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Employment policies for inclusive growth

Technological change, globalisation and demographic change are major global trends that are changing the pattern of growth,
and the labour market will be an area in which its impact will be felt sharply. Technological change is accelerating changes in the
productive structure by automating processes, destroying occupations and creating new ones, which will change the labour
requirements and the skills necessary to perform new tasks. It interacts with globalisation, which facilitates the formation of global
supply chains for goods and, increasingly, for services, as well as facilitating greater competition, which affects prices and wages.
Finally, the ageing of the population reduces the labour force and changes its composition, as older workers make up a larger
proportion of the total. Nevertheless, the productivity gains that this new pattern of growth can provide will not necessarily be
transferred to the whole of society if the structure and regulation of the labour market are not adjusted accordingly. Employment
policies must be adapted in many areas in order to achieve inclusive growth.

An indispensable condition for employment growth is achieving sustained economic growth. The major trends mentioned above
increasingly require greater flexibility in the economy and in labour relations in order to grow, since the productive factors (labour
and capital) need to be constantly reallocated. This reallocation towards more productive companies and sectors is what allows
productivity to increase and, therefore, wages and living standards to improve. On the other hand, labour protection policies play
a key role in strengthening the labour markets by fixing the conditions for dismissal, thus preventing an excessive level of job
destruction. However, overprotection can hinder job creation by reducing incentives for hiring.

Itis also important to note the negative consequences that can result from different types of contracts having significantly different
levels of protection. As an example, a much higher level of protection for permanent contracts than for temporary ones encourages
greater use of the latter, causing higher-than-optimal staff rotation. In order to achieve a better balance between the flexibility and
stability of labour, the OECD recommends reducing the asymmetries between different types of contracts. This also makes it
possible to stimulate employment in the most productive sectors by encouraging investment in the human capital of both
companies and workers.

On the other hand, companies will increasingly use contract types that allow for more flexible relationships in order to reduce the
costs of adapting to this changing environment, driven by technological change and globalisation. The older population,
meanwhile, may also require more flexible relationships, such as part-time work, in order to prolong their working life. All of this
points towards an increase in temporary and part-time contracts, self-employed workers and new types of contracts, such as
on-demand employment. To varying degrees, these new contracts offer fewer labour rights than permanent contracts, and the
increase in their use could reduce the social protection of a growing portion of the population. To counteract this trend, their social
security coverage could be extended, particularly for on-demand employment which generally lacks basic social protection —
something that some countries are already beginning to consider.
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Young people (aged 15-29 years), Mothers with young children Non-natives People with disabilities Older workers (aged 55-64 years)
excluding those in full-time
education or vocational training
Labour gap (2016) (left scale) @ Change in the labour gap (2006-2016) (right scale)

Note: The employment gap is defined as the difference between the employment rate for men between 30 and 54 years of age and that of the group in question, expressed as a percentage of the
employment rate for men aged 30 to 54. Mothers with young children refers to working-age mothers with at least one child between 0 and 14 years of age. Non-natives refers to all those born
abroad, regardless of nationality. Data on changes in the employment gap are not available for people with disabilities.

Source: CaixaBank Research, based on data from the OECD (2018), «Good Jobs for All in a Changing World of Work: The OECD Jobs Strategys».

1. OECD (2018), «Good Jobs for All in a Changing World of Work: The OECD Jobs Strategy», OECD Publishing.
2.See the article «The sharing economy and the labour market» in the Dossier of the MR07/2018.

CaixaBank Research JANUARY 2019 33



DOSSIER | MR

The changing needs of the labour market may also increase  Participation in continuous education
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completely closed, GDP could increase substa ntia”y (by 14%in Note: Population between 25 and 64 years of age that has participated in continuous education
Europe and Central Asia, and by over 58% in North Africa and  andtraining activities in the past four weeks (2017).

the Middle East). This is partly due to the greater productivity Source: CaixaBank Research, based on data from the OECD (2018), «Economic Survey of Spain».
that gender diversity would entail.*> Another form of

complementarity that could benefit other groups would involve integrating into the workforce millennials who have a better
understanding of the new demands of the market, immigrants who can facilitate a company’s internationalisation, or older
workers with plenty of experience.

In addition, changes in the needs of the labour market will increase the likelihood of job losses. For older workers, by extending
their working life, they will be less likely to be able to retire directly after their unemployment benefit subsidy expires, hence they
may be at greater risk of long-term unemployment.* In addition, the growing number of transitions between jobs will make it more
necessary for them to occur smoothly. To this end, the labour legislation should focus on protecting workers, rather than job
positions. The example to follow is Denmark, with its so-called «flexicurity»: a labour legislation model that is highly flexible but
also has relatively generous unemployment benefits and strong support from active policies to facilitate a successful reintegration
into the labour market.

Finally, we want to emphasise that a fundamental element of active policies will increasingly involve preparing workers for the
changes related to technological change and globalisation, which they will be exposed to for a longer period of time due to their
longer working lives. Active training policies, complementing the education policies described in the preceding article, should
help workers to undertake continuous education and training and to adapt to the new skills that are required — something that
happens less than would be desirable, particularly for those with less education (see second chart). Education and training to
enhance these new skills will pay off in the job market with greater employability and higher wages, but it will require some effort.
A useful tool to facilitate this process is the creation of personal accounts that accrue rights throughout a person’s working life and
which workers can use to receive an unemployment allowance in the event of losing their job, as well as to pay for training courses
— the latter facilitates the adoption of new skills necessary to change jobs or sector.

In addition to devoting more resources to active policies, it will be necessary to ensure their effectiveness. Several analyses suggest
that their effectiveness in the short term is limited, but that in the medium term it increases, particularly those aimed at boosting
human capital.® In any case, their impact will depend on each individual’s specific needs and profile, and an accurate and early
diagnosis will be key. Fortunately, new technologies come to the rescue: algorithms can play an important role in discerning what
action is most beneficial for someone who is out of work. Countries such as Australia and the Netherlands are already using
automated diagnostic techniques to determine jobseekers’ employability, while in Spain, pilot projects have already been
conducted.®

In summary, what is required is an in-depth rethink of labour policies, and for that, every little helps, even if it comes from a robot.

Josep Mestres
CaixaBank Research
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