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Foreword

The OECD Employment Outlook provides an annual assessment of key labour market developments and
prospects in OECD Member countries. Each edition also includes several chapters that focus on specific
aspects of the functioning of labour markets and the implications for policies to promote more and better
jobs. The 2026 edition of the OECD Employment Outlook examines regional disparities in employment,
unemployment and disposable incomes and their dynamics, as well as the policy challenges to address
them. The Outlook also assesses recent labour market and wage developments and investigates changes
in how skills translate into pay and job prospects, as well as aspects of labour regulation such as
employment protection legislation and non-compete agreements.

The OECD Employment Outlook 2026 is the joint work of staff of the Directorate for Employment, Labour
and Social Affairs (ELS). Parts of the Outlook are the result of collaborations with the Centre for
Entrepreneurship, SMEs, Regions and Cities (CFE) i the Editorial and Chapters 2 and 3 i and the
Economics Department (ECO) i Chapter 5. Chapter 2 draws on the outputs of different streams of OECD
work on geographic inequalities in labour market outcomes, disposable household incomes, and the
accessibility of essential services that were co-funded by the European Commission under the grant
agreements INEQ Il to INEQ VI. The Outlook has also greatly benefitted from comments from other OECD
Directorates and contributions from national government delegates and national institutions. However, the
Outlookis assessment of the labour market prospects for each country does not necessarily correspond to
those made by the national authorities and institutions concerned.

This report was edited by Andrea Bassanini. The authors of individual chapters were Alexandre Georgieff
and Sébastien Martin (Chapter 1); Sebastian Konigs, Sérgio Pinto, Javier Terrero-Déavila and Juan Andrés
Alvarez Mejia (Chapter 2); César Barreto, Alexander Hijzen, Carlo Menon and Antonela Miho (Chapter 3);
Julie Lassebie, Patricia Navarro-Palau and Roland Tusz (Chapter 4); Dan Andrews, Andrea Garnero and
Sara Holttinen (Chapter 5) and Alexandre Georgieff (Chapter 6).

Stéphane Carcillo (Head of the Jobs and Income Division of ELS) provided detailed comments on all the
chapters. The report also benefitted from comments from Stefano Scarpetta (OECD Chief Economist),
Mark Pearson (Acting Director of ELS), Nadim Ahmad (Deputy Director of CFE), Asa Johansson (Director
of the Policy Studies Branch of ECO), Filiz Unsal (Deputy Director of the Policy Studies Branch of ECO),
Glenda Quintini (Head of the Skills and Future Readiness Division of ELS) and Theodora Xenogiani (Head
of the Employability Division of ELS), as well as Jeff Israely, Lukas Kleine-Rueschkamp and Anne
Lauringson.

The infographic is based on contributions from Alastair Wood. Pascal Marianna was responsible for the
statistical annex. Statistical support was provided by Sébastien Martin, Anténio Melo, Agnés Puymoyen
and Dana Blumin. Editorial assistance was provided by Hagai Glebocki, Lucy Hulett and Marc Simion.

Chapter 2 benefited from support by the European Commissionis DG Employment i in particular
Elva Bova, Katarina Jaksic and Jakub Caisl i and various national experts who provided statistical
indicators and results and shared their feedback and advice. These include the experts who supported the
work with the administrative income microdata i notably the team of the Austrian Micro Data Center
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(Statistik Austria), Lien Tam Co (Statbel), Xuelin Zhang (Statistics Canada), Kertu Mits and Rauno Temmer
(Statistics Estonia), Esa Karonen (University of Turku, Finland), George Planiteros (Ministry of Labour and
Social Security of Greece), Nikolay Flaa (Statistics Norway), Ignacio Moral Arce and
Maria Joaquina Barroso (Spanish Institute of Fiscal Studies), and Johan Lindberg (Statistics Sweden) i
and the experts who extracted the indicators of regional labour market outcomes and household incomes
T including Dean Adams, Michael Bassett, Janelle McFarlane, and Thomas Wherry (Australian Bureau for
Statistics), Andreas Mitterlehner (Statistik Austria), T8Ra Dvorn8kov§ (Czech Statistical Office),
Juan Carlos Zamora (National Institute of Statistics and Census of Costa Rica), Uwe Pedersen (Statistics
Denmark), Veli-Matti T° rm2lehto (Statistics Finland), Jean Dupin (INSEE), Eva OiRegan (Central Statistics
Office of Ireland), the Statistics Bureau of the Japanese Ministry of Internal Affairs and Communications,
Kristina Aitmana and Kristina Sakalauskaita (Statistics Lithuania), Darja Behtere (Central Statistical Bureau
of Latvia), Lene Sandvik (Statistics Norway), Fergus Cleveland, Hanna Vu and Tod Wright (New Zealand
Treasury), Leszek Kozjowski (Statistics Poland), Stanka Intihar (Statistical Office of the Republic of
Slovenia), and Johan Lindberg (Statistics Sweden).

Chapter 3 builds on contributions of national experts from the OECD LinkEED 2.0 network. These include
Patrick Bennett (University of Liverpool and 1ZA), Filipe Bento Caires (European University Institute),
Dogan Gulumser (RF Berlin), Marie Kjeldsen (Aarhus University), Benjamin Lochner (FAU, IAB and I1ZA),
Stefano Lombardi (VATT, IFAU, IZA and UCLS), Claudio Luccioletti (Bank of Italy), Tahsin Mehdi
(StatCan), Jordy Meekes (Leiden University and 1ZA), Balazs Murakdzy (University of Liverpool),
Marco G. Palladino (Banque de France), Kjell Salvanes (NHH and 1ZA), Oskar Nordstrom Skans (Uppsala
University, UCLS, IZA and IFAU), Rune Vejlin (Aarhus University and IZA), and Lennart Ziegler (University
of Vienna). Bradley Setzler (Penn State) provided academic guidance. The chapter is also part of the
OECD Transforming Places project, funded by the Economic and Social Research Council (ESRC) as part
of the work by UK Research and Innovation (UKRI) to create opportunities and improve outcomes across
the United Kingdom.

The surveys that form the basis of Chapter 5 were developed in collaboration with Tito Boeri,
Federica Meluzzi and Paola Monti from Bocconi University, as well as Sindri Engilbertsson from the
University of Amsterdam. The project received financial support from Coefficient Giving (formerly Open
Philanthropy), as well as from the governments of Canada, New Zealand, Switzerland and the
United Kingdom, the European Research Council (ERC-MARKINDOWN, Grant Agreement
No. 101097687) and the Italian Ministry of University and Research (MUR) PRIN 2022 programme (Project
No. 2022JYY7SA). Ori Schwartz and Ania Thiemann of the OECD Competition Division also provided
valuable input.
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Editorial: People to jobs and
Jjobs to people: Reducing
regional disparities in the labour
market

So far this year, labour markets in OECD Member countries have continued to perform well, with
employment rates at record levels in many, despite the multiple shocks to the global economy in recent
years. However, with a backdrop of uncertainty and high geopolitical tensions, the risks remain elevated
and policies will need to be able to anticipate and be ready to quickly respond if labour markets begin to
reverse.

As it does every year, the data underpinning these messages in this Employment Outlook are at the
national level but there is another layer of employment data (and data analysis) that also requires close
attention to understand labour markets, namely the local and regional levels.

The value in these data quickly becomes clear when noting that disparities in employment rates between
regions within OECD countries exceeds differences between the countries themselves, exceeding
20 percentage points (p.p.) in more than half of OECD economies. But understanding those disparities is
more important than ever in a world of increasingly more frequent economic shocks and quickening
megatrends, as they typically impact asymmetrically within countries, often exacerbating geographic labour
market disparities, and, in turn, well-being, with consequential impacts on social cohesion and economic
growth. Thus, zooming in on local employment data becomes a vital instrument in shaping policy.

This year, the OECDIs Centre for Entrepreneurship, SMEs, Regions and Cities i which has long tracked
place-based employment and other societal indicators i has lent its expertise to a first-ever Employment
Outlook dedicated to analysing regional labour market performance. This is the kind of OECD
measurement, which is both granular and global, which can help guide economic and social policy through
worldwide comparisons over time and across diverse contexts.

Local effects of global shocks and megatrends

Regional employment disparities have long existed, shaped by geography, natural resources and political
and economic history. And whilst they have always been high on the policy agenda, the attention on them
has been sharpened in recent years by a succession of major macroeconomic shocks i the pandemic,
reverberating cost-of-living crises, sharp energy price hikes, geopolitical tensions, and disruptions to
international trade.
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Consider how the crucial factor of energy prices plays out in rural areas, for example, where households
are proportionally more fuel dependent than those in cities. In European countries where data are available
and Japan, the direct financial impact of the 2022 energy price shock on household budgets was at least
30% higher in rural areas than in urban centres, with corresponding impacts on local businesses.

These repeated unexpected events of recent years are unfolding alongside slower-moving, but often
accelerating, megatrends that are reshaping local labour markets in profoundly uneven ways. Digitalisation
and artificial intelligence, globalisation, climate change, the energy transition, as well as ageing
populations, all affect regions differently depending on their production structure, infrastructure and
connectivity, governance and regulatory frameworks, workforce composition and geography.

For example:

1 Negative trade shocks have typically been concentrated in manufacturing regions already facing
economic difficulties. For example, this Employment Outlook estimates that, German regions
(Landkreise) most exposed to import competition from low-wage economies during the 2000s saw
job losses in the manufacturing sector (as a percentage of working-age population) up to 5.5 p.p.
higher than those in the least exposed region.

1 Technological disruption leaves some regions more exposed because of their concentration in
routine occupations (such as low-skilled blue collars), or because of more limited access to
enabling tools, such as high-speed internet, while others benefit disproportionately from
agglomeration economies that can drive innovation and high-skilled job creation.

1 The emergence of low-carbon economies is also having asymmetric impacts within countries,
with regions hosting carbon intensive activities highly exposed, and widespread gaps across the
OECD between urban and rural regions in the potential for new jobs.

1 Demographics matter, as many rural and remote regions are ageing and shrinking faster than
metropolitan areas, creating growing challenges for labour supply, service provision and local
economic dynamism. Shrinking workforces could raise labour shortages by 15% within the next
15 years in the 20% of regions with the highest old-age dependency ratio.

The causes of regional differences run deep, linked to the above-mentioned history and geography.
Although regional disparities in employment rates relative to the national average have declined by
over 12% on average across OECD countries since the financial crisis i a welcome development i on-
going megatrends and unanticipated systemic shocks risk reversing those trends.

Global problems, local solutions

To reduce these persistent disparities, policy approaches often rely on national skills policies that help
people shift to sectors that offer more job opportunities. However, such a one-size-fits-all solution for
mobility and re-training tend not to produce encouraging results, in part because they assume that all
workers want, or are able, to move to regions where there are labour shortages or that the re-training
programmes can meet the needs of all local labour markets. In practice of course, neither of these
conditions typically exist, which is why more targeted, place-based programmes that respond to specific
circumstances in the regional labour market have been shown to perform better.

This matters enormously because a place-blind market-driven sorting of workers can create a vicious cycle
that further drags down struggling areas. Workers who choose to leave declining regions are generally
younger, better educated and more open-minded about change. In the countries with available data for
example, the probability of leaving a low-employment region in a given year is at least 5 p.p. higher for
those with education beyond high school than for those with lower levels of schooling. This makes the
places they leave even less attractive to new investments and businesses, exacerbating existing labour

OECD EMPLOYMENT OUTLOOK 2026 © OECD 2026



| 7

market disparities and inequalities. People living in low-income regions have lower chances of finding
better-paid jobs and face a higher likelihood of remaining stuck at the bottom of the distribution.

Persistent regional inequalities in employment carry significant economic and societal costs. They reflect
untapped growth potential. They can also erode social cohesion and undermine trust in democratic and
economic institutions, and in turn weigh down on long term growth. Policy must therefore be proactive and
in place before shocks occur.

Two distinct but related lines of action should be envisaged: moving people to jobs and moving jobs to
people.

Moving people to jobs

When shocks hit workers in one region, labour mobility provides a mechanism to find jobs elsewhere, but
evidence in this Employment Outlook shows that this is rarely the case in most countries i instead, they
remain unemployed or inactive in the region where they live.

To make geographic mobility a viable option for disadvantaged workers, robust action is required to remove
the barriers that may limit movement for people that would like to move but struggle to do so. Crucial
factors such as housing, childcare, portability of rights, and access to local services often limit mobility,
especially for disadvantaged families. More co-ordination across all actors, in all regions, is essential in
reducing these barriers.

For example, in very few countries are priority rankings for social housing portable across locations. The
Australian state of Victoria is among the few exceptions in this regard: existing social housing renters may
apply to transfer to another social housing property if their employment changes and they need to move
far from where they currently live. Encouraging geographic mobility of job seekers to access better
employment opportunities is another example i this is set as a specific goal in some public employment
service (PES) systems, such as in Sweden.

Moving jobs to people

At the same time, local job opportunities matter. Facing the inevitable limits to any policy trying to nudge
people to move to new places, place-based industrial policy is another potential solution. By aligning
national sectoral priorities with local capabilities, policymakers can mobilise underused assets across
regions to create new sources of economic dynamism.

In Canada, for example, place-based policies support artificial intelligence development and diffusion by
concentrating investments in regions with an existing research, talent, and industrial ecosystem. At the
same time, provincial governments support local Al adoption by firms through innovation vouchers, applied
research partnerships and cluster initiatives.

Another example is the European Unionis strategy for securing a stable supply of critical minerals: while
national governments across the EU oversee mineral policies and regulations, regional authorities play a
key role in enabling competitive and environmentally responsible mineral projects by aligning skills,
infrastructure, and innovation with industry needs. They also support local development, social dialogue
and transparency, helping to address social polarisation against mining.

It is important, however, that place-based industrial policies also promote sectoral diversification to limit
local vulnerabilities and strengthen resilience to sector-specific shocks. Diversification reduces
dependence on a single industry and limits the impact of potential future downturns in specific sectors.
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Giving people the skills they need where they live

Even when regions do recover from shocks or adapt to structural changes and transition, and most do, the
new jobs created are typically in different activities benefitting recent and new entrants to the local labour
market and not the workers that had earlier lost their jobs because the new opportunities are not always
aligned to the skills of displaced workers or existing residents.

More tailored and forward-looking regional skills strategies should be designed to help workers develop
the necessary skills to transition towards jobs that are likely to expand locally. A proven method is the use
place-based skills assessment and anticipation (SAA) exercises, such as that used by the Dutch Research
Centre for Education and the Labour Market (ROA).

With regional SAAs, PES and other actors who accompany workers through job transitions are able to identify
feasible training pathways from sectors that are shrinking toward jobs that will be in demand locally in the future.

Public and private employment services also have a key role to play in connecting people with local jobs.
Some countries have put in place one-stop shops that provide detailed information on local demand by
occupation, as well as offer direct support on job transitions. To further facilitate connection between local
labour demand and supply, PES are increasingly putting in place dedicated teams for employer
engagement in addition to traditional job-seeker counsellors. This model enables the PES to have a better
overview of local labour market needs, increasing opportunities for registered job seekers.

Staying and going

To turn these principles into an actionable strategy, the required interventions i which include the provision
of a wide variety of services, infrastructure building and territorial planning i span across the competences
of several ministries and levels of government. Effective institutional arrangements across all levels of
government are essential to successfully reduce regional disparities and ensure prosperity for all. Only
with clear frameworks and strong co-ordination mechanisms can public authorities work effectively with all
stakeholders to support inclusive and sustainable local development.

Unprecedented data that offer detailed proof of intra-regional inequalities demonstrate that standard
national economic responses are no longer sufficient. To measure these dynamics better and deliver more
integrated solutions, policymakers must balance both national and regional priorities i as well as learning
from comparable regional examples elsewhere in the world.

The goal of moving people to jobs and jobs to people should never be imposed on any worker or any
employer. Instead, designing a balanced and integrated framework means that the people who want to
stay not only can stay but also are given reasons to do so, including access to viable local employment
opportunities; and the people who want to go can do so without facing structural barriers to relocating.
Such a recipe for a co-ordinated, whole-of-government approach can help build long-term economic
resilience and ensure that no region is left behind.

I,l’/]

/ VI : ( /(/M//'//]

Mark Pearson, Lamia Kamal-Chaoui,
Acting Director of the OECD Directorate Director of the OECD Centre for
for Employment, Labour and Social Affairs Entrepreneurship, SMEs, Regions and Cities
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Executive summary

Labour markets remain resilient but show further signs of weakening

OECD labour markets have been resilient over the past year. At 72.1% on average in Q1 2026,
employment rates have reached historically high levels in the OECD. However, there have been new signs
of weakening, with a slight rise in unemployment, flattening employment trends, and continued easing of
labour market tightness i even though structural labour shortages persist. Young labour market entrants
have increasingly high unemployment compared to the rest of the working age population. In addition,
even before the recent surge in energy prices, the real wage recovery was slowing down, and real wages
were still below the levels of early 2021 7 just before the 2022 spike in inflation i in one-third of OECD
countries. Looking ahead, geopolitical uncertainties, high tariff rates and elevated energy costs are
expected to lead to higher inflation and slow down the labour market and wage recovery further.

Regional employment gaps remain large

Where people live shapes employment opportunities and living standards. In over half of OECD countries,
employment rates across small regions can differ by more than 20 percentage points. Few people move
from low- to high-employment regions, and those who do are often the most employable, limiting the ability
of labour mobility to reduce regional disparities. Most OECD countries have seen some convergence since
the early 2010s, but disparities remain wide i and they reflect by and large the unequal distribution of
economic opportunities across places, with capital regions usually offering better prospects.

People in lagging regions face lower incomes and weaker chances of climbing
the income ladder

Labour market disparities across regions translate directly into disparities in disposable household incomes
and living standards, even if regional income gaps are narrower than regional differences in GDP per
capita. Compounding disadvantages also mean that people in lower-income regions face weaker
prospects for upward mobility over time. For example, over a five-year horizon, people in the poorest
regions are nearly 40% more likely to stay among the lowest-income group than their peers in the most
affluent regions. Closing these gaps will require co-ordination of labour and social policies with place-based
policies that boost economic dynamism and strengthen labour markets in lagging regions.

Resilience of places to structural shocks hides disparities across people

While in the medium term aggregate regional employment is often resilient to structural shocks, such as
import competition from low-wage countries and breakthroughs in digital technologies, adjustment in the
most exposed regions involves significant reallocation across industries. These transitions generate
substantial and persistent social costs for displaced workers, reflecting limited mobility across sectors and
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regions. Although new economic activities create jobs over time, many displaced workers struggle to
access these opportunities, often experiencing prolonged unemployment or leaving the labour force
altogether. The central policy challenge is to reduce local vulnerabilities and better anticipate structural
change by fostering industrial diversification, investing in education and infrastructure, and anticipating
evolving skills needs. At the same time, policies need to alleviate the social costs of adjustment by
supporting displaced workers transitioning toward new jobs, removing barriers to mobility across regions,
especially for the most vulnerable, and promoting new job opportunities.

Skills and training pay off, but returns depend on occupations, work practices
and training design

Evidence from the 2022-2023 cycle of the Survey of Adult Skills (PIAAC) shows that numeracy and formal
education remain strong predictors of employment and wages, although their influence has weakened over
the past decade. A large share of their association with wages operates through occupational sorting:
education and skills raise earnings primarily by facilitating access to higher-paid occupations. Non-
cognitive skills, such as task autonomy and co-operation, are also associated with higher wages and
amplify the positive link between wages and numeracy. Non-formal training shows a consistent positive
link with wages, especially when focussed on leadership, teamwork and project management, and
delivered flexibly. These findings support policies that make skills visible, promote flexible high-quality
learning, and strengthen employer engagement to sustain skills development in a changing labour market.

Non-compete clauses are pervasive and have adverse effects on productivity and
wages

One-third of workers in the OECD countries analysed are bound by non-compete clauses, which prevent
workers from joining (or starting) a competing firm, and their use has increased in recent years. Other post-
employment restraint clauses 1 including non-disclosure agreements, non-solicitation clauses and
repayment provisions for bonuses or training costs i are also widely used, often in combination with non-
compete clauses. Originally intended to protect legitimate business interests such as trade secrets, these
clauses have spread well beyond knowledge-intensive occupations to cover many workers with limited
access to confidential information. New evidence suggests that non-compete clauses can reduce job
mobility, weaken workers{ bargaining power, depress wages and slow productivity growth by limiting labour
reallocation and the diffusion of knowledge across firms. The pervasiveness of non-compete clauses 1
even in countries where they are more tightly regulated i coupled with the evidence of their adverse
consequences raises questions about whether current policy frameworks are fit for purpose.

Tailored employment protection legislation can help labour markets navigate
short-term fluctuations and structural changes

Employment protection legislation (EPL), which consists of dismissal and hiring regulations, aims to protect
workers from arbitrary job separations and to make companies bear part of the social costs of separations.
These regulations are important determinants of peopleis job security, career path and working conditions
but, if ill-designed, can also reduce firmsi ability to adapt to fluctuations in demand and structural changes.
EPL disparities across OECD countries remain large. English-speaking countries continue to have less strict
regulations than many EU countries, for example. Most EPL reforms implemented since the start of the
current decade have focussed on harmonising dismissal regulation of workers on open-ended contracts
(e.g. reducing differences between white- and blue-collar workers) and strengthening regulation of temporary
contracts. These reforms could help reduce labour market dualism by making dismissal regulation for workers
on open-ended contracts more predictable and temporary contracts less attractive and more difficult to use.
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Infographic 1. Key facts and figures
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countries.
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l From resilience to risk: Employment

and wages under pressure

OECD labour markets have continued to show resilience over the past
year, with employment and labour force participation remaining at historic
highs. However, there have been new signs of weakening, with a slight rise
in unemployment, a slowdown in the growth in employment and labour
force participation, and a continued easing of labour market tightness 1
even though structural labour shortages persist. In addition, even before the
recent surge in energy prices, the real wage recovery was slowing down,
despite real wages remaining below the levels seen in early 2021 1 just
before the post-pandemic inflation surge i in one-third of OECD countries.
As real wage growth slows down, the contributions of profits and wages to
domestic price pressures tend to stabilise to patterns similar to those
prevailing before the COVID-19 pandemic.
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In Brief

OECD labour markets have continued to show resilience, but new signs of weakening emerged over
the past year, with rising unemployment, a slowdown in employment and labour force participation
growth, a further easing of labour shortages, and a deceleration of the real wage recovery.

