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This chapter considers the effects of the financial crisis and subsequent recession
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Almunia et al. (2009) and Eichengreen and O'Rourke (2009) compare the severity
of the Great Recession with the Great Depression of 1929. They argue that trade
flows fell faster in the Great Recession than they did during the Great Depression.
The declines in trade across countries were also more synchronized. By the end of
2008, more than 90 per cent of OECD countries had experienced a decline in trade
exceeding 10 per cent. Not surprisingly, with largely coincident trade cycles,
variations in output during the recession were also broadly synchronized. Araljo
and Martins (2009) term this the “Great Synchronization” and argue that it is an
outcome of globalization. Brown (2010) argues that this is the “first crisis of
globalization”. However, the mechanism linking globalization and the Great
Synchronization is not clear. Baldwin (2009) argues that the drop in world trade was
much larger than the drop in GDP because the fall in demand was particularly
concentrated on traded goods which are disproportionately “postponable” compared
with other components of GDP. Postponement of orders was a natural reaction to
the increased uncertainty associated with the financial collapse. Further, the
synchronicity of the decline in trade was not due to the internationalization of supply
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Some of the relevant recent events are captured in figures 3.1, 32 and 3.3.
Figure 3.1 shows percentage changes in private short-term trade finance in OECD
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Tab- 3.1 Cq;‘l s ’,‘l ¥ 26841 . % p’,'jl L mxssl ne L m
26841 . 243

India 00 156
Indonesia 00 137
Brazil -20 81
Poland 00 74
Korea, Republic of 43 59
Australia 00 4.7
South Africa -11 18
New Zealand -17 12
Switzerland -28 08
Slovak Republic -4.8 08
Turkey -126 04
Canada -32 03
Sweden -6.6 00
United States -4.0 -05
Belgium -37 -07
Mexico -85 -09
Portugal -36 -12
Czech Republic -4.1 -18
France -39 -18
Austria -4.8 -18
Germany -6.6 -18
Norway —26 —-26
Luxembourg -79 -26
Netherlands -53 -2.8
Denmark -6.7 -33
Japan -10.1 -34
United Kingdom -65 -39
Spain -4.9 -45
Russian Federation -99 -51
Italy -6.8 -54
Finland -97 -55
Greece —-6.8 —-6.8
Hungary -79 -72
Ireland -119 -11.0
Iceland -121 -111

So rce: OECD Main Economic Indicators and CIA World Factbook.

substantially lower than at the beginning of 2008. Confirming the data in figure 3.3,
relatively few European countries had recovered to 2008 levels of output by
2010Q3.

33 . ;‘l m, X

The Great Recession was notable for the diversity of its impacts on labour markets in
different parts of the globe. While there may have been a Great Synchronization in
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the timing of the trade cycle, labour market responses were notable for their diversity
in both timing and scale. The ILO (2011) estimates that the world unemployment in
2010 stood at 205 million, equivalent to a global unemployment rate of 6.2 per cent
and 27.6 million higher than in 2007. OECD (2011) estimates suggest that between
2008Q1 and 2010Q3 unemployment in the European Union rose by 5.6 million and
in the United States by 6.6 million. During this recession, the performance of the
labour market in the developed world has been weaker than in developing countries.
Although there has been some recovery in output in the developed world, any
associated increase in employment has been limited. Thus far, the recovery has been
“jobless”.

Table 3.2 sets out recent information on employment, unemployment and the labour
force for OECD countries. The numbers largely relate to changes between 2008Q1
(which we take as the starting point of the recession) and 2010Q3. Most OECD
countries outside Europe, with the exception of the United States, experienced some
employment growth since 2008. In Europe, the picture is less optimistic. For
example, in Ireland and Spain, countries both affected by a construction “bubble”,
employment fell by 13.3 per cent and 9.1 per cent respectively. In the United States,
a very large drop in employment was matched by an almost identical increase in
unemployment. But in the United Kingdom, unemployment rose by more than twice
the fall in employment, whereas in Japan the increase in unemployment was only
around half of the decline in employment. Changes in employment were not
necessarily good predictors of changes in unemployment.

