiative for Older Workers (TIOgfapnme in 2007.

TIOW is a federaprovincial/territorial (FP/T) costshared initiative that provides unemployed, older
workers (typically age 55 to 64) living in small, vulnerable communities of0BB0inhabitants or less,

with groupbased skills trainig and employment assistance services. With relatively modest investment,
TIOW has been successful. All phases of evaluation show positive results with approximately 75% of
clients finding employment pogarticipation. As of June 20l6approximately 4200unemployed
olderworkers have been targeted by provinces and territories for TIOW participation. In the current
renewal period (April 1, 2014 to March 31, 2017) eligibility criewere broadened to include
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communities experiencing skills mismatches andinfulfiled employer demand, so that communities
with tighter labour markets can participate in the Initiativederal investment since the progragd s
inception to March 31, 2017 represents USD 267 million.

32 Poor postdisplacement earnings also play a factor in discouraging older workeremterethe

labour market. For instance evidence from Canada suggests that workers wittnianegwho manage to

find new jobs lose about 60% of their annual earnings,entban workers with mediutenure
(OECD2015b). Wage Insurance has received attention as a possible form of additional compensation that
is targeted at large earning losses which persist even after displaced workers find new jobs, but there is
little experence with operating such schemes (Riddell, 2011; and Jones, 2009).

33. More generally, the relatively few legislative restrictions on reducing employment within their
firms make Canadian worker more vulnerable toeeigmcing job loss than their counterparts in other
countries (OECD 2015b). In this context, the W8itharing programe can provide a useful incentive for
employers experiencing a temporary reduction in business activity to retain valuable employees by
temporarily reducing working hours. The recent proposdiiiget 2016 (implemented as of April 2016)

to extend the maximum duration of Weskaring agreements from 38 weeks to 76 weeks across Canada
to help employers and their workforce adapt to changinganiz conditions is welcom&dExtended
Work-Sharing agreements can potentially help employers retain skilled employees and avoid the costs of
recruiting and training new employees when business returns to normal levels. They also enable employees
to conthue working and maintain their skills while supplementing their wages with El benefits for the days
they are not working.

Youth

34. While high youth unemployment due to the economic downturn is an important issue to address,
a more persistent and worryimgsue is the rise in the number of young people who are disconnected from
education and the labour market altogetihee. the share of youth neither in employment nor in education
and training (NEET). Over the six years up to 2014, this share increasdolx half a percentage point to
reach 11.2%, with youth not in the labour force (15 to 24 year olds) making up the largest part of it (56%)
(Figure2.4, Panel). Even though, the NEET rate barely increased in the O&@B as a whole during

the same p@od, it is still lower in Canada than the OE@Rerage. Most notably, the NEEdte in Canada

has increased not only because of an increase in the number of youth unemployed but also because of an
increase in inactivity especially among young men (Fi@ue PaneB). This contrasts with the
OECDaverage in which the rise in youth unemployment was associated with a decline in inactivity among
youth. Some inactive youth may have chosen to withdraw from the labour fadibly, young women
engaged in did bearing and rearing.

6. This temporary policy is applicable for all employers across Canada affected by the downturn in the
commodities sector.
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Figure 2.4.  Youth neither in employment nor in education or training (NEETS),
Canada, Euro area and OECD, 2007-2014
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Source: OECD (2015), Education at a Glance 2015: OECD Indicators, OECD Publishing, Paris, http://dx.doi.org/10.1787/eag-2015-en.
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34. Strengthening initial investments in education and training and improving opportunities to gain
relevant workplace experience can help youngerkers to gain &othold in the labour market. Recent
measures announced in the 2016 federal Budget include a greater fpcogide young Canadians with

co-op placements and woiktegrated learning opportunities with a focus on kdgimand fields, .&ch as
science, technology, engineering, mathematics and business. The Government of Canada invests an
average of CAIB30 million annually in the Youth Employment Strategy initiative. To expand
employment opportunities for Canadians, Budft6 propses o invest an additional CAR78million

in 20162017.BudgeR016 also proposes to establish an Expert Panel on Youth Employment to assess
thebarriers faced by vulnerable youth in finding and keeping jobs, and to examine innovative practices
used by governemts, nongovernmental organisations and employers both at home and abroad to improve
job opportunities for vulnerable youth

Addressing skills gaps and mismatch
Low literacy levels can limit productivity and the potential for skill upgrading

35. Strong literacy and numeracy skills are necessary to perform well in a modern, globalised
informationbased economy and imperative in utilising the full potential of the workforce. Canadian adults
perform close tahe OECD average in terms of their numeracy, literacy and their problem solving skills
in technologyrich environments, according to the Survey of Adult Skills (PIARQ12). However,
compared to the OECD average Canada has a higher proportion of ilatipopat both the high and the

low end of the proficiency scales (see Fig2re for proficiency in literacy). Some 13.7% of adults

in Canada (ageti6-65) attain the two highest levels of proficiency in literacy (Level 4 or 5) slightly higher
than the aveage of 11.8% of adults in all participating countries and similar results are obtained in
numeracy and problem solving in technolagh environments. At the other end of the spectrum, some
16.4% of adults in Canada attain only Level 1 or below in litenaroficiency, compromising their
likelihood of being in employment and the level of their earnings.

7. Over the course of the next year, the Goverrtmenwi | | al so develop and establ
Advisory Council, consisting of young Canadians agee?4&rom diverse communities and from all
regions of Canada.
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Figure 2.5.

Literacy proficiency among adults, Canada and OECD, 2012

Percentage of adults scoring at each proficiency level in literacy
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Notes: Adults in the missing category were not able to provide enough background information to impute proficiency scores because
of language difficulties, or learning or mental disabilities (referred to as literacy-related non-response).

Source: Survey of Adult Skills (PIAAC) (2012), Table A2.1

36. This performance reflects to a large extent educational attainment. This is relatively high in
Canala due to the more than 50% of individuals age&4£%hat hold a tertiary degree, but the share of
individuals performing poorly in the survey is very high among those without a high school degree (41%
more than twice as many than among the generallgtoqm). The size of the foreigmorn population also

affects average outcomes. In the case of Canada, the immigrant population is both proportionately larger
and is more highly educated than on average in other OECD countries. Nevertheless, the share of
immigrants performing poorly in literacy and numeracy is 10 percentage points higher than among the
general population.

37. Life-long learning also plays a key role in building and keeping skills beyond initial estudati
particular, it plays a key role in reducing skill depreciation and obsolescence. Unfortunately, participation
in training tends to be low among those that would benefit the most fiothetlowskilledi and Canada

is no exception to this. About08 of the most skilled individuals participated in adult education or
training in the year prior to when the PIAAC survey took place and about 70% took pariréajiol
education or training (Figur26). But these proportions fall to 24% and 15%, retbpaly, for those with a

low level of literacy proficiency, highlighting the need to provide better training opportunities for the low
skilled groups in the population.
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Figure 2.6. Participation rate in adult education, by literacy proficiency levels, Canada and OECD, 2012

Percentage of adults who participated in adult education and training during year prior to the survey,
by level of proficiency in literacy
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Source: Survey of Adult Skills (PIAAC) (2012), Table A5.7 (L).

Skills shortages

38 Skill imbalances between unemployment and job vacancies have risen over the recovery, suggesting
misalignment between trmompetences of the unemployed and those required by employers (Department of
Finance 2014). According to the Bank of Canadabs
labour shortages at the beginning of 2016, up from a low of 10% dhengcession but below the highs of

40% set just before the recession (Bank of Canada, 2016). Recruitment difficulties have been particularly severe
in skilled trades occupations and especially so in Alberta and SaskatchewanZHigukéowever, decles in
commodity prices since highs during rRd14 have reduced labour market tightness across sectors, including

in skilled trades occupations in Alberta and Saskatchewan, where job vacancy rates declined a@ur2e15 (

Job Vacancy and Wage Survey)hMW¥ demand appears to have slowed, population ageing could put labour
supply pressures on these occupations over the medium term.