The latest labour market data available at the time of writing suggest that:

1 Employment and labour force participation rates remain at historic highs, while OECD
unemployment remains low. The OECD unemployment rate was 4.9% in May 2026, the
average employment rate in the OECD reached 72.1% in Q1 2026, while the average labour
force participation rate rose to 76.7%.

1 However, there are further signs of weakening in labour markets, as unemployment is
rising slightly, employment trends are flattening and growth in labour force participation
is slowing down. In particular, the median unemployment rate in the OECD increased from
5.4% in May 2025 to 5.7% in May 2026.

1 Many young entrants to the labour market have become more likely to be unemployed.
The unemployment gap between young college graduates and the working age population has
been widening since before the pandemic in all countries analysed. Young entrants without a
graduate degree have also recently seen their unemployment gap increase in a few countries.
So far, the role of recent advances in large language models (LLM) in explaining the difficulties
facing young people appears to be limited. Instead, young labour market entrants may have
been particularly vulnerable to the recent weakening of labour markets, as well as long-term
changes in technology and skill needs.

1 Labour shortages continued to ease, but structural shortages remain. While labour market
tightness is now lower than at the onset of the COVID-19 pandemic in many countries, it remains
higher than during most of the pre-pandemic decade and, in particular, than during comparable
stages of the business cycle.

1 Labour productivity growth is slowing down. In the euro area, labour hoarding (among other
factors) has supported employment in spite of weak economic growth, and this has mechanically
reduced labour productivity growth. Nonetheless, sectors that play a central role in Al adoption
have boosted productivity performance in the United States.

1 Even before the recent surge in energy prices, the real wage recovery was slowing down,
while real wages remained below the levels seen in early 2021 (just before the post-
pandemic inflation surge) in one-third of OECD countries. Annual real wage growth was
positive in virtually all OECD countries in Q1 2026, but it was lower than one year earlier in
two-thirds of them. It was 2.2% in Q1 2026 on average across countries, compared with 2.7% in
Q1 2025.

1 Real statutory minimum wages remain above January 2021 levels and continue to rise. In
April 2026, the real minimum wage was higher than a year earlier in a majority of the
30 OECD countries that have a national statutory minimum wage and was higher than in
January 2021 in virtually all of them.

1 As a result, the wages of the lowest-paid workers have proved more resilient to inflation
surge than median wages. Statutory minimum wages have risen more than median wages

. _____________________________________________________________________________________________________________________________|
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since 2021 (i.e. Kaitz indexes have increased), and real wages have been more resilient in low
wage sectors in some countries, reflecting a compression of the wage distribution at the bottom.

1 As real wage growth slows down, the profit T wage ficatch-upo phase may be shifting
towards a steadier pattern similar to that seen before the pandemic. Unit labour costs
continued to rise faster than unit profits between Q1 2025 and Q1 2026 in most OECD countries,
but there are signs that the catching-up of real wages i following the disproportionate
contribution of unit profits to the inflation surge in 2021-2022 i could be slowing down, with their
relative contribution to domestic price pressures stabilising around pre-pandemic levels in some
countries.

Looking ahead, labour market policies (e.g. unemployment insurance, active labour market policies,
collective bargaining) will play a key role in addressing the labour market impacts of persistent economic
uncertainty and elevated energy costs. In particular, in a context of stabilising wage pressure and rising
inflation, wage setting policies, collective bargaining systems and social dialogue have a role to play in
ensuring that the cost of inflation is shared fairly between workers and employers. Addressing structural
labour shortages will also require co-ordinated efforts across various areas of labour market policy.

Introduction

OECD economies suffered major shocks in the wake of the COVID-19 crisis and Russiais war against
Ukraine, and OECD labour markets proved resilient to the negative consequences of these shocks, with
high employment, low unemployment and substantial labour shortages in many sectors of the economy.
Several factors may have contributed to these strong employment outcomes. In particular, surging inflation
kept real wages relatively low, labour hoarding became widespread in many countries, and workers{
preferences shifted toward fewer working hours (OECD, 20251;; 20242;; 20233, 2022(43; ECB, 2024s)).

However, this decoupling between economic activity and labour market performances showed some first
signs of ending in 2023, with labour shortages declining, employment growth slowing down, and the
downward trend in unemployment coming to halt (albeit with historically low unemployment rates) in many
OECD countries (OECD, 20242; 2025(1)).

This chapter reviews recent developments by presenting the latest trends observed in the labour market
and wages across OECD countries. It is organised as follows: Section 1.1 reviews recent labour market
developments; Section 1.2 reports on recent wage developments, including updated information on
statutory minimum wages and negotiated wages; Section 1.3 highlights the particular difficulties faced by
young labour market entrants and the potential role of Artificial Intelligence (Al) in explaining these
difficulties; and Section 1.4 concludes.

1.1. Labour markets have remained resilient but there have been further signs of
weakening

In Q1 2026, at the onset of the recent surge in energy prices, GDP growth in OECD countries remained
resilient (Figure 1.1). However, the evolving conflict in the Middle East is testing the resilience of the global
economy. The duration and extent of the conflict remain uncertain, though at the time of finalising this
publication a negotiated settlement is in place. Even after the conflict ends, the economic effects are likely
to be felt for some time given the months it will take to restore damaged infrastructure and transport routes
and deliver products around the world (OECD, 2026).
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Figure 1.1. GDP growth remained resilient in the first quarter of 2026
Real GDP indexed to 100 in Q1 2021, seasonally adjusted, selected OECD countries
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Note: Euro area refers to the averages of 21 Eurozone countries.
Source: OECD calculations based on OECD Data Explorer, iQuarterly real GDP growth i OECD countrieso, http:/data-explorer.oecd.org/s/2ah
(accessed on 5 June 2026).

StatLink —= https://stat.link/Oyareq

1.1.1. Unemployment remains low but is on the rise

Unemployment remains low in many OECD countries but is rising in about two-thirds of them (Figure 1.2,
Panel A). In particular, the unemployment rate was more than 0.2 percentage points (p.p.) higher in
Q12026 than a year earlier in many European countries! and Chile (Panel A). While the median
unemployment rate has increased from 5.4% in Q1 2025 to 5.7% in Q1 2026, the overall OECD
unemployment rate has risen only slightly, from 4.9% to 5%. This recent increase in unemployment mainly
affects young and prime age workers (Annex Figure 1.A.1). Young workers have faced specific labour
market difficulties in recent years, which are discussed in detail in Section 1.3.

Still, unemployment has declined substantially in some countries over the past year. In Q1 2026, the annual
decline in the unemployment rate was greater than 0.2 p.p. in two Baltic states (Estonia and Latvia), three
Southern European countries (ltaly, Portugal and Spain), Colombia, Costa Rica and Sweden.
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Figure 1.2. Unemployment rates remain low but are on the rise
Unemployment rate (percentage of labour force), seasonally adjusted
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Note: The labour force comprises all persons aged 15 and over. Euro area (iEA210) refers to the labour force-weighted average unemployment
rate across the 21 euro area countries, and European Union (FEU270) to the labour force-weighted average across the 27 EU countries. iOECD?
denotes the labour force-weighted average across the 38 OECD countries. iOECD (median)i denotes the median unemployment rate across
these countries. In Panel B, fOECD (median)i refers to the change in the OECD median unemployment rate (not the median of country-level
changes). Data refer to Q4 2025 (Q4 2024 for the year-earlier comparison) for the United Kingdom.

Source: OECD Data Explorer, iMonthly unemployment rates), http:/data-explorer.oecd.org/s/2ai (accessed on 15 June 2026).

StatLink —= https://stat.link/2gqgpIn

1.1.2. Growth in employment and labour force participation is slowing down

Employment and labour force participation rates remain at historic highs i 72.1% and 76.7% respectively
in Q1 2026 on average in the OECD, but their growth is slowing down. On average in the OECD,
employment trends have flattened. Labour force participation rates rose by 0.1 p.p. between Q1 2025 and
Q1 2026, compared with 0.2 p.p. between Q1 2024 and Q1 2025 (Figure 1.3, Panel A). Employment rates
decreased markedly over the past year in Iceland, Ireland and Luxembourg. By contrast, employment rate
growth accelerated dramatically in Estonia, Latvia and Poland.
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Over the past two years, employment rate growth has been strongest in some Latin American countries
(Colombia and Costa Rica) and Southern European countries (ltaly, Greece, Portugal and Spain), as well
as in Japan and Lithuania. The growth in the labour force participation rate has also been relatively strong
in all these countries, except for Costa Rica, Italy and Spain (Figure 1.3, Panel B).

In most OECD countries, the gender gap in employment and labour participation rates have narrowed over
the past year (Annex Figure 1.A.2, Panels A and B), continuing a trend observed throughout the recovery
from the COVID-19 crisis (OECD, 20242).

On average across OECD countries, approximately one-third of the increase in the employment rate
between Q1 2024 and Q1 2026 is due to the increase in the employment rate of prime age workers (25-54),
and two-thirds to the increase in the employment rate of older workers (55-64) (Annex Figure 1.A.1,
Panel B). By contrast, the employment rate of younger workers (15-24) fell over the period. The increase
in the employment rate for older workers is part of a trend that has been ongoing for two decades (OECD,
2025)). Similarly, the increase in the labour force participation rate between Q1 2024 and Q1 2026 is
solely due to prime age and older workers, in roughly equal shares on average across OECD countries
(Panel C).

In some countries, the increase in employment and/or rising labour force participation rates has been
largely driven by growing employment and/or labour force participation rates among migrants. This is the
case in Austria, Belgium, Denmark, Germany, Greece, Latvia, Norway, the Netherlands and Sweden
(Annex Figure 1.A.3). Nonetheless, the gaps between both the average employment and unemployment
rates of migrants and native-born people in the OECD widened in 2024, following a strong post-pandemic
recovery in migrants{ labour market outcomes in 202272023 1 in most countries, migrants fare worse than
native-born people in terms of employment and unemployment, even though they tend to participate more
in the labour market (OECD, 2025(7)).
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Figure 1.3. Growth in employment and labour force participation rates is slowing down
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1.1.3. Labour markets continued to ease but structural shortages remain

Labour markets have eased further over the past year in most of the 27 OECD countries analysed in
Figure 1.5 Panel A. Labour market tightness (measured by the number of vacancies per unemployed
person)? was higher in Q1 2026 than one year earlier in only five countries: Estonia, Poland, Portugal,
Slovenia and Spain. With the exception of Slovenia, these countries are among the one-third of
OECD countries where unemployment has declined over the past year (Figure 1.2).

In addition, in Q1 2026, labour market tightness was close to or below pre-COVID-19 levels in most of the
countries analysed. It was also well below the post-COVIDZ19 peak in all countries where there was one,
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with the exception of Israel. In the EU, in Q1 2026, the share of firms citing lack of labour as one of the
factors limiting production is also close or below the preZpandemic records of 2019: one in six firms in
industry and one in five firms in services mentioned to be limited by lack of labour.® In this context of
decreasing recruitment difficulties, labour hoarding behaviours have continued to decline (see Box 1.1).

Box 1.1. Labour hoarding in the EU has been declining but remains above pre-COVID-19 levels

Since the pandemic, employment has been supported by strong labour hoarding in many
OECD countries, including in EU countries (ECB, 2024s)), the United Kingdom? and the United States?
T in other words, firms have preferred to adjust to negative shocks by retaining their staff while reducing
working hours rather than cutting jobs. This has accentuated the decoupling between employment levels
and economic activity.

Between the onset of the pandemic (Q12020) and early 2023, on average over the
20 OECD EU countries analysed, labour hoarding behaviour (measured by the share of firms expecting
their output to decrease but their employment to increase or remain unchanged over the next 3 months)
reached historic highs, overall and in most sectors (the construction sector being an exception, with
persistently high labour hoarding) (Figure 1.4, Panel A). Labour hoarding was initially (2020-2021)
encouraged by the widespread use of job retention schemes and other exceptional measures aimed at
supporting employment during the pandemic. Then, in a second phase (2022-2023), high profit margins
and persistent labour shortages increased the expected costs of rehiring. In this context, Europeis high
exposure to rising gas prices and the uncertainty surrounding Russials war against Ukraine led many
firms to hoard labour while waiting for the economic situation to improve (ECB, 2025g; ECB, 20245);
OECD, 20219)). This rise in labour hoarding was particularly marked in the trade sector.

Since then, labour hoarding has declined (Figure 1.4, Panel A), as economies have adjusted to the war
in Ukraine, and profits (see Section 1.2) and labour shortages (Figure 1.5) have moved closer to
pre-pandemic levels. In Q1 2026, labour hoarding was lower than one year earlier in two-thirds of the
countries analysed (Panel B).

Nevertheless, labour hoarding also remains above pre-pandemic levels in two-thirds of the countries
analysed (Figure 1.4, Panel B), and by more than 10% in about half of them, as economic uncertainty
remains high and real wages have not caught up with the post-pandemic inflation surge (see
Section 1.2). In addition, shifts in worker preferences towards shorter hours may have increased rehiring
costs, further fuelling labour hoarding (OECD, 2025(3)).3

In the future, labour hoarding could remain substantially higher than before the pandemic, as real wages
could remain below pre-pandemic levels in a number of countries. Elevated energy costs in particular
may weaken labour markets and raise inflation, at least in the short run. Several other factors could
increase the expected costs of rehiring: demographic ageing will impose workforce reductions (OECD,
20251y)) 1 thereby increasing labour market tightness 7, the digital transformation (Al) and the move
toward carbon neutrality may accentuate skill mismatches (OECD, 2023;3;; OECD, 20242), and worker
preferences may continue to shift toward fewer working hours.*
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Figure 1.4. Labour hoarding in the EU has been declining but remains above pre-COVID-19 levels

Percentage of firms which expect their output to decrease but their employment to increase or remain unchanged
over the next three months, seasonally adjusted data
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Note: The labour hoarding indicator measures the share of firms that do not expect to reduce their workforce (employment margin) despite
a recent worsening in their business conditions (activity margin). Statistics refer to the non-agricultural business sector and include
iManufacturingd (Section C of the NACE Rev. 2.1), iConstructiond (Section F), fiRetail traded (Section 47), and iOther servicest (Sections H
to N, and sections R to S). European Union (EU20) refers to the unweighted averages across the 20 EU countries shown in Panel B.
Source: OECD calculations based on the European Commission, Business and consumer surveys, https:/economy-
finance.ec.europa.eu/economic-forecast-and-surveys/business-and-consumer-surveys_en (accessed on 30 April 2026).

StatLink —= https://stat.link/tuclz6

1. https://www.bankofengland.co.uk/speech/2024/may/megan-greene-speech-at-make-uk-the-current-state-of-britains-labour-market?.
2. https://www.apricitas.io/p/the-no-hire-economy.
3. https://www.ech.europa.eu/press/key/date/2025/html/ech.sp250823~2f476a9a97.en.html.
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Figure 1.5. Labour market tightness is close to or below pre-COVID-19 levels in most countries but
remains high

Difference in the vacancies-to-unemployed ratio relative to its Q4 2019 level
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Note: OECD is the unweighted average of vacancies per unemployed across the 27 OECD countries shown in Panel A (not including Chile,
Colombia, Costa Rica, Czechia, Denmark, Iceland, Italy, Japan, Mexico, New Zealand and Turkiye). Europe (19) is the weighted average of
vacancies per unemployed across the 19 EU countries shown in Panel A. Czechia is not shown due to a major break in the vacancy series in
Q1 2025, which led to the automatic removal of older vacancies from the register and resulted in a structural discontinuity.

In Panel A, the peak refers to the maximum value of vacancies per unemployed reached between Q4 2019 and Q1 2026. For Estonia and
Latvia, vacancies per unemployed remain below their Q4 2019 levels throughout the period considered; consequently, no peak is identified for
these countries.

Statistics on job vacancies for Estonia and Switzerland in Panel A are not seasonally adjusted. Vacancy statistics for France exclude fiPublic
administration and defence; compulsory social securityo (NACE Rev. 2 section O), while public institutions are not fully covered in fiEducation
and iHuman health and social work activitiesd (NACE Rev. 2 sections P and Q).

Vacancy statistics for Israel refer to enterprises with at least five employees and exclude fiPublic Administration and Defence; Compulsory Social
Securityd, primary and secondary schools, kindergartens and day-care centres, but include government-owned enterprises in the business
sector and public hospitals (including government-owned).
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Labour-market tightness is measured as the number of job vacancies divided by the number of unemployed (ILO definition). Definitions of job
vacancies are not fully harmonised across countries, which limits international comparability. For Israel, job vacancies refer to posts for which
employers are actively seeking a candidate from outside the enterprise following retirement, resignation or promotion. Coverage is limited to
enterprises with at least five employees and excludes public administration and defence, compulsory social security, and most education
services, while including government-owned enterprises in the business sector and public hospitals. For country-specific vacancy definitions for
all other countries, see the note to Figure 1.7 in OECD (2025y). Statistics for Norway, Switzerland and the United Kingdom are available up to
Q4 2025.

Source: Job Vacancies (Australian Bureau of Statistics, ABS) for Australia; Job vacancies, payroll employees, and job vacancy rate
(Statistics Canada) ~ for ~ Canada; Job  vacancies and  labour  turnover  (Statistics  Estonia)  for  Estonia,
https://andmed.stat.ee/api/vl/en/stat/PAV011; Eurostat, Job vacancy statistics by NACE Rev.2 activity (Table jvs_g_nace2) for the European
countries; Job Vacancy Survey (Central Bureau of Statistics, CBS) for Israel; Labor Force Survey at Establishments (Ministry Of Employment
and Labor, MOEL) for Korea; Vacancy Survey (Office for National Statistics, ONS) for the United Kingdom; and Job Openings and Labor
Turnover Survey (Bureau of Labor Statistics, BLS) for the United States; OECD Data Explorer, iMonthly unemployment ratess, http:/data-
explorer.oecd.org/s/2aq (accessed on 16 June 2026).

StatLink —== https://stat.link/uin50 .

However, most OECD labour markets remain tight when viewed over a longer time horizon. While, on
average across the countries analysed, labour market tightness was lower in Q1 2026 than at the onset of
the pandemic, it was higher in Q1 2026 than during most of the pre-pandemic decade and, in particular, than
during comparable stages of the business cycle (Figure 1.5, Panels B and C). In fact, average labour market
tightness had been on the rise for several years when the pandemic hit. A number of structural factors, which
are still at play, contribute to explaining this trend, including population ageing, the digital transformation, the
move toward carbon neutrality and poor job quality in certain sectors (Dorville, Filippucci and Marcolin,
202500); Filippucci, Laengle and Marcolin, 202511;; OECD, 2025(1;; Knez and Arpaia, 2026(12)).

To capture labour market tightness at industry level, Figure 1.6 provides an overview of the industry-
specific vacancy rates (i.e. the fraction of all jobs available in the industry that are unfilled and for which
employers report that they are actively trying to recruit) in Australia, the euro area and the United States.

The loosening of the labour market over the past year has been particularly pronounced in some sectors,
including business services (Australia and the euro area), transportation and storage (Australia and the
euro area), information and communication (the euro area and the United States), real estate (Australia
and the United States), and education (the United States) (Figure 1.6).

In Q1 2026, in both the euro area and the United States, labour market tightness was close to or below
preZCOVID-19 levels in most sectors, including some where the peak in tightness had been particularly
high, such as accommodation and food service activities or business services (Figure 1.6).* The sectors
where labour market tightness remained highest compared with preZcrisis levels are (i) in the euro area:
arts and entertainment, and manufacturing; (ii) in the United States: finance and insurance, and
manufacturing. In Australia, however, labour market tightness remained substantially above preZCOVID-19
levels in most sectors, particularly those where peak tightness had been among the highest (Figure 1.6):
accommodation and food service activities, manufacturing, and real estate.

In the three areas analysed, most sectors remain tight when looking at a longer time horizon (Figure 1.6
and Annex Figure 1.A.4). In Q1 2026, even in the euro area and the United States, labour market tightness
remained higher than in Q1 2015 in most sectors, particularly in those where it had however returned to
pre-COVID-19 levels, such as human health and social work activities; or, in the euro area, construction,
and transportation and storage. Interestingly, in no country there appears to be a correlation between the
typical level of pay of the sector and the difference between current tightness and Q1 2015 levels,
suggesting that structural labour shortages occur both in high and low-skill jobs.
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Figure 1.6. Labour market tightness is close to pre-COVID 19 levels in most sectors in the
euro area and the United States
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Note: Industries are ranked by median wages in 2018 using the European Structure of Earnings Survey (SES). This ranking is broadly consistent
when using 2019 median wage data from the United States Current Population Survey. The definition of vacancies is not harmonised across
countries (see Figure 1.5 for further details).
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For Australia, job vacancy rates by industry are OECD estimates based on vacancies from the Job Vacancy Survey and employees from the
Labour Force Survey. Job vacancy rates by industry are seasonally adjusted for the United States. For Australia and the euro area, series are
smoothed using a Hodrick-Prescott filter.