Those who are unable to find a job may remain unemployed or leave the labour market
temporarily or permanently. In previous recessions, workers have left the labour
market in large numbers. The “discouraged worker” effect attenuates increases in
unemployment. What is unusual about the current recession is that the workforce
has declined in only a relatively small number of countries.* This contrasts with, for
example, the experience of the 1980s when, in countries like the United Kingdom,
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Australia 11,291 534 50 591 89 178 55
Austria 4,148 132 33 191 16 9.0 35
Belgium 4,488 39 0.9 424 87 258 26
Canada 17,383 594 35 1543 418 371 56
Czech Republic 4,897 -46 09 374 130 53.0 16
Denmark 2,726 -83 =30 214 114 1148 11
Finland 2479 15 0.6 195 19 110 13
France 2596 529 256 26
Germany 38915 576 15 2797 -613 -180 -01
Greece 4403 -109 -24 622 215 53.0 22
Hungary 3,798 -13 -03 466 133 399 29
Iceland 170 -4 22 12 8 1786 21
Ireland 1852 -284 -133 294 191 1838 -42
Italy 22789 -382 -16 1,864 103 58 -11
Japan 62860 -303 -05 3,360 727 276 -10
Korea, Rep. of 24120 1,069 4.6 873 72 9.0 48
Mexico 44365 1375 32 2,466 695 393 4.6
Netherlands 8,545 43 05 368 94 34.0 16
New Zealand 2,182 25 12 145 49 505 33
Norway 2,500 19 0.8 92 27 415 17
Poland 16,199 684 44 1627 266 195 56
Portugal 4940 -216 42 609 182 42.7 -0.6
Slovak Republic 2,335 -56 -24 384 104 371 18
Spain 18547 -1856 9.1 4575 2401 1104 24
Sweden 4,639 119 26 390 89 294 43
Switzerland 4618 113 25 210 48 294 34
Turkey 23195 3331 168 2971 294 110 161
United Kingdom 29244 -193 -07 2,545 943 589 24
United States 139923 4832 -33 14679 6612 820 12
Euro area 141558 -2121 -15 15148 3438 294 08
European Union 217,923 -1790 -08 22,237 5,605 337 16
G7 337,028 -4360 -13 29,383 8,718 422 09
So rce: OECD.

Notes: Numbers and changes are measured in thousands. Data for Mexico, the Netherlands, OECD Europe and
OECD total relate to Quarter 2,2010Q2.

year to April 2009, net emigration from Ireland was 65,000. Most of the outflow
comprised returning emigrants from Eastern Europe. The Economic and Social
Research Institute, Dublin, has forecast that net emigration from Ireland between
2010 and 2012 will average 2 per cent of the population per annum (Barrett et al,
2010) with an increasing proportion being Irish nationals.

Worker mobility has been an important equilibrating mechanism for the US labour
market, but there has been a significant reduction in worker mobility in the United



93

{EAC Ie)§ ANDA I t}Dlr. o GLeBALIZA IeN AND JeR

States during the Great Recession. Frey (2009) shows that in 2007—08, migration
rates within the United States reached their lowest post-war level. The fall was
particularly sharp for long-distance moves. Ferreira et al. (2010) argue that negative
home equity and high interest rates have a negative effect on residential mobility.
Though worker mobility may help to equilibrate the labour market in some
jurisdictions, past experience may not necessarily be a good guide to future migration
patterns.

Employers in different countries have responded in a variety of ways to a fall in
product demand. This has depended on the nature of employment contracts, human
capital investment, the existing policy environment and any changes introduced
specifically to combat the recession. Employees’ responses have also depended on
the nature of their contracts, joint investment in human capital and on their valuation
of the next best alternative to employment.

Elsby et al. (2010) argue that a rapid fall in employment in the United States during
2009 was associated with a surge in productivity, causing a breakdown of Okun’s
Law. This outcome is consistent with firms using recessions as an opportunity to
enhance efficiency (van Rens, 2004; and Koenders and Rogerson, 2005) but is
clearly not consistent with the view that productivity is procyclical. Bauer and Shenk
(2009) argue that in eight of the last nine downturns, US productivity fell during
downturns due to labour-hoarding behaviour by firms. Reich (2010) suggests that a
possible explanation of the very rapid decline in employment is that the willingness of
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Norway 27 83 94 307
Germany 6.5 8.7 143 134
Netherlands 37 8.7 120 235
Austria 38 9.0 125 237
Malta 54 122 133 226
Denmark 6.1 14.7 16.0 241
Slovenia 6.6 14.8 186 224
Luxembourg 39 16.3 235 418
Czech Republic 6.2 181 404 292
United States 8.2 182 n/a 222
United Kingdom 58 191 336 329
Turkey 838 194 147 220
Cyprus 56 195 106 348
Euro area 89 201 262 226
European Union 83 205 270 247
Finland 6.6 209 206 317
Belgium 71 216 333 304
Romania 58 217 16.7 374
Bulgaria 90 222 36.8 247
Portugal 101 230 227 228
France 81 239 375 295
Poland 80 239 271 299
Sweden 58 248 315 428
Hungary 9.9 26.2 398 265
Ireland 122 271 446 222
Italy 7.0 271 273 387
Estonia 149 280 459 1.88
Latvia 16.2 333 424 2.06
Greece 115 334 306 290
Slovak Republic 124 343 635 277
Lithuania 16.6 352 442 212
Spain 184 424 487 230

So rce: Eurostat.