THE STATE OF THE NORTH AMERI®N LABOUR MARKET © OECD 206 28



Figure 2.7. Job vacancy rates by occupational groups and skilled-trade vacancy rates, 2009-2013
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Note: The job vacancy rate is the number of online job postings divided by labour demand, i.e., online postings plus employment.

Source: Department of Finance (2014), Jobs Report: The State of the Canadian Labour Market and Burleton, D. et al,
Jobs in Canada, Where, What and For Whom, TD Economics Special Report, 22 October, 2013.

39. A high-quality and an effective apprenticeship systcan play an important part in providing
practical skills and knowledge necessary to practise a trade, and for better aligning skills acquisition with
skill needs. Overall, the share of people enrolled in apprenticeship progsaim Canada appears to be
relatively small compared with other countries for which information is available (F2gB)e
Thenumber of registrations in apprenticestias doubled from 2000 to 2011.

40. However, apprenticeship completioates have remained flat at approximately 50 per cent
Research shows that apprenticeship completers earn more and have better job stability and higher job
satisfaction. There can be a number of barriers to completion, including: difficulties findingtaygstap
positions in the full scope of the trade and the opportunity cost when an apprentice must leave an employer
to complete technical training components. Neverthelesscoimpletion is complex as many apprentices

who do not complete are able to figdod, weltpaying jobs based on the training they received. The Red
Seal Program, whicldevelops interprovincial standards for 56 Red Seal trades, provides an industry
standard and a good base for mobility of certified tradespeople between provincésrriaodes.
However, there can be substantial variation among provincial/territorial apprenticeship systems that poses
challenges for employers to recruit and a disincentive for apprentices to movetfajoh training. To

address these issues, fedleyovincial and territorial governments have committed to harmonizing
apprenticeship training requirements for 30 Red Seal trades in most jurisdictions byRj#@senting

close to 9(per cent of apprentices, this initiative will facilitate the movetraf skilled trade apprentices

across the country and support improved completion rates.

8. The data on participation in apprenticeship programmes in Figure 2.8 caneshie OECD Survey of
Adult Skills (PIAAC) and is based on the sedfporting of adults in a household survey. It may thus be
somewhat imprecise. One advantage of the PIAAC data is that it is based on the same sequence of
guestions in each of a considemblumber of countries, and so the data are comparable across these
countries.

9. Due to its distinctive apprenticeship system, Quebec participates as an observer on the harmonization
initiative.

THE STATE OF THE NORTH AMERI®N LABOUR MARKET © OECD 206 29



41, Inadequate numeracy and literacy skills may also pose challenges for apprentices, particularly
during the inschool part btheir training, and can contribute to roampletion of the apprenticeship.
Access to remedial educatidfor example by offering prapprenticeship programmes to strengthen
mathematics and toaise skill3 could be offered to improve such weaknesses.

Figure 2.8. Participation in Apprenticeship Programmes

Percentage of total youth aged 15-29, 2012

[ Total < Men +\Women

Note: Results obtained using sample size < 30 observations for totals and < 15 by gender are showed in a lighter colour.

*  The PIAAC results for Belgium and United Kingdom refer to Flanders and England/Northern Ireland only, respectively.

** The data from the Russian Federation are preliminary and may be subject to change. Readers should note that the sample for the
Russian Federation does not include the population of the Moscow municipal area. The data published, therefore, do not
represent the entire resident population aged 16-65 in Russia but rather the population of Russia excluding the population residing
in the Moscow municipal area.

Source: OECD Survey of Adult Skills (PIAAC), 2012.

42, In Canada, expenditure on publicly funded training is relatively low by international standards
(Figure2.9). At the same time, expenditure on emplegponsored training, most of which is nfmmmal,

has also been declining (Burleton, et al. 2013). Canada has made recent investments through Budget 2016
funding commitments to both its Labour Market DevelopmenteAments (LMDAs) (CAD 125 million)

and the Canada Job Fund (CAD 50 million) for fiscal year 20161 7 . The LMDAS repre:
largest investment in labour market prograea. Each year, the Government of Canada provides over

CAD 2 billion in LMDA funding to the provinces and territories to support their own programming for
skills development and other employment services. Under the LMDAs, employment benefits enable
current and former Employment Insurance (EIl) claimants to gain skills and workiesmxqeethrough a
combination of interventions such as training and wage subsidies, while support measures offer other
employment supports such as employment counselling, job search assistance, diagnostic assessments,
information on government employment granmes, case management services and the development of
career action plans.

43. In 2014, the Government of Canada introduced the Canada Job Grant, which aims to increase
employer investment and involvement in traipi . The programme provides financial support, on a
costshared basis, to employers to help Canadians develop the skills they need for available jobs.
Employers determine who gets training and what type of traifiing.government contribution is 2/3, for

a maximum of up to CAD 10,000 towards the direct costs of trainiegployers are expected to
contribute theemaining onehird of the training costs and have a job available at the end of training.
Funding for thegrant is provided through the Canadzb JFund Agreements. Under these agreements,
funding is also provided to supportamge of employment programes and services, including literacy
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and essential skills, with priority given to the lskilled employed and the unemployed not eligible for
Employment Insurance benefits. Budget 2016 committed an addi@@&al50 million in201617 for the
Canada Job Fund AgreemeriEsidence suggests that programmes that \demneanddriven and involved
employers in the design and delivery of training at the plade produced more immediate results
(ILO 2014). Although employer involvement is strongly supported, it will be important to ensure that it
reaches the lowskilled, as training opportunities for them are few (as seen above).

Figure 2.9. Publicly funded training expenditure, Canada and OECD countries, 2013

Percentage of GDP, 2013%
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a) 2012 for France, Korea, New Zealand, Poland and Spain; 2011 for Israel and United Kingdom; 2010 for Greece.

Source: OECD Labour Market Programmes (database), http://dx.doi.org/10.1787/data-00312-en.

44, Better labour market informatigi.MI) can also help to reduce skills shortages by facilitating job
matching and informing education decisions. Until recently, the Employment and Social Development
Canada website provided no easily accessible information on linking fields of study upatacal
outcomes. Moreover, Statistics Canada only began to publishajncy data in 2011, but even then data

on occupation and economiegionwas limited. Furthermore, there are no institutional requirements to
provide LMI in schools one of the man weaknesses of Canadads L Ml Sy
Statistics Canadab6s new Job Vacancy and Wage Sur
these challenges by filling in important data gaprdvides better and more detailed quarterly
information on vacancies such as occupation, industry and t&tias foster better jetatching. Going

forward, further investments should be made in improving career counselling services, which can be very
cost effective for directing students into thesbcourses.

45, Labour mobility plays an important role in labour market adjustments in Canada. Indeed, internal
labour mobility in Canada is on par with levels observed in the United States (2&t4y., Notably hiere

has been a rise in intprovincial employment (i.e., residing permanently in one province, but working in
another) over the past 4 years (Laporte, C and Lu. 2013). Nevertheless, a number ludrriers
continue to exist that constrain adjustmdrie government has taken a variety of steps over the years to
reduce barriers to labour mobility across provincial borders, including strengthening the Agreement on
Internal Trade (AIT) which allows workers in regulated occupations to apply to beezkitifthe same
occupation in another province or territory without having to undergo significant additional training,

10. Other indicators include the minimum level of educatiod aerk experience required, the wage or salary
offered, whether the vacant positions are-fule, paritime, permanent, temporary or seasonal, the
methods used to advertise the vacancies and the duration of recruitment efforts
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examination or assessment. Individuals are still required to apply to jurisdictional regulators for
certification in their occupation. Pri to the 2009 amendments, regulated workers moving from one
province to another faced a wide range of barriers such as additional qualification requirements,
re-examination and reraining. Nevertheless, further action should be taken in other areasili@ata
greater labour mobility.

