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Executive Summary

Higher value-added
employment contributes to
higher economic growth
because it is more
productive.



amaica’s unemployment rate is

at a historic low, but meaning-

ful economic growth remains

elusive. The unemployment rate
fell to 6.2 percent in April 2022, but eco-
nomic growth which averaged around
1 percent for the last three decades, has
improved only marginally to 1.2 percent
in the four years preceding the pandemic.
What appears to be happening is that em-
ployment is rising substantially while the
increase in economic growth is negligible,
a phenomenon termed “growthless jobs”
The shortfall in growth, “the growth gap,”
stands at 8.6 percent of its 2015 GDP. This
growth gap exists in the context of years
of reforms aimed at stabilising the macro-
economy, reducing unemployment, and
increasing economic growth, and thus
requires close examination. The limited
literature that exists on the phenomenon
suggests that growthless jobs may poten-
tially arise from shortfalls in how GDP is
measured, limited access to private sec-
tor credit, or because new jobs are low in
quality or are labour-intensive.

This study found that the GDP method-
ology used by Jamaican authorities likely
represents an accurate and consistent ac-
count of the Jamaican economy, including
the value of digital transactions. Produc-
tion by small businesses and informal ac-
tivities, are also measured in the system
using multiple sources of primary and
secondary data. Nevertheless, the Jamai-
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can system is dated, and the global system
from which it derives does not classify dig-
ital transactions optimally. This has trig-
gered a revision of the GDP due for 2025.

Credit availability can directly impact cap-
ital accumulation and overall economic
performance, and thus could influence
growthless jobs. Credit enables entrepre-
neurs to invest in capital which improves
the worker-capital ratio and increases total
output. Jamaica’s credit to GDP ratio aver-
aged 27 percent between 1991 and 2020.
This is far lower than that of other upper
middle-income countries at 84 percent.
This means that Jamaican firms are limit-
ed in their ability to expand through credit
(accessibility). The lack of sufficient finan-
cial depth and the accompanying shortage
of credit may be a structural factor that has
contributed to the stubborn growth dy-
namic.

Economic growth that correlates with
increased employment is most likely to
come from decent jobs. Between 2015 and
2022, there was an 18 percent decline in
the number of people working part-time,
and a simultaneous 14 percent increase in
the number of persons working full time.
Moreover, the formal share of employ-
ment grew from 40 to 44 percent of the
employed labour force while the share of
informal and agricultural employment
declined to 40 and 16 percent respective-
ly. Additionally, the number of private

sector employees expanded by 18 percent
over the last seven years, accounting for
78 percent of new jobs. The second largest
growth came from employers, growing by
59 percent, and representing 16 percent of
new jobs. Taken together, the data indicate
that employment growth has been largely
due to an increase in decent, full-time, for-
mal sector jobs, and confirms that growth-
less jobs is not arising from growth in low
quality jobs.

There has been sustained growth in low
value-added, labour-intensive employ-
ment. This caused employment and pro-
ductivity to move in opposite directions
resulting in a 7.8 percent decline in na-
tional productivity since 2015. Produc-
tivity declined in seven industries with
the greatest declines being in Real Estate/
Business Activities (43 percent) and Con-
struction (27 percent). Meanwhile, four
major industries registered increases in
productivity, but in only two of these in-
dustries did employment simultaneously
increase. These were Wholesale and Retail
Trade, and Manufacturing with 2.3 and 0.3
percent productivity growth respectively.

The strong inverse relationship between
productivity and employment is thus a
result of diminishing returns when in-
creasingly less skilled workers become em-
ployed. However, these workers are more
employable and they are preferentially em-
ployed. A sustained demand for additional

Falling from 6.3% to 4.2% from 2015 to 2021,

skilled workers experience lower rates of unem-
ployment than less skilled workers.
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labour will eventually draw less skilled,
less productive workers into the work-
force. A sustained demand for addi-
tional labour will eventually draw less
skilled, less productive workers into the
workforce. That is, the economy’s most
productive human resources are already
nearly at full employment, and have been
since seven years ago. Additional produc-
tion has been taken up by less productive
workers, as that is all that is available.
These factors thus comprise structural
issues in the labour force that serve as an
explanation for growthless jobs.

