
VARYING IMPACT OF THE COVID-19 PANDEMIC ON THE LABOUR MARKETS OF DEVELOPED COUNTRIES1

1	 This briefing focuses mostly on the 37 member states of the Organization for Economic Cooperation and Development (OECD). 
2	 Canada, Australia and New Zealand.
3	 See, for example https://think.ing.com/articles/italy-optical-illusion-in-the-labour-market/.

The outbreak of the COVID-19 pandemic and the resulting severe 
restrictions on economic and social activities had a profoundly 
disruptive impact on labour markets in virtually every part of the 
world, including in the OECD countries—the group mostly char-
acterised by high-income, industrially-advanced and diversified 
economies, which includes, among others, the United States, CANZ2 
group of countries, most of the European Union (EU) and Japan. 
The aggregate OECD unemployment rate stood at 5.2 per cent in 
February 2020, as several OECD member states entered 2020 with 
historically low unemployment figures, but by April it had increased 
to 8.5 per cent, its highest value in a decade. The employment crisis 
disproportionately affected youth, women and workers with a low 
degree of social protection, including migrant workers. 

The impact of the pandemic on the labour market conditions 
in the OECD (at least on headline unemployment numbers) was, 
however, quite heterogeneous across countries. This heterogeneity 
can be seen in Figure 1, which shows changes in the OECD countries’ 
unemployment rates from January to April 2020, when those rates 
in many countries were pushed to historical highs by supply-chain disruptions, mandatory lockdowns, border closures and shifts in 

consumer behaviour dampening aggregate demand. The unem-
ployment rate in April 2020 has soared into double-digits in the 
United States and in Canada, while remaining virtually unchanged 
in Germany and Japan, despite severe economic setbacks experi-
enced by these countries. Moreover, seemingly paradoxically, in a 
number of OECD countries the unemployment rate has declined, 
including in Italy, which introduced one of the most stringent lock-
downs and which significantly depends on the tourism industry 
brought to a standstill by the pandemic. These reductions in the 
unemployment rate, however, reflect not only the effect of newly 
introduced domestic policies, but also sharp contractions in the 
labour force—a precipitous drop in the participation rate, espe-
cially among those who were engaged in temporary or seasonal 
jobs, for example in the tourism sector. Many of these jobs were 
not shielded from layoffs by the emergency labour regulations 
introduced in Italy as part of the economic stimulus package.3 

Different factors are behind the diverging 
unemployment trends
There are multiple factors explaining such a divergent behaviour 
of labour markets in the OECD area in response to the pandemic- 
caused recession, apart from the varying sectoral/industry compo-
sitions of those economies. In fact, some economies such as the 
Czech Republic and Germany that are more open and more 
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Figure 1
Change in the OECD harmonized unemployment rates for 
selected countries, January to April 2020

Source: OECD.
Note: The respective OECD harmonised unemployment rates are calculated in accordance 
with the guidelines developed by the ILO, utilising same methodologies in order to make those 
rates comparable across countries. They may differ from the unemployment rates calculated 
according to national methodologies, in particular in the United States and Canada, due to 
certain differences with respect to defining age limits for working-age population, inclusion 
of students and military into the labour force, consideration of temporarily laid-off workers as 
unemployed and the definition of an active job search.

SUMMARY

	» The COVID-19 pandemic has had a devastating, albeit 
heterogeneous, impact on the labour markets of developed 
economies.

	» This heterogeneity is explained by differences both in 
labour market regulations and in the structure of relief 
policies adopted by governments.

	» At the end of the second quarter of 2020, the employment 
picture in the developed world somewhat improved, most 
notably in the United States.

	» The short-term impact of the pandemic on employment 
should be differentiated from its longer-term 
consequences, involving inter-sectoral changes in labour 
demand and further acceleration of robotization and 
automation, necessitating active labour market policies.
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exposed to global or regional production chains, showed remark-
able stability in their unemployment rates, in contrast to the 
relatively closed United States economy.4 

It is important to note that there are pronounced differences 
with respect to the labour market regulations and the degree of 
employment protection among those countries, in particular 
between the United States and most of continental Europe. One 
of the quantitative indicators of labour market flexibility, the 
Employment Flexibility Index 2020,5 ranks the United States at the 
top, with the index value of 92.4 (on a scale of 0 to 100), while the 
respective values equal 63.5 for Germany and only 38.4 for France. 
There are also different approaches in public policies with respect 
to cyclical fluctuations in labour demand—the United States policy 
mostly focuses on providing unemployment benefits, while the 
EU countries actively apply job retention policies to avoid layoffs 
and to protect institutional memory and accumulated work expe-
rience. Concurrently, the countries exhibit different degrees of 
sensitivity of employment to swings in business cycles, with much 
lower unemployment volatility observed in Europe than in North 
America, even during the global financial crisis of 2008  –2009. 
This point is well illustrated by Figure 2, which compares respon-
siveness of unemployment to output fluctuations in the United 
States and in France, in accordance with Okun’s law (which in its 
growth version may be written as  where Y is 
output, k is full-employment growth rate, u is unemployment rate, 
ß is a coefficient and ε is the random term).