46. Regional dispersion of unemployment rates continue to persist in Canada, indicating that further
progress can be made in promoting labour mobility from -dglow unemployment agions
(OECD2014b) although this should go hamathand with policies that help displaced workers acquire
new skills to obtain jobs in fagfrowing occupationsA number of studies have identified the Employment
Insurance (EI) system as one of thetors affecting labour mobility in Canada. The El scheme provides
incentives for seasonal work in high unemployment regions, where contributions to qualify are shorter and
maximum benefits duration longer than elsewhere (Riddell and Kuhn 2010). In @@lZederal
government significantly tightened EI rul es baseq
and more frequently jobseekers have previously claimed employment insurance, the broader their job
search would have to be and the lowes wages they would have to be willing to accept. It is too early to
assess the effects of these changes, though it should be noted thatehgGovernment has announced

that these changes will be reversed. Bolder reform options such as introduciegerearated

El premiums for employers (whereby their contribution rates depend on their past record of laying off
workers), could also be pursued.

Improving job quality

47. A focus on purely quantitative labour matkaspects neglects job quality. People spend most of
their day and a significant part of their life at work. Therefore, job quality is a key determinant of
well-being. The 2014 OECEmployment Outlook outlines a broad picture of job quality across
OECDcoauntries. This is based on three dimensions that are considered as essential aspectyuadigood
jobs: earnings quality (the level of earnings and degree of inequality); labour market security (risk of job
loss and income support available); and quatifythe working environment (work demands and
conditions, and the resources and support available to cope with these demands).

48. Compared with other OECEountries, Canada is higher than the OEG&lian in two ofliese

three dimensions. It does particularly well with respect to the quality of the work environment and ranks in
eleventh place among OEGIuntries. The index of labour market security is similar to the
OECDmedian as Canadian workers faced a relatitag risk of becoming unemployed in the reference
year (2010). However, labour market security is likely to have improved since due to the subsequent
decline in the risk of unemployment (OECI)14a).

49, Earnings qality is scored only slightly above the median due to the offsetting impacts of
relatively high average earnings and wide earnings dispersion. Indeed, as seen inIClesgytengs
inequality (as measured by the ratio between tHea®@ 18" earnings pesentiles) is higher in Canada

than theOECD. Increased earnings inequality in Canada is driven theidivide in hours worked
between higherand lowerwage earners and i) rise in selemployment, as on the whole the self
employed earn less than ftiilne workers. The latter explains more than-gnarter of the increase. Taxes

and benefits reduce inequality less in Canada than in most OECD countries. Prior to-1189@sidthe
Canadian tabenefit system was as effective as those in the Nordic esirih stabilising inequality,
offsetting more than 70% of the rise in market income inequality. The effect of redistribution has declined
since then so that taxes and benefits offset less than 40% of the recent rise in inequality. This downward
trend inredistribution is largely driven by the reduced role of mdasted transfers: benefit levels fell
over time and benefits became less targeted (ORCLY,).
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CHAPTER3

Mexi cob6s | abour market: chall enges an

How has the labour market weathered the crisis?

50. Mexico was among the countries hardest hit by the recession. With its high trade dependence on
the United Statest suffered a large GDP shock as exports plummeted and its terms of trade deteriorated
(OECD, 2010; OECD, 2013c). In addition, global deleveraging significantly reduced net capital inflows
and resulted in currency depreciation. More difficult access tmatienal financial markets bore down on
economic activity (OECD, 2009a; Sidaoui et al., 2010).

51. Yet Mexico made a relatively swift recovery (OECD, 2011a) and the impact of the crisis on the
labour market was rdiaely mild (Figure3.1, Panel). While the unemployment rate rose by nearly 60%,

this was from a very low base (3.7% in quater of 2007) and, even at the
unemployment rate (5.8%) remained significantly below the OECD awdB§%). The unemployment

rate has since fallen back to 4.3% in the latest estimates (compared to 6.6% across the OECD on average)
and is expected to remain near that level in 2017 (OECD, 2015a). Also noticeable is that men were harder
hit by the crisishtan women, although women were, and still are, slightly more likely to be unemployed.
Women also have significantly lower employment rates than men (RBdufeanelB).
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Figure 3.1. Key labour market indicators,? Mexico and OECD,’ Q4 2007-Q4 2015
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Note: The age groups are as follows: 15-64 age group for employment and unemployment, 15-24 for youth unemployment, and the
total population for long-term unemployment. For long-term unemployment in Panel B, Q4 2007 data refers to 2007 and Q3 2014
refers to 2013. Long-term unemployment refers to unemployment of 1 year or more.

a) Unemployment is measured as a percentage of the labour force; long-term unemployment as a percentage of all unemployed,
youth unemployment as a percentage of the youth labour force; and employment as a percentage of the working-age population.

b) OECD is a weighted average for OECD countries.
Source: OECD Short-Term Labour Statistics (database), http://dx.doi.org/10.1787/data-00046-en.

52 While Mexican youth face a higher risk of unemployment than adults, they were not
disproportionately affected by the crisis, nor was there a big difference by gender. The youth unemployment
rate rose from 7.4% prior to the crisis to 10.8% at its peakhasdlecreased again to 8.3% according to the
latest available quarterly estimates. This compares favourably to the current OECD average youth
unemployment rate of 13.4%. Employment rates, already low in Mexico, fell to 58.8% during the crisis, but
have reovered since and stood at 61.2% in the fourth quarter of 2015. Finally, whittetangnemployment

rose during the crisis, it is extremely uncommon in Mexico affecting just 1.3% of the unemployed according to
the latest estimates (34.3% across the OEGRwerage). The lack of unemployment insurance and the very
low expenditure on active labour market programmes (OECD, 2013b) are likely to be key explanations for this
low incidence of longerm unemployment, with many Mexican job losers moving quicktipddirst job they

find to sustain themselves and their family, even if it is agaw job in the informal sector.
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53. The standard employment statistics only partially convey the impact of the crisis on the labour
market in Mexico. While the impact on overall employment may have been modest, there has also been an
adverse impact on the quality of employment and, in particular, a shift from formal to informal
employment. Informal employment in Mexico is courntgclical (DuvatHerndndez and Orraca Romano,

2009; ILO FORLAC 2014) and, as shown in Fig8r2, rose from a prerisis low of 57.5% to a peak of

60.0% at the end of 2009. In the most recent years, the informality rate has returnectigiglevels and

stood at 57.4% Q1 2016.

Figure 3.2. Informal employment,? Mexico, Q1 2005 - Q1 2016

Percentage of total employment
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a) The definition of informal employment is in line with the Seventeenth International Conference of Labour Statisticians (ICLS)
AGui delines concerning a statistical definition of informal empl o

Source: Instituto Nacional de Estadistica y Geografia, Indicadores de informalidad laboral http://www3.inegi.org.mx/sistemas/
tabuladosbasicos/tabtema.aspx?s=est&c=33698.

54, Migration to the United States, traditionally a significargssure release valve for the Mexitzdrour

market, has gradually declined even before the crisis; indeed, from about 2005 onwards, net migration from
Mexico to the United States came to a standstill and even turned negative (Passel, Cohn and Gonzalez
Barrera,2012). While the crisis (and, in particular, its impact on the construction and service sectors in the United
States) have further reduced the employment prospects egkilted) Mexicans in the United States (Alarcéon et

al. 2008), the reversal imet migration to the United States is part of a lotgyen trend reflecting also heightened
border enforcements, a rise in deportations, greater risks associated with illegal emigration:t¢ine Idagline

in Mexicobs birt h raad econormacranhditionmip MexicodPassal, Cahn andhGorralez
Barrera2012).

