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A nen-mystery made clear

* 50% of the global labour ferce are In
employment-led survivall activities.

* These are people who create their own
econemic exchanges. They employ
themselves and their families

« They are largely impervious to
macroeconomic parameters and policies

* They are what the ILO defines as
“Vulnerable” -- cf. dual economy
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\ulnerable Employment Shares,
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Employment-led growin has pheen
the historicall norm

« Simple exchange or “primitive
accumulation™ as Marx would have it has
Peen the nermi over time, with or without
currency

* The iImportant peint to recall Is that this
persists in a world economy in which
globalization Is discussed, in which
coupling or decoupling Is discussed



Effects of the crisis

« TThe headline numbers show the Increase
N Unempleyment.

* |n fact, the magnitude of the impact on the
change ofi status in employment Is far
greater according to ILO estimates.

* [n short, those once dependent on the
derived demand for their labour created
their own demand in product markets



wo problems of employment-led
grewitn
« Employment-led growth Is largely

Unpreductive and has failed: to lift
standards of living In the past

« But ... growth-led employment, in which
we are all interested, has failed to deliver



Growth becomes less labor
Intensive in Asia
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But what about wage-lead
grewin?

 What Is a wage-led economy:?

= Income distribution between labour and
capital affects the growth rate ofi the economy.

= Importance of different propensities to spend
out of labour and capital income

= AR economy Is wage-led if a change in
Income distribution In favour of labour has an
expansionary effect on economic activity



Implications

* Interest inwage-led growth Is predicated
O the rele of consumption In aggregate
demand, which, secularly, had been
Increasing

* The implication Is that doewnward pressure
On wages threaten growth, whence an
Interest in collective bargaining, minimum
Wwages, etc.



But seome downside implications

« The wage-led growth model not applicable
o the world I have previously described

= [There Is little paid employment

= [[here Is no collective bargaining

= [here Is enforcement of a minimum wage In
the informal economy, even for those who are
Wage earners

= Indeed, there might be no enforcement of an
MW for paid employees in the formal
economy.




e cencept offan « Income-led »
grewin strategy IS more helpful

* [Direct resources to areas where the poor
WOk

* Improve access to credit for informal work

« |lLet public work set the floor for earnings in
iural areas, e.g. MGNREGA

* [ncrease social protection through
conditional and non-conditional cash
transters

* Tax transfer to ensure public delivery of
health, education, food, etc.



Measures suchi as the feregoing
alie likely terincrease the vianility
of an employment-led growth
regime...

Ut at the same time — explicit
employment targeting Is a
companion strategy



IR CriSIS prevides an opportunity
for a rethink

 |n the era of the Washington consensus
there was indeed a need to reinvent
macroeeconomic stability

+ A focus, inter alia, on price stability
(Inflation targeting) was perhaps
appropriate

 The guestion, however, becomes just
whom the macroeconomy is intended to
serve?



Employment as a macroeconomic
Variable

« A “residual® fer many years, employment
IS AGW. Becoming a key compoenent for
evaluating the success of macroeconomic
policy

 Evidence of this exists In the number of
countries that are establishing explicit
employment targets

« Momentum Is given by the well-known
labour market lag In recoveries






‘employment targeting” loosely.
definea

« An employment target is an explicit
political commitment to achieve an
employment eutcome within a specified
time period, most often (but not always)
Within a particular political cycle, e.g. an
election cycle



Examples of employment targets

« “We will cut the unemployment rate by
50% by 2014” (South Africa)

« “We will increase the employment rate to
70%" (Eurepean Union)

« “We will create 8 million jobs over the next
5 years” (Viet Nam)

« “We will guarantee 100 days of work with
pay per year per household to anyone who
needs it” (India)



A major Implication of employment
targets

« When the highest politicall authorities
make a public commitment to an
employment eutcome, can it be assumed
that they have a plan in mind?



ree possinle scenarios

« There Is no plan: a target Is merely of
politicall intent articulated for purely
political reasons

« There Is a plan, but only the most general
level of a growth objective

« There Is a more specific plan in mind ...