Note: ISCED 0-2 covers those whose highest level of education is pre-primary, primary or lower-secondary
education.

Column 4 shows the ratio of youth to adult unemployment rates in 2010Q3. There is
a wide variation across countries signalling differing levels of integration of youth
within the overall labour market. Germany stands out as a clear exception with youth
unemployment rates only 34 per cent above adult rates. This contrasts with countries
such as Belgium, Italy, Sweden and the United Kingdom where the youth to adult
unemployment ratio exceeds three. The variation in the youth adult unemployment
ratio is not correlated with variation in overall unemployment rates and must reflect
national differences in education and employment policies and practices.
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We divide the sample by age group, 16—24, 25-49 and 50+ and use gender,
qualifications, region and ethnicity as controls. Quarterly time dummies are included
to determine whether, conditional on their characteristics, individuals find a job match
at a higher or lower skill level during a period of recession. Our results in table 3.4
show that the young were more prone than other age groups to accept lower-skilled
jobs during the Great Recession. Education, ethnicity and gender are also important
influences on the skill level associated with job matches. As might be expected, more
education, being white and male are each associated with higher skilled occupations.
However, our main result is that the trend in the time dummies since 2008 has been
negative for all age groups, indicating that workers were accepting lower-skilled jobs
in 2010 than in 2005, conditional on their characteristics. Figure 3.4 shows this
result by plotting the full set of time dummies from 2005 to 2010. A downward trend
occurs for all age groups, implying that workers of all ages are accepting lower-
skilled jobs than they might have previously when the labour market was more robust,
but the effect is strongest for those aged 16—24. If the state of the labour market
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causes better qualified applicants to accept lower-skilled jobs, there are two
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aware, no research has tested alternatives such as underemployment or suboptimal
job matches when young to identify later scarring effects.

l l l \!
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In this section we examine how attitudes have changed during the financial crisis. It
is rather early in the crisis to determine the impact of the recession. One way is to see
how individuals' attitudes have changed and how that varies across countries.® To do
so we make use of micro data at the level of the individual across the EU27 plus
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Tab- 3.5 Happ"‘l- ss;‘l¢ s, 2w7£e 2l (*5)