55. Wage growth in Mexico has been mostly negative over the past decade (seel(Hapezrthe period

2006 to 2012, this closely refited productivity growth (as measured by GDP per hour worked). However, since
2012, there has been a decoupling between wage and productivity growth. While productivity has been rising,
wages have continued on a downward trend since 28ft®ugh the da for 2015 indicate that this trend might

finally be reversingln addition, productivity remains low by OEGEandards. There are many interrelated causes
behind Mexicobs | ow productivity, i nc ledathaumngrker | ar ¢
and low skills. The Labour Law reform of 2012 contained a range of measures to tackle informality and low
productivity (see section on informality below). In addition, Mexico set up a National Productivity Committee

in 2013 (as an advisobody to the President) and approved the National Programme to Democratise Productivity
(Programa para democratizar la productividad he National Productivity Committee was further strengthened

by the Productivity and Competitiveness Law enacted in 2015.
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56. Looking ahead, after growing by 2.5% in 2015, real GDP is projected to acceldvatd 2016

and 2017. The economy will benefit from a stronger US economy, the depreciation of the peso, and the
easing of probles in the construction sector. The implementation of important structural reforms has also
improved the business climate. Consequently, investment is picking up, and manufacturing activity is
gradually accelerating, supporting a robust formal job markegsting household incomes and
consumption growth (OEC[2013a; OECD2015a).

Preparing for the future: Strengthening labour utilisation, job quality and investments in skills

Strengthening labour utilisation

57. The underrepresentation of certain population groups in the labour market is a significant
obstacle to the full exploitation of Mexicobs as:

one of the lowest among OECD countries, ahead only of Tufkmece, Italy and Spain. Ample scope
exists to raise labour force participation of women and young people in particular.

Women
58. Mexicob6s | ow participation rate | artigpedabour ref | «
market. At 453 (Q42015) , Mexi cobs female | abour force par

OECD area exceeding that of Turkey and Greece only (Figu8). While the participation rate of
women in Mexico has risen moderately duritige past twalecades, many women still face major
obstacles to participating more fully in the labour market. Until very recentlypregmancy certificates

could be requested by employers as a requirement for hiring, and pregnancy could be usedhalsfargro
dismissal. Th012Labour Law reforms have explicitly prohibited any such type of discrimination, and
have introduced a number of additional measures to promote female labour force participation, such as: the
recognition of teleworking; reductiord the working day by one hour daily for working mothers who are
breastfeeding; more flexible maternity leave allowing the transfer of up to four of the six prenatal weeks

to afterbirth care; and paid paternity leave. The government has also takenesdasincrease the
coverage of child card’(ograma de Estancias Infantiles para Apoyar a Madres Trabajadl@assvell as
presschool services. Research has shown #stancias Infantilesncreased women's probability of
working and reduced the time thegwbte to child care. The programme also contributed to women
obtaining more stable jobs and it increased their labour incomes (Calderén, 2014). That saielabbdd

leave entitlements in Mexico are still limited and maternity leave, although pai®%t dDlast earnings,

lasts just 12 weeks and covers only women in formal employment. Gender roles constitute a barrier to
womenés (and Mexicobs) economic opportunities: a i
on unpaid work than men.
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Figure 3.3. Female labour force participation, Mexico and OECD countries, 1990-2014

Percentage of the working-age population (aged 15-64)
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Note: 1990 data for Iceland, Mexico and Switzerland refer to 1991; 1992 for Hungary and Poland; 1993 for the Czech Republic;

1994 for Austria and the Slovak Republic; 1996 for Chile; 2002 for Slovenia.
Source: OECD Employment and Labour Market Statistics Database, http://dx.doi.org/10.1787/data-00310-en.

Youth

59. Despite relatively low youth unemployment rates, Mexico has one of the highest

NEET (Neitherin Employment, noin Education or Training) rates of the OECD (Fig8ré). Given the

discussion in the previous section, it is not surprising that the NEET rate is particularly high among young
women (in 2014, 30.7% of women aged2bwere NEET, compared to 9.4% of nanthe same age).

Al t hough for some youth inactivity

Wi

be

a

cho

high NEET rate also reflects the difficulties some young people face in entering and staying in the labour

market. These difficultieare closely (although not exclusively) linked to the low level of educational

attainment discussed in the next section.
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Figure 3.4. Youth neither in employment nor in education or training (NEETSs), Mexico, Euro area and OECD,
2007-2014

Percentage of population aged 15-24

Panel A.
Mexico, Euro Area and OECD

OYoung unemployed and not in education or training Young inactives and not in education or traininge NEET rate

Percentage point change in NEET rate since

NEET rate in 2014 onset of the crisis (2007-14)
25 25

-2,5
Mexico OECD Euro Area Mexico OECD Euro Area

Panel B.

Mexico, by gender
Percentage point change in NEET rate since

NEET rate in 2014 onset of the crisis (2007-14)

35

Males Females Males Females

Note: OECD is the weighted average of 32 countries (excluding Chile and Japan).
Source: OECD (2015), Education at a Glance 2015: OECD Indicators, OECD Publishing, Paris, http://dx.doi.org/10.1787/eag-2015-en.

A

60. One of Me xi codbs maessnthe NEET ghiallemgenBesateit am intardedtion

aimed at unand/or undeemployed individuals aged 16 and over offering them opportunities to enhance

their knowledge and skills through dual apprenticesfpe training, work experience, selfnploymem

support or training vouchers. Training lasts between one and three months, during which participants receive

a stipend of between one and three minimum wages, as well as financial assistance to cover the costs of
transport and the acquisition of educatioaterials. Evaluations of the programme suggest that it has a small,

but positive effect on employability (Delajara, Freije and Soloaga, 2013). However, few other programmes
are available for youth, and Mexinmmed(@asapropprdomdfi t ur e
GDP) is the lowest in the OECD area, amounting to just 0.01% of GDEO1# (0.59%
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acrosgthe OECDonaverage}' The announcement in 2015 of tBeédito Joverprogramme is therefore a
welcome development. This programme offers different types of loans (from approximatelyy Q0800
150000) to young people (380 years old) who do not necessarily have a credit record, in order to initiate a
startup or consatlate a business.

61 The introduction of initial training contracts and probationary periods by the 2012 Labour Law
reform should also help improve the employment prospects of young, inexperienced-akitldovwoikers,

as they lower the risk for employers in taking on new, young workers whose productivity is initially
unknown. In addition, as part of its National Development Plan, the Mexican government has recently
introduced a number of measures to try and imprihe schoelo-work transition, including a website
providing labour market information (employment indicators for different professions, including number of
women employed, average income, economic sector and geographical location for each jobvixgtiegsas
information regarding education and training opportunities.

Addressing skills gaps and mismatch
Educational attainment

62 Mexico has made significant gains in educational attainment in recent years whichdwayv
achieved through a number of successful policy initiativessémeol education was made compulsory in
2009, placing Mexico amongst the OECD countries with the highest rates of school enrolment among
4-yearolds (OECD, 2013a). Between 2009 and 20¥@xico implemented a national upper secondary
school systemsfstema nacional de bachillergtaimed at providing a more coherent framework of upper
secondary education through: better academic guidance; more education options on offer; improved
mechanimis to deliver education (e.g. teacher training, school leadership professionalization,
infrastructure, scholarships); and a monitoring system for institutions. In addition, in 2012, upper
secondary education was made compulsory, setting a target datiifting universal coverage 12022.
Progress in educational attainment has also been
programmeOportunidades which has helped the poor invest in the human capital of their children.
Thesubstitution & Oportunidadeswith an enhanced programme nantedbsperais welcome in this
respect, as it adds new education and training dimensions (see below).