Industries refer to ANZSIC 2006 (1-digit) for Australia, NACE Rev. 2.1. (1-digit) for the euro area and NAICS for the United States and are
therefore not fully comparable across countries. For the euro area (21), filnformation and communication? is calculated as the unweighted
average of the job vacancy rates for NACE Rev. 2.1 sections J (fiPublishing, broadcasting, and content production and distribution activities)
and K (iTelecommunication, computer programming, consulting, computing infrastructure and other information service activitiest). In the
United States, fiBusiness servicesi includes administrative services, fiReal estated includes rental and leasing, fiTransportation and storaged
includes warehousing and utilities, while fiHuman health and social work activitiesd and fiEducationd cover the private sector only. Euro area
refers to the 20 euro area countries. p.p: percentage point.

Source: Job Vacancies (Australian Bureau of Statistics, ABS) for Australia; Job vacancy statistics by NACE Rev.2.1. activity for the euro area;
and Job Openings and Labor Turnover Survey (Bureau of Labor Statistics, BLS) for the United States.

StatLink —= https://stat.link/9xdwga

1.1.4. The reduction in annual hours worked per worker has slowed down

Over the past two years, the reduction in total hours worked per worker and per year has decelerated
compared to its long-term trend (Figure 1.7). On average across the OECD countries for which data are
available, the annualised reduction in hours worked was around 0.24% during the period 2023-2025,
compared with 0.27% during the period 1995-2019 and 0.33% during the period 2019-2023. The strongest
slowdown (or acceleration) in the decline (growth) in working hours between these two periods was
observed in the Baltic states (Estonia, Latvia and Lithuania), five Central European countries (Austria,
Czechia, Hungary, the Slovak Republic and Slovenia), Ireland and the United Kingdom. In fact, annualised
growth in working hours turned positive in most of these countries.

Figure 1.7.The reduction in annual hours worked per worker has slowed down

Percentage change in average hours worked per worker and per year
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Note: Average hours worked per worker are calculated as total actual hours worked divided by total employment. For Canada, the series refers
to average annual hours worked per job. For Colombia, 2025 refers to 2024. The percentage change over 1995-2019 is not available for Korea,
as the series starts in 2008. For Estonia, the percentage change over 1995-2019 refers to 2000-2019. OECD is the unweighted average of the
36 OECD countries shown in the chart, excluding Korea and Tiirkiye. Euro area (21) refers to the 21 euro area countries.

Source: OECD Data Explorer, fiAverage annual hours actually worked per workerd, https://data-explorer.oecd.org/s/405 (accessed on
4 June 2026), and OECD calculations based on Eurostat, Annual National Accounts (Employment by main industry (NACE Rev.2),
Table nama_10_al10_e) for the euro area and the European Union.

StatLink —== https://stat.link/Ify93t
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The decline in hours worked can be explained by several factors, including productivity gains, changes in
workersi preferences towards fewer overtime hours or part-time jobs, changes in working time regulations
or collective agreements (OECD, 2021py), but also compositional shifts towards jobs requiring fewer
working hours. Evidence from Europe suggests that worker preferences are at play rather than regulatory
changes or compositional effects (Astinova et al., 202413); ECB, 202114)): while the long-term downward
trend in hours worked reflects preferences for part-time employment, the recent decline observed since
the end of 2021 appears to be due to a decrease in long working hours and overtime among full-time
workers.®

The recent slowdown in the decline in annual working hours per worker has not been accompanied by a
deceleration in the rise (or an acceleration in the decline) of part-time or temporary employment. Instead,
on average across the countries analysed, the incidence of part-time and temporary employment increased
more (or decreased less) between 2023 and 2025 than between 2019 and 2023 (Annex Figure 1.A.5,
Panel B), possibly in part due to the loosening of labour markets 7 firms had less need to attract workers
by offering them full-time open-ended contracts.

1.1.5. Labour productivity growth is slowing down

Since the onset of the COVID-19 crisis, labour productivity growth, measured in terms of real gross
domestic product (GDP) per hour worked, has been substantially below its pre-COVID-19 trend on average
across OECD countries: its average annualised growth rate was 1% over the period 2019-2025, compared
with 2% over the period 1995-2019 (Figure 1.8).

Figure 1.8. Labour productivity growth is slowing down

Annualised percentage change in real GDP per hours worked
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Note: iOECD (average)i and iOECD (median)i are the unweighted average and the median across the 36 OECD countries shown in this Chart
(not including Chile and Turkiye), respectively. Euro area refers to the averages of 20 Eurozone countries and European Union to the averages
of 27 EU countries. 1995-2019 refers to 1997-2019 for Canada and 1996-2019 for Estonia. 2023-2025 refers to 2023-2024 for Australia,
Colombia, Costa Rica, Israel, Japan, Korea, Mexico, New Zealand and the United Kingdom.

Source: OECD Data Explorer, fiProductivity databased, https://data-explorer.oecd.org/s/4rg (accessed on 15 June 2026).

StatLink —== nttps://stat.link/ac4bxr
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The recent slowdown in productivity growth has been particularly marked in the euro area (Figure 1.8),
where long-term productivity growth (1995-2019) was already relatively weak. As a result, annualised
labour productivity growth in the euro area was far below the OECD median between 2019 and 2025
(Figure 1.8 and Annex Figure 1.A.6). This can be explained by the more pronounced effects of higher gas
prices and uncertainty related to Russiais war against Ukraine, as well as a tendency to hoard labour in
European countries (ECB (202415)) and Box 1.1).

By contrast, labour productivity growth has been relatively high since the onset of the COVID-19 crisis in
two Latin American countries (Colombia and Mexico), two Central and Eastern European countries (Poland
and the Slovak Republic), two Baltic states (Latvia and Lithuania), as well as in Korea and the
United States (Figure 1.8 and Annex Figure 1.A.6). In all these countries, except for Mexico, productivity
growth has been relatively high since at least the mid-1990s. But productivity growth has even exceeded
its long-term dynamic trend in Poland and the United States. In the United States, labour productivity
growth registered a small uptick above its long-term trend of 1.7-1.8% over 2023-2025 (Figure 1.8), driven
by a number of sectors that play a central role in the adoption of Al technologies and the transition to online
retail (e.g. computer systems, data processing, online retail)® (Hobijn et al., 20251¢)). This suggests that Al
may have played some role in the United Statesb strong productivity performance over recent years.

1.1.6. Labour markets are highly uncertain

In the near future, economic activity and, as a result, labour markets, will be largely shaped by the evolution
of the energy crisis, the time taken to achieve a lasting settlement to the conflict in the Middle East and the
resulting policy responses (OECD, 2026g)).

Assuming the disruptions from the conflict are sizeable but limited to a relatively short period of time, and
an otherwise solid underlying momentum in the global economy i with output boosted by strong Al-related
investment, production and trade, supportive financial and fiscal conditions, and lower US effective tariff
rates on imports than originally announced i global growth is projected to soften considerably in the second
quarter of 2026, before picking up gradually thereafter (OECD, 2026(). Consistent with these
developments, employment growth is expected to be relatively subdued in 2026 before edging up in 2027,
while the median unemployment rate across OECD economies is projected to rise further in 2026 before
falling back around its Q4 2025 level at the end of 2027 (Figure 1.9).

These projections should nonetheless be treated with caution, given the exceptionally uncertain situation
and the extent to which economic prospects depend on achieving a durable resolution to the conflict
(OECD, 2026g). Failing to secure a peace agreement would lead to substantially worse economic and
labour market outcomes and could have adverse impacts on a wider range of countries or industries.
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Figure 1.9. OECD labour markets are expected to slow down temporarily in 2026 if the conflict in
the Middle East remains of limited duration

A. Trend in employment B. Unemployment rate
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Note: (p) OECD projection. OECD (median) refers to the median unemployment rate across 35 OECD countries (not including Greece, Lavia
and Slovenia). Euro Area refers to the 17 EU member states using the euro as their currency which are also OECD Member States. The
2000-2019 trend refers to the average quarterly employment growth rate prevailing in Q1 2000 to Q4 2019. Projections are based on the
assumption that the disruptions from the conflict in the Middle East are sizeable but limited to a relatively short period of time.

Source: OECD Data Explorer, fiEconomic Outlook 1199, https://data-explorer.oecd.org/s/4nt (accessed on 3 June 2026).

StatlLink —= https://stat.link/wkuc4t

In response to practices by its trading partners that the United States considered to be unfair and
discriminatory, the country made a historic turn in its import tariff policy, shifting from targeted protection
on selected goods toward broader and higher tariff regimes affecting multiple products (e.g. cars, car parts,
steel and aluminium products, but also energy and oil) and most trading partners.’ 2025 marks the year of
most significant tariff increases. In the absence of a causal analysis, the assessment of the impact of 2025
tariff rates must rely on structural modelling and empirical analyses of previous (smaller) tariff increases,
which makes it somewhat speculative. Moreover, the 2025 tariff rate hike was partially reverted following
a decision of the US Supreme Court in February 2026, and uncertainty remains about future tariff rates.

The overall impact of the 2025 tariff rates on employment in the United States is expected be slightly
negative, once inflation, higher input costs and possible foreign retaliation are accounted for. Structural
modelling points to moderate negative net employment effects in the United States alongside composition
shifts (Ai et al., 2025p7;; OECD, 20251g)): tariffs may increase manufacturing employment, but at the cost
of employment declines in other sectors (e.g. service and agriculture), with negative effects overall
(Rodriguez-Clare, Ulate and Vasquez, 2025p9).° Empirical analyses of 2018-2019 tariff implementations
support these conclusions: they find that import protection gains were outweighed by rising input costs and
retaliation (Autor etal.,, 2024p0; Smarzynska Javorcik etal., 2023p1), even within the (protected)
manufacturing sector (Flaaen and Pierce, 201922;). Choi and Hong (2025p23)) complement these findings
by examining the 2018 safeguard measures on washing machines. They show that the new production
jobs created were not in US major domestic manufacturers, but rather in multinationals which relocated
production.

Similarly, the detrimental employment effects of 2025 tariffs on OECD partner countries should remain
moderate overall (OECD, 2025i18)). Nonetheless, in some countries (e.g. Canada or EU countries),
substantial impacts can be expected in the manufacturing sector i which is particularly exposed to tariffs
(Galgdczi, Watt and Mehtap, 2025p24;; Statistics Canada, 2025p2s5)). In addition, besides lowering exports
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and raising input costs (Salotti et al., 20192¢)), US tariffs may redirect tariff-hit Chinese exports towards the
euro area, a phenomenon observed following the 2018 tariff wave (ECB, 2025(g). This could intensify
competition in vehicles and chemicals and put further pressure on manufacturing jobs in Europe (ECB,
2025(27)).

Uncertainty in US tariff policy remains high (OECD, 2025ps), which can exert negative effects on
employment independently of the actual tariff rates applied (Javorcik etal., 2019p9). Ongoing legal
challenges and negotiations, and the risk of new tariffs on currently exempt items might discourage
investment, disrupt production planning, and delay hiring decisions, particularly in sectors integrated into
global value chains. Over time, this policy volatility might weaken business confidence and dampen labour
demand even in the case of moderate or declining tariff levels.

1.2. The real wage recovery was already slowing down before the recent surge in
energy prices

Inflation (as measured based on the Consumer Price Index) was on a downward path until the recent surge
in energy prices hit OECD economies. In Q1 2026, it was lower than one year earlier in a majority of
OECD countries (Figure 1.10, Panel A), and headline inflation had decreased from 4.3% in Q1 2025 to
3.6% in Q1 2026. Energy inflation was also lower in Q1 2026 than one year earlier (Panel B); in other
words, the effects of the conflict in the Middle East were still not reflected in prices in Q1 2026. The
expected rise in energy inflation will weigh more heavily on low-income households, which tend to spend
a larger share of their budget on these products (Caisl et al., 2023(30)).

As a result, headline inflation was a long way from its 2022 peak at the onset of the latest surge in energy
prices. In Q1 2026, inflation in the OECD area (3.6%) was less than half its Q3 2022 level of 10.4% (OECD,
2025(1)), but still above 2%, which is the central bank target for many OECD countries (e.g. the euro area,
the United Kingdom and the United States). Inflation remained above this target in 25 OECD countries i
31% in Turkiye and above 4% in three other OECD countries.
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Figure 1.10. Inflation was on a downward path until the recent surge in energy prices

Inflation defined as annual percentage change in the consumer price index (CPI), Q1 2026
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Note: IOECD (average)i and fOECD (median)i are the unweighted average and the median across the 38 OECD countries, respectively.
Countries are ordered in descending order of the year-on-year percentage change in the consumer price index (all items) in Q4 2025 (Panel A).
The latest quarter available refers to Q4 2025 for Poland. CPI: consumer price index.

Source: OECD Data Explorer, iConsumer price indices (CPIs, HICPs), COICOP 1999, http://data-explorer.oecd.org/s/2aw, and iConsumer
price indices (CPIs), COICOP 2018, http:/data-explorer.oecd.org/s/2ax (accessed on 15 June 2026).

StatLink —== https://stat.link/gm7g6r

1.2.1. Real wage growth was slowing down in early 2026, while there was still room for
catching up in one-third of OECD countries

According to the latest data available, annual real wage growth was positive in virtually all OECD countries
in Q1 2026 i before the recent surge in energy prices i, but was slowing down (Figure 1.11, Panel A), in
spite of decreasing inflation.'° The average annual growth in real wages across the 37 countries for which
data are available was 2.2% in Q1 2026, compared with 2.7% in Q1 2025, and annual real wage growth
in Q1 2026 was lower than a year earlier in two-thirds of these countries. In addition, recent data on wages
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advertised in online vacancies for nine countries also indicate a further slowdown in real wage growth in
recent months (Box 1.2), as the conflict in the Middle East began to affect prices.

Despite persistent annual growth, in Q1 2026, real wages remained below their Q1 2021 levels
(pre-dating the post-pandemic inflation surge) in about one-third (13) of the 37 countries analysed
(Figure 1.11, Panel C). Real wages were more than 2% below Q1 2021 levels in a quarter of countries:
Australia, Czechia, Denmark,? Italy, New Zealand and Sweden. It should be noted that wage recovery is
slowing down in most of these countries, with annual real wage growth in Q1 2026 being lower than a year
earlier T wage growth accelerated only in Czechia and Sweden (Panel A). Nevertheless, real wages have
regained some of the lost ground in virtually all OECD countries i real wages are near the trough of the
cost-of-living crisis only in New Zealand and Australia.

Several factors could explain the slowdown in real wage growth between Q1 2025 and Q1 2026. The
slowdown in labour productivity and the easing of labour market tightness, as discussed in the previous
section, may have moderated wage growth, particularly for new hires. On the institutional side, negotiated
wage claims have been tempered in some countries (see Box 1.3 and European Commission (2025(31))),
while geopolitical and trade tensions have maintained a climate of high economic uncertainty.*® In the
future, geopolitical uncertainties and a time-limited increase in energy costs may significantly weaken
labour markets while exerting further upward pressure on inflation, which likely will depress wages
(Figure 1.12) (OECD, 2026g)).
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Figure 1.11. Real wage growth is slowing down while real wages remain below Q1 2021 levels in
one-third of OECD countries
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B. Annual growth in nominal wages
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Note: Unless otherwise indicated, nominal hourly wages correspond to the wages and salaries component of the Labour Cost Index, adjusted
for a constant industry structure. *: The constant-industry-structure adjustment of average hourly earnings has been estimated and revised by
the OECD using total wages and salaries by industry from the 2019 Annual National Accounts. A Nominal hourly wages refer to actual wages,
without adjustment for compositional shifts; comparisons with other countries should therefore be interpreted with caution. y: Nominal hourly
wages control for additional compositional effects depending on the country, including regions, job and worker characteristics, sex, and
occupations.

Nominal wage series are seasonally adjusted for all countries except Canada, Costa Rica, Israel, Mexico, New Zealand and Switzerland. For
Japan, statistics refer to regular employees in establishments with five or more regular employees in all industries excluding agriculture, forestry,
fisheries and government services. Regular employees are workers employed indefinitely or employed under a contract for a period of one
month or longer. Statistics cover only the business sector (NACE Rev. 2 sections B to N) for the Republic of Tiirkiye. Statistics for Germany and
Iceland refer to enterprises with 10 or more employees; for Ireland, to enterprises with three or more employees; for Greece, to enterprises with
five or more employees; and for Poland, to entities or local units with 10 or more employed persons. For Finland, statistics cover the public
sector and all private sector enterprises with at least 20 or 30 employees. For Mexico, nominal hourly wages are affected by a significant degree
of unreported income.

Real hourly wages are calculated by deflating nominal hourly wages using the consumer price index (CPI, all items). For Poland and the
Slovak Republic, real wages in Q1 2026 are estimated using the OECD price index (COICOP 1999), available up to Q4 2025, chained with the
new national price indices (COICOP 2018), available from Q1 2026.

In Panel B, the trough corresponds to the quarter in which real hourly wages reached their lowest level since Q1 2021. For Switzerland, the
latest observation and the trough is identified among fourth-quarter observations only and corresponds to the lowest real hourly wage recorded
since Q4 2020.

Countries are ordered by descending order of the year-on-year percentage change in real hourly wages in Q1 2026 (Panel A). The latest
observation available refers to Q2 2025 for Belgium and Q4 2025 for Switzerland. OECD (average) and OECD (median) refer respectively to
the unweighted average and the median across the 37 OECD countries shown in the chart (not including Colombia). Euro area (21) refers to
the 21 Eurozone countries.

Source: OECD calculations based on national wage indices. For a full description of country-specific data sources, see Figure 1.15 in OECD
(2025(17), OECD Employment Outlook 2025: Can We Get Through the Demographic Crunch?, https://doi.org/10.1787/194a947b-en. OECD Data
Explorer, iConsumer price indices (CPIs, HICPs), COICOP 19990, http://data-explorer.oecd.org/s/2aw, and iConsumer price indices (CPIs),
COICOP 20189, http://data-explorer.oecd.org/s/2ax (accessed on 17 June 2026).

StatlLink —= https://stat.link/g7s5n2

Figure 1.12. Real wages are expected to weaken

Percentage change relative to Q1 2026 in projected real compensation rate

A. European countries B. Non-European countries
France Germany Italy Australia Canada
Spain United Kingdom Japan Korea
Euro area (17) OECD United States OECD

Note: The real compensation rate is defined as compensation of employees per employee deflated by the consumer price index. Euro area (17)
refers to the 17 EU Member States that use the euro as their currency and are also OECD Member countries. Projections are based on the
assumption that the disruptions from the conflict in the Middle East are sizeable but limited to a relatively short period of time.

Source: OECD calculations based on OECD Data Explorer, fiEconomic Outlook 1199, http://data-explorer.oecd.org/s/2an (accessed on
3 June 2026).

StatlLink —= https://stat.link/1sgkyx
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Box 1.2. Online vacancies from selected OECD countries point to a recent slowdown in the
growth of real posted wages

Data on advertised wages from job postings on the online platform Indeed! indicate a slowdown in the
growth of real posted wages between November 2025 and April 2026 in most countries for which data
are available (Figure 1.13). In countries where real wage growth is decreasing (France, Germany,
Ireland, Italy and the United States), this is due to higher inflation in April 2026, sometimes combined
with declining nominal wage growth (France, Spain and the United States). The euro area as a whole
has also experienced both declining nominal wage growth and higher inflation in April 2026.

In Canada, the Netherlands, Spain and the United Kingdom, the effects of the conflict in the Middle
East had remained limited up to April 2026. In the Netherlands and the United Kingdom, nominal wage
growth was following a fall in inflation between November 2025 and April 2026, so real wage growth
remained virtually constant. In Canada and Spain, both inflation and nominal wage growth remained
stable over the period.

Figure 1.13. Posted wages point to a recent slowdown in real wage growth

Year-on-year percentage change, three-month moving averages, from November 2025 to April 2026
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Note: Posted wages refer to the average year-on-year percentage change in wages and salaries advertised in job postings on Indeed.
Inflation refers to the Consumer Price Index (CPI, all items). As CPI data for the United States were not published for October 2025, the
three-month moving averages for November and December 2025 are based on two months only, excluding October 2025.

Source: Indeed Wage Tracker (https:/github.com/hiring-lab/indeed-wage-tracker); OECD Data Explorer, iConsumer price indices (CPIs,
HICPs), COICOP 1999, http:/data-explorer.oecd.org/s/2aw, and fiConsumer price indices (CPIs), COICOP 2018, http:/data-
explorer.oecd.org/s/2ax (accessed on 27 May 2026).

StatLink —= https://stat.link/j3epdz

1. Indeed data are subject to a number of limitations, including the over-representation of high-skilled jobs and the under-representation of
low skilled jobs, jobs posted by small firms and the agricultural sector. Nevertheless, there is evidence that job postings at the aggregate
level tend to track well with job vacancies from government sources (Adrjan and Lydon, 202432; Adrjan et al., 202133;; Bellatin and Galassi,
2022;34); Ciminelli et al., 20243s)).
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Box 1.3. Real negotiated wage growth in selected OECD countries is slowing down, but there is
still room for catching up

Real negotiated wages (i.e. wages defined in collective agreements, as opposed to those actually paid
to workers) continued to increase, albeit at a slower pace than a year earlier (Figure 1.14). Growth in
real negotiated wages was positive between Q1 2025 and Q1 2026 in the 13 countries analysed as well
as in the euro area as a whole, although generally lower than between Q1 2024 and Q1 2025 i only
Canada, Finland and Sweden recorded a marked acceleration.