4	 In 2018, the percentage ratio of sum of exports and imports to GDP for the 
United States was 27.54 per cent, versus the global average of over 90 per 
cent, and over 150 per cent for the Czech Republic.

5	 The index is developed by the Lithuanian Free Market Institute and its 
partner organizations, and is based on comparing hiring and working hours 
regulations, and redundancy rules and costs, see https://www.llri.lt/wp-
content/uploads/2019/12/Employment-flexibility-index2020-3.pdf.

In addition to the varying degrees of labour market flexi-
bility, somewhat different job preservation strategies adopted by 
the OECD countries played an important role in shaping varying 
employment trends. Virtually all these countries have adopted 
some measures to protect employment as part of their stimulus 
packages in addition to providing direct income support to the 
population and expanding unemployment benefits. However, in 
the United States, the relief policies did not aim at preserving the 
established employer-employee relationships to the same extent 
as in many European countries.6 In the United States, 27 States 
operate Short-Time Compensation (STC) programmes, funded by 
the federal government through the Coronavirus Aid, Relief, and 
Economic Security Act (CARES). 

The incentives for employers provided by those programmes 
turned out to be insufficient to have a tangible effect (in particular, 
they remained liable for paying social security contributions). The 
programmes also imposed tough restrictions and involved admin-
istrative hurdles. At the federal level, the Paycheck Protection 
Program (PPP), designed to provide low-cost loans for small busi-
nesses to avoid layoffs, handed out around $520 billion in loans 
to around 5,000 businesses and is credited for saving millions of 
jobs within three months of its launch.7 Yet, the implementation 
of the PPP encountered numerous obstacles, as many loan applica-
tions were rejected by participating private lenders and businesses 
preferred to receive grants rather than loans, and the loan-to-grant 
conversion principles were opaque and complicated. Besides, only 
businesses employing fewer than 500 people were generally eligible 
to apply for these loans, leaving most of the workforce disqualified.

6	 See OECD Employment outlook 2020, www.oecd.org/employment-
outlook/2020/, “The effects of COVID-19 on international labor markets: 
An update”, Brookings, May 2020, https://www.brookings.edu/research/
the-effects-of-COVID-19-on-international-labor-markets-an-update/

7	 See, for example, “An Evaluation of the Paycheck Protection Program 
Using Administrative Payroll Microdata” by David Autor et al, June 2020, 
economics.mit.edu/files/20094.

Figure 2
Response of unemployment to output fluctuations in France and the United States, 1991–2019

Source: OECD, https://data.oecd.org
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By contrast, many other OECD countries, including Australia, 
Canada, Denmark, the Baltic States, Hungary, the Netherlands, 
New Zealand, and the United Kingdom have introduced more 
explicit job retention schemes, especially for small and medium- 
sized businesses, in particular by introducing or expanding the 
coverage of existing short-time work schemes (subsidizing hours 
not worked) or introducing wage subsidies (in case of full-time 
employment). Japan expanded the coverage and eased the 
requirements for access to the Employment Adjustment Subsidy, 
increasing the subsidy rates for hours not worked to a maximum 
of 100 per cent for SMEs and introduced a new scheme covering 
SME workers who have remained without support because their 
employers have not applied for the subsidy. The Republic of Korea 
expanded its existing programmes, and subsidized employers’ costs 
of the shift to telecommuting. Some examples of those policies 
are shown below in Table 1. It is important to note that for those 
countries that experienced the sharpest rise in unemployment, its 
social costs may be aggravated by the break-up of an employee’s 
relationship with their company, which may complicate the return 
of these economies to full capacity, when the crisis is over.