63. Despite the progress made, low educational attainment remasiggiicant barrier to better

empl oyment outcomes of Mexicobs popul ation. Whil €
now in school, enrolments beyond the age of 14 remain low and more effort will be required at the upper
secondary school Vel in particular. As shown by FiguB5, the proportion of young adults in Mexico

who have attained tertiary education remains considerably below the OECD average. This is partly due to
Mexicobds high school dropout r bet higlsest w HLatio America t al
(OECD,2015b).

11 Active measures includetraining, employment incentives, sheltered and supported employment and
rehabilitation, direct job creation, and stapt incentives. Mexico also has the lowest expenditure (as a
percentage of GDP) on passive measures, which includaf-eutrk income matenance and support,
and early retirement measures.
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Figure 3.5. Educational attainment, Mexico and OECD countries, 2014
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Source: Table Al.4a from OECD (2015) http://dx.doi.org/10.1787/eag-2015-en, Education at a Glance, OECD Publishing 2015.

64. Mexi cobds hi gh r aitaepradgide wigch haleen proeep  ta ineffeotive and
costlyi is likely to be an important contributor to high rates of dropout. A much better (and cheaper) way
to support poorly performing students would be to provide extra teaching time, taking into account their
needs, sthat they can catch up with their peers. More generally, the efficiency of the Mexican education
system could be improved by rebalancing the amount spent per student in tertiary education, on the one
hand, and the amount spent per student at lower lefalge system, on the other. Indeed, as shown by
OECD (2015b), Mexi cods publ i c spending on educa
university students being four times greater than expenditure oepriprary, primary and secondary
students. Yeinvestments in lower levels of education (particularly early childhood education and care and
which benefit low soci@conomic groups) tend to have higher labour market returns. While Mexico has
made significant progress in enrollingydarolds in educabn, more should be done for lower age groups:
currently, only 25% of children aged fewer than three in Mexico receive care outside the home, which
places the country at the bottom of OECD countries for this age group (2BCBh).

Skills

65. Despite the gains in educational attainment in recent years, the quality of education in Mexico
remains low, and this will mute the impact of these gains on productivity growth. Mexico has regularly
participated i gramrbeh fer In@@ali@nal sStudBssessment (PISA), a triennial
international survey which aims to evaluate education systems worldwide by testing the skills and
knowledge of 15/earold students. The latest available data (2012) showed that Mexico hasl mad
significant improvements, but remained one of the worst performing countries with 55% of students not
achieving the most basic competency level in mathematics (23% across the OECD on average), and less
than 1% reaching the highest level (13% across fB@on average) OECD (2014a) and Figu26

12 Unli ke the United States and Canada, Mexi co did
Adult Skills (PIAAC, 2012). Comparisons of the skill proficiency (and use) of the Mexican adult
population with other OECD countries are therefore not yet possible. However, Mexico has signed up for
round 3 of the Survey of Adult Skills and results will be available towards-2018.
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Figure 3.6. Proficiency in mathematics, Mexico and OECD, 2012
Percentage of students at each level of mathematics proficiency
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Source: OECD, PISA 2012 Database, Table 1.2.22 http://dx.doi.org/10.1787/888932935572.

66. The PISA results highlight the poor quality of Mexican education and offer one explanation of
low productivity in the country. In particular, skill deficits limit formal sector employment
(OECD,2013c). Arange of reforms have been implemented, or are in the pipeline, to try and address the
poor quality of education. Like in other Latin American countries, the average school day in Mexico is
very short, and efforts are underway to implementtfule schodd at the national level. To improve the
guality of teachers entering the profession, Mexico recently introduced New Protocols for Entering Public
Initial Training Programmes. In addition, the Secretariat of Labour and Social Affairs (STPS) and the
Secretant of Economy have established measures aimed at promoting the productivity among micro and
small businesses. These actions include training programmes, advice and financing schemes. The purpose
is to increase the investment in small economic units aekhly promote job creation in the formal
economy.

67. For existing teachers, the country has implemented a Universal Teacher Evaluation System to
help detect the areas teachers need to improve on. Accountabilitvaasparency have been strengthened
through: ithe establishment of assessment mechanisms for measuring student progress in primary and
secondary education (egvaluacién Nacional del Logro Académico en Centros Escotadl ACE i

and Exdmenes de la ddhd y el Logro EducativosEXCALE); ii) an autonomous National Institute of
Education Evaluation (INEE) responsible for evaluating the quality and performance of the national
education system; and iifpe promotion of social participation in school councils across the country.

68. Looking ahead, national consultation forums were conducted in the first half of 2014 in order to
review the educational model, and changes in the General Law on Education imply that authorities must
now take actionsaimed at strengthening the autonomy of school management (OECD, 2015c).
TheMexican administration has also replaced the conditional cash transfer prog@puortenidades

with a new programmeRrospera While beneficiaries continue to receive the supplogty had under
Oportunidadesthey now also receive help to improve their productive potential. Specifically, children can
now receive scholarships for college or technical college.
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Mismatch and shortages

69. Not surpising, given the discussion above, employers in Mexico report a very high level of
hiring difficulties, with 54% encountering difficulties filling jobs. This is significantly above the
OECDaverage of 32% as well as higher than in most other Latin Amegoantries (Figur8.7).
Asimil ar finding emer ges from the Worl d Banksé
Mexicanfirms identifying an inadequately educated workforce as a major constraint to their current
operations, compared to 17% in OEC&unties and 22.2% worldwide. Such difficulties are not limited to
highly skilled jobs: amongst the td® jobs in which Mexican firms experience recruitment difficulties are
sales representatives, secretaries, assistants, administrative personnel, lalaogrersceptionists

(World Bank,2013). A large proportion of employers find seeimotional skills particularly difficult to

find (World Bank, 2013). While mismatch appears to be less of a problem in Mexico than it is in other
OECDcountries (Boxl), thereis a relatively high level of undexducation, which corroborates the
complaints made by employers about skills shortages. That said, around a quarter of Mexican workers are
estimated to be ovesducated for the job they are doing, suggesting that misnsastiii significant.

Figure 3.7. Percentage of employers having difficulty filling jobs
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Source: ManPower Group (2014), The talent shortage continues, How the ever changing role of HR can bridge the gap,
ManPower Group 2014.

70. High-quality and effective vocational education and training (VET) can build bridges between
the worlds of education and work by providing a closer maattvden the skills required by employers

and those produced by the education and training system, thereby reducing mismatch and shortages. In
Mexico, the VETsector is relatively small, with just 9% of enrolments at upper secondary level in
technicalprofesional programmesp(ofessionatécnicg, although nearly onéfth of the enrolments in
fifgeneral 0O pin dahg rbachillerats techosbgicothat includes 40% vocational subjects
(OECD,2012). AnOECDreview of VET in Mexico concluded that linkagesweén the VET system and
employers are relatively weak, illustrated by the low level of involvement of employ®isTipolicy
development (OECD, 2009b).
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Box 3.1. Over- and under-education in Mexico

On average, 25.6% of Mexican workers are estimated to be over-educated for the job they are doing (where
over-education is measured as having at least two years of education more than the median required in a specific
industry-occupation cell). As show in Figure A, the incidence of over-education diminishes with age, whereas the
incidence of under-education rises with age. This is consistent with i) the idea that young people take a while to
find a good match in the labour market; and ii) that educational attainment has improved considerably over time.
Additional analysis suggests that over-education is more common in the private than in the public sector in
Mexico, as well as in the formal sector (as opposed to the informal sector). The latter suggests that education is
seen as an important passport to obtaining a formal sector job and that significant competition exists to obtain
those jobs. Mismatch nevertheless appears to be less of an issue in Mexico than it is in many other countries
(Figure B) and under-education is more of an issue than over-education i which corroborates the complaints from
employers about skills shortages.