Resulting in part from a weak education
system and emigration, the low-skilled
labour force has lowered growth potential
because of its low productivity and, there-
fore, low economic growth. The obvious
solution is to improve Jamaica’s education
and training levels; this is underway, but

slowly, and from a low starting point. An
adjacent policy concern regards the in-
centives that were introduced to attract
labour-intensive investments, particu-
larly through Special Economic Zones
(SEZs). They have been successful in re-
ducing unemployment. However, since
employment expansion in these indus-
tries has not been matched by increased
output, and given the current tightening
of the labour market, it is appropriate
now to reassess the net benefit of retain-
ing these incentives.

The decline in unemployment, and the
associated growth experienced, howev-
er meagre, is a positive development in
the Jamaican economy. Growthless jobs
is an area of significant policy concern
because, as the country approaches full
employment, the Jamaican economy is
in reach of its productive limits. The lev-

el and quality of workers’ human capital
is the critical variable in understanding
Jamaica’s growthless jobs phenomenon.
The policy options available to Jamaica
are centred around increasing the quan-
tity and quality of human capital through
improving education and training, and
allowing non-Jamaican workers to work
in the country. Other policy “tweaks” in-
clude revising tax incentives to increase
formal sector business and employment,
and to reduce the unfair advantage en-
joyed by certain low-value added, la-
bour-intensive sectors.
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Labour Market Competition

rﬂ_ QJ Reduce the financial and bureaucratic barriers for workers seeking
|

access to the Jamaican labour market. Work permit approvals should
) be dependent solely on demonstrated qualifications, sufficient finan-

cial resources to cover living expenses before finding work, and a

clean criminal record, similar to the requirements for the CARICOM

Single Market and Economy skills certificate.

Shift investment incentives away from subsidising labour in- |

tensive production by reducing the tax benefits that are avail- X
able exclusively to enterprises in these industries.

Formality

Eliminate mandatory statutory deductions not including NIS
(HEART, Education, NHT) for incomes ranging from minimum

wage to 2x minimum wage (equivalent to J$ 1,248,000 as of June,

el

2023).
Increase the Employment Tax Credit (ETC) cap from 30 per- S o
cent to 100 percent when payable income taxes are J$1.5 mil- - -

lion or less. o LY
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Introduction

While the number of people
employed increased by almost
11% between January 2015
and July 2022, GDP increased
by only 2% during that time.



amaicas unemployment rate is

at a historic low, but meaningful

economic growth remains elusive

when considering total annual
economic output (Gross Domestic Prod-
uct or GDP). The unemployment rate,
which had averaged 17 percent from in-
dependence in 1962 up to 2017, and never
went below 9.7 percent, was 6.2 percent in
April 2022." At the same time, economic
growth has historically been and contin-
ues to be low, averaging around 1 per-
cent for the last three decades, including
throughout the high unemployment era.?
The growth rate improved only marginally
to 1.2 percent in the four years preceding
the pandemic. As of January 2023, GDP
is estimated to be just about where it was

GPD growth has
not matched the
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pre-pandemic at US$15.83 billion.?

These growth and employment dynamics
present a paradox given the expected cor-
relation between increased employment
and measurable economic growth. What
appears to be happening instead is that
employment is rising substantially while
the increase in economic growth is negli-
gible. This phenomenon has been termed
“growthless jobs” and stands in contrast
to the more popular anomaly of jobless
growth, where economic output increases
without a commensurate rise in employ-
ment.

The problem of growthless jobs is linked
to low productivity. While the number of

Iil Employment and Output

people employed increased by 10.5 per-
cent between January 2015 and July 2022,
GDP increased by a mere 1.9 percent
during that time (Figure 1). This implies
that labour productivity, or the average
amount of output produced by each work-
er, has fallen. Had labour productivity
remained constant at 2015 levels with the
same growth in employment, GDP would
have increased by 10.5 percent. The short-
fall in growth, what can be considered “the
growth gap,” thus stands at 8.6 percent of
the 2015 GDP.* This means that between
2015 and 2022, 82 percent of the econo-
my’s growth potential was not realised be-
cause of falling productivity.

Employment
ﬁ\/mﬁ—//-

V

employment 0

Increase.
110
100
90
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Source: Author's calculations based on employment and value-added GDP data from STATIN.

The unemployment rate, which had averaged
17% from independence in 1962 up to 2017,

and never went below 9.7%, was down to
6.2% in April 2022.
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This report seeks to identify the cause or
causes of Jamaica’s growth gap. It does
this by first reviewing the relationship be-
tween employment and economic output,
including the unusual but not unheard of
incidence of growthless jobs. The report
then analyses trends observed in seven
years of labour force data and evaluates
the robustness of the national account-
ing methodology in estimating total
GDP, emphasising the valuation of digital
transactions and small business output.’
Based on this examination, the report
will posit evidence-informed recommen-
dations for relevant policymakers regard-
ing what is impeding Jamaica’s econom-
ic growth, and how those impediments
might be mitigated.