Nevertheless, in all countries except Denmark and the Netherlands, where they have fully recovered,
and Mexico, where they did not fall with the inflation surge (OECD, 20251, real negotiated wages
remain below the levels observed just before the post-COVID-19 inflation surge (Figure 1.14). Still, in
Q1 2026, real negotiated wages were less than 2% below their Q1 2021 levels in about one-third the
countries analysed (Austria, Belgium, France and the United States).

The dynamics of real negotiated wages reflect a combination of factors, including the staggered and
infrequent nature of collective bargaining, the time lag between the completion of negotiations and actual
wage revisions, the infrequent use of automatic inflation indexation, and workersi bargaining
power (OECD, 20233)). Between the start of the cost-of-living crisis and Q1 2026, as bargaining rounds
multiplied and affected a growing number of workers, negotiated wages regained more of the ground
lost during the inflation surge.

Looking ahead, the European Central Bankis (ECB) wage tracker forecasts annual nominal negotiated
wage growth to stabilise at around 2.6% in Europe by the end of 2026, below the levels seen in 2025
and in the first quarter of 2026.1

Figure 1.14. Real negotiated wages continued to increase but remain below Q1 2021 levels

Percentage change in real negotiated wages (i.e. resulting from collective agreements) since Q1 2021

Hl | atest (Q1 2026) @ One year earlier (Q1 2025 or closest) Two years earlier (Q1 2024 or closest)

A. All sectors B. Private sector
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Note: LS: wages including lump sums and/or special payments. International comparability of data on negotiated wages is affected by
differences in definitions and measurement. Statistics are representative of all employees covered by a collective wage agreement for Austria,
Belgium, the euro area (20), Finland, France, Germany, Italy, the Netherlands, Sweden and the United States. In Canada, statistics refer to
collective bargaining settlements of all bargaining units covering 500 or more employees (units of 100 or more employees for the Federal
Jurisdiction). In Denmark, statistics refer to collective agreements negotiated by the main union and employer confederations, FH and DA,
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and do not cover public sector employees and the academic unions (AC). For Australia, Canada and Mexico, statistics refer only to
employees affected by an increase of the negotiated wage at date. For Denmark, wage increases cover basic wages, employer pension
contributions, fifritvalgo (flexible benefit) accounts, and other collectively agreed elements (e.g. wages in the event of sickness absence or
maternity/paternity leave) from the five major sectoral collective agreements (the fibreakthrough agreementsb) that set the financial framework
for the subsequent minimum wage agreements or standard wage agreements to be negotiated in the private sector. Calculations are based
on the assumption of full relative pass-through of centrally negotiated wage rates to actual wage adjustments (i.e. a 1% increase in the
minimum wage or standard wage rate leads to a 1% increase in locally negotiated wages higher up the wage distribution). In Mexico, statistics
cover mainly employees in the private sector and certain public enterprises operating under the Federal Labour Law. For Sweden, statistics
refer to wage increases resulting from central collective agreements. Wage increases in Austria, Belgium, the euro area (20), Finland,
Germany, lItaly, the Netherlands, Sweden and the United States refers to the average increase in negotiated wages weighted by the
employment composition for a reference year (Laspeyres index). For Australia, Canada, France and Mexico wage increases refer to the
average increase in negotiated wages weighted by the number of employees affected of the period considered. Private sector in Germany
refers to all industries excluding agriculture, public administration, education, health, and other personal services (Sections B to N of the
NACE rev. 2). Private sector in Finland refers to non-financial, financial and insurance corporations. Percentage changes for Australia,
Canada, Denmark, the euro area, France, Mexico and Sweden are OECD estimates based on published year-on-year percentage changes
and can therefore only be calculated between two similar quarters (Q1 in this chart). Statistics for Australia, the euro area and Mexico refer
to the percentage change in Q4 2025 (Q4 2024 and Q4 2023) since Q4 2020.

Source: OECD calculations based on Trends in Federal Enterprise Bargaining (Department of Employment and Workplace Relations,
DEWR) for Australia; index of agreed minimum wages (Statistics Austria) for Austria; index of agreed wages (Federal Public Service, FPS)
for Belgium; Major wage settlements (Economic and Social Development Canada, ESDC) for Canada; Statistics Committee, Status Report,
3rd quarter 2025 (Ministry of Economic Affairs) for Denmark; negotiated wages, euro area 20, Quarterly (European Central Bank) for the
euro area; the Index of Negotiated Wages and Salaries (Statistics Finland) for Finland; Negotiated wages France (Banque of France) for
France; index of collectively-agreed hourly earnings (Destatis) for Germany; hourly index of wages according to collective labour agreements
(Istat) for Italy; nominal contractual pay increases in federal and local jurisdictions (Secretaria del Trabajo y Prevision Social, STPS) for
Mexico; CAO wages, contractual wage costs and working hours; index (Central Bureau of Statistics, CBS) for the Netherlands; short-term
statistics, wages and salaries (Mediation Office) for Sweden; Employment Cost Index (BLS) for the United States; and OECD Data Explorer,
fiConsumer price indices (CPlIs, HICPs), COICOP 1999, http://data-explorer.oecd.org/s/2aw, and iConsumer price indices (CPIs), COICOP
2018y, http://data-explorer.oecd.org/s/2ax (accessed on 10 June 2026).

StatLink == https://stat.link/4skulv

1. https://www.ech.europa.eu/press/pr/date/2026/html/ech.pr260617~79dfc49802.en.html.

1.2.2. The wages of the lowest-paid workers have proved more resilient than median
wages to the inflation surge

Real minimum wages remain above January 2021 levels but their growth is slowing down

Real minimum wages increased year-on-year but the rate of growth is slowing down. In April 2026, their
annual growth rate was positive in nearly two-thirds of the 30 OECD countries that have a national
minimum wage in place (Figure 1.15, Panel A). However, real minimum wages increased less between
April 2025 and April 2026 than between April 2024 and April 2025 in about two-thirds of countries; and
their median annual growth rate was 1.4% in April 2026, compared with 2.3% in April 2025. The real
minimum wage decreased between April 2025 and April 2026 in 11 countries: Australia, Belgium, Canada,
France, Greece, Luxembourg, New Zealand, Poland, Spain, Tirkiye and the United States.'*

The real statutory minimum wage was also higher in April 2026 than in April 2021 in virtually all
OECD countries with a national statutory minimum wage (Figure 1.15, Panel B). The real minimum wage
was 11% higher in April 2026 than in April 2021 on average across these 30 countries, and its median
increase, unaffected by outliers (e.g. Mexico), was 9%. The real minimum wage was lower in April 2026
than in January 2021 in only two countries i Canada and the United States.
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During the post-pandemic inflation surge and the ensuing cost of living crisis, national minimum wages
were able to keep pace with inflation thanks to automatic or discretionary increases in the nominal minimum
wage, introduced by countries to support the lowest earners (OECD, 2023j3)). By contrast, negotiated
minimum wages have been less dynamic in countries without a national minimum wage (see Box 1.4).
During 2022, the real gains resulting from automatic or discretionary increases in the hominal minimum
wage quickly faded away on average across countries, as inflation continued to rise (Figure 1.15, Panel C).
In 2023 and 2024, larger minimum wage adjustments and moderate inflation allowed the real minimum
wage to catch up (in 2023) and exceed (in 2024) its January 2021 level on average across countries.
During 2025 and early 2026 (before the surge in energy prices), still moderate inflation combined with
minimum wage adjustments similar to those in 2024 on average led to a further increase in the average
real minimum wage. In April 2026, the impact of the new surge in energy prices on real minimum wages
has become visible (-1.5% since the beginning of the year on average across countries), although rapid
adjustment mechanisms in many countries can be expected to restore purchasing power in the future
months. Nevertheless, minimum wage trends should be carefully monitored given the high level of
geopolitical uncertainty.

Box 1.4. Minimum wages have grown by less in countries without a national minimum wage

In countries without a national statutory minimum wage, wage floors are predominantly established
through collective agreements. Eurofound has analysed minimum wages negotiated in ten
representative low-paid occupations (such as cleaners, waiters, and cooks) in six European countries
without a national minimum wage i1 i.e. Austria, Denmark, Finland, Italy, Norway and Sweden
(Eurofound, 2025zs)).

Between January 2020 and January 2025, negotiated minimum wages decreased in real terms in most
of the occupations analysed. This contrasts with the increases in the real minimum wage observed in
virtually all OECD countries with a national statutory minimum wage during this period (OECD, 2025(37;
OECD, 20242)). There is some variation across countries: for example, real negotiated minimum wages
in Italy have fallen increasingly behind those of the five other countries, while Austria recorded the
strongest real growth.

Yet, several post-2022 collective agreements have incorporated specific mechanisms to protect low-
wage workers. In Sweden, 2023 and 2024 collective agreements ensured that wages below a certain
threshold received a higher percentage increase than wages above that threshold. Similarly, under
2024 collective agreements in Norway, workers in low-wage sectors often received wage increases
above the general increase, and in several sectors (e.g. retail, and hotels and restaurants), lowest-paid
employees received a wage increase above the sectoris general increase.
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Figure 1.15. Real minimum wages remain above January 2021 levels and continue to rise

A. Year-on-year percentage change in real minimum wage
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Note: The real minimum wage for New Zealand in April 2026 is estimated assuming that the CPI for April 2026 remained unchanged from
Q1 2026. For Poland and the Slovak Republic, the real minimum wage in April 2026 is estimated using the OECD price index (COICOP 1999),
available up to December 2025, chained with the new national price indices (COICOP 2018), available from January 2026. iOECD (average)i
is the unweighted average of the 30 OECD countries shown except the United States (weighted) and iOECD (Median) is the median values
across the same countries. Canada (weighted) is a Laspeyres index based on minimum wage of provinces and territories (excluding the Federal
Jurisdiction) weighted by the share of employees of provinces and territories in 2019. United States (weighted) is calculated as a Laspeyres
index of applicable minimum wages across US states. Where states set a minimum wage above the federal level, the state rate is used;
otherwise, the federal minimum wage applies. State minimum wages are weighted by each stateis share of non-farm private employment in
2019. US territories are excluded. For the Netherlands, the minimum wage is defined in hourly terms, while it was defined on a daily, weekly
and monthly basis before 1 January 2024. The hourly minimum wage before 2024 is therefore estimated based on the weekly (or daily) minimum
wage of an employee usually working 40 hours per week (or 8 hours per day). See Appendix Table 1.C.1 of the 2024 employment outlook
(OECD, 20243g)) for more details on the calculations.

Source: OECD calculations based on national data and OECD Data Explorer, fiConsumer price indices (CPls, HICPs), COICOP 1999,
http://data-explorer.oecd.org/s/2aw, iConsumer price indices (CPIs), COICOP 20180, http:/data-explorer.oecd.org/s/2ax (accessed on 4 June
2026), Prices indices of Consumer Goods and Services (Statistics Poland) for Poland, and Consumer prices and prices of production statistics
(Statistical Office of the SR) for the Slovak Republic.

StatLink —== https://stat.link/mvy100

Statutory minimum wages have increased more than median wages since 2021

In most OECD countries, minimum wages increased by more than median wages between 2021 and 2025,
reflecting a compression of the wage distribution at the bottom. Figure 1.16 illustrates the changes in the
minimum wage-to-median wage ratio (or Kaitz index) during this period. There was an increase in 20 of
the 30 countries analysed. On average, the Kaitz index rose from 54.9% in 2021 to 55.6% in 2025. Mexico
exhibits by far the largest increase in the Kaitz index, reflecting the dramatic rise in the minimum wage
illustrated in Figure 1.15, Panel B. In some countries, this wage compression at the bottom of the
distribution led to a substantial increase in the share of employees earning the minimum wage, as the latter
caught up with slightly higher wages (Box 1.5). Tiirkiye is an exception, with a substantial drop in the Kaitz
index, in line with very strong real growth of average wages since 2021 (Figure 1.11).

This trend toward wage compression at the bottom of the distribution can be explained in part by the fact
that wages negotiated in collective agreements generally take longer than the minimum wage to keep pace
with inflation (OECD, 2023[3)), particularly in a context of low productivity growth (OECD, 20243g)) and a
long-term trend toward a reduction in the scope of collective agreements (OECD, 201939)). Further wage
compression should be observed in 2026, as inflation fuelled by rising energy costs is expected to lead to
substantial minimum wage increases while impacts on negotiated wages can be expected to take time.

Between 2021 and 2025, as minimum wages moved closer to median wages, minimum wage workers
became less at risk of in-work poverty i i.e. their net disposable income increased relative to the poverty
line (set at 50% of median net disposable income) (Figure 1.17).Y® This is true for the majority of
OECD countries analysed, as well as for the average across countries. The same remains valid when
looking at the evolution of real income relative to an invariant fipre-inflationté poverty line (anchored at its
2021 level, i.e. 50% of the 2021 median income), albeit to a slightly lesser extent, in line with the overall
increase in real minimum wages over the period.

However, in a number of countries, particularly those where real wages remain close to or below
pre-pandemic levels, workers with middle and lower-middle earnings, who did not directly benefit from
minimum wage increases, saw their economic security deteriorate (European Commission, 2025(3y)). In
addition, by narrowing pay differentials, wage compression can reduce early-career progression prospects,
especially for workers with weaker bargaining power, by lowering the returns to incremental skill acquisition
and job mobility within the low-wage segment. For the tax-and-benefit systems, compression may
mechanically increase the caseload and budgetary cost of in-work supports and bottom-targeted transfers
if more workers cluster near eligibility thresholds. A larger number of workers eligible for targeted transfers
could also further weaken workersi incentives to accept slightly higher-paid jobs or invest in short training
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spells. Indeed, in some countries the tax and benefit system is susceptible to generate low-wage traps
mechanisms, i.e. gross wage gains at the bottom of the wage distribution translate into limited net income
increases once taxes and social contributions are applied and means-tested benefits are withdrawn (as is
the case, for example, in France, Germany or the United Kingdom, see Barreto et al. (20254q)).

Figure 1.16. Statutory minimum wages have increased more than median wages

Gross minimum wage as a percentage of gross median wage of full-time workers
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Note: The Gross minimum wage as a percentage of gross median wage of full-time workers for the United States is an estimate based on a
Laspeyres index of applicable minimum wages across US states. Where states set a minimum wage above the federal level, the state rate is
used; otherwise, the federal minimum wage applies. State minimum wages are weighted by each stateis share of non-farm private employment
in 2019. US territories are excluded. The minimum wage used for Canada is an average of the provinces) minimum wages (not including
territories) weighted by employment shares. OECD is the unweighted average of the 30 OECD countries shown. The latest year available refers
to 2024 for Chile and Ireland.

Source: OECD Data Explorer, iMinimum relative to average wages of full-time workers), http://data-explorer.oecd.org/s/2ay.

StatlLink —= https://stat.link/3f9n86
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Figure 1.17. In-work poverty risk has decreased for minimum wage workers

Actual and anchored poverty gaps for selected minimum-wage household types
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Note: The actual (anchored) poverty gap is measured as the p.p. difference between (real) net equivalised disposable income expressed as a
percentage of (2021) median equivalised disposable income and 50% (the poverty line is defined as 50% of median equivalised disposable
income). OECD refers to the unweighted average of the 26 OECD countries shown. Results in Panel A refer to a single adult aged 40 without
children, working full-time (40 hours per week) at the minimum wage. Results in Panel B refer to a one-earner couple (both aged 40) with two
children aged four and six; the earner works full-time at the minimum wage, while the non-working partner is not eligible for unemployment
benefits. Other benefits, including social assistance, housing and family benefits, are available if eligibility and income conditions are met.
Housing benefits are calculated assuming private market rent plus related charges amounting to 20% of the national average wage. Statistics
refer to 2024 for the Netherlands.

Minimum wages used in the TaxBEN model correspond to their statutory levels in force on 1 January of each year. For the United States, the
minimum wage refers to the statutory minimum wage in Michigan. For Canada, the minimum wage is calculated as an employment-weighted
average of provincial minimum wages, as reported in the OECD minimum wages database. p.p: percentage point.

Source: OECD calculations based on OECD Tax-Benefit (output from the OECD tax-benefit model (Model version 2.8.0); and OECD Data
Explorer, fiConsumer price indices (CPIs, HICPs), COICOP 1999, http://data-explorer.oecd.org/s/2aw, and fiConsumer price indices (CPIs),
COICOP 2018y, http://data-explorer.oecd.org/s/2ax (accessed on 18 May 2026).

StatLink —= https://stat.link/18mgkw
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Box 1.5. The share of minimum wage workers evolved along different trends across countries
during the cost-of-living crisis

Minimum wage hikes during the cost-of-living crisis could have resulted in an increase in the share of
workers earning the minimum wage, if the minimum wage had caught up with wages higher up in the
distribution. This phenomenon would be more pronounced in countries where wages close to the
minimum wage (i) cover a large number of workers or (ii) benefit from only limited spillover effects from
minimum wage increases.

However, among the 10 countries analysed, minimum wage increases between 2021 and 2024 were
associated with a steady increase in the share of minimum wage workers in only two of them: France
and Japan (Figure 1.18). By contrast, in six other countries (Ireland, the Netherlands, New Zealand,
Spain, the United Kingdom and the United States), the share of minimum wage workers follows a U-
shape curve over time (Figure 1.18, Panel A). It initially declined, mainly in 2022, possibly because many
minimum wage workers were able to negotiate higher wages in response to soaring inflation, because
of widespread labour shortages at the bottom of the wage distribution in the wake of the pandemic and
during the cost-of-living crisis (Autor, Dube and McGrew, 202341). The share of minimum wage earners
then increased in 2023 7 2024, sometimes to levels above those of 2021 (e.g. in Ireland, Spain and the
United Kingdom), as the minimum wage rose significantly, possibly regaining some of the ground lost
to market wages. Finally, in Lithuania and Canada, the share of workers at the minimum wage did not
increase. In Canada, this pattern likely occurs because market wages increased together with the
minimum wage i median wages increased at the same pace as the minimum wage (see Figure 1.16
above). In Lithuania, persistent labour shortages in low-skill sectors, likely due to high outmigration of
low-skilled workers (OECD, 20251;), may have conferred larger bargaining power to workers at the
bottom of the distribution.
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Figure 1.18. The share of minimum wage workers evolved along different trends across
countries during the cost-of-living crisis

2021 2022 2023 B 2024

A. Proportion of employees paid at
minimum wage or below
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Note: In Panel A, the proportion of minimum-wage earners cannot usually be established with certainty and can vary between data sources
and studies. Counts of minimum-wage earners are commonly based on survey data or administrative records, which are affected by
measurement error, both in earnings and in working hours. It is therefore common to include those with wages below the minimum and
slightly above it. Data for Canada refer to employees earning less than 101% of the applicable provincial minimum wage (excluding territories)
and do not take account of the federal minimum wage. Data for France refer to private sector employees (excluding salaried self-employed)
aged 18-64, in metropolitan France, earning less than four times the gross hourly minimum wage in their main job (i.e. highest paid in terms
of gross wage); employees paid at minimum wage or below are those earning 105% or less of the statutory minimum wage, based on total
remuneration, including bonuses and overtime. Data for Japan refer to enterprises with five or more employees (Basic Survey on Wage
Structure) and use the impact rate, defined as the share of employees whose wage would fall below the revised minimum wage following
the annual adjustment. For Lithuania and Spain, data refer to full-time employees only; for New Zealand, to employees aged 16-64. For
the Netherlands, the 2024 share of minimum-wage workers (around 5%) is not reported due to a change in the methodology used to identify
minimum-wage jobs (https://www.cbs.nl/nl-nl/longread/diversen/2025/methodebeschrijving-minimumloonbanen--vanaf-2024--/3-
berekeningswijze-minimumloonbanen). For the United States (federal and states), data refer to employees paid by the hour earning less
than the applicable federal or state minimum wage, respectively.

In Panel B, the hourly minimum wage in the Netherlands (prior to 2024) and Spain is estimated from the statutory weekly and daily minimum
wages, respectively, assuming a usual working time of 40 hours per week and 8 hours per day. Since the 1 January 2024, the minimum
wage in the Netherlands is defined in hourly terms, while it was defined on a daily, weekly and monthly basis before. For Canada, the
minimum wage is a Laspeyres index based on provincial and territorial minimum wages (excluding the Federal Jurisdiction), weighted by the
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share of employees in each province and territory in 2019. For the United States (weighted), statistics refer to a Laspeyres index of
applicable minimum wages across US states. Where states set a minimum wage above the federal level, the state rate is used; otherwise,
the federal minimum wage applies. State minimum wages are weighted by each stateis share of non-farm private employment in 2019.
US territories are excluded.

Source: Panel A: Canada: OECD estimates based on the Canadian Labour Force Survey (LFS PUMFs); France: Bozio and Wasmer
(2024u2)), and OECD estimates based on the Bases et Panels Tous Salariés; Ireland: Central Statistical Office (CSO), Labour Force Survey
National Minimum Wage Estimates; Japan: Ministry of Health, Labor and Welfare, Minimum wage data and statistics
(https://www.mhlw.go.jp/stf/seisakunitsuite/bunya/toukei_00001.html); Lithuania: Statistics Lithuania, Number of employees by October the
amount of the salary; Mexico: INEGI, Encuesta Nacional de Ocupacion y Empleo (ENOE), Poblacion ocupada segun nivel de ingreso,
nacional trimestral; Netherlands: Central Bureau of Statistics (CBS), Statistiek Werkgelegenheid en Lonen (SWL), minimumloners;
New Zealand: Ministry of Business, Innovation and Employment (MBIE), Minimum Wage reviews (https://www.mbie.govt.nz/business-and-
employment/employment-and-skills/employment-legislation-reviews/minimum-wage-reviews); Spain: Instituto Nacional de Estadistica (INE),
Encuesta Anual de Estructura Salarial, https://www.ine.es/jaxiT3/Tabla.htm?t=28182; United Kingdom: Low Pay Commission, estimates
based on the Annual Survey of Hours and Earnings (ASHE); United States (federal): Bureau of Labor Statistics (BLS), Characteristics of
minimum wage workers, 2024, https://www.bls.gov/opub/reports/minimum-wage/2024/; and the United States (states): OECD estimates
based on the Current Population Survey Outgoing Rotation Group (CPS MORG). Panel B: OECD calculations based on national data.