Figure A. Over-and under-education by gender and age, Mexico, 2013
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Figure B. Over- and under-education, Mexico and selected OECD countries, 2013

Box 1. Percentage of workers aged 15-64
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71 Another intervention of value in reducing mismatch would be to upscateetivecio Nacional de

Empleg Mexi cobs public empl oy mmgttutionscanr play a eriticdl IPole Sn) , S i
matching the supply of skills to existing demandMexico, the PES serves only a very small segment of
the workforce and is not commonly used by employers (WBrll n k , 2013) . Mexi co0s

expenditure (as a percentage of GDP) on the PES and administration of labour market programmes is the
lowest in theOECD area.

Improving job quality

72. Labour market performancshould be assessed not only in terms of the number of job
opportunities, but also in terms of the quality of employment. After all, the jobs people hold are one of the
most powerful determinants of wédeing, given that most people spend a substantiblopgheir time at

work. Recent OECD work in this area has argued that three dimensions are particularly relevant for
wo r k e r-being, maen¢ly: earnings, labour market security, and the quality of the work environment.
Given both its low level of eamigs and hi gh earnings inequality, i
on this aspect of job quality is the lowest in the entire OECD area (OEHI1b).

73. The OECD job quality framework was initially developed for, and applied to, a set of advanced
economies, but additional work is currently underway to extend the framework to the context of emerging
economies (OECD, forthcoming). While the exact definitdfob quality in those countries might differ
slightly, there is also the issue that the labour markets of most emerging economies are characterised by
large informal sectors, and that job quality (as measured by earnings quality, the riskpafylawdthe

guality of the work environment) are substantially lower in the informal sector.

Earnings inequality

74. Mexico is among the OECD countries with the highest levels of earnings inequality (as measured
by the ratiobetween the 90and 18' earnings percentile$j.Earnings inequality iMexico rose between the

late 1980s and the early 2000s (Bosch and Manacorda, 2010), saihdtantial part of the growth in
inequality (including nearly all the growth in inequality in twtom half of the distribution) has been
attributed to the steep decline in the real value of the minimum wage over that period (Bosch and Manacorda,
2010), which is currently amongst the lowest (relative to the average wage) in the OECD area
(OECD,2015d). Other explanations for the rise in aaysiinequality include the increase in demand for
skilled workers over that period (Campdézquez, Esquivel and Lustig012). Prior to the crisis, there had

been a slight decrease in inequality, but this trend has been reversed again in more recent years
(seeChapterl).

Informality

75. In comparison to other large emerging economies, Mexico has a very high prevalence of informal
employment (Figur&.8). Informality is also much more common among certain vulnegablgps, such

as youth aged 184, 68.4% of whom are in informal employment. Besides the implications for job quality,
informality is one of the main causes of Mexicod:
growth potential.

13. Regional inequalities are also substantial. While measured by ggbRapita, rather than by wages or
earnings, OECD (2013d) shows that regional inequality in Mexico is amongst the highest in the OECD.
Furthermore, inequality in some states is much larger than in others: OECD (2014e) demonstrates that the
difference ininequality (as measured by the Gini of income) between states (Chiapas and Tlaxcala) is as
large as the difference in inequality between Mexico and the OECD average.
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76. The causes of informality are many and complex. However, a major factor in the case of Mexico
is the poor business environment and, in particular, the level of regulation, which remains stringent both at
the national and locakVels, and encourages small businesses to operate in the informal sector (Arias et
al.,2010; OECD, 2015c). Important efforts are being made to address this issue. For example, the 2012
Labour Law reform introduced new shéerm training contracts, extead trial periods, and facilitated

hiring in seasonal/temporary and ptinie jobs. All of these should promote higher formal employment,
among youth and the lowskilled in particular. The reform also:made it easier to dismiss workers by
introducing rew grounds for termination without liability for misconduct, including harassment, and

i) reduced dismissal costs (but also uncertainty) by capping severance paymeniza\Batkie labour
litigation is in progress is now limited to a maximum of 12 menth

77. The cost of formality is also affected directly by high taxation and/or social security
contributions. In this sense, Mexi cobs recent T a)
tax system that rpmotes equality and efficiency, and promotes formal activity while strengthening
government revenues. The reforms include substantially reduced personal, social security and value added
tax obligations in the initial decade of business operation. Thenechéso includes special incentives to

help raise productivity among micro and small enterprises, such as training, and advisory and funding
schemeg all of which are aimed at helping small firms expand and create more formal jobs. As part of
further fisal measures introduced in July 2014, social security reductions fonémme workers (earning

up to three times the minimum wage) have been introduced, amounting to a 50% subsidy during the first
year, decreasing to 10% in thé™y@ari which should ecourage hiring into formal jobs.

Figure 3.8. Persons in informal employment,? Mexico and other large emerging economies
Percentage of non-agricultural employment
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78. Providing information and/or raising aweness of the benefits of formality may also help,
particularly in the case of more marginal workers such as domestic employees,-émpsejfed as well

as farmers. The Mexican Secretary of Labour and Social Welfare (STPS) has launched a broad publicity
campaign to figo formal o. In addition, wor kers ca
from the Federal Labour Attorney.
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79. Mexico has also strengthened labour inspections of enterprises regaelidfitiment of their

social security obligations, and the Labour Law reform of 2012 has increased the penalties for breaches of
labour laws. On 17 June 2014, the General Labour Inspection Regulation and Implementation of Sanctions
(RGITAS) was publishedyhich entered into force on September 2014. The new regulation includes as an
obligation the elaboration of the Inspection Programme, in collaboration with leading organisations of
employers and workers, as well as with the National Advisory CommitteeafatySand Health at
Workplace (COCONASST) and the State Advisory Committees on Safety and Health Workplace
(COCOESST). Given that informality in Mexico is also related to a weak justice system (Dougherty and
Escobar, 2013), the Labour Law reform26fl2 etablished mechanisms to expedite justice in labour
disputes, and streamlined and modernised the labour court system.

80. Setting up an unemployment insurance system would reduce the risk of informality after job loss
since it would give individuals the time to find an adequate match in the labour market. The Fiscal and
Social Security Reform put forward in 2013 contains a proposal for an unemployment insurance scheme,
under which all (formal) workers who lose theibjwould be guaranteed anfonths benefit, as long as

they have made the necessary social security contributions (24 out of the last 36 months). The Social
Security Reform that contains the unemployment insurance proposal has already been approved by the
Lower Chamber and is currently being reviewed by the Senate (Upper Chamber). While such a
development is welcome, it is important that, over time, the income support provided to the unemployed is
accompanied with adequateemployment services and activabjsearch requirements, as well as efforts

to monitor recipientsd work activity in the infor

81. While policies to reduce informality are important, there are alsmitapt steps that can be
taken to better protect informal workers, without necessarily damaging their incentives to seek formal
sector jobs. One example of thisSeguro Populain Mexico, a health insurance scheme for households

not covered by social saGty, notably the selemployed and those working in the informal secBaguro
Popular was implemented in 2004 and today covers around 50 million people. Families pay a premium
increasing with their income, which is waived for those in the four lowmestie deciles. While it may be
feared that generous naontributory programmes lik&eguro Popularcreate perverse incentives for
individuals to join or remain in the informal sector, as they can access free services without paying taxes
and/or contributns, OECD analysis suggests that thewall of Seguro Populahad not an impact on the
prevalence of informal work (OECD, 2011b). These results are corroborated by previous estimates that
suggest no (Barros, 2008; Campdézquez and Knox, 2010) or onlyery small (Bosch and
CamposVazquez, 2010) effects @eguro Populaon informality 7 although some commentators have
argued that such nesontributory programmes do generate disincentives to search for employment in the
formal sector (Levy, 2008).
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Chapter4

The United States labour market: Challenges and prospects

How has the labour market weathered the crisis?