An example

« Using the international poverty reduction
goal (MDG 1B) and translating this into a
productive employment eguivalent

* The data come from Nepal, but the
message applies to any country



Key assumptions

« Default to the international peverty
rieduction target, MDG 1B

« Calculate the “productive employment”
equivalent of reaching the MDG target

« Define productive employment in simple
Income terms — that above the
International extreme poverty line

« Add expected new entrants to the
‘conversion” of existing unproductive jobs



More key assumptions

« Assume a homogeneous distribution of: In-
Work and non-laboeur market poverty

« Assume a constant employment elasticity
of growih prejected to 2015

« Assume a constant growth-dependent
elasticity of poverty reduction



The Distribution $1.25 per day Poverty in the Population as a whole and the Employed Population

Total Population US$1.25 Poverty Rate 55.1%
15+ Population US$1.25 Poverty Rate 49.6%
15+ Employed US$1.25 Poverty Rate 50.1%

0-14 Population as a share of 0-64 Population 23%

0-14 Population at US$1.25 as a share of 0-64 Population 26%



INEXL Steps

 The productive-employment target for
poVverty reduction Is thus guantified

« Assuming a constant employment
elasticity to growth relation, impute the
GDP growth needed to attain the target

« For Nepal, the difference between GDP
and GNP will'be meaningful. The
migration factor



Average

annual
Official Nepal LFS Data 1998/99 2008 growth
Population 15+ ('000s) 11'225 14'424 2.7
Labour Force 15+ ('000s) 9'641 12'032 15'160 2.4
Employment 15+ ('000s) 9'463 11'779 14'841 2.3
Unemployment 15+ ('000s) 178 253
Unemployment rate (%) . 1.8 2.1 2.1

Annual  Projected
growth LF
1990- growth,
1998/99 2008 2015 98/99  2008-2015
LF (ILO EAPEP) 9'693 12'929 15'826 3.0% 2.9%

ILO Working Poverty Model based on WB Data
Estimated US$1.25 poverty rate

Average Average Average
annual annual annual
growth, growth, growth,
Working poor estimates 1990 2000 2008 1990-2008 2000-2008 2008-2015
Estimated working poor ('000s) 5'576 5'977 6'473 0.8 1.0 2.6
Estimated productively employed ('000s) 1'904 3'486 5'306 5.9 5.4 4.3
Estimated working poor (% of total employment) 74.5 63.2 55.0
GDP per capita (constant LCU) 13'550 17'244 19'442 2.0 1.5

Population '000s (0+) 19'105 24'432 28'810 32'503 2.3
GDP (constant LCU) 258'873  421'305 560'124  750'254 44

Simple elasticity of productive employment growth to GDP growth 1.3

MDG Goal-related calculations

Working poverty rate in 2015 - equivalent MDG Goal

Working poor in 2015 - equivalent MDG Goal

Productively employmed in 2015 - equivalent MDG Goal

Projected GDP growth (IMF, April 2010 WEO) 4.3
Projected per-capita GDP growth (calculated based on IMF, April 2010 WEO) 2.5

Needed productive employment growth, 2009-2015 ('000s) 4'004
Needed productive employment growth, 2009-2015 (average annual %) 8.4
Needed GDP growth, 2009-2015 (average annual %) 6.3
GDP in 2015 needed to reach goal 856'558
Per-capita GDP in 2015 needed to reach goal 26'353
Per-capita GDP growth, 2009-2015 needed to reach goal 4.4




One (typical) conclusion

« Attaining the employment target defined
as we have dene will often imply a needed
GDP growth rate that a country has not
achieved, and may well be unlikely to do
S0



Two further steps

« Apply the method' te the sector level and
derive the same actual versus needed
grewth rates, (a static analysis)

 |Look also at sectors where employment
elasticity Is greater than unity and
calculate “surplus” employment



Employment ('000)
Industry

1998-99 2008

Employment
growth,
annual
(average)

Economic
growthrate Employment
2003/04-  elasticity
2008, annual

Employment Employment in
growth if 2008 if
elasticity is elasticity is
unity unity

Difference
(surplus jobs)
(‘000)

agriculture, forestry,
fishing (+collecting
firewood)

mining and quarrying
manufacturing

electricity, gas and
water (+fetching water)
construction
wholesail, retail
hotels and restaurants
transport, storage
financial
intermediation

real estate, renting
public administration
education

health care and social
work

other communication
private household (-
collecting firewood,

Total/average

Total surplus jobs (in
sectors where elasticity

isover1) 353985




conclusion

« A conclusion to draw from this sort of
analysis is that it will be the guality or the
pattern of growth that will matter to
achieve an employment target

* This, then, leads to a consideration of
Sector policies, based on criteria that
would need to be politically and
economically determined




Eermany IO member states, and

certaimly in sun-Saharan Africa, the

MeSt ehvious (and often neglected)
sector IS agriculture ...

the “productive employment
eguivalent™ exercise for SSA
yielded a “needed” GDP growth
fate of twice what the region
achieved in the first decade of
2000s
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