StatLink —= https://stat.link/fehc3s

Real wages have been more resilient to the post-pandemic inflation surge in low-wage
sectors in some countries

In addition to the minimum wage, other factors may have influenced wage compression at the bottom of
the distribution in recent years. In the United States, for example, it was the tightening of the labour market
rather than minimum wage increases that enabled some low-wage workers to benefit from substantial
wage increases (Autor, Dube and McGrew, 202341y).

In fact, since the onset of the post-pandemic inflation surge (i.e. since Q1 2021), there has been a clear
trend towards wage compression between sectors in the United States, a phenomenon that has not been
observed in Australia or the euro area (Figure 1.19). In the United States, accommodation and food service
activities is the sector with the highest wage growth over the period Q1 20217 Q1 2026, while the largest
declines in real wages are all in sectors where wages are relatively high: finance, information and
communication, education, business services, and construction. The situation is less clear-cut in some
other OECD countries (Annex Figure 1.A.8): there are some trends toward wage compression between
sectors in Chile, Mexico and Poland but, except in Chile, they are significantly less pronounced than in the
United States.

Wage compression between sectors in the United States has ceased if we focus on the latest period
Q120257 Q1 2026 (Figure 1.19). The only two sectors where real wages decreased are low-wage sectors
(accommodation and food service activities and administrative and support services), while finance
exhibits the strongest wage growth.
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Figure 1.19. There has been a clear trend towards wage compression between sectors since
Q1 2021 in the United States but not in Australia or the euro area

Percentage change in real hourly wages since Q1 2021

I Q12026 One year earlier (Q1 2025) 4 Trough

Australia Euro area (21) United States

High-pay
Finance & insurance
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Accom. & Food
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Note: Nominal hourly wages correspond to the wages and salaries component of the Labour Cost Index, adjusted for a constant industry
structure for the euro area, and controls for additional occupational shifts for Australia and the United States. Real hourly wage is estimated by
deflating the nominal hourly wage with the consumer price index (CPI-all items). The trough corresponds to the quarter in which real hourly
wages reached their lowest level since Q1 2021. Industries are ranked by median wages in 2018 using the European Structure of Earnings
Survey (SES). This ranking is broadly consistent when using 2019 median wage data from the United States Current Population Survey.
Industries are defined at the 1-digit level using ANZSIC 2006 for Australia, NACE Rev. 2 for the euro area, and NAICS for the United States; as
a result, industry classifications are not fully comparable across countries. For the United States, changes in real wages in Wholesale and retail
trade correspond to employment-weighted averages of the wholesale trade and retail trade industries, based on non-farm payroll employment
weights from Q4 2005. Similarly, changes in real wages in Arts and entertainment are derived from the Leisure and Hospitality and
Accommodation and Food Services industries, using non-farm payroll employment weights from Q4 2005.

Source: OECD calculations based on the Wage Price Index (Australian Bureau of Statistics) for Australia; wages and salaries component of
labour cost index by NACE Rev. 2 activity (Eurostat) for the euro area, the Employment Cost Index (U.S. Bureau of Labor Statistics) for the
United States; and OECD Data Explorer, iConsumer price indices (CPIs, HICPs), COICOP 1999, http:/data-explorer.oecd.org/s/2aw, and
fiConsumer price indices (CPIs), COICOP 2018y, http://data-explorer.oecd.org/s/2ax (accessed on 17 June 2026).

StatLink —= https://stat.link/ihnev7
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1.2.3. The catching up of real wages relative to unit profits was already slowing down
before the recent surge in energy prices

Unit labour costs'® (i.e. nominal compensation of employees divided by real GDP) rose more than unit
profits (i.e. gross operating surplus divided by real GDP) between Q1 2025 and Q1 2026 in most
OECD countries (Figure 1.20), continuing a trend that began around Q1 2023 (OECD, 20242)). While unit
profits remained virtually unchanged in the majority of countries between Q1 2024 and Q1 2026 i the
magnitude of the variation was greater than 5% in only one-third of the 29 countries analysed 7, unit labour
costs increased significantly in many countries i by more than 5% in about three-quarters of countries.

These developments, most of which pre-date the recent surge in energy prices, still reflect the catching-
up of purchasing power by wages and should not be interpreted as a warning sign of price-wage spirals i
i.e. a sustained acceleration in nominal wage growth passing through to domestic prices beyond its effects
on productivity T, as (i) wages had not fully caught up with the inflation surge in half of OECD countries
(see previous section), which suggests that, in these countries, unit profits continue to lose the ground
gained during the inflation surge;!” and (ii) wage pressures are expected to stabilise at moderate levels for
the remainder of 2026.18

Besides, there are signs that the catching-up of real wages might be slowing down. On average across
countries, the increase in unit labour cost was slightly lower between Q1 2025 and Q1 2026 compared
with the year before, while that of unit profits was slightly higher (see Figure 1.20, where the increase in
the past year is represented by the difference between the top of the bar and the diamond). In addition,
the relative contribution of unit labour costs to domestic price pressures has stabilised around
pre-pandemic levels in the euro area (Figure 1.21), while it is even decreasing below these levels in the
United States.'%2°
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Figure 1.20. Profits continue to buffer rising labour costs

Percentage change since Q1 2024, seasonally adjusted data
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Note: Unit labour costs and unit profits are calculated by dividing compensation of employees and gross operating surplus respectively, by real
GDP. For Japan and Norway, gross operating surplus is approximated by deducting compensation of employees from nominal GDP i and
hence also include unit net taxes. For Norway, the data are based on mainland Norway. The latest data available for the Netherlands refer to
Q4 2025. iOECDJ is the unweighted average of the 29 OECD countries shown in this Chart (not including Chile, Colombia, Costa Rica, Iceland,
Israel, Korea, Mexico, New Zealand and T¢rkiye). fiEuro area refers to 21 Eurozone countries.

Source: OECD calculations based on OECD Data Explorer, fiQuarterly GDP and components i income approachd, http:/data-
explorer.oecd.org/s/2az (accessed on 15 June 2026), Cabinet Office, Government of Japan, Economic and Social Research Institute (ESRI)
Quarterly Estimates of GDP for Japan, and Statistics Norway, Quarterly National Accounts for Norway.

StatlLink ——= https://stat.link/u7afnb
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Figure 1.21. The contribution of unit profits to domestic price pressures has stabilised around
pre-pandemic levels in the euro area and is increasing in the United States

Contribution to the GDP deflator, year-on-year percentage changes, seasonally adjusted data
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Note: Euro area refers to 21 Eurozone countries. Unit labour costs, unit profits and unit taxes less subsidies are calculated by dividing
compensation of employees, gross operating surplus and taxes less subsidies on productions and imports, respectively, by real GDP.
Compensation of employees, gross operating surplus, taxes less subsidies on productions and imports, gross domestic products and deflators
are denominated in local currencies. For the United States, changes in the GDP deflator are reported net of statistical discrepancies.

Source: OECD calculations based on OECD Data Explorer, fiQuarterly GDP and components i income approachd, hitp:/data-
explorer.oecd.org/s/2az (accessed on 15 June 2026).

StatLink —= https://stat.link/u32ryl

1.3. Young labour market entrants face particular labour market difficulties

Young labour market entrants have been increasingly exposed to unemployment compared to the rest of
the working age population, following trends that vary according to their education level. While the
unemployment rate of young college graduates has been rising relative to that of the overall population in
all countries analysed since before the COVID-19 pandemic, young entrants without a graduate degree
have seen a significant increase in their unemployment gap relative to the overall population more recently
in Canada and the United States,?! but not in Australia and the euro area (Figure 1.22).

Figure 1.22. Young labour market entrants have been increasingly exposed to unemployment
compared to the rest of the working age population

Australia Canada European Union (27) United States
A. Unemployment gap of young college graduates B. Unemployment gap of young non-college graduates
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Note: The unemployment gap is measured as the p.p. difference between the unemployment rate of recent non-college or college graduates
and the overall unemployment rate of non-enrolled persons aged 15-64 (16-64 for the United States). Panel A refers to recent college graduates,
defined as persons not currently enrolled in education, aged 23-29, holding a bacheloris degree or higher. Panel B refers to recent non-college
graduates, defined as persons not currently enrolled in education, aged 22-25, holding a non-university degree. All series are smoothed using
a four-quarter moving average. European Union (27) refers to the weighted average of the 27 EU countries. p.p: percentage point.

Source: OECD estimates based on the Australian Labour Force Survey, the Canadian Labour Force Survey (PUMFs), the
European Union Labour Force Survey (EU-LFS) for the European Union, and the Current Population Survey (CPS) for the United States.

StatlLink ——= https://stat.link/2r1zu6
1.3.1. So far, the role of LLMs in explaining the difficulties encountered by young people
entering the labour market appears to be limited

Recent advances in generative Al and Large Language Models (LLMs) may contribute to explaining the
particular difficulties faced by young labour market entrants if these technologies tend to replace human
labour.?? To date, evidence on this subject is mixed and focusses mainly on the United States.?®> Some
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studies find no significant employment effects of generative Al (Chen and Stratton, 2026u3); Gimbel et al.,
2025(44); Humlum and Vestergaard, 2025us)), while others suggest that generative Al may indeed have a
disproportionate impact on the employment prospects of early-career workers (with no evidence that this
impact is particularly concentrated among college graduates) (Azar, Gine and Sanz-Espin, 2025e;
Brynjolfsson, Chandar and Chen, 2025(47; Klein Teeselink, 2025ug); Lichtinger and Hosseini Maasoum,
202549; Liu, Wang and Yu, 2025is0); Lodefalk et al., 2026(s1;). Nevertheless, some of these results might
be biased by the greater sensitivity of occupations exposed to generative Al to macroeconomic
developments, as these occupations are overrepresented in certain sectors that are particularly sensitive
to capital cost and general economic uncertainty (e.g. information, finance and insurance, or professional
and technical services), so that hiring is quickly reduced in these sectors when macroeconomic conditions
worsen. Thus, what may seem an effect of the diffusion of LLMs is in fact simply the result of worsening
macroeconomic environment (Curto Millet and Iscenko, 2026(s2;; Frank et al., 2026(s3)).

Data from Australia, Canada, the European Union and the United States suggest that the role of LLMs in
explaining the unemployment gap of young labour market entrants remains limited, both for those with and
without a graduate degree. Indeed, the data indicate divergent trends between, on the one hand, Al hiring
(used as a proxy for Al use by firms), and, on the other hand, (i) unemployment gaps of young labour
market entrants or (ii) online job postings in occupations exposed to Al language modelling capabilities®*
(which will be referred to as fihigh LLM-exposure occupationso).

With regard to college graduates, there has been an upward trend in the unemployment gap since before
the pandemic (Figure 1.22, Panel A), and therefore well before firms began turning to LLMs. In addition,
trends in Al hiring from LinkedIn?® (Figure 1.23, Panel A) suggest that firms began using intensively LLMs
from mid-2023 to early 2024 (depending on the country),?® with a dramatic increase in LLM use since
then.?” As no turning point in the unemployment gap trend for college graduates is visible around those
dates (Figure 1.22, Panel A) in any of the countries analysed, it can be concluded that LLMs diffusion is
unlikely to be the main factor behind the increase in the unemployment gap for college graduates.
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Figure 1.23. There have been divergent trends between Al hiring, and online job postings in high
LLM-exposure occupations relative to low-LLM exposure occupations

European Union (median) Australia Canada
New Zealand United Kingdom United States
A. Relative growth in Al talent hiring B. Relative index of new job postings in high versus
low LLM-exposed occupations

Note: In Panel A, the relative growth in Al talent hiring is defined as the difference between the year-on-year growth rate of the LinkedIn Al hiring
rate and the year-on-year growth rate of the overall LinkedIn hiring rate in the same country. The LinkedIn hiring rate is measured as the share
of LinkedIn members who added a new employer in a given period, divided by the total number of LinkedIin members in the corresponding
location. The Al hiring rate is computed using the same methodology but restricted to members classified as Al talent. Al talent includes LinkedIn
members who have explicitly listed at least two Al-related skills on their profile and/or who are currently employed or have previously been
employed in an Al-related occupation. Values are shown as 12-month moving averages. A positive value indicates that Al talent hiring is growing
faster than overall hiring. European Union (median) refers to the median relative growth in Al-talent hiring across 24 EU countries (not including
Bulgaria, Malta and the Slovak Republic). Panel B shows the ratio of the index of new online job postings in high language-model-exposed
occupations (top quintile of the Language Model Exposure score) to the index of new online job postings in low language-model-exposed
occupations (bottom quintile of the Language Model Exposure score), as developed by Felten, Raj and Seamans (2023;54). Series are smoothed
using a four-quarter moving average and indexed to 100 in Q4 2019. New online job postings correspond to job advertisements first published
in a given quarter. European Union (median) refers to the median relative index of new job postings in high versus low LLM-exposed occupations
across 15 EU countries (Austria, Belgium, Czechia, Denmark, France, Germany, Hungary, Ireland, Italy, Luxembourg, the Netherlands, Poland,
Portugal, Spain and Sweden), data for each individual country are provided in Annex Figure 1.A.11. LLM: large language model.

Source: OECD.AI (2026), data from LinkedIn Economic Graph, last updated 2026-2003-06, accessed on 2026-2005-13, https://oecd.ai/
(Panel A); and OECD calculations based on Lightcast online job postings and Language Model Exposure score from Felten, Raj and Seamans
(2023;54)) made available in ISCO classification by Nurski (2025ss)) (Panel B).

StatLink —= https://stat.link/Is1u0b

A similar argument can be made for young labour market entrants without a college degree (Figure 1.22,
Panel B). While the unemployment gap for this group in the United States i which started increasing
around early 2024 1 could potentially have been caused by LLMs diffusion, this is not the case in Australia
i where the unemployment gap started declining in mid-2024 7 nor in Canada or the euro area i where it
has remained virtually flat since at least early 2024.

In addition, in all countries analysed, trends in online job postings (from Lightcast data) in high-LLM
exposure occupations relative to low-LLM exposure occupations exhibits no break at the end of 2023 i
which, as discussed, marks the start of intensive use of LLMs (Figure 1.23, Panel B).?® By contrast, job
postings in LLM-exposed occupations appear, as expected (see the discussion above), more sensitive to
macroeconomic shocks: posting went down during the COVID-19 pandemic, improved in the ensuing
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recovery, and contracted again during the subsequent inflation shock, logistic disruption and monetary
tightening. These observations remain unchanged when focussing on junior-level job postings in the
United-States (Box 1.6).

The conclusion that LLMs diffusion has not significantly impacted the employment prospects of young
entrants remain preliminary, and LLMs may well have a stronger impact in the future, as technological
advances and the use of LLMs by firms develops. These broad observations may also mask substantial
impacts in specific occupations or sectors, and further monitoring of the effects of LLMs advances on the
labour market and the resulting skill needs is necessary.

Box 1.6. Online job postings for junior positions in the United States have not declined
disproportionately in LLM-exposed occupations when firms began using LLMs

Lightcast data for the United States include a job seniority indicator that classifies job postings based
on explicit mentions in the job title or role description indicating that the position targets a junior or senior
candidate (e.g. specific words such as fijunioro, fisenioro, fientry-leveld, fileado, fiprincipalo, as well as
structured phrases related to seniority).

As with job postings overall, the end of 2023 1 which marks the start of LLM use according to job postings
and hiring data (Figure 1.24, Panel A) i does not correspond to either the start or a sustained
acceleration of a reduction in junior postings in high-LLM exposure occupations relative to low-LLM
exposure occupations (Figure 1.24, Panel B). Junior job postings in LLM-exposed occupations have,
however, been more sensitive to macroeconomic shocks, and to the pandemic in particular, because,
as noted above, these occupations are also the most exposed to these shocks (e.g. information, finance
and insurance, or professional and technical services) (Curto Millet and Iscenko, 2026(s2), and it has
been shown that, during downturns, employers reduce especially hiring in entry-level jobs which require
little experience i see e.g. Raaum and Rged (2006;s6)) and Brunner and Kuhn (2013(s7)).

Figure 1.24. There have been divergent trends between Al hirings, and junior job postings in
high LLM-exposure occupations relative to low-LLM exposure occupations in the United States

A. Al-related hiring and job postings B. Junior job postings by language-model exposure
Relative to low-exposure occupations, Q4 2019 = 100
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Note: In Panel A, the relative growth in Al talent hiring is defined as the difference between the year-on-year growth rate of the LinkedIn Al
hiring rate and the year-on-year growth rate of the overall LinkedIn hiring rate in the same country. The LinkedIn hiring rate is measured as
the share of Linkedin members who added a new employer in a given period, divided by the total number of Linkedin members in the
corresponding location. The Al hiring rate is computed using the same methodology but restricted to members classified as Al talent. Al
talent includes LinkedIin members who have explicitly listed at least two Al-related skills on their profile and/or who are currently employed
or have previously been employed in an Al-related occupation. Values are shown as 12-month moving averages. A positive value indicates
that Al talent hiring is growing faster than overall hiring. Al-related postings are identified using keyword searches covering both Al
occupations (e.g. fArtificia Intelligenced, iMachine Learningd, iData Scienced) and generative Al terms (e.g. iGenerative Alj, fiLarge
Language Modelso, iChatGPTo). The share of Al-related job postings is based on a seven-day trailing average. A value of 1% indicates that
1% of all job postings contain Al-related keywords. Further methodological details are available at: https://github.com/hiring-lab/ai-tracker
(LinkedIn Hiring Lab). In Panel B, statistics refer to ratios of the online job postings index for junior positions in language-model-exposed
occupations (Q21 Q5) relative to junior positions in low language-model-exposed occupations (first quintile of the Language Model Exposure
score). Exposure quintiles are based on the occupation-level Language Model Exposure score developed by Felten, Raj and Seamans
(2023;547). Junior positions are identified using Lightcastis job seniority classifier, which flags postings as fiJunioro based on job titles and text
content; the classifier prioritises accuracy over recall, implying that not all junior postings are identified. New online job postings correspond
to job advertisements first published in a given quarter. Series are shown as four-quarter moving averages and indexed to 100 in Q4 2019.
Al: artificial intelligence. LLM: large language model.

Source: OECD.AI (2026), data from LinkedIn Economic Graph, last updated 2026-2003-06, accessed on 2026-2005-13, https://oecd.ail,
Indeed Al Tracker, https://data.indeed.com/#/ai (accessed on 12 May 2026), and OECD calculations based on Lightcast online job postings
and Language Model Exposure score from Felten, Raj and Seamans (2023(s4)) made available in ISCO classification by Nurski (2025;ss))
(Panel B).

StatLink —=—= https://stat.link/vzd7r4

1.3.2. Young labour market entrants may have been particularly vulnerable to the recent
weakening of labour markets and long-term changes in technology and skill needs

Although resilient, OECD labour markets have been showing some signs of weakening since 2023 (OECD,
20242; 20251;), which may have been felt more strongly by young labour market entrants (Curto Millet
and Iscenko, 2026(s2)). Young entrants are indeed more likely to be looking for a job or working on a fixed-
term contract, which are the first to be terminated when the labour market deteriorates. In the
United States, for example, hiring has fallen to its lowest level in a decade,?® preventing many young
individuals from entering employment. Specific sectoral problems have added to these difficulties, such as
job cuts in the high-tech, information, and business services sectors, following excessive hiring during the
pandemic.3%3! Working conditions may also appear less favourable than expected i lengthening the time
it takes to find a job that meets expectations 1 as, even before the recent surge in energy prices, real
wages remained below their 2021 levels in many countries (Section 1.2), and some of the flexibility gained
from the remote revolution has been rolled back.*? Country-specific factors may also have played a role,
such as the record increase in non-permanent residents in Canada in 2023 that led to a disproportionate
rise in the young working-age population.33

On the longer-run, structural changes have been particularly unfavourable to graduate entering the labour
market, which may explain the long-term upward trends in unemployment for this group compared to the
rest of the working age population. Several studies show that the rapid growth of digital technologies has
been fuelling a wave of fdigital offshoringd or fitelemigrationt (see Broecke (2024se) for a review) In
response to rapidly evolving skill needs, hiring models are also increasingly relying on demonstrated skills
rather than formal credentials (OECD, 202550)) i see also Chapter 4. From a demographic perspective,
longer working lives may have reduced hiring in management occupations relative to other occupations by
increasing the proportion of older workers, who tend to be over-represented in these occupations (Aspen
Economic Strategy Group, 2026(s0). Some of these trends may have been fostered by the COVID-19
pandemic i which has boosted online leaning and digital offshoring i and recent labour shortages i which
may have encouraged employers to offshore and relax degree requirements.
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1.4. Concluding remarks

OECD labour markets have remained resilient. However, they have shown further signs of weakening,
i.e. rising unemployment, further slowdowns in the growth in employment and labour force participation, a
continuation of the decline in labour shortages, and a slowdown in real wage recovery. Young individuals
entering the labour market may have been particularly vulnerable to this recent labour market slowdown
in some countries.