Age 15-24 0.1327 (6.86) 0.1803 (9.23) ~0.0120 (0.68) 0.0247 (1.47)
Age 25-34 0.0488 (3.39) 00587 (4.12) —00064(049)  -00138(1.13)
Age 45-54 ~0.0552 (4.00) ~0.0703 (5.10) -00388(310)  -0.0450(3.79)
Age 55-64 0.0034 (0.23) —00216 (1.42) -00205(149)  -0.0271(208)
Age 65 0.0843 (4.60) 0.0619 (3.36) 0.0175 (1.05) 00274 (1.72)
Male —00117 (1.39) —0.0216 (256) 0.0513 (6.64) 0.0513 (7.03)
ALS 16-19 0.1244 (10.35) 01110 (9.12) 0.0750 (6.85) 0.0434 (4.10)
ALS 20 0.2645 (19.63) 0.2818 (20.78) 01729 (1407)  0.1180(1001)
Still studying 02811 (11.79) 02777 (11.79) 0.1996 (9.16) 01211 (5.92)
No FT education ~ —0.0264 (0.61) —0.1753 (3.89) —0.0391 (0.96) 0.0702 (1.73)
Politics 3-4 0.0072 (0.43) 0.0282 (1.59) 0.0633 (4.06) 0.0719 (4.66)
Politics centre 0.0555 (356) 0.1056 (652) 0.0582 (4.08) 0.0952 (6.77)
Politics 7-8 00822 (4.71) 0.1439 (8.05) 0.1244 (7.83) 0.1535 (9.90)
Politics right 0.1516 (7.69) 0.2019 (9.74) 0.0993 (5.52) 0.1319 (7.31)
Originother EU —0.0222 (0.83) ~0.0233 (0.96) 0.0800 (3.24) 0.1457 (6.70)
Europe not EU 0.0190 (0.59) -00788(2.34) 00680(231)  —0.0080(027)
Asia/Africa origin - —0.0897 (2.32) -0.1247 (3.34) 0.1019 (2.89) 0.0652 (2.03)
USA/Japan origin ~ 0.1231 (1.10) 0.1517 (1.32) 01191 (1.19) 0.0602 (0.60)
Homeaccount ~ —0.0264 (158) ~0.0620 (361) -00520(341)  -0.0557(3.73)
Unemployed —03650(2299)  -04166(2823)  -02408(1674) —02191(17.27)
Retired -0.0974 (657) -0.1014 (6.78) -00850(627)  —0.0965 (7.45)
Austria —0.1609 (5.16) ~0.1386 (4.77) 0.2552 (9.01) 0.4064 (16.35)
Bulgaria -09219(2888) -10384(3559)  -02403(827)  -04921(19.75)
Croatia -0.1916 (6.10) —03645(1239)  —05304(1857) —0.6306 (25.29)
Cyprus -0.0043 (0.11) ~0.1694 (4.63) 0.2913 (8.28) 0.1679 (5.29)
CzechRepublic ~ —0.2577 (8.33) —03766(1304)  —02296(820)  —-0.2882(11.70)
Denmark 04419 (14.17) 03523 (12.18) 05008 (17.70) 04336 (17.50)
EastGermany  —0.3028 (8.05) —03999(1085)  -01964(573)  -00664(211)
Estonia -04124(1322)  -05060(17.45)  -02584(9.07)  —02982(12.00)
Finland 0.1060 (342) 0.0013 (0.05) 0.1987 (7.07) 0.2323 (9.43)
France —02428 (7.89) ~0.2602 (9.08) —03787(1357)  -0.2712(11.06)
Greece -07029(2250)  -09780(3363)  -05140(1817) —05331(21.47)
Hungary —07658(2459)  -08158(2819) -05758(2041) -04147 (16.77)
Ireland 0.1626 (5.18) 0.0230 (0.79) —07427(2615)  —0.6732(27.17)
Italy —05392(17.36)  -04906(1694)  -03258(1159) -0.2038(8.21)
Latvia —06826(21.79)  -06463(2230) —-06729(2370) —05350(2157)
Lithuania ~07067(2259)  -07812(2690)  -0.3956(1382) -04273(17.17)
Luxembourg 0.2281 (5.96) 0.0957 (2.59) 0.2067 (5.92) 04972 (15.62)
Macedonia, FYR of 05191 (1653)  -0.6295(21.78)  —05993(21.03) -05273(21.29)
Malta -00288(0.74) —0.2566 (6.88) 00712 (1.93) 0.2021 (6.15)
Netherlands 0.2927 (9.54) 0.1163 (4.06) 04157 (1492) 05284 (21.43)
Poland —03490(1108) -03614(1238)  -00997(346)  —00332(132)
Portugal —06679(2095)  -08385(2861) -05745(1993) -0.4044 (16.16)
Romania —06628(2123) -11454(3942) -04785(1666) —05923(23.69)
Slovak Republic ~ —0.3775 (2.17) -03848(1336)  -03588(1270) —0.2700(10.98)
Slovenia —00729 (2.34) —0.1762 (6.08) —01794(633)  —0.3168(1276)
Spain ~0.1396 (4.45) —02410 (8.28) ~05107(1796) -05672(22:83)
Sweden 0.2775 (8.94) 0.1436 (5.05) -0.0249 (0.89) 0.3750 (15.41)
Turkey -05089(1582)  -04883(16.17) -04988(17.10) -0.1241(4.76)
UK 0.1416 (4.86) 0.1230 (4.59) -03489(1318)  -0.0737(3.19)
West Germany ~ —0.0900 (2.90) —0.1236 (4.30) 0.0383 (1.36) 0.1019 (4.14)

7ontin ed oOerlea?




MAKING GLeBALIZA 1eNg QCIALI:"; 6 AINABLE

152

tab. 35 ¢ 4,

Constant 29592 30531 19694 1.8385
N 29517 30,580 28939 29,659
Adjusted R? 02671 02911 0.2624 0.2948

So rce: Eurobarometers No. 68.1, September—October 2007 and No. 734, May 2010. (Regarding country
denominations, see endnote 3.

Notes: excluded categories, employed; Belgium; age left school (ALS) <16; age 35—44; politics — left; and origin
“in our country”. Asia and Africa also includes Latin America. USA/Japan means North America and also includes
Oceania. T-statistics in parentheses.

Question 1. On the whole, are you: not at all satisfied (=1), not very satisfied (=2), fairly satisfied (=3) or very
satisfied (= 4) with the life you lead?