82 The labour market in the United States was hit relatively hard b@r@Recession with the

fall in the employment rate and the rise in unemployment both exceeding the OECD average values
(Figure4.1, Panel Af* The sibsequent labour market recovery has been slow in the United States
compared with earlier postar recessions. Nonetheless, labour market conditions have been improving
faster in the United States than nrany other advanced economies. At 5.0% in Q4 2015,
theUS unemployment rate is significantly below its quarterly peak six years earlier (9.9% in Q4 2009), but
still slightly above its prerisis level eight years earlier (4.8% in Q4 2054 nemployment has come
down much more strongly during the recovesriod in the United States than in the euro area, where it
still averages more than 10% (10.5% in Q4 2015). As a resultShmemployment rate is substantially
below the OECD average of 6.6%, even as it remains above the levels seemei®ECD counis
(e.g.under 4% in Japan and Korea).

14. For purposes of international comparability, Figdre shows seasonalbdjusted quderly data for
persons between the ages of 15 and 64 years (ages 16 to 64 yeardfotethStates), during the period
ranging from Q4 2007 to Q3 2014. By contrast, lalsur force statistics are typically reported for persons
ages 16 and over. While ree of the internationally comparative labour market data presented in this
chapter are mildly out of date compared with the latest national statistics available in the United States, the
longerrun developments and comparisons that are discussed in tlaeeestill qualitatively valid.

15. OECD projections from November 2015 foresee the US economy growing at approximately a 2.4% rate
in 2016 and2017 (OECD, 2015a). This growth is expected to bring the unemployment rate dé\wfto
in 2017.
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Figure 4.1. Key labour market indicators?, the United States and OECD" , Q4 2007-Q4 2015

Panel A
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Panel B
The United States, by gender
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Notes: The age groups are as follows: 15 to 64 for employment and unemployment, 15 to 24 for youth unemployment, and the total
population for long-term unemployment. For long-term unemployment in Panel B, Q4 2007 data refers to 2007 and Q3 2014 refers to
2013. Long-term unemployment refers to unemployment of 1 year or more.

a) Unemployment is measured as a percentage of the labour force; long-term unemployment as a percentage of all unemployed,
youth unemployment as a percentage of the youth labour force; and employment as a percentage of the working-age population.

b) OECD is a weighted average for OECD countries.

Source: OECD calculations based on OECD Short-Term Labour Statistics (database), http://dx.doi.org/10.1787/data-00046-en and
quarterly national labour force surveys.

83. Despite the strong employment growth during 2015, when an average io28and jobs were

added each month, the share of the US workigg population (agel6 to 64) that is employed is still

2.7 percentage points lower than before the crisis (68.9@4iR015 versus 71.6% in D07). A small

portion of this decline is due to unemployment still beingpg@£entage points above its level at the end of
2007, but the decline in participation rates is a much larger factor. Since both the ageing of thedraby
cohort and difficult labour market conditions have depressed patrticipation in recent years, it is difficult to
predict how strongly the participatioate will bounce back as the economic recovery proceeds, in the
absence of policy initiatives to encourage participation. However, there is good reason for concern that
participation may not recover completely in the absence of additional policy suppdre(sw).
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Women fared relatively well during the recent recession, but the oergn unemployed and vulnerable
youth risk being left behind by the recovery

84. Men experienced much greater job losses than women dineng00809 recession, probably

due in large part to the greater concentration of men intianddustries such as construction (Figdr#,

Panel B). However, both men and women have seen a sharp rise in the share of unemployed who remain
jobless for a extended period of time. Nearly one in five unemployed Americans have been out of work
for over a year, whereas that figure was less than one in ten in 2007 @iguRanel Af° Longterm
unemployment began to ease in 2012, when it peaked at nearly tmree unemployed persons, but has

been slower to reverse its earlier rise than overall unemployment. There is a risk that excessively high
long-term unemployment will persist long after the shortfall in aggregate demand has been eliminated,
since theexperience of other OECD countries during the 1980s and 1990s shows tha&triong
joblessness can become entrenched, with large social and economic costs. One reasordtm long
unemployed can become structurally unemployed is that employers arelyymcglcautious about hiring

this group, largely because of fears that an extended period of joblessness can be demoralising, lead to a
deterioration of human capital or even to health problems. As a result, effective pedatplayment
programmes havan important role to play in assisting this group back into work.

85. Young adults are one of the population groups whose employment rate has fallen the most
sharply since the prerisis period. To a considerable extethis reflects increased school enrolment that
should contribute to greater labour market opportunities in the long run. However, that is not the full story.
Recent school leavers have encountered great difficulties in getting their careers undeecentigears,

as is reflected in the 11.2% unemployment rate feR4.6earolds inQ4 2015 (Figurel.1, Paneh).

Despite having fallen substantially from its Q4 2009 peak of 19.0%, the youth unemployment rate is still
2.6times the rate for primage wokers (aged 254 years) and the share of youth with a job is down
3.9percentage points since Q4 2007.

86. Another sign that some youth are at risk of being permanently scarred by the long period of
labour market slkek is that the share who are neither employed nor in education or training (thkesio
ANEET rated) increased from 142).2t% alsomotev@tByrthattthe 1 2 .

majority of the increase in NEETS in the United States cooretgpto youth who are not actively searching

for a job and are thus classified as out of the labour force, rather than as unemployed, whereas the
contemporaneous and somewhat larger increase in the NEET rate in the euro area took the form of
unemployment dven if within the area some countries, such as Ireland and ltaly, also experienced an
increase in youth inactivity). The overall NEET rate is higher for woman than for men, but the latter have
experienced a substantially larger increase since the 200an@ @ 8percentage points, respectively).

16. While the cawventional definition of longerm unemployment in the United States is unemployment of
more than 6 months, the standard international definition oftemg unemployment is used here, namely,
workers who have been jobless for a year or longer. In APfi6232.2% of all unemployed in the United
States had been unemployed for 27 or more weeks.

17. The average NEET rate fell slightly for the OECD area due to large declines for young women in a few
countries, notably Turkey.
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Figure 4.2. Youth neither in employment nor in education or training (NEETS), the United States, Euro area
and OECD, 2007-2014
Percentage of population aged 15/16-24
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Note: OECD is the weighted average of 32 countries (excluding Chile and Japan).
Source: OECD. (2015), Education at a Glance 2015: OECD Indicators, OECD Publishing, Paris. http://dx.doi.org/10.1787/eag-2015-en.

87. Youth without a possecondary qualification are particularly at risk of falling into lbeign
joblessness and never fully recovering from their slow start ifatb@eur market. OECD (2014a) shows

that good educational credentials play a key r1 o0l ¢
skills and competencies play the dominant role in determining how far they ascend job ladders during their
careersAs is discussed below, additional policy measures are required to reduce the number of youth
leaving school without adequate qualifications.
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The recovery has yet to be felt in the pay checks of most workers

88. Despte the sharp fall in overall unemployment in the United States since 2009 peak, real wage
gains have been limited to workers located on the upper half of the earnings ladder. Amtnge full
employees, real wages have been flat since 2007 for workerg &tdghdecile and the median of the
earnings distribution, whereas workers at the ninth decile have benefitted from rising real wages
(Figure4.3). Interestingly, the distribution of real wage gains during ZD0@as very similar to that seen
since 2007,a clear indication that the stagnation of earnings for much of the workforce and the
concentration of wage gains at the top is more than a cyclical'fssue.

Figure 4.3. Average annual growth in real earnings at different deciles of the wage distribution
during 2000-07 and 2007-14

Percentage growth rates (annualised)
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Note: Estimates based on gross earnings of full-time wage and salary workers. However, this definition may vary from one country to
another. Further information on the national data sources and earnings concepts used in the calculations can be found at:
www.oecd.org/employment/outlook.

a) Unweighted average of 27 OECD countries (excluding Estonia, Iceland, Luxembourg, Mexico, the Netherlands, Slovenia and
Turkey).