Several factors i both cyclical and structural i could explain these developments. The catching up of real
wages has brought real labour costs back to their pre-pandemic levels in many i albeit not all i countries,
the reduction in labour hoarding may have led to an increase in separations, the reduction in working hours
has slowed down, and the use of generative Al by firms may have begun to automate certain jobs i
although the data show little evidence of this to date. These factors may also be linked to the developments
in labour productivity observed since the onset of the pandemic. In particular, labour hoarding has
mechanically lowered labour productivity in EU countries, while certain sectors that play a central role in
Al adoption account for the strong productivity performances of the United States over the past years.

Despite signs of weakening labour markets, structural labour shortages persist. While labour market
tightness is now less pronounced than at the onset of the pandemic in many countries, it remains higher
than during most of the pre-pandemic decade and, in particular, than during comparable stages of the
business cycle. A number of factors could contribute to this trend, including population ageing, the digital
transformation, the energy transition, and poor job quality in some sectors.

Addressing these shortages requires co-ordinated policy efforts across various areas of labour market
policy (Filippucci, Laengle and Marcolin, 2025p1)), and regional variations in shortages in some countries
require particular attention to local implementation. Encouraging the participation of underrepresented
groups in the labour market i i.e. older people (e.g. by removing mandatory retirement, see Chapter 6),
women, or migrants 17 could increase the supply of labour (OECD, 2025(y). Streamlining occupational
licenses and non-compete agreements (see Chapter 5) could promote labour mobility and matching
efficiency. Education, reskilling and upskilling policies (Chapter 4) have a role to play in developing the
skills needed for the digital transformation (OECD, 20233)) and the energy transition (OECD, 20242)), while
ensuring that older workers continue to have meaningful employment in a context of demographic ageing
(OECD, 2025(1;). Minimum wage and collective bargaining systems should also ensure that work offers
attractive working conditions.

Labour market policies (e.g. unemployment benefits, active labour market policies, collective bargaining)
will also remain essential in addressing the labour market impacts of persistent economic and geopolitical
uncertainty and elevated energy costs. In particular, in a context of stabilising wage pressure and rising
inflation, wage setting institutions i minimum wage and collective bargaining i have a role to play in
ensuring that the cost of inflation is fairly distributed between workers and employers. Collective bargaining
and social dialogue should also ensure that low-wage workers whose pay exceeds the minimum wage i
and who therefore do not directly benefit from minimum wage increases i are protected against inflation.
Collective bargaining can help identify solutions tailored to sectors and firmsi varying capacities to sustain
further wage increases. In particular, the timing of wage negotiations matters, and could be adjusted
through the frequency of bargaining rounds, early wage negotiations, bridge agreements and one-off
payments. Wage-setting institutions could play an even bigger role than they did during the post-pandemic
inflationary episode, when more dynamic labour markets were providing stronger support for market
wages.
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Annex 1.A. Additional results

Annex Figure 1.A.1. Employment rates have increased among prime aged and older individuals,
but not among youth

Decomposition of the overall change in the unemployment rate, employment rate and labour force participation rate
(persons aged 15-64) by age group between Q1 2024 and Q1 2026
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Note: Statistics for Iceland and the United Kingdom refer to the change in Q4 2023-Q4 2025. OECD is the unweighted average of the
38 OECD countries shown in this chart. Euro area (21) refers to the 21 Eurozone countries. p.p: percentage point.
Source: OECD Data Explorer, filnfra-annual labour statisticso, https://data-explorer.oecd.org/s/4sf (accessed on 17 June 2026).

StatLink ——= https://stat.link/zc3]ld
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Annex Figure 1.A.2. Gender employment and participation gaps have narrowed

Male-to-female differences in employment and labour-force participation rates (p.p.), persons aged 15-64,
seasonally adjusted
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Note: The gender employment gap (participation gap) is defined as the male-to-female p.p. difference in employment rate (labour force
participation rate). Statistics for Iceland refer to the second quarter. OECD is the unweighted average of the 38 OECD countries shown in this
Chart. Euro area refers to the 21 Eurozone countries. Statistics for Iceland and the United Kingdom refer to Q4 2023, Q4 2024, and Q4 2025.
p.p: percentage point.

Source: OECD calculations based on OECD Data Explorer, iFEmployment rated, http://data-explorer.oecd.org/s/2al (accessed on 16 June 2026),
and OECD Data Explorer, fiLabour force participation rated, http://data-explorer.oecd.org/s/2am (accessed on 16 June 2026).

StatLink —= https://stat.link/3ige45
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Annex Figure 1.A.3. The share of working-age migrants in employment or participating in the
labour market has increased in some countries

Decomposition of the overall change in the employment rate and labour force participation rate (persons
aged 15-64) by country of birth between Q1 2024 and Q1 2026
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Note: Changes in employment and labour force participation rates shown in this chart may differ from those reported in Figure 1.3 because the
Eurostat data used here are not seasonally adjusted, whereas the OECD data used in Figure 1.3 are seasonally adjusted. Euro area refers to
the 21 Eurozone countries, and European Union to the 27 EU member countries. Statistics for Iceland refer to Q4 2023 and Q4 2025. p.p:
percentage point.

Source: OECD calculations based on Eurostat, Population by sex, age, country of birth and labour status (Table Ifsq_pgacws),
https://doi.org/10.2908/LFSQ PGACWS (accessed on 17 June 2026).
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Annex Figure 1.A.4. Labour market tightness is close to pre-COVID 19 levels in most sectors in the
euro area and the United States

p.p. difference in job vacancy rates by industry relative to their Q4 2019 levels
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Note: Industries are ranked by median wages in 2018 using the European Structure of Earnings Survey (SES). This ranking is broadly consistent
when using 2019 median wage data from the United States Current Population Survey. The definition of vacancies is not harmonised across
countries (see Figure 1.5 for further details).

For Australia, job vacancy rates by industry are OECD estimates based on vacancies from the Job Vacancy Survey and employees from the
Labour Force Survey. Job vacancy rates by industry are seasonally adjusted for the United States. For Australia and the euro area, series are
smoothed using a Hodrick-Prescott filter.

Industries refer to ANZSIC 2006 (1-digit) for Australia, NACE Rev. 2.1. (1-digit) for the euro area and NAICS for the United States and are
therefore not fully comparable across countries. For the euro area (21), filnformation and communicationd is calculated as the unweighted
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average of the job vacancy rates for NACE Rev. 2.1 sections J (fiPublishing, broadcasting, and content production and distribution activities)
and K (iTelecommunication, computer programming, consulting, computing infrastructure and other information service activities). In the
United States, fBusiness servicesb includes administrative services, fiReal estated includes rental and leasing, fiTransportation and storaged
includes warehousing and utilities, while iHuman health and social work activitiesd and fiEducationd cover the private sector only. Euro area (21)
refers to the 21 euro area countries. p.p: percentage point.

Source: Job Vacancies (Australian Bureau of Statistics, ABS) for Australia; Job vacancy statistics by NACE Rev.2.1. activity for the euro area;
and Job Openings and Labor Turnover Survey (Bureau of Labor Statistics, BLS) for the United States.

StatLink —= https://stat.link/vybhi2

Annex Figure 1.A.5. Incidence of part-time workers and temporary workers

Annualised percentage change, 2019-2023 and 2023-2025
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Note: In Panel A, part-time work refers to employed persons usual working less than 30 hours per week. Statistics for Korea refer to actual hours
worked, and to employees for the United States. OECD is the unweighted average of the 38 OECD countries. In Panel B, OECD is the
unweighted average of 34 OECD countries shown (not including Australia, Israel, Mexico and the United States). European Union (27) is the
weighted averages of the 27 EU countries.

Source: OECD Data Explorer, filncidence of full-time and part-time employment based on OECD-harmonised definitiond, https:/data-
explorer.oecd.org/s/4or (accessed on 8 June 2026), and OECD Data Explorer, iEmployment by permanency of the job - Incidences, https:/data-
explorer.oecd.org/s/40s (accessed on 8 June 2026).

StatLink —= https://stat.link/scvloi
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Annex Figure 1.A.6. Labour productivity growth has been diverging between OECD countries

Annualised percentage change in real GDP per hours worked, 1995-2019 and 2019-2025

Hl 2019-25 1995-2019

%
60

10 b
FEPF AFFF EEHLI T O E ST PSS LF P S EF PP SF & O
0@% ¢
O
& &

Note: iOECD (average)i and iOECD (median)i are the unweighted average and the median across the 36 OECD countries shown in this Chart
(not including Chile and Turkiye), respectively. Euro area refers to the averages of 20 Eurozone countries and European Union to the averages
of 27 EU countries. 1995-2019 refers to 1997-2019 for Canada and 1996-2019 for Estonia. 2019-2025 refers to 2019-2024 for Australia,
Colombia, Costa Rica, Israel, Japan, Korea, Mexico, New Zealand and the United Kingdom.

Source: OECD Data Explorer, fiProductivity databased, https://data-explorer.oecd.org/s/4rg (accessed on 15 June 2026).

StatLink —= https://stat.link/3xdnl2
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Annex Figure 1.A.7. Nominal and real wage index by country since Q4 2019
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Real wage index
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Real wage index

Nominal wage index
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Nominal wage index Real wage index

United States Euro area (21) OECD (median)
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Note: Unless otherwise indicated, nominal hourly wages correspond to the wages and salaries component of the Labour Cost Index, adjusted
for a constant industry structure. The constant-industry-structure adjustment of average hourly earnings has been estimated and revised by the
OECD using total wages and salaries by industry from the 2019 Annual National Accounts for Costa Rica and Mexico. For Japan, Korea and
the United Kingdom, nominal hourly wages refer to actual wages, without adjustment for compositional shifts; comparisons with other countries
should therefore be interpreted with caution. For Australia, Canada, Chile and New Zealand, nominal hourly wages control for additional
compositional effects depending on the country, including regions, job and worker characteristics, sex, and occupations.

Nominal wage series are seasonally adjusted for all countries except Canada, Costa Rica, Israel, Mexico, New Zealand and Switzerland.
Statistics cover only the private sector for Japan and Korea, and the business sector (NACE Rev. 2 sections B to N) for the Republic of Tiirkiye.
For Mexico, nominal hourly wages are affected by a significant degree of unreported income. Series for Switzerland refer to an OECD estimate
based on published year-on-year percentage change and can therefore only be calculated between two similar quarters (Q4 in this chart) with
reference to Q4 2019. Due to high seasonality, series for Israel are shown for comparable quarters (Q1 in this chart) with reference to Q1 2019.
Real hourly wages are calculated by deflating nominal hourly wages using the consumer price index (CPI, all items). For Poland and the
Slovak Republic, real wages in Q1 2026 are estimated using the OECD price index (COICOP 1999), available up to Q4 2025, chained with the
new national price indices (COICOP 2018), available from Q1 2026.

In Slovenia, the sharp increase in wages in Q4 2025 mainly reflects the payment of a one-off winter bonus in November and December recently
introduced by the Act on the Right to the Winter Bonus and the Reform of Tax Base Assessment. The rise was also influenced by fewer hours
worked and, to a lesser extent, by the reform of the public-sector wage system, which contributed to particularly strong increases in education
and in public administration (Sections O and P of NACE Rev. 2).

OECD (median)o refers to the median across the 37 OECD countries shown in the chart (not including Colombia). Euro area (21) refers to the
21 Eurozone countries.

Source: OECD calculations based on national wage indices. For a full description of country-specific data sources, see Figure 1.15 in OECD
(2025(15), OECD Employment Outlook 2025: Can We Get Through the Demographic Crunch?, https://doi.org/10.1787/194a947b-en. OECD Data
Explorer, fiConsumer price indices (CPIs, HICPs), COICOP 1999, http://data-explorer.oecd.org/s/2aw, and fiConsumer price indices (CPIs),
COICOP 20189, http://data-explorer.oecd.org/s/2ax (accessed on 17 June 2026).

StatLink ——= https:/stat.link/jhx8u0
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Annex Figure 1.A.8. Change in real wage by industry in some non-euro area OECD countries

Percentage change in real hourly wages since Q1 2021
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Note: Real wages are obtained by deflating nominal wages by consumer price inflation (all items). For Poland, real wages in Q1 2026 are
estimated using the OECD price index (COICOP 1999), available up to Q4 2025, chained with the new national price indices (COICOP 2018),
available from Q1 2026. Industries are ranked by the median wage in 2018 in the European Structure of Earnings Survey (SES). The ranking
of industries is broadly consistent when 2019 data on median wages from the Current Population Survey of the United States are used.
Industries are ordered from low- to high-pay industries as follows: 1. Accommodation and food service, 2. Administrative and support service,
3. Arts, entertainment and recreation, 4. Wholesale and retail trade; 5. Transportation and storage, 6. Manufacturing, 7. Other service, 8. Real
estate activities, 9. Construction; 10. Human health and social work, 11. Education, 12. Professional activities, 13. Information and
communication, and 14. Finance and insurance.

Series are not seasonally adjusted for Canada, Chile, Japan, Korea, Mexico and the United Kingdom. Statistics for the accommodation and
food service sector are not available for Denmark. For Japan, statistics refer to regular employees in establishments with five or more regular
employees. Regular employees are workers employed indefinitely or employed under a contract for a period of one month or longer. For Tirkiye,
statistics exclude public administration and defence; compulsory social security; education; human health and social work activities; arts,
entertainment and recreation; and other service activities. Nominal hourly wage presents a significant amount of unreported income for Mexico.
The trough refers to the quarter where real hourly wages were at their lowest value for the indicated industry since Q1 2021.

Source: OECD calculations based on the Wage Price Index (Australian Bureau of Statistics) for Australia; Fixed weighted index of average
hourly earnings for all employees (Statistics Canada) for Canada; the Labour cost index by NACE Rev. 2 activity (Eurostat) for Czechia,
Denmark, Hungary, Iceland, Norway, Poland and Sweden; Monthly Labour Survey (Japanese Ministry of Health, Labour and Welfare) for Japan;
Labour Force Survey at Establishments (Korean Ministry of Employment and Labour) for Korea; Nacional de Ocupacién y Empleo, Encuesta
Telefonica de Ocupacion y Empleo, Encuesta Nacional de Ocupacion y Empleo Nueva Edicion (Instituto Nacional de Estadistica y Geografia,
Mexico) for Mexico; Labour Cost Index (Statistics New Zealand) for New Zealand; and Monthly Wages and Salaries Survey (UK Office for
National Statistics) for the United Kingdom; OECD Data Explorer, fiConsumer price indices (CPIs, HICPs), COICOP 1999, http:/data-
explorer.oecd.org/s/2aw and iConsumer price indices (CPIs), COICOP 2018, http://data-explorer.oecd.org/s/2ax (accessed on 17 June 2026).

StatLink ——== https://stat.link/rkvtcy
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Annex Figure 1.A.9. Unemployment rates among young labour market entrants with and without a
college degree

Australia Canada European Union (27) United States
A. Unemployment rate of recent college graduates B. Unemployment rate of recent non-college graduates
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Note: In Panel A, recent non-college graduates are persons not currently enrolled in education, aged 22-25, holding a non-university degree. In
Panel B, recent college graduates are persons not currently enrolled in education, aged 23-29, holding a bacheloris degree or higher.
European Union (27) refers to the weighted average of the 27 EU countries.

Source: OECD estimates based on the Australian Labour Force Survey, the Canadian Labour Force Survey (PUMFs), the
European Union Labour Force Survey (EU-LFS) for the European Union, and the Current Population Survey (CPS) for the United States.

StatLink —= https://stat.link/ng3sdf

Annex Figure 1.A.10. Trends in Al online job postings
Share of job postings on Indeed containing Artificial Intelligence (Al) terms in percentage

Australia Canada (right-side scale) Ireland (right-side scale) United Kingdom United States
France Germany Italy Netherlands
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Note: Al-related postings are identified using keyword searches covering both Al occupations (e.g. fiArtificial Intelligenced, iMachine Learningg,
fiData Sciencet) and generative Al terms (e.g. iGenerative Alo, iLarge Language Models), iChatGPTo). The share of Al-related job postings is
based on a seven-day trailing average. A value of 1% indicates that 1% of all job postings contain Al-related keywords. Further methodological
details are available at: https:/github.com/hiring-lab/ai-tracker (LinkedIn Hiring Lab).
Source: Indeed Al Tracker, https://data.indeed.com/#/ai (accessed on 12 May 2026).

StatlLink ——= https://stat.link/mOou9e
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Annex Figure 1.A.11. Relative index of new job postings in high- versus low-LLM exposure
occupations in European countries

Ratio of the index of new online job postings in high LLM-exposed occupations to the index of new online job
postings in low LLM-exposed occupations, four-quarter moving averages, base 100 in Q4 2019, European countries
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Note: Panels A and B show the ratio of the index of new online job postings in high language-model-exposed occupations (top quintile of the
Language Model Exposure score) to the index of new online job postings in low language-model-exposed occupations (bottom quintile of the
Language Model Exposure score), as developed by Felten, Raj and Seamans (2023(s4)). Series are smoothed using a four-quarter moving
average and indexed to 100 in Q4 2019. New online job postings correspond to job advertisements first published in a given quarter. LLM: large
language model. In Panels C and D, the relative growth in Al talent hiring is defined as the difference between the year-on-year growth rate of
the LinkedIn Al hiring rate and the year-on-year growth rate of the overall LinkedIn hiring rate in the same country. The LinkedIn hiring rate is
measured as the share of Linkedlin members who added a new employer in a given period, divided by the total number of LinkedIn members in
the corresponding location. The Al hiring rate is computed using the same methodology but restricted to members classified as Al talent. Al
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talent includes Linkedin members who have explicitly listed at least two Al-related skills on their profile and/or who are currently employed or
have previously been employed in an Al-related occupation. Values are shown as 12-month moving averages. A positive value indicates that
Al talent hiring is growing faster than overall hiring.

Source: OECD calculations based on Lightcast online job postings and Language Model Exposure score from Felten, Raj and Seamans
(2023;54)) made available in ISCO classification by Nurski (2025(ss)) (Panels A and B); OECD.AI (2026), data from LinkedIn Economic Graph,
last updated 2026-2003-06, accessed on 2026-2005-13, https://oecd.ai/ (Panels C and D).

StatLink —= https://stat.link/okejpw

Notes

! This is the case in Austria, Czechia, Denmark, Finland, France, Germany, Greece, Hungary, Iceland,
Ireland, Lithuania, Luxembourg, Norway, the Slovak Republic, Switzerland and the United Kingdom.

2 It should be noted that vacancies might be overestimated, as employers tend to advertise job openings
without intending to fill them, especially in specialised industries and in larger firms (fighost jobso) (Ng,
202462)).

3https://ec.europa.eu/eurostat/databrowser/view/ei_bsse q r2 _custom 16762528/default/table and http
s:/lec.europa.eu/eurostat/databrowser/view/ei bsin g r2 custom 16762125/default/table.

4 Nonetheless, the share of firms citing lack of labour as one of the factors limiting production are still close
to peak (and much higher than before the pandemic) in the food service sectors in the EU (https://economy-
finance.ec.europa.eu/economic-forecast-and-surveys/business-and-consumer-surveys/download-
business-and-consumer-survey-data/subsector-data_en).

5 https://www.ecb.europa.eu/press/key/date/2025/html/ecb.sp250823~2f476a9a97.en.html.

61t should be noted that significant production of intangible assets in these sectors could distort productivity
measures.

7 https://www.piie.com/research/piie-charts/2019/us-china-trade-war-tariffs-date-chart?.

8 24-1 287 Learning Resources, Inc. v. Trump, 607 US _ (2026).

9 Recent evidence however highlights that the effective tariff rates are significantly lower than those
announced, once exemptions and tariff evasion are taken into account (Gopinath and Neiman, 2026s1;).

10 Most of the data used in this section refer to the fiwages and salarieso component of the Labour Cost
Index (i.e. excluding employeris social security contributions) produced by Eurostat i or similar measure
for non-European countries (see notes to the figures for the details on the countries for which different
wage measures have been used). In addition to separating wages from other labour cost components,
these indicators have two main advantages relative to measures of compensation per hour worked derived
from National Accounts. First, they are generally constructed to follow the evolution of hourly nominal
wages for a constant industry structure, therefore minimising the potential impact of compositional changes
on aggregate wage dynamics. Second, they are available at a more detailed sectoral breakdown than
measures of compensation of employees from National Accounts, allowing the analysis on wage dynamics
by industry of different pay levels of the next section.
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11 Examining wage growth since Q4 2019 instead of Q1 2021 reveals positive wage changes in a greater
number of countries. However, using Q1 2021 as the reference quarter is more relevant than
preZCOVID-19 data (Q4 2019) for analysing the wage recovery from the inflation surge. Nominal wage
index series since Q4 2019 show that the artificial increase in wages induced by composition effects during
the pandemic had subsided by Q1 2021 in virtually all OECD countries (Annex Figure 1.A.7).

12 By contrast, the Danish standardised index of average earnings was only 1.3% above pre-inflation levels
in Q1 2026. This is because the labour cost index used in Figure 1.11 refers to a constant industry structure
and covers all employees, while the standardised index of average earnings is adjusted for both the
industrial and occupational structure and does not include employees in private-sector firms with less than
10 employees.

13 Compositional shifts in the sectoral composition of the workforce are adjusted for in most countries in
Figure 1.11.

4 In the United States the nominal federal minimum wage has remained unchanged since 2009, but state
level minimum wages have risen frequently in recent times, so that the employment-weighted average of
state level real minimum wages has been much been more dynamic than the federal real minimum wage.

15 The actual poverty gap (Figure 1.17) measures the p.p. difference between net equivalised disposable
income expressed as a percentage of median equivalised disposable income, and 50% (the poverty line
is defined as 50% of median equivalised disposable income). It is therefore a measure of relative poverty,
reflecting the shape of the bottom of the income distribution in a given year. In contrast, by anchoring the
poverty line at its 2021 level and focussing on real income, the anchored poverty line better captures
developments in absolute poverty.