Question 2. How would you judge the current situation in each of the following? The employment situation in (our
country): very bad (= 1), rather bad (= 2), rather good (= 3) and very good (= 4).

[ [0/ W/in #
Greece 224 2.68 -044
Romania 208 239 -031
Lithuania 244 263 -0.19
Portugal 229 247 -0.18
Spain 290 3.07 -0.17
Turkey 270 287 -0.17
Latvia 259 268 -0.09
Malta 293 3.02 —-0.09
Italy 272 279 -0.07
Slovenia 304 310 -0.06
Turkish Cyprus 276 282 -0.06
Belgium 313 318 -0.05
Czech Republic 286 291 -0.05
Macedonia, FYR of 249 254 -0.05
Luxembourg 3.36 339 -0.03
Estonia 277 280 -0.03
Netherlands 341 344 -0.03
Austria 3.07 307 0.00
Croatia 281 281 0.00
Hungary 238 238 0.00
France 298 297 001
Cyprus 3.06 305 001
Denmark 366 365 001
Bulgaria 217 215 0.02
Poland 288 285 0.03
Ireland 324 321 0.03
East Germany 275 270 0.05
Finland 330 325 0.05
West Germany 310 3.05 0.05
Sweden 344 338 0.06
United Kingdom 332 322 0.10
Slovak Republic 285 274 011

mean score did not decline. One puzzle is the jump in the happiness levels in the
United Kingdom, which was 2.91 in 2007 and 3.32 in 2010. It does seem, however,
that this growth in happiness is unlikely to be sustained. The date of the 2010 survey
was in May, exactly at the time of the General Election when a new coalition
government was formed. Since that time business and consumer confidence has
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Age 15-24 0.1641 (8.82) 0.0929 (4.45) ~0.0579 (4.01) 01261 (4.77)
Age 25-34 0.0766 (5.55) 0.0647 (4.24) ~0.0256 (2.43) 0.0505 (2.66)
Age 45-54 -00332(251) ~0.0669 (4.55) 0.0198 (1.96) 0.0265 (1.45)
Age 55-64 ~0.0576 (3.95) -0.0686 (4.24) 00225 (2.01) 00367 (1.81)
Age 65 -0.0192 (1.09) -0.0469 (2.37) ~0.0056 (0.42) 0.0566 (2.26)
Male -0.0151 (1.86) 0.0298 (3.30) -00242(389)  -0.0232(2.06)
ALS 16-19 00227 (1.95) 0.0076 (0.58) -00408 (443)  -0.0155(0.92)
ALS 20 0.0059 (0.45) 0.0801 (547) -00968(947)  —0.0687 (3.74)
Still studying 0.0854 (3.70) 0.1096 (4.32) -00872(496)  —0.0634 (1.99)
No FT education 00645 (1.49) 0.0197 (0.39) 00150(043)  -00188(0.27)
Politics 3—4 00257 (157) 0.0651 (3.40) -00583(436)  —0.0711(302)
Politics centre 0.0356 (2.37) 0.0821 (4.71) -00877(7.22)  —0.0749 (3.50)
Politics 7-8 0.0392 (2.35) 0.1451 (7.55) -01258(9.38)  -0.0826 (351)
Politics right 00957 (5.03) 0.1542 (6.90) -01267(816)  -0.0264(097)
Origin other EU 0.0585 (2.25) 0.1240 (4.59) -0.0486 (2.67) 0.0477 (1.49)
Europe not EU 00357 (1.15) 0.0299 (0.82) 0.0238 (0.97) 0.2660 (5.83)
Asia/Africaorigin 01717 (4.61) 0.0136 (0.34) -00412 (151) 0.1168 (2.36)
USA/Japan origin —0.0478 (0.46) 0.1752 (1.44) -0.0981 (1.10) 0.1936 (1.22)
Home account 00344 (2.12) -0.0358 (1.92) 00169 (131)  -00157 (0.65)
Unemployed 0.0242 (1.59) -0.0419 (2.67) 0.0844 (7.83) 00718 (359)
Retired 00138 (0.97) -0.0086 (0.54) 00267 (242)  —-00261 (1.30)
Austria 01263 (4.23) 0.1209 (3.94) —0.0540 (2.53) 0.1338 (358)
Bulgaria 0.0577 (1.88) 0.0098 (0.31) -0.1789 (7.87) 0.1513 (348)
Croatia ~0.0287 (0.96) -02413(7.84) 0.0356 (1.70) 0.2471 (651)
Cyprus -01010 (2.71) -0.3817 (9.56) 0.1650 (6.38) 00757 (1.56)
CzechRepublic ~ —0.1135 (3.86) -0.1386 (457) -00583 (2.81) 01199 (3.23)
Denmark ~0.0473 (1.60) 04141(1362)  -01706(8.11) 0.2575 (6.99)
EastGermany  —00459 (1.27) -0.1988 (5.09) 01489 (559)  -0.1595(3.35)
Estonia —0.0413 (1.38) 03689 (1204)  -01800(857)  -0.0289(0.74)
Finland -00111 (0.38) 0.1832 (6.06) —00477 (2.31) 0.2642 (7.13)
France 01312 (4.47) -0.0975 (3.21) 01031(508)  -02077 (5.49)
Greece -0.0786 (2.65) —05333 (17.48) 01811(9.00)  —0.2542 (6.80)
Hungary -0.1152 (3.89) 0.1725 (5.66) -02113(9.99)  -0.0313(0.84)
Ireland -02512 (8.39) —0.1364 (4.46) 0.0501 (2.42) 0.3656 (9.30)
ltaly 0.1748 (5.88) -0.0830(2.71) —00614(286)  —0.0564 (144)
Latvia —00574 (1.91) 0.1248 (4.07) ~00034(0.16)  -0.2309 (6.04)
Lithuania -01737(5.78) -0.1423 (461) 00522 (2.52) 0.2936 (7.65)
Luxembourg ~0.0058 (0.16) ~0.2922 (7.46) 0.1659 (6.51) 01510 (3.17)
Macedonia, FYR of 02362 (7.87) ~0.1000 (3.28) ~0.0949 (4.49) 05913 (15.24)
Malta 01767 (4.41) 0.1975 (4.71) -01350(480)  —0.0508 (0.99)
Netherlands -0.1834 (6.28) 0.1200 (3.96) -00299(145)  -02115(5.72)