This study makes use of Labour Force
Survey data from 2014-2022, published
annually by the Statistical Institute of
Jamaica (STATIN). This data was anal-

a

Between 2015 and 2022, 82 percent of the economy’s
growth potential was not realised because of falling
productivity.

ysed to identify trends in employment,
especially with respect to employment
growth, type, industry, and demographic
characteristics of the labour force. STA-
TIN was also the source of economic
data and technical documents detailing

Jamaica’s national accounting methods.
Additionally, the analysis was supported
by research done on related issues by oth-
er organisations.

Normally, the relationship between unemployment
and output follows a pattern where a decline in un-
employment is correlated with an increase in GDP,
and vice-versa.




4
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Generally, the sectors with higher
employment growth experienced r -
more significant reductions in
productivity.
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The Correlation of
Growth and Employment

In the 1980s, several Latin
American countries experienced
high employment levels despite
flat or negative GDP growth.




ormally the relationship be-

tween unemployment and out-

put follows a pattern where a

decline in unemployment is
correlated with an increase in GDP, and
vice-versa.® Economists call this “Okun’s
Law” Though it is the usual course of
events, correlation is not necessarily per-
fectly synchronised. A change in unem-
ployment or GDP typically begins to have
an impact on output within three to nine
months.” This occurs since firms take time
to adjust their levels of employment to in-
crease or decrease their output to match a
change in demand.

Okun’s Law serves as a model for econo-
mists to analyse the relationship between
economic output and unemployment
levels. It obtains across many countries,
particularly in advanced economies such
as those in the Organisation for Economic
Co-operation and Development (OECD).
Okun’s Law has also been observed in
developing countries. One such country
is Malaysia where a 1 percent decline in
unemployment was found to increase
economic output by 1.75 percent.® The
strength of the relationship may vary de-
pending on factors such as whether em-
ployment is rising or falling, the duration
of the shock, structure of the economy,
employment structure, and the extent of
informality.’
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Studies of the 2008 recession found that
the economic downturn had mixed effects
on employment in different countries.”
There were variations in the extent to
which unemployment increased relative to
the decrease in GDP. In the United States,
a 2.6 percent economic contraction led to
a 5.2 percent increase in unemployment.'!
Meanwhile, in Germany, a 4.7 percent eco-
nomic contraction increased unemploy-
ment by a mere 0.2 percent.'? For the most
part, these variations can be explained,
and have been attributed to factors such
as employment protection initiatives
that buffered the effect of the downturn
in countries that had such programmes,
suggesting that social safety nets may im-
pact how unemployment levels respond to
shocks. Notwithstanding, the relationship
between unemployment and GDP was
generally weaker in developing countries

than in wealthier countries.

Okun’s Law has been observed not to have
held true in several instances. While job-
less growth is the more common mani-
festation of a divergence, growthless jobs
has been observed in a diverse group of
countries, comprising developed and de-
veloping economies, including India, Ire-
land, Italy, Argentina, Chile, Colombia,
and Uruguay." In the 1980s, several Lat-
in American countries experienced high
employment levels despite flat or negative
GDP growth.”” In Greece, following the
2008 financial crisis, employment and out-
put decoupled as employment recovery
was much stronger than output recovery.'¢
Despite these instances of growthless jobs,
the phenomenon and its causes have not
been widely explored in evidence-based
research.

Okun'’s Law serves as a model for economists to

analyse the relationship between economic
output and unemployment levels.

15
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The Growth Gap

Jamaica should be experiencing stronger
growth, and greater prosperity, consid-
ering the reforms that have been imple-
mented over the past decade. Beginning
with the first of two International Mon-
etary Fund (IMF) programmes in the
2010s, Jamaican policymakers embarked
on an ambitious effort to reduce the pub-
lic debt, stabilize the economy, and pro-
mote economic growth and resilience.”
The expectation was that more invest-
ment and economic growth would follow.
In 2018, the national debt fell to less than
100 percent of GDP for the first time in
nearly two decades. While monthly in-
flation has mostly been kept below the
independent central bank’s upper bound-
ary of 6 percent, it climbed above this lev-
el during the pandemic, spiking to 11.8
percent.’® This spike came in the wake
of the disruptions caused by COVID-19
and the Russia-Ukraine conflict, and was
comparable to inflation in major econo-
mies."” Fiscal consolidation has remained
on track with non-interest, government
expenditure exceeding revenue. This
“primary surplus” has been greater than
5 percent of GDP.