16 To enable a comparison of the dynamics between labour costs and profits, this section uses indicators
from the National Accounts (see note to Figure 1.20). Using the income approach, nominal GDP can be
decomposed as 0® 060 00Y YOOV where 0 is the GDP deflator, & is real GDP, GA0 is nominal
compensation of employees, 00" is gross operating surplus, and YOO is nominal taxes. Unit labour costs
and profits are derived by dividing the two relevant GDP components by real GDP. Unit labour costs
increase when growth in compensation exceeds growth in real GDP or, dividing these two components by
hours worked, when growth in compensation per hour worked exceeds growth in labour productivity. This
measure of unit labour costs differs in some important respects from the measure of hourly wages based
on the fiwages and salarieso component of the labour cost index used in the previous sections (see
note 10). Most notably, unit labour costs include employeris social security contributions and do not control
for changes in the sectoral composition of the economy.

17 Unit profits made an unusually large contribution to domestic price pressures during the 2021-2022
inflation surge (OECD, 20233).

18 hitps://www.ech.europa.eu/press/pr/date/2026/html/ecb.pr260617~79dfc49802.en.html.

19 In Australia, however, the contribution of unit profits to domestic price pressures has remained at
historically low levels since Q2 2023, after a sharp drop in that quarter.

20 It should be noted that this decomposition of domestic price pressures provides only a partial picture of
real wage catch-up, as they exclude the distribution of productivity gains between labour and profits.
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21 |n absolute term, there has been an upward trend in the unemployment rate for both graduate and non-
graduate young entrants in these three countries in recent years (Annex Figure 1.A.9).

22 For example, LLMs could replace simpler cognitive tasks, which are widespread within entry jobs, while
more sophisticated expert tasks could be more difficult to automatise. Even if it does not automate more
intensively entry-level jobs, generative Al could have a disproportionate impact on youth unemployment
because any general negative employment shock is likely to have a stronger impact on young people by
making it more difficult for them to enter the labour market.

23 Humlum and Vestergaard (2025us) focusses on Denmark and Klein Teeselink (2025us) on the
United Kingdom.

24 Occupational exposure to language models is an index developed by Felten, Raj and Seamans (2023(s4))
and made available in ISCO classification by Nurski (2025;ss)). It measures the extent to which occupations
are exposed to advances in Al language modelling capabilities.

25 A LinkedIn member is considered Al talent if they have explicitly added at least two Al skills to their
profile and/or they are or have been employed in an Al job. LinkedIn categorises Al skills into 2 mutually
exclusive groups: Al Engineeringd and fiAl Literacyt skills, where, broadly, Al Engineering skills refer to
the technical expertise and practical competencies required to design, develop, deploy, and maintain
artificial intelligence systems, and Al Literacy skills refer to the knowledge, abilities, and critical thinking
competencies needed to understand, evaluate, and effectively interact with Al technologies. The top skills
that comprise the Al engineeringd skill grouping are machine learning, natural language processing,
artificial intelligence, computer vision, image processing, deep learning, TensorFlow, and OpenCV, among
others. The skills that comprise the fiAl literacyo grouping are prompt engineering, GPT-3, GPT-4, stable
diffusion, ChatGPT, Github copilot, generative art, Dall-E, Midjourney and Google Bard. An Al job is an
occupation that requires Al skills to perform the job (https://oecd.ai/en/linkedin).

26 The time lag between the release of ChatGPT (November 2022) and its use by firms might be explained
by the later release dates of the OpenAl API i a prerequisite for building custom applications i and
ChatGPT Enterprise i offering data privacy and security assurances for corporations (Curto Millet and
Iscenko, 2026(s2)). The former was released in March 2023, and the latter in August 2023.

27 These trends are confirmed by Al job postings from the online platform Indeed (Annex Figure 1.A.10).
Al-related postings in Indeed data are identified using keyword searches covering both Al occupations
(e.g. fiArtificial Intelligenced, iMachine Learningo, iData Sciencet) and generative Al terms (e.g. fiGenerative
Alp, iLarge Language Modelso, iChatGPTO).

28 Annex Figure 1.A.11 shows that this finding holds for the vast majority of the 15 EU countries analysed
taken separately.

2 The hiring rate fell from about 4.5% at its 2022 peak to less than 3.5% in 2025
(https://www.apricitas.io/p/the-no-hire-economy).

30 https://news.crunchbase.com/startups/tech-layoffs/.

31 https://www.economist.com/finance-and-economics/2025/11/06/dont-blame-ai-for-your-job-woes.
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32 |inkedIn global data for 2022-2023 shows that the number of applications for remote positions was
increasing, while the number of remote job postings was declining
(https://business.linkedin.com/content/dam/me/business/en-us/talent-solutions/resources/pdfs/future-of-
recruiting-2024.pdf).

33 https://Iwww150.statcan.gc.ca/nl/daily-quotidien/241217/dq241217c-eng.htm and  https://www150.
statcan.gc.ca/nl/daily-quotidien/250924/dg250924a-eng.htm.
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Z Workers, households, regions:
Geographic disparities in labour

market outcomes and the
distribution of income

Sebastian Kénigs, Sérgio Pinto, Javier Terrero-Davila, Juan Andrés Alvarez Mejia

Where people live shapes their employment opportunities and living
standards. This chapter examines geographic inequalities in labour market
outcomes and, in turn, disposable household incomes and income mobility
across small regions in OECD countries. It analyses the extent and drivers
of regional disparities in employment rates, relating them to the geographic
concentration of economic activity and the composition and characteristics
of the local population, and discussing the role of labour mobility across
regions. It examines regional disparities in median disposable household
incomes, their relationship to regional GDP per capita, and their links to
regional labour market outcomes 1 both in the cross-section and over time.
It quantifies the contribution of between-region inequalities to overall
income inequality across households and examines what regional
disparities imply for the prospects of individuals to move up the income
ladder over time.
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In Brief

Key findings

Where people grow up and live shapes their employment opportunities, career progression, and
ultimately their living standards. Large inequalities across regions within countries carry real costs for
economic growth, as the potential of lagging regions remains underexploited. They also pose challenges
to social cohesion if significant parts of the population feel i and in many cases are i falling further
behind relative to their peers in more prosperous places.

This chapter examines geographic inequalities in labour market outcomes and, in turn, the distribution
of disposable household incomes and income mobility across small regions in OECD countries i at
fiTerritorial Level 30 (TL3) in the OECD classification (e.g, Census divisions in Canada, Départements in
France). It complements statistics from existing OECD databases with newly collected data drawn from
both administrative and survey sources, offering i for the first time 7 a granular picture of the interplay
between disparities in labour market outcomes, the distribution of household incomes and peopleis
income mobility at this geographic scale.

The key findings are as follows:

1 Peopleis employment prospects are shaped by where they live. In over half of OECD
countries, employment rates across small regions vary by more than 20 percentage points (p.p.).
Regional disparities in unemployment are equally pronounced: on average, regions in the
worst-performing quintile have unemployment rates more than twice as high as those in the
best-performing quintile 7 a ratio that exceeds four in Italy, Belgium, Canada and the
Slovak Republic.

1 Regional disparities in employment rates remain substantial even though there has been
a period of moderate convergence. In most countries, low-employment regions have had
stronger employment growth than high-employment regions since the early 2010s. This has
narrowed regional dispersion in employment rates by around 50% in Slovenia, Czechia, Estonia,
Ireland, the Slovak Republic and Costa Rica, and more modestly in most other countries. Only 8
out of 29 countries with available data exhibit widening dispersion in employment rates.

1 These disparities do not simply reflect differences in who lives where, but also the
opportunities that regions have to offer. Differences in local population composition i by age,
gender, educational attainment and household structure i account for between one-third and
one-half of the employment rate gap between high- and low-employment regions. Regional
economic performance is a key driver of peopleis employment opportunities, with jobs in
high-value-added services concentrated in a small number of metropolitan regions, often the
capital-city region.

1 Labour mobility does little to narrow disparities in labour market outcomes. People move
from low- to high-employment regions, but at a pace much too slow to make labour mobility
alone a solution for meaningfully reducing labour market disparities. As regions with weaker
labour markets are often geographically close to each other, people seeking better job prospects
often need to relocate a considerable distance. Since people who leave low-employment regions
often share characteristics associated with stronger employment prospects, labour mobility risks
reinforcing existing labour market disparities.
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1 Regional disparities in disposable incomes are substantially narrower than disparities in
GDP per capita. Median disposable household incomes vary most across regions in large
countries with many regions, such as Australia and Canada, and countries where overall income
inequality is high, such as Chile and Israel. In those countries, the highest and lowest-income
regions differ by a factor of two or more, while in several Central European and Nordic countries,
this ratio is as low as 1.1-1.2. Across all countries, regional disparities in disposable incomes are
substantially narrower than disparities in GDP per capita, and in some countries the two
measures are only weakly correlated. This underlines that GDP per capita, while commonly used
as a proxy for income, is a poor measure of regional living standards.

1 Regional disparities in incomes are closely linked to those in employment. In most
countries, regional median disposable household incomes and employment rates are positively
correlated. Trends tell the same story: 10 out of the 14 countries where regional employment
gaps narrowed since the early 2010s also saw regional income dispersion decline; all three
countries where regional employment gaps widened also saw an increase in regional income
dispersion. This underlines the role of labour earnings as the primary channel through which
regional economic conditions impact household incomes. It also suggests that policies
targeting regional labour market disparities can be effective at reducing regional
disparities in living standards.

1 Incomes in capital regions are higher and more unequally distributed than elsewhere, as
these regions attract a disproportionate share of high-income households. Other metropolitan
regions beyond the capital record on average median incomes and inequality levels broadly in
line with the national values; non-metropolitan regions have on average both lower median
incomes and inequality.

1 However, most household income inequality occurs within regions, not between them.
Even in countries where regional income disparities are wide, between-region differences
account for only a small fraction of overall inequality, typically around 5%. Within any given
region, disposable household incomes vary widely, and it is these differences across households
within regions that strongly dominate, representing the remaining 95% of overall income
inequality.

1 People in low-income regions have weaker prospects for upward mobility. Even though
regional income disparities represent only a modest fraction of total income inequality,
compounding disadvantages mean that people living in low-income regions have lower chances
of climbing the income ladder over time, suffer a greater risk of income stagnation, and face a
higher likelihood of remaining stuck at the bottom of the distribution.

Introduction

Where one lives shapes job opportunities and living standards. Firms are drawn to the better infrastructure,
connectivity, services and human capital that prosperous regions offer (OECD, 20231;; OECD, 2025(2).
This creates a feedback loop in which these regions attract more and higher-productivity employers, while
other regions fall behind (Moretti, 20123}; Bilal, 20234]). Since employment is the primary source of income
for most households, and the main channel for peopleis upward mobility, regional disparities in labour
market outcomes can translate into unequal opportunities for income progression over the life course, and
ultimately into persistent disparities in living standards. While people can move to take up opportunities
elsewhere, financial and non-financial barriers, such as housing costs, the desire to preserve social
networks, and high transportation costs constrain geographic mobility in practice (Ganong and Shoag,
2017s;; Spring, Gillespie and Mulder, 2023}; OECD, 202577). And since it is often the young and more
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educated who do leave economically lagging areas (De la Roca, 2017(g;; Causa and Pichelmann, 2020yq),
geographic mobility can reinforce regional inequalities.

Persistent regional inequalities carry large economic and societal costs. If economic opportunities are
concentrated in few locations, this makes economies less resilient and leaves growth potential in lagging
regions untapped (OECD, 2012p10;; lammarino, Rodriguez-Pose and Storper, 201811;; OECD, 2023y).
With the right regional development policies (OECD, 2023p12; OECD, 202513), these regions could
contribute far more to national output. Among residents of lagging regions, the perception of being
economically left behind can undermine trust in democratic and economic institutions and erode social
cohesion (McKay, Jennings and Stoker, 2021p14;; Mitsch, Lee and Ralph Morrow, 2021ps); Stroppe,
202316]).

This chapter studies regional disparities in labour market outcomes and, in turn, disposable household
incomes and income mobility in OECD countries. It focusses on disparities across small regions
i fiTerritorial Level 30 (TL3) in the OECD classification i a geographical level below that available from
cross-country microdata, such as the Eurostat distributions of the EU-LFS and the EU-SILC, in many
national labour force surveys (LFS) and most household surveys across OECD countries. It draws on a
major data collection effort that complements statistics from existing OECD databases with a range of
newly collected indicators drawn from both administrative and survey microdata, offering i for the first
time 1 a granular picture of the interplay between disparities in labour market outcomes, the distribution of
household incomes and peopleis income mobility at this geographic scale (for a detailed overview of the
data sources, see Box 2.1 and Annex 2.A to Annex 2.C). This level of granularity matters: smaller
geographical units reveal disparities that larger units may mask by averaging out local variation. The high
granularity of the data also makes it possible to map urban-rural disparities in labour market outcomes and
household income distributions, using the OECD typology classifying TL3 regions by their access to cities
(Fadic et al., 2019p17)). The chapter covers the period from the early 2010s onwards, tracing regional
disparities from shortly after the peak of the Global Financial Crisis (GFC) to the present.

This is the first Employment Outlook chapter on the geography of labour markets in two decades i since
a chapter in the 2005 edition examined the persistence of regional disparities in employment and the role
of geographic mobility (OECD, 20051g)). It directly draws on the results from several streams of OECD
work studying geographic disparities in labour market outcomes (OECD, forthcomingi9j), the distribution
of household incomes (OECD, forthcomingzo) and regional income convergence (European Commission,
2024213), and the accessibility of essential services (Almeida et al., 202422;). The chapter builds also on a
range of earlier OECD work on labour markets at TL3 and local levels (Cho and Jeon, 202523;; OECD,
2025(7;; Ahrend et al., 2026p24;; Ahrend et al., 2026[25)); on how megatrends have been shaping the
geography of labour markets (OECD, 2018p2¢j; OECD, 2023271; OECD, 20242g)); and on regional disparities
in GDP per capita and disposable household income per capita using regional accounts data (OECD,
20231;; OECD, 2024p29).1 The chapter contributes to broader OECD efforts to integrate administrative
employment and income data into cross-country analysis at subnational levels (OECD, 20233q; OECD,
2025(2;; OECD, 2025(7; Ahrend et al., 202624)).

The remainder of the chapter is structured as follows. Section 2.1 documents large and persistent
differences in labour market outcomes, showing that these reflect not only peopleis characteristics but also
disparities in the opportunities that places offer. It also highlights the limits of geographic mobility as a
solution to eliminate these disparities. Section 2.2 documents disparities in the distribution of disposable
household incomes, examining both income levels and inequality across household within regions. It
shows that regional income disparities are substantially narrower than corresponding disparities in GDP
per capita, and closely linked to regional disparities in employment. Section 2.3 shows that lower-income
regions offer their residents fewer opportunities for upward income mobility. Section 2.4 provides some
concluding remarks.
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Box 2.1. Overview of data sources

The analysis in this chapter builds on a major data collection effort that has complemented regional
labour market statistics from the OECD Database on Regions, Cities and Local Areas with additional
indicators on labour market outcomes from national sources, and compiled new indicators on the
distribution of household incomes and income mobility over peoplets lives i all at the level of small TL3
regions. Specifically, the different parts of this chapter use data from the following sources:

f  The analysis of regional disparities in labour market outcomes, presented in Section 2.1, draws
on statistical indicators from the OECD Database on Regions, Cities and Local Areas
(https://www.oecd.org/en/topics/regions-cities-and-local-statistics.html;  for 18 countries).
These data were complemented with comparable indicators provided by national statistical
offices (for 13 countries) or calculated directly from national microdata (for Chile);

1 The analysis of regional disparities in disposable household incomes, presented in Section 2.2,
builds entirely on newly collected data on the level and distribution of disposable household
incomes across regions, and across households within regions. For 15 countries, these data
were provided by national statistical offices, drawn from survey or administrative microdata; for
9 countries, results were calculated by the OECD from microdata from administrative sources
(for 4 countries), the Luxembourg Income Study (LIS) database (for 4 countries) and national
survey microdata (for Chile);

f  The analysis of regional disparities in peopleis income mobility, presented in Section 2.3,
presents calculations based on administrative income microdata for a selection of OECD
countries, carried out by the OECD (for 3 countries) and provided by national authorities (for
3 countries).

Certain pieces of analysis on labour market outcomes in Section 2.1 are equally based on calculations
carried out by the OECD using microdata from administrative sources or the LIS database.

Since the results presented in this chapter are based on data from various different sources i primarily
administrative registers (tax, social security, population and public-employment-service records); in
some cases population censuses or large surveys i they are somewhat less harmonised than official
OECD labour market and income statistics derived from highly standardised labour force and
household surveys. Considerable care has been taken in the preparation of this chapter to identify
sources of data that are sufficiently comparable, to harmonise the microdata as far as possible, and to
document any remaining differences in coverage and definitions. For a detailed overview of the data
sources used in the various parts of the analysis, see Annex 2.A to Annex 2.C.

A general challenge when comparing regional outcomes across countries is that the size and population
of TL3 regions can vary substantially T even between countries with similar populations and territorial
extension. This can affect the results in cross-country comparisons as, ceteris paribus, measured
regional inequalities are usually larger for smaller geographical units of analysis. There is no obvious
solution to this issue. No alternative territorial classification exists that would offer more homogeneous
geographical units at a comparable level of granularity. Commuting zones are an obvious alternative,
but they are unavailable in many OECD countries and, where they exist, they also vary in size and
population across countries due to country-specific methodologies. Functional Urban Areas (FUAS),
while constructed using a harmonised methodology, are limited to urban areas and do not cover the
entire territory.

A methodological point to keep in mind is that most labour market indicators presented in this chapter
are computed at peopleis place of residence, not their place of work. Commuting across regional
boundaries, and across national borders, can distort regional labour market statistics as workers
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contribute to economic activity in a region that is different from their region of residence. Earlier OECD
analysis has addressed within-country commuting by aggregating metropolitan TL3 regions into a
single unit in cases where at least 50% of the population of each constituent region lived in the same
FUA of at least 250 000 inhabitants (OECD, 202429). This chapter has not adopted a comparable
approach: while the labour market statistics presented in Section 2.1 could have indeed been easily
aggregated across metropolitan regions, the same does not hold for the regional median incomes and
Gini coefficients presented in Section 2.2. For consistency, the chapter therefore considers
metropolitan TL3 regions separately even if they host the same FUA, flagging the role of commuting in
the discussion of results where relevant.

2.1. Regional disparities in labour market outcomes

Employment represents the primary source of income for most households and the most important channel
for upward mobility. Yet, in most OECD countries, high-productivity firms (Bilal, 2023y4; Menon and
Vermeulen, 2026315), innovation (Usai, 201132;) and economic activity remain unevenly distributed across
regions, with significant implications for the regional distribution of labour market opportunities (OECD,
20231; OECD, 2025(7). Drawing on aggregate, TL3-level labour market statistics and microdata analysis
for selected countries, this section documents regional disparities in labour market outcomes and
examines the mechanisms behind them. The analysis suggests that regional economic performance plays
a central role in shaping peopleis employment opportunities. It also illustrates that labour mobility alone is
not sufficient to narrow regional disparities, underlining the need for place-based policies.

2.1.1. Peopleis employment prospects are shaped by where they live

Despite favourable labour market conditions across most OECD countries, people experience very
different employment outcomes depending on their region of residence. While employment and labour
force participation have reached record levels in most OECD countries (see Chapter 1), these national
averages mask substantial disparities in employment and unemployment rates across regions within
countries. Across OECD economies with comparable data, the average gap in employment rates between
high- and low-employment regions i defined as those in the top and bottom quintiles of regions within each
country i stands at 11.4 p.p. (Figure 2.1, Panel A). Regional gaps in employment rates differ significantly
across countries: they are largest in Italy (24.8 p.p.), Canada (17.4 p.p.) and Israel (17.3 p.p.), but much
smaller in Czechia (3.2 p.p.), Sweden (5.6 p.p.) and the Netherlands (5.8 p.p.). Still, in over half of OECD
economies, the range across regions exceeds 20 p.p. Regional disparities in unemployment rates are
similarly pronounced. On average across the OECD, the unemployment rate in the lowest-performing
quintile of regions is more than twice that in the highest-performing quintile; the ratio exceeds four in Italy,
Belgium, Canada and the Slovak Republic (Figure 2.1, Panel B). Overall, these regional disparities are
larger than those identified in recent OECD analyses for large TL2 regions (OECD, 2023p7; OECD,
202428); OECD, 2025p2), which highlights the importance of examining labour market outcomes at finer
geographic scales.
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Figure 2.1. Regional disparities in labour market outcomes are large in most OECD countries
Employment and unemployment rates across TL3 regions, 2024 or latest available year
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Note: Light-blue diamonds show the averages across regions in the bottom quintile of regional employment and unemployment rates, weighted
by the working-age population; dark-blue diamonds show the top quintile average. In Panel A, countries are sorted by the employment rate in
high-employment regions in descending order; in Panel B, they are sorted by the unemployment rate in low-unemployment regions in ascending
order. Employment and unemployment rates refer to the population aged 15 to 64, with minor differences in DNK and GBR for employment
rates (16-64) and DNK for unemployment rates (16-64). Non-comparable countries are those for which age thresholds differ more substantially:
JPN (15+), NLD (15-75), and TUR (15+), and for unemployment rates only: FIN (15-75), and POL (18-65 for men, 18-60 for women). In POL,
employment rates are not fully comparable as they exclude workers in civil law contracts (umowy cywilnoprawne). In some countries, a small
number of regions is excluded from the analysis or aggregated due to data limitations (see Annex Table 2.D.1 for a complete list). iAveraged
gives the unweighted average across OECD countries excluding non-comparable countries.