PokA3HB(8.57) N-FAKBYBW0070.1200 NKA—/AFNKA3HB(1.5mEHB(4.41) N-F@E:)L21NkA3zB(3.86) N-5)
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West Germany 0.0190 (0.64) -0.0128(0.42) 0.0583(2.81) -0.2708(7.32)
Constant 1.3660 17551 — 2628

N 28,335 28872 28,360 25418
Adjusted/Pseudo R? 0.0491 0.1185 0.0569 00627

So rce: Eurobarometers No. 68.1, September—October 2007 and No. 73.4, May 2010. (Regarding country
denominations, see endnote 3.)

Notes: excluded categories: employed; Belgium; age left school (ALS) <16; age 35—-44; politics — left; and origin
“in our country”. Asia and Africa also includes Latin America. USA/Japan means North America and also includes
Oceania. Column 3 estimated as a probit. T-statistics in parentheses.

Question 1. What are your expectations for the next twelve months: will the next twelve months be worse (=1), the
same (= 2) or better (= 3), when it comes to . .. the employment situation in (our country)?

Question 2. Some analysts say that the impact of the economic crisis on the job market has already reached its
peak and things will recover little by little. Others, on the contrary, say that the worst is still to come. Which of the two
statements is closer to your opinion? “The impact of the crisis on jobs has already reached its peak” (= 0) or “the
worst is still to come” (=1).

Question 3. In an international financial and economic crisis, it is necessary to increase public deficits to create jobs:
totally disagree (=1); tend to disagree (= 2); tend to agree (= 3); totally agree (= 4).

In column 4 we model whether the individual believes that it is the job of the public
sector to create jobs in the midst of a financial crisis. Unsurprisingly, the unemployed,
the young, the least educated and left-wingers hold this view most strongly.
Residents of the corporatist countries of Denmark, Finland and Sweden along with
the Irish hold this view. Interestingly, residents of the United Kindom hold this view
even though their government is about to embark on a strategy of firing large
numbers of public sector workers.

The globalization of markets clearly played some part in the transmission of the
recession. Has this experience turned the citizens in advanced economies against
globalization? We provide some new evidence from Europe to provide at least a
partial answer to this question. Using data from two Eurobarometer Surveys No. 69.2
for March—May 2008 and No. 73.4 for May 2010, we investigate how representative
samples of citizens from European Union (EU) countries responded to four questions
on globalization in 2010. The questions asked citizens for their views about whether
globalization (a) increased growth, (b) increased social inequality, (c) reduced
inflation and (d) only benefited large companies and not citizens. It should be noted
that there are small differences in the labelling of the responses, but in both cases
answers are coded from one to four. Details are at the bottom of the tables.