Some employment recovery observed, but  
long-run challenges are looming
In May 2020 the aggregate unemployment rate in the OECD edged 
down to 8.4 per cent and according to preliminary data further 
declined in June, as the countries started a gradual reopening 
of their economies, and businesses started to recall workers. In 
the United States, which experienced the sharpest rise in unem-
ployment among the OECD countries, labour market conditions 
somewhat improved (Figure 3), as the economy started to reopen 
and some of the earlier furloughed workers returned to work. Total 
civilian nonfarm payroll employment in June rose by 4.8 million 
and the unemployment rate declined to 11.1 per cent. Notable job 
gains were recorded in many sectors, including manufacturing, 
leisure and hospitality, retail trade, education and health services, 
and professional and business services. Nevertheless, the unem-
ployment rate in the United States remained almost 8 percentage 
points above its pre-pandemic level. In July, as COVID-19 cases 
resurged across the country and reopening was paused or even 
reversed in 22 States, the speed of employment recovery has 
slowed. The Canadian economy added nearly one million jobs 

Table 1
Labour market protection policies implemented in selected OECD countries

Country

New job retention policies 
introduced at the state level to 
protect existing employment Policy details

Australia Yes Temporary wage subsidies were introduced, with lump-sum transfers to 
firms.

Canada Yes Temporary wage subsidy was introduced (Emergency Wage Subsidy), 
covering up to 75 per cent of gross normal earnings, provided the 
employer is eligible.

Denmark Yes New short-term work schemes were introduced.

France No Access of firms to the existing short-term work schemes and their 
coverage was expanded.

Germany No Access of firms to the existing short-term work schemes and their 
coverage was expanded.

Ireland Yes New wage subsidy schemes were introduced, with subsidy reaching up 
to of 85 per cent for the lowest incomes.

Japan No Coverage of the Employment Adjustment Subsidy was expanded, and its 
access requirements eased.

Netherlands Yes New wage subsidy schemes were introduced (proportional to the 
reduction in sales), replacing the existing short-term work schemes.

New Zealand Yes Temporary wage subsidies were introduced, with lump-sum transfers to 
firms.

United Kingdom Yes New short-term work schemes were introduced.

United States Yes Access of firms to the existing short-term work schemes and their 
coverage was expanded. 27 States operate Short-Time Compensation 
(STC) programmes.

Source: OECD Employment Outlook 2020, available from www.oecd.org/employment-outlook/2020/; and National official sources. 

http://www.oecd.org/employment-outlook/2020/
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in June, as businesses started to reopen, and the unemployment 
rate dropped to 12.3 per cent from 13.7 observed in May. In Asia, 
the unemployment rate declined in the Republic of Korea in May, 
however it continued to climb in Japan. Meanwhile, despite the 
relatively successful efforts to protect jobs in Europe, although 
the unemployment rate in Germany in June increased more slowly 
than in April–May, it still did not reverse the trend, which may 
imply that the labour market is still adjusting to the lockdown 
effects, with some lag. 

However, despite some short-term improvements, there are 
significant challenges ahead. Although under the current circum-
stances it is extremely difficult to make any projections of future 
employment trends in the OECD countries, it is important to differ-
entiate between the short-term, cyclical impact of the pandemic 
on labour market conditions, which was alleviated by the massive 
stimulus programmes, and its longer-run consequences, which are 
likely to involve significant changes in the sectoral demand for 
labour, causing (in the best-case scenario) the relocation of workers 
across industries. The currently observed partial recovery in 
employment in some OECD countries in parallel with the gradual 
reopening of their economies and re-hiring of workers is to a large 
extent supported by the fiscal stimulus measures, which are set to 
expire soon. Despite the strong rebound in consumer confidence 
and retail sales in the United States in June, it is premature to talk 
about a sustainable recovery in aggregate demand. In Europe, the 
response of labour markets to the pandemic is still lagging, and 
the countries with low unemployment levels may not be able to 
sustain them when the wage support policies end. According to the 
OECD Employment Outlook 2020, even in the optimistic scenario 
of avoiding the second wave of infections under the pandemic, 
the OECD-wide unemployment rate may reach 9.4 per cent in the 
fourth quarter of 2020,8 exceeding all values observed since the 
Great Depression.9 

8	 www.oecd.org/employment-outlook/2020/

9	 The highest level of the total OECD unemployment rate during the Global 
Financial Crisis in 2009 and 2010 was around 8.6 per cent. 