Source: OECD calculations based on the OECD Database on Regions, Cities and Local Areas, https://www.oecd.org/en/topics/regions-cities-
and-local-statistics.html (accessed in February 2026) and data collection by the OECD. See Annex Table 2.A.1 for further details.

StatLink —= https://stat.link/sjcyao

Regional employment disparities often map to long-standing differences in regional productivity (OECD,
202429)), as discussed further below in this chapter. In several countries, these divides follow persistent
geographic cleavages: employment rates in the Italian Mezzogiorno continue to lag the more industrialised
North; in Belgium, Wallonia trails Flanders; and the eastern regions of both Germany and Poland have yet
to close the employment gap with the rest of the country. Regions hosting the capital tend to be the most
productive (OECD, 202429]), and exhibit higher employment rates than elsewhere in most OECD countries.
The picture is more nuanced for unemployment. Some remote regions, particularly in the Nordic countries
and in New Zealand, exhibit low unemployment, but their tight local labour markets mainly reflect limited
labour supply rather than economic dynamism; in Austria, Denmark and Norway, capital regions record
high unemployment.

These within-country disparities in employment rates are, on average, as significant as those observed
between best- and worst-performing OECD economies, yet many labour market policies are designed and
implemented at the national level. In many OECD countries, a single minimum wage applies nationwide,
even if wage setting institutions are often formally required to assess its impact across geographies. Other
policy areas, including active labour market policies, are also relatively centralised in principle: subnational
governments hold formal competences in only about two out of five OECD countries (OECD, 2023;33)). In
practice, however, regional and local authorities often assume a more prominent role than their formal
mandates suggest (OECD, 2025(z4)).

These large regional disparities in employment outcomes persist despite a period of moderate
convergence since the early 2010s. The Global Financial Crisis (GFC) had an asymmetric impact on
regional employment, intensifying pressures for industrial restructuring in many local labour markets
(Ahrend et al., 2026p25)) T see also Chapter 3. Capital cities felt the immediate shock more acutely (Dijkstra,
Garcilazo and McCann, 2015(35)), but regions with lower pre-crisis labour market dynamism ultimately
experienced greater job losses (Fratesi and Rodriguez-Pose, 2016(36]). Across the European Union, the
crisis led to a sudden increase in regional labour market disparities (European Commission, 201337;
European Commission, 2014zg). The dynamics shifted from the early 2010s onwards, when steady
economic growth and improving labour market conditions contributed to a narrowing of regional gaps in
employment rates across most OECD countries.

Empirically, such convergence processes can be described using two well-established metrics (Barro and
Sala-i-Martin (1992;39]), see Box 2.2 for a more technical description):

f Sigma (,,) convergence, which measures whether the dispersion of employment rates across
regions narrows over time. This is captured by the percentage change in the coefficient of variation,
which measures dispersion relative to the mean, allowing for meaningful comparisons across
countries. A negative percentage change indicates that regional employment rates are converging
toward the mean.
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f Beta ( ) convergence, which measures whether low-employment regions are catching up with
high-employment regions. A negative coefficient indicates that regions with lower initial
employment rates experienced faster subsequent growth.

Box 2.2. Measuring convergence in labour market outcomes across regions

This chapter uses two complementary metrics to assess whether employment rates across TL3 regions
converge over time. All indicators are weighted by the working-age population to account for cross-
regional differences in population.

Sigma (Q) convergence

Sigma convergence measures whether the dispersion of employment rates across regions narrows
over time. To measure it, this chapter uses the percentage change in the coefficient of variation (CV).
The CV is calculated as:

0w =
where ,, and “ are the standard deviation and mean of employment rates across TL3 regions, both
weighted by the regional working-age population. The standard deviation measures how far regional
employment rates typically deviate from the average, with higher values indicating greater dispersion
across regions. However, raw standard deviations are difficult to compare across countries or over time
because the same absolute spread can have different implications depending on the baseline level.
For example, a 2 p.p. standard deviation represents greater relative dispersion in a country with lower
employment rates. The coefficient of variation addresses this issue by producing a unit-free measure
that expresses dispersion as a share of the mean regional employment rate.

The percentage change in the CV over time ——— indicates how this relative dispersion has evolved.

A negative value indicates that regional employment rates have become less dispersed, i.e. have
converged towards the mean.

Beta (/3) convergence

Beta convergence measures whether regions with lower initial employment rates experience faster

subsequent growth. A negative coefficient typically signals a catch-up process of lagging regions, but

can also describe a case of leading regions falling behind. It is estimated using the following regression:
p Ol0Q;  OiqoQ;
€ 0woQ ;

| T 0O1&0Q ; -

where 01®0Q; is the employment rate in TL3 region 0 at time 0, 01®0Q; is the employment rate &
years earlier, and therefore the dependent variable represents the average annual growth in the
employment rate over the period. Observations are again weighted by the working-age population. A
negative -coefficient indicatest -convergence: regions with lower initial employment rates grew faster
than those with higher initial rates. -convergence is necessary, but not sufficient, for ,,-convergence.
If initially low-employment regions grow so rapidly that they overtake initially high-employment regions,
the resulting re-ranking can leave overall dispersion unchanged or even wider at the end of the period.

Based on these metrics, 21 of the 29 countries for which regional employment rates can be traced back to
the early 2010s have experienced both catching up by lagging regions (b-convergence) and a narrowing
of relative disparities across regions (0-convergence) (Figure 2.2). The reduction in dispersion has been
particularly strong in countries such as Slovenia, Czechia, Estonia and Ireland i close to or exceeding
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50% of the mean i but modest in most other countries and almost negligible in Germany, the Netherlands
and the United Kingdom. Only two countries, Latvia and Switzerland, show the opposite pattern: increasing
dispersion, and high-employment regions pulling further ahead. Finally, Chile, Lithuania and Norway
present a less intuitive case, combining b-convergence with G-divergence. This occurs when initially
low-employment regions overtake initially high-employment regions, and dispersion at the end of the period
is wider than at the start.

Figure 2.2. Low-employment regions have been catching up, narrowing regional disparities

Sigma- (left-axis) and Beta-convergence (right-axis), TL3 regions, early 2010s to latest available year
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Note: Change in dispersion relative to the mean (Sigma (,,) convergence) is expressed as the percentage change in the coefficient of variation,
whereas the extent of catch-up (Beta (b) convergence) is captured by the b-coefficient of a linear regression of annual growth in the employment
rate on initial employment levels. Employment rates refer to the population aged 15 to 64, with minor differences in DNK and GBR (16-64). Non-
comparable countries (marked with *) are those with more substantial differences in age thresholds: JPN (15+) and NLD (15-75). The period of
analysis is 2010-2024, or the closest available years. In some countries, a small number of regions is excluded from the analysis or aggregated
due to data limitations (see Annex Table 2.D.1 for a complete list). iAveraged gives the unweighted average across OECD countries excluding
non-comparable countries.

Source: OECD calculations based on the OECD Database on Regions, Cities and Local Areas, https://www.oecd.org/en/topics/regions-cities-
and-local-statistics.html (accessed in February 2026) and data collection by the OECD. See Annex Table 2.A.1 for further details.

StatlLink —= https://stat.link/wo8iy1

Previous academic literature also documents large geographic disparities in other labour market outcomes.
Recent empirical work suggests that wage inequality across local labour markets has roughly doubled in
Canada, Germany and the United States since the 1970s, and more than tripled in the United Kingdom
(Bauluz et al., 2024p0)). This process of divergence has reversed or stalled in the last decade in large
European economies, but not in Canada and the United States. Later in this chapter, Section 2.2 illustrates
that regional differences are also large for disposable household incomes, i.e. incomes after redistribution
through taxes and government transfers.

That regional disparities in labour market outcomes remain so large even after years of convergence points
to structural factors on both sides of the labour market. On the labour supply side, workers in some regions
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may have characteristics that make them less employable, such as lower levels of educational attainment.
On the labour demand side, some regions benefit from a concentration of economic activity that attracts
productive firms, increasing the availability of jobs. This distinction is more blurred in practice, as supply
and demand reinforce each other: skilled workers attract productive firms, and productive firms attract
skilled workers (Moretti, 2010p41;; Combes and Gobillon, 20152)). This self-reinforcing dynamic is partly
what makes regional employment disparities so persistent.

The next two subsections present descriptive evidence on these dynamics, focussing primarily on
employment rates, where data coverage across OECD countries is more complete. Consistent with recent
empirical research (Card, Rothstein and Yi, 202343)), the results suggest that workersi characteristics
explain only part of geographic disparities in employment, and that place-based factors play a significant
role.

2.1.2. Workers are different across regions, but this alone cannot explain regional
employment disparities

Workers differ substantially across regions, but this explains only a limited share of regional employment
gaps. Working-age people in low-employment regions, defined again as regions in the bottom quintile of
employment rates, have on average characteristics associated with weaker employment prospects. For
instance, they are more likely to have left education before completing high school and to live with
disabilities (Figure 2.3, Panels A and B). However, such differences only go so far in explaining regional
disparities. Across most countries for which microdata at the TL3 level are available, residents of low-
employment regions remain significantly less likely to be employed than those in high-employment regions
even after accounting for differences in age, gender, education, household composition, and migration
background (Figure 2.3, Panel C). Differences in peopleis observable characteristics explain only between
a third and half of the observed gap in regional employment rates across countries. These results align
with previous empirical research on employment at higher geographic levels in the United Kingdom
(Overman and Xu, 20244)) and Spain (LopezZBazo and Motellén, 2013s)). Lithuania and Czechia are the
only countries where the regional employment gap becomes statistically insignificant after accounting for
observable characteristics, though relatively small sample sizes in these countries mean that this should
be interpreted with caution.

One limitation of these results is that workers in regions with weaker labour markets may differ in ways not
captured in the data, such as innate ability, motivation or propensity for risk-taking. However, empirical
research addressing this point, notably by tracking people who move across regions and observing how
their labour market outcomes evolve, reaches similar conclusions. Evidence from the United States
suggests that the sorting of higher-skilled workers into stronger labour markets explains only around half
of geographic earnings differences (Card, Rothstein and Yi, 202343]), while evidence from France points
to a more limited role for sorting in explaining geographic differences in job separation rates (Bilal, 20234)).
These results might even understate the importance of geography, as they do not account for the additional
skills that workers gain over time by living in more productive regions (Roca and Puga, 20164s)).

The role of place in shaping employment opportunities is particularly pronounced for groups with weaker
labour market attachment, such as young people, those with lower educational attainment, and women.
While these groups have lower employment rates everywhere, the gaps are often larger in regions with
weaker labour markets. For instance, in Chile, the gender gap in employment rates is 18.2 p.p. in high-
employment regions but rises to 27.9 p.p. in low-employment regions. Similarly, in the Slovak Republic,
the employment gap between individuals with and without tertiary education is only 1.7 p.p. in high-
employment regions, but nearly 20 p.p. in low-employment regions.
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Figure 2.3. Workers) observable characteristics explain alimited part of regional disparities in
employment outcomes

Differences in workforce characteristics (Panels A and B) and the gap in the likelihood of employment
(Panel C) between high- and low-employment TL3 regions, 2024 or latest available year
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Note: High-employment regions refer to those in the top quintile of employment rates within each country; low-employment regions correspond
to those in the bottom quintile. Indicators are computed for people aged 25-64. Cross-country disparities in Panel B should be interpreted with
caution given potential cross-country differences in the underlying definition of disability status. Panel C estimates are derived from ordinary
least squares (OLS) regressions at the individual level, with and without controlling for individual and household characteristics (age, educational
attainment, migration status, gender, disability status and household composition). Data are missing on disability status in BEL, DNK and EST,
on household composition in CHL and on migration status in LTU. In some countries a small number of regions is excluded from the analysis or
aggregated due to data limitations (see Annex Table 2.D.1 for a complete list). Error bars indicate 90% confidence intervals.

Source: OECD calculations based on microdata from administrative records (AUT, BEL, EST), the Luxembourg Income Study (LIS) database
(CZE, DNK, ISR, LTU, SVK), and CASEN (CHL).

StatlLink —= https://stat.link/padcOv
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2.1.3. Regional economic performance is a major driver of employment disparities
across regions

Regional economic performance plays a central role in shaping geographic disparities in labour market
outcomes. This happens through two interrelated mechanisms. First, more productive firms tend to
concentrate in higher-productivity regions (Lindenlaub, Oh and Peters, 2022p7; Bilal, 20234)). While part
of this regional productivity variation reflects differences in human capital as explored in the previous
section, empirical studies suggest that these account for only 20% to 35% of the gap in the United States,
(Hanushek, Ruhose and Woessmann, 2017pg]), and a smaller share in Europe (Beugelsdijk, Klasing and
Milionis, 201749)), with place-based factors such as infrastructure, capital, and local institutions explaining
the remainder. Second, once high-productivity clusters take hold, they generate agglomeration economies
i faster matching between employers and employees, knowledge transfers across firms, and denser
networks of suppliers and clients (Combes and Gobillon, 2015u2)) i which further raise the productivity and
attractiveness of these regions.

This mechanism can create a virtuous cycle that strengthens employment opportunities in leading regions:
regions with greater productivity attract productive firms, increasing the availability and quality of
employment. Lagging regions face the opposite dynamic. As productive firms relocate toward more
developed areas, employment in left-behind places contracts, and the firms that remain tend to offer less
attractive job opportunities. Previous OECD work relying on firm-level data for Italy and Spain suggests
that firms in less developed regions are smaller, and 20% to 30% less productive than comparable firms
elsewhere (Menon and Vermeulen, 202631)).

Indeed, across OECD countries, employment outcomes are closely tied to regional productivity, with
regions that have persistently ranked in the bottom quintile of GDP per worker over the past 15 years
showing employment rates 4.5 p.p. lower than the most productive regions (Figure 2.4, Panel A). Austria
and Switzerland exhibit strong employment gaps in the opposite direction. In Austria, this reflects strong
commuting flows into Vienna from surrounding regions. Because employment is measured at the place of
residence and productivity at the place of work (see Box 2.1), commuters raise employment rates and
aggregate income in their home regions while their output is recorded in Vienna. As a result, Vienna
combines high productivity with a comparatively low employment rate, and notably an overrepresentation
of people with weaker labour market attachment, such as students and recent immigrants (OECD, 2025(7)).
In Switzerland, Geneva and Basel-Stadt boast high productivity due to the concentration of financial and
pharmaceutical firms. Resident employment rates in both cantons are supressed by a large foreign-born
population, who exhibits weaker labour market attachment particularly among women (Lacroix and Vidal-
Coso, 2018s0). Long-term unemployment provides further evidence of limited job availability in
low-productivity regions: rates are nearly twice as high in the least than in the most productive regions
across countries with available data (Figure 2.4, Panel B). The size of this gap differs across countries: it
is much narrower in Northern European countries and wider in Southern Europe, Hungary and the
Slovak Republic.
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Figure 2.4. Peopleis labour market outcomes are substantially worse in low-GDP-per-worker
regions

Gap in labour market outcomes between TL3 regions with persistently high and low GDP per worker, 2024 or latest
available year
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Note: Regions with persistently high (low) GDP per worker are those belonging to the top (bottom) quintile of their respective countries in most
of the last 15 years. GDP per worker is defined as regional output divided by workplace employment, which includes commuters from other
regions and cross-border commuters. The diamonds capture the averages of both groups, weighted by the working-age population. Employment
and long-term unemployment rates refer to the population aged 15 to 64, with minor differences for employment in DNK and GBR (16-64). Non-
comparable countries are those with more substantial differences in age thresholds, such as JPN (15+) and NLD (15-75), as well as POL, where
employment rates exclude workers in civil law contracts (umowy cywilnoprawne). In Panel B, long-term unemployment rates measure the share
of the labour force that has been unemployed for 12 months or more. In some countries, a small number of regions is excluded from the analysis
or aggregated due to data limitations (see Annex Table 2.D.1 for a complete list). fiAveraged gives the unweighted average across OECD
countries excluding non-comparable regions.

Source: OECD calculations based on the OECD Database on Regions, Cities and Local Areas, https://www.oecd.org/en/topics/regions-cities-
and-local-statistics.html (accessed in February 2026) and data collection by the OECD. See Annex Table 2.A.1 for further details.

StatLink —= https://stat.link/igeh8u
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The progressive transformation of OECD countries into knowledge-intensive economies since the 1970s
has contributed to the concentration of high-productivity employment in fewer locations. Manufacturing
firms were often spread out geographically, responding to the local availability of infrastructure, raw
materials, and cheap labour; as transport costs fell production dispersed even further across regions
(Glaeser and Kohlhase, 2004s1). Knowledge-intensive industries work differently. Their productivity
depends on the density of skilled workers and the face-to-face interactions that drive innovation and
learning in specific locations, often cities (Moretti, 20123)). Over the previous decades, these dynamics
have resulted in a growing concentration of high-productivity firms in a small number of metropolitan areas
(Clarke, Martin and Tyler, 2016(s2;; Kemeny and Storper, 2020;s3)), even if the labour market recovery since
the GFC has brought some regional convergence in employment outcomes in more recent years
(Figure 2.2). Meanwhile, regions previously specialised in manufacturing have faced pressure to shift their
industrial structure (Ahrend et al., 2026[24)) and have become increasingly vulnerable to employment
shocks, which often leave long-lasting scars on local labour markets (Autor, Dorn and Hanson, 2016s4j;
Celli, Cerqua and Pellegrini, 202355, Vermeulen and Braakmann, 2023is¢)) 1 see also Chapter 3.

In most OECD countries, employment in high value-added services is disproportionately concentrated in
capital-city regions, while the share of such jobs in other metropolitan regions is closer to that of
non-metropolitan regions (Figure 2.5). Unlike employment rates, sectoral employment is measured by
place of work; these shares therefore capture where high-value-added activity is located. On average
across OECD countries where data are available, 26.6% of all jobs in capital-city regions are in
high-value-added services, compared to 17.8% in other metropolitan regions and just 12.5% in
non-metropolitan regions. Switzerland and Australia, countries where the capital city is relatively small
compared to other urban centres, represent exceptions. In Switzerland, jobs in high-value-added services
are concentrated in larger metropolitan regions, such as Geneva and Zurich, rather than in Bern. In
Australia, several larger metropolitan regions beyond Canberra, including Melbourne and Sydney, account
for a significant share of this type of employment. In Belgium, Greece, Italy and the Netherlands, capital-city
regions dominate, but high-value-added services are more evenly spread across other metropolitan
regions than is typical across the OECD.

A similar but much less pronounced pattern holds for employment rates more broadly. Across countries
with available data, capital-city regions tend to have somewhat higher employment rates, while other
metropolitan and non-metropolitan regions perform broadly similarly (Annex Figure 2.E.1). That not all
metropolitan regions are thriving equally is also reflected in population dynamics: OECD metropolitan
regions expanded their population by 15% on average between 2001 and 2021, outpacing
non-metropolitan regions; however, more than one-in-five metropolitan regions experienced population
decline over the same period (OECD, 2025(s7)).
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Figure 2.5. High-value-added jobs are disproportionately concentrated in capital-city regions

Share of employment in high-value-added services by region type, 2023 or latest available year
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Note: Employment by economic activity at TL3 level is recorded by place of work and is available only at broad sectoral aggregations. High-
value-added services are proxied by employment in information and communication (NACE J), financial and insurance activities (NACE K), and
professional, scientific, technical, administrative and support services (NACE M-N). The OECD typology for small (TL3) regions by access to
cities classifies regions based on the presence/absence of metropolitan areas and the extent to which the latter is accessible by the population
living in each region (Fadic et al., 20191177). According to this typology, TL3 regions are classified as fimetropolitand if more than half of their
population lives in a Functional Urban Area (FUA) of at least 250 000 inhahitants and as finon-metropolitand otherwise. Capital-city regions
aggregate TL3 regions belonging to the metropolitan area of the capital city of a country (OECD, 202429)). Data refer to 2023, except for GRC,
IRL, ITA, LTU, POL, SVK, SVN (2022) and CHE, FIN, NLD, NOR, PRT (2021). In some countries, a small number of regions is excluded from
the analysis or aggregated due to data limitations (see Annex Table 2.D.1 for a complete list). iAveraged gives the unweighted average across
OECD countries.

Source: OECD calculations based on the OECD Database on Regions, Cities and Local Areas, https://www.oecd.org/en/topics/regions-cities-
and-local-statistics.html (accessed in February 2026).

StatLink —= https://stat.link/qi32hj

2.1.4. Workersi mobility is not sufficient to narrow regional disparities in labour market
outcomes

Within-country mobility could, in principle, contribute to narrowing regional disparities in employment
outcomes if people with limited job prospects relocated from weaker to stronger labour markets. Supporting
mobility for those who wish to move in search of better opportunities has been shown to improve job
matching (OECD, 20257), and should therefore play a role as part of broader strategies to reduce regional
labour market imbalances i see also Chapter 3. However, the evidence in this section suggests that labour
mobility is not sufficient to close existing regional employment gaps, and may sometimes even reinforce
them.

Mobility from low- to high-employment regions is rather limited in magnitude. Across countries with
available data, regions with persistently low employment i defined as those in the bottom quintile of
employment rates within each country for most of the past 15 years i experienced annual net migration
outflows of 0.25% of their population; meanwhile, high-employment regions experienced annual net inflows
of approximately 0.15% from other parts of the country (see Figure 2.6). Mobility is considerably more
pronounced in the Slovak Republic, Korea and Estonia, which drive up the OECD average, but very limited
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