Table 3.7 reports the percentage of respondents who agree or totally agree in 2010
or who strongly agree or somewhat agree in 2008 for each of the four attitudes to
globalization measures. In 2010 support for the proposition that globalization
improves growth is highest in Denmark (91 per cent), the Netherlands (84 per cent)
and Sweden (87 per cent) but is especially low in France (52 per cent), Greece
(43 per cent) and Portugal (56 per cent). The vast majority of respondents believe
globalization increases inequality and raises company profits, but do not believe it
increases prices. The patterns are broadly similar in 2008. The one difference is that
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Austria 64 62 76 69 27 16 79 79
Belgium 65 63 75 68 29 24 75 74
Bulgaria 73 78 73 72 32 26 79 79
Croatia 69 67 76 73 35 29 79 81
Cyprus 63 61 81 87 36 31 82 88
Czech Republic 60 66 69 64 33 29 70 68
Denmark 91 89 57 51 36 29 50 43
East Sermany 67 68 77 79 21 11 74 80
Estonia 75 77 64 60 30 29 65 67
Finland 77 65 68 62 39 25 63 67
“rance 52 52 85 82 14 10 86 87
Great Britain 78 67 66 63 35 24 75 77
Greece 43 40 84 77 21 17 83 85
Hungary 76 68 80 75 30 20 74 76
Ireland 75 77 72 76 34 36 77 78
Italy 62 61 65 62 45 37 69 72
Latvia 61 58 70 65 25 14 74 79
Lithuania 74 75 62 64 34 32 76 80
Luxembourg 67 62 75 81 27 17 72 82
Macedonia, FYR of 69 76 70 66 38 43 79 76
Malta 88 85 53 47 52 41 65 61
Netherlands 84 83 53 60 37 28 52 58
Northern Ireland 77 68 75 75 30 26 74 78
Poland 69 79 73 65 43 39 77 72
Portugal 56 68 70 66 31 40 72 77
Romania 68 79 70 73 42 48 71 79
Slovak Republic 79 71 73 68 50 29 73 75
Slovenia 66 74 83 82 29 30 85 84
Spain 67 73 78 75 37 41 83 81
Sweden 87 87 56 56 38 34 50 51
Turkey 66 53 57 59 52 37 67 70
West Germany 70 65 77 71 25 14 68 74

So rce: Eurobarometer No. 73.4, May 2010 and Eurobarometer No. 69.2, March—May 2008. (Regarding country
denominations, see endnote 3.)

Questions. (1) 2010 For each of the following statements, please tell me whether you totally disagree (= 1), tend to
disagree (= 2), tend to agree (= 3) or totally agree (= 4)? (2) 2008 For each of the following statements, please tell
me whether you strongly disagree (=1), somewhat disagree (=2), somewhat agree (=3) or strongly disagree (=4).

Column 1. Globalization is an opportunity for economic growth?

Column 2. Globalization increases social inequalities?

Column 3. Globalization protects us from price increases?

Column 4. Globalization is profitable only for large companies, not for citizens?

in almost all countries a higher proportion of respondents say that globalization has
protected them from price increases. The main exceptions are the Former Yugoslav
Republic of Macedonia, Portugal and Romania.

We use OLS models to identify how well individual characteristics predict attitudes to
globalization. Our results are shown in table 3.8 for 2008 and table 3.9 for 2010
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Tab- 3.8 -ws” 4, T .248(05%)
Age 15-24 0.0889 (3.21) -0.1358 (4.67) 00742 (2.52) —-0.0720 (2.49)
Age 25-34 0.0395 (2.03) —-0.0425 (2.07) 0.0518 (2.52) —-0.0346 (1.71)
Age 45-54 —-0.0209 (113) 0.0105 (0.55) —0.0099 (0.51) 0.0517 (2.69)
Age 55-64 —-0.0251 (1.22) 0.0089 (0.41) -0.0512 (2.36) 0.0821 (3.83)
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The Germans, who have long been hawkish on inflation, are especially opposed to
the idea that globalization protects from price increases. The unemployed are much
less likely than the employed to agree that globalization helps growth. The young, the
educated, men and right-wingers are especially likely to report that globalization
helps growth.

35 , y- -il!,'jlé 8

|
The first policy response to the financial crisis was to adjust monetary policy. Interest
rates were reduced to historical lows and some countries tried to offset the reduction
in credit caused by the difficulties in the banking sector by monetary expansion
(quantitative easing).