More serious challenges are emerging in the longer run. 
Numerous companies across all sectors of the economy, both in 
developed and in developing countries, may face bankruptcies 
and liquidation. Many subsidized sectors delivering public goods, 
including municipal services and public education, may face 
financial unsustainability. Even under the assumption of a prompt 
development of an effective vaccine and mass immunisation, there 
will be significant changes to the established ways of doing busi-
ness—many major companies, including the large tech giants and 
the leading financial sector companies, have announced a massive 
shift to the broader use of telecommuting by their employees. The 
resulting decline in the need for office space will heavily impact 
commercial real estate development and hit the construction 
sector, which remains the driving force for some economies. 
Catering services in many cities will face lack of customers because 
of reduced office occupancy. The tourism and hospitality sectors 
will take a very long time—possibly years—to recover. Both leisure 
and business-related travel will remain supressed, especially as 
online meetings increasingly replace face-to-face interactions. As 
a result, several major airlines announced that they may drastically 
shrink their workforce, while aircraft production and avionics 
industries will also face a difficult period. 

The current crisis is likely to accelerate the process of digi-
tization and robotization, which was already going on for years 
in many industries, including automotive, electronics, warehouse 
management, and retail sales, both to minimize human interac-
tions where social distancing requirements are difficult to meet, 
and to save on labour costs. This will have an adverse effect on 
medium-skilled jobs, and significant overall impacts on labour 
markets. The pandemic has also severely disrupted the functioning 
of the international trading system. Changes to the system of  
global supply chains and other aspects of global trade will cause 
shifts in employment patterns and unemployment rates in different 
countries. In the medium-term, not only the headline unemploy-
ment rates may persistently stand above their historical trend 
levels, but structural unemployment may become an entrenched 
problem. Such developments would tend to reinforce the trend to 
widening income and wealth inequalities.

More proactive labour market policies are needed
The COVID-19 crisis created unprecedented challenges for eco
nomic policymakers along all policy dimensions. The current 
recession is very different from the regularly observed routine dips 
in a business cycle and the conventional macroeconomic policies 
aimed at revitalising aggregate demand through monetary or fiscal 
stimulus will be insufficient in overcoming its consequences, espe-
cially in facilitating recovery in labour markets. Addressing such 
issues as long-term and structural unemployment will become a 
daunting policy challenge, in an already complex environment.

During the last decades, because of technological changes 
and deepening globalization, labour markets around the world 
have become more dynamic, with increased worker mobility and 
new non-standard forms of employment. Currently, the COVID-19 

Figure 3
United States labour market indicators, January–June 2020

Source: United States Bureau of Labour Statistics.

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

16.0

120000

125000

130000

135000

140000

145000

150000

155000

160000

165000

Jan-20 Feb-20 Mar-20 Apr-20 May-20 Jun-20

Employment (1000s), LHS Unemployment rate (per cent), RHS



5Monthly Briefing on the World Economic Situation and Prospects

pandemic will create new challenges. The deregulation of labour 
market has often been suggested as the most appropriate model, 
allowing to adapt to the new realities more efficiently. One may 
also argue that there is no need to protect jobs in sectors that are 
going to shrink drastically or eventually disappear in the aftermath 
of the pandemic. The United States model is often being cited as 
an example, with high labour mobility and generally quick post-re-
cession recovery in employment. However, even in the United 
States, labour mobility has noticeably declined since 2010. As 
elsewhere in the OECD area, the age composition of the United 
States workforce has also been changing since the 1990s, with the 
share of older workers that are less flexible to adapt to new real-
ities continuously increasing. Labour mobility remains relatively 
low in the EU, including geographic mobility of people,10 despite 
the common labour market for all EU member states.11 Flexibility 
and deregulation without pro-active government policies may 
lead to protracted high unemployment, especially among the new 

10	 The countries from Eastern Europe that joined the Union since 2004 are an 
exception.

11	 The ongoing digitization may, to a certain extent, alleviate these 
constraints.

entrants to the labour force and the most vulnerable segments of 
the population. To overcome the COVID-19 related crisis, many 
countries have adopted stimulus measures of unprecedented 
scale, and active labour market policies can be well integrated into 
those policy packages. Such polices may include training in new 
technical skills required by the modernized production sectors, 
matching employees with prospective employers, subsidies or tax 
breaks to businesses hiring new employees, or publicly admin-
istered projects, in particular in building a greener economy. By 
contrast, failure to address the looming labour market problems 
may lead to a sharp increase in structural unemployment, compli-
cating the reintegration of workers into the production process. It 
may also lead to an increase in the number of discouraged workers 
remaining outside of the labour force, putting additional burden on 
social welfare systems, dampening growth in potential output and 
slowing economic recovery.
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