Source: OECD calculations based on OECD Earnings Distribution (database), http://dx.doi.org/10.1787/data-00302-en.

89. The impact of the global financial crisis on wage developments has been quite different in other
advanced economies. Median real wage growth averaged 1.7% durin@28@00ECD countries and

was only moderately higher at thept®mf the earnings ladder than on its middle and lower rungs
(Figure4.3). Median wage growth slowed to 0.6% annually during 2B807ut the deceleration in wage
gains was sharper for middlend highwage workers than for lowage workers.

0. In the United States, the Obama Administration has taken a variety of steps in recent years to
raise the wages of workers on the lower and middle rungs of the earnings ladder. This includes to the
recent updating of overtime paules under the Fair Labor Standards Act, so that an increased share of the
workforce will be covered by the rule requiring a 50% wage supplement for hours worked beyond 40 in a
single week, and a proposal to increase the Federal minimum wage. It i® &lsohoped that recent

success in accelerating job creation and reducing labour market slack will strengthen the bargaining power
of Iow and medium wage workers, even as it i mprov

18. It is possible, however, th#lte progressive reduction in labour market slack has reached the point where
real wage gains will soon accelerate and become more widespread as they were during the late 1990s.
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91. Figure4.4 places the postisis developments in the level of employment into the context of
mediumterm developments, showing how the impact of the crisis on the US labour market exacerbated a
longerterm decline in the participation eatind increase in lorigrm unemployment that are depressing

the overall employment rate. These trends were already visible during the economic recovery following the
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of overall labour market performance. The share of the wowkirggpopulation in the United States that is

employed fell from 74.2% in Q1 2000 to a low of 71.0% in Q3 20@ring the subsequent economic

recovery the employment rate only gréack up to 72.2% in Q4 2006 when it again began to fall reaching
a new low of 66.5% in Q4 2010. The employment rate has risen slowly since, reaching a still low 68.9% in

the third quarter of 2015. This pattern suggests that a downward ratchet efesoplmyment rates may

now be operating across business cycles in the United States with potentially large adverse consequences
for potential output and living standards in the long run (OECD, 2014b).
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Source: OECD calculations based on OECD Short-Term Labour Statistics (database), http://dx.doi.org/10.1787/data-00046-en and
quarterly national labour force surveys.

19. These employment rates refer to persons between the ages of 16 and éhgeaesssubstantially higher

than the employment rates that the US Bureau of Labor Statistics reports for ages 16 years and over (e.g.
59.6% in January 2016).
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92. The downward trend in the US employment siteee 2000 largely reflects upward trends in the
shares of the workingge population who are inactive or letmgm unemployed (Figur#.4). The
declining participation rate is more important quantitatively, accounting for 84% of the 5.1 percentage
point reduction in the employment rate since 2000, but one of the factors depressing participation rates is
likely to have been the perception that jobs are hard tdfifile near tripling of the share of unemployed
workers who have been jobless more than 2ékaeluring the past 15 years suggests this could have been
an important factor, even if the Current Population Survey only identifies a relatively modest number of
discouraged workers in the technical sense (BLS, 2015).

93. The downward trend in employment and participation rates in the United States since 2000 stands
in sharp contrast to the experience in other advanced economies. There has been no clear trend in
employment rate for the OECD area as a whole or the @&ea, but participation has trended upward in

both regions, particularly in the euro area since 2005, despite the sharp rise in unemployment since 2007.
Clearly, it is important to understand the US specific factors that have been depressing pamtisipeei

2000 and to consider policy reforms that canseff them, at least in part. A second loAgem challenge

is to restore real wage growth for workers all along the wage ladder.

Preparing for the future: Strengthening labour utilisation, job quality and investments in skills

94. As was shown above, signs of a lorgen deterioration within the US labour market were
apparent well before the Great Recession. In particular, labour force participation hasdiiearyded
long-term unemployment rising since the end of the 1990s. It will be difficult to sustain economic growth
and achieve fiscal balance if this trend is not reversed. Declining participation in the US labour market is
partly a result of an agingopulation. Yet US participation rates have been declining among jagme
workers and, especially among youth. This reflects various factors such as higher school enrolment,
declining employment opportunities for leskilled workers and a growing dependenon disability
benefits despite overal/l i mprovements in the pop
Netherlands provide a useful model on how to reduce excessive dependence on disability benefits through
employer and employee finantimcentives that enable and encourage more worige people with

chronic health problems to remain active in the labour market. Making it easier for women to reconcile
work with family responsibilities could also help.

95. Another longrun concern is that real earnings have grown only slowly or even stagnated for
much of the working population. After robust growth in the 1960s and 1970s, real compensation has
lagged behind labour productivity growth. The decelenmatias been most pronounced in the lower and
middle ranges of the earnings scale, contributing to the significant increase in earnings inequality. This
results from technical progress, which has reduced demand for lower atevalidkills; globalization

and immigration, which have increased competition at these skill levels fromvéme countries; and a
downward trend in the real minimum wage. Many 4amd middleincome US workers lack the skills
needed to qualify for highgray jobs in a globalized an@T-intensive economy. Strengthening real wage
growth for these workers means raising achievement in primary and secondary schooling, strengthening
vocational education and training and strengthening collaboration with local employers to improve
workforce skills. Measures to reinforce the bargaining power of- lawmediumskill workers, such as

20. The decline in wages for young workers is also likely to have depressed participation bgpgetac
opportunity cost of pursuing more education.

21 Discouraged workers are defined to be workers who want and are available to work, and have searched for
work in the past 12 months, but are not currently searching for work because they believe arejob
available for them (BLS, 2015). The number of discouraged workers in April 2016 was equivalent to just
0.4% of the labour force. (Note that these figures are not seasonally adjusted and that discouraged workers
are not considered to be in the labfarce.)
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linking changes in the real minimum wage to productivity growth or reversing the decline in union density,
could also contribute to stronger wage growth in theobotbalf of the distribution. The following pages
discuss these challenges in greater detail and identify possible policy responses based on experience in
other OECD countries.

Strengthening labour utilisation
More effective activation of income benefitipéents who are able to work

96. High levels of longerm unemployment are more likely to become entrenched when the
unemployed are eligible for lorgduration income support payments that are not conditioned on gudtive
search, participation in effective -eenployment programes, or the obligation to accept suitable job
offers. Despite recent increases t he US gover nment devotes relati
measures, such as jgbarch assistance amaiblic training projectscompared to most other OECD
countries Such spending was just 0.11% of GDP in 2013, aboufiftheof the OECD average, and had
declined between 2008 and 2013 (Figdi/s). The strong growth in loAgrm unemployment in recent
years suggests that a high priority should be placed on expandingehgpleyment assistance available

to job seekers, especially the letagm unemployed. Aumber of OECD countries offer successful
examples of how to implement more ambitious activaticmemes. Improving activation in the United
States will require greater spending, which will be difficult in the current fiscal environment, but should
still be considered. It is thus to be welcomed that the fiscal year 2017 budget proposal recentlly pyt for

the Obama Administration includes USD 1.5 billion to fund Career Navigators in American Job Centers
who will reach out to the longerm unemployed, those who have dropped out of the labour force
altogether and people who are only able to find-pare work and provide them with help looking for
jobs, identifying training options and accessing additional supportive services (Office of Management and
Budget, 2016).

Figure 4.5.  Active labour market expenditure in international comparison, 2013?

Percentage of GDP

a) 2012 for France, Israel, Korea, New Zealand, Poland and Spain; 2011 for the United Kingdom.
Source: OECD/Eurostat Labour Market Programmes Database, http://dx.doi.org/10.1787/data-00312-en.
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