Changes in market sentiment around issues such as the probability of sovereign
debt default and growth prospects led to substantial currency realignments. The
change in nominal exchange rates from 2008Q1 to 2010Q3 against the SDR is
shown in figure 3.5. Major changes included the appreciation of the yen. Despite
having the highest national debt to gross domestic product (GDP) ratio in the
G20, Japan has a very high domestic savings rate. The result of the high degree of
market confidence in the yen has led to a considerable loss in competitiveness
and difficulties for the Japanese labour market. The United Kingdom, in contrast,
experienced a sharp devaluation, substantially reducing its relative labour costs.

There was widespread unease that countries were attempting to manipulate their
currencies to boost external demand. Member countries were encouraged to avoid
competitive devaluations at the G20 summit meeting in October 2010, but it is not
clear whether any agreement might hold in the medium to long term unless the major
imbalances in the world economy are fixed.

The second response to the crisis came as a result of the operation of automatic
stabilizers. As private demand fell, government spending on a variety of social
insurance schemes increased. In the immediate aftermath of the crash, the most
important of these was the impact on unemployment benefits. Recent OECD
research has, however, claimed that unemployment benefit expenditure is acyclic,
because the increased number of claims during a recession has been offset by a
reduction in the value of benefits to unemployed persons. Thus, at the same time as
claims have been rising, governments have been reducing the average value of
claims and in consequence the net effect on spending has been small. Thus,
automatic stabilizers are likely to differ in their effectiveness. In those countries with
generous social protection systems, automatic stabilizers are likely to have a stronger
effect in supporting demand, so lessening the need for discretionary measures.
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So rce: IMF World Economic Financial Statistics.

Such countries are typically found in Northern Europe. For example, the Norwegian
unemployment benefit system provides prime age unemployed workers with 72 per
cent of their previous income over a period of at least five years. This contrasts with
the United States, which provides only 28 per cent for one year.

The third response was the introduction of discretionary measures to boost
aggregate demand. The OECD (2011) notes that these measures made a smaller
contribution to maintaining output and employment than automatic stabilizers did.
The scale of the intervention varied widely both in their composition in respect of
spending measures, ranging from the Republic of Korea with a cumulative package
worth 6 per cent of GDP over three years, to France, Portugal and Switzerland with
less than 0.5 per cent of GDP. New Zealand and the United Kingdom are notable
for attempting the most rapid turnaround from fiscal expansion to contraction. The
impact of these measures on the labour market depends on short-run employment
multipliers, which vary from country to country and on the composition of the
stimulus, with increased spending likely to have a more positive effect on
employment than tax reductions (OECD, 2011).
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We now turn to labour market responses, focusing largely on the advanced countries
where the effects of the recession have been most acute. Labour market policy
responses have comprised both passive and active measures. The former largely
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efficacy is somewhat mixed. Card et al. (2010) conduct a meta-analysis of 199
different ALMPs. They find that the proportion of evaluation studies of these
programmes that yield positive results rises through time. Thus while only 39.1 per
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The scale of impacts on the labour market has differed widely. For example, the
United Kingdom had twice as big a drop in output as the United States, but a much
smaller increase in unemployment. As yet, there is not much evidence of a
“discouraged worker effect”, though this may change as unemployment durations
increase. Governments have responded to the crisis with monetary and fiscal
policies, some of which may have helped maintain employment. Automatic stabilizers
have also had an important role in maintaining demand and supporting the income of
the unemployed. They have also introduced, or expanded, a wide range of ALMPs.
The effectiveness of these measures undoubtedly varies widely, but the downturn in
the labour market happened so rapidly that there was little time to conduct extensive
evaluations. Rather, governments had to rely on evidence from pre-recession labour
markets. However, the resources devoted to these measures has not increased as
rapidly as has the level of unemployment, implying spend per unemployed person
has fallen.

Some countries have decided to reduce spending on ALMPs, even though they are
confronted by a large increase in unemployment. These encompass countries that
have real sovereign debt difficulties, including Greece, Ireland, Portugal and Spain.
Some countries are concerned that they may experience similar problems and have
introduced fiscal austerity measures to reassure the capital markets. Labour market
measures tend not to have a high political priority in times of fiscal stringency and
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jobless there will be growing demands for protectionism, especially in countries
where inequalities are widening.

g,

Verick (2010) documents that the number of discouraged workers has risen significantly in
South Africa from 1.08 million in 2008Q2 to 1.63 million in 2009Q3.

Source: CIA World Factbook https://www.cia.gov/library/publications/the-world-factbook/
geos/uk.html.

References to East/West Germany, Turkish Cyprus etc. reflect the terms used by the EU
Eurobarometer, which was launched in 1973. The use of such terms does not constitute or imply an
expression of opinion by the WTO Secretariat or the ILO concerning the status of any country or
territory, or the delimitation of its frontiers, or sovereignty.
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