Low interest and unemployment rates
along with robust business and consumer
confidence should have led to a positive
response to the policy reforms, but the
expected gains have not been realized.
Economic growth averaged just 1.2 per-
cent annually from 2015 to 2019.% This is
nearly the same as the 1.1 percent average
growth rate observed from 1993 to 2007,
and only twice the 0.6 percent growth ob-
served from 2008 to 2014, during which
the global financial system crashed.” Un-
derstanding the root cause of this growth
gap is crucial for ensuring that the bene-
fits of employment are fully realized, and
achieving sustainable and inclusive eco-
nomic growth.

Explanations of the
Growthless Jobs
Phenomenon

The paradox of growing employment
without a commensurate reflection on an
economy’s total output can have a num-

w V
O

Low interest and unemployment rates along with
robust business and consumer confidence should
have led to a positive response to the policy reforms,
but the expected gains have not been realized.

ber of explanations. Among the various
explanations proffered, the literature
suggests that growthless jobs may arise
from shortfalls in how GDP is measured,
including a failure to sufficiently capture
digital transactions. There could also be
limited access to the credit necessary to
promote business productivity growth.
Additionally, it could be a result of real
output not keeping pace with employ-
ment growth because of the type of new
jobs being created, for example with in-
creased production in low productivity,
informal employment or labour-inten-
sive sectors. It is also possible for some
combination of these to be happening
simultaneously.

Measuring National Output

One explanation for growthless jobs
concerns the methodology for measur-
ing GDP and its potential weaknesses in
accurately capturing the total economy.
This includes digital transactions and the
activities of informal producers and small
businesses. In particular, the emergence
of digital platforms has led to new forms
of economic activity, such as online retail
sales, peer-to-peer transactions, and gig
work, which may not be captured accu-
rately by traditional GDP data-gathering
techniques. Digital platforms such as
Instagram and WhatsApp may be used
to do business even when the product is
delivered and paid for offline. This can
make it difficult to track business activity.
Accurately measuring the output of the
digital economy, including transactions
on digital platforms, requires national

statistical agencies to develop new meth-
ods and indicators to keep pace with the
changing nature of economic activity.

Access to Credit

Entrepreneurship is key to increasing
labour productivity. New businesses in
particular tend to be more innovative
than existing firms and so are a key driver
of economic growth.?? Credit is required
for the growth of new and existing busi-
nesses, and the jobs they provide. A lack
of access to sufficient credit may con-
tribute to growthless jobs since it could
prevent small businesses from exploiting
increased demand (often itself associated
with a rise in employment).”* These point
to a possible explanatory role for entre-
preneurship in the problem, which in this
case is that there isn’t enough credit avail-
able to entrepreneurs.

Employment Quality

Growth in poor quality employment is
another potential explanation of growth-
less jobs. The “quality” of a job takes into
consideration the number of work hours,
work formality, and job status. Working
for only one hour in a given week is suf-
ficient to classify someone as employed.**
Therefore, in theory, a rise in part time
work would not be expected to produce
significant output growth, and could thus
cause growthless jobs. For example, a
rise in temporary and part-time employ-
ment was seen in Greece between 2013
and 2020 as that country experienced
growthless jobs, suggesting that a rise in



part-time employment was a potential ex-
planation.

Beyond low-quality, formal jobs, informal
employment is associated with structur-
al economic shifts that may reduce the
impact of rising employment on output
growth.” This explanation implies that
much of the rise in employment may not
be brought about by a rise in good quality,
full-time jobs. As such, the expected pos-
itive impact on output growth would not
be realised.

Growthless jobs may also be explained by
increased employment in labour-inten-
sive industries with thin margins which
add little to GDP on a per-person basis.
In these instances, additional workers do
not contribute substantially to GDP as
their jobs do not add as much value as
the previously employed. An example of
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this correlation has been thought to occur
in Ireland where growthless jobs has been
attributed to a contraction in output in
capital intensive sectors which led to a sig-
nificant fall in GDP, but which had no sig-
nificant impact on employment (the same
number of people were producing less).”
Moreover, the relatively low wages of these
employees may not be able to satisfy the
level of private consumption that could
stimulate further economic growth.?®

An unskilled workforce may be a cause of
growthless jobs, but this angle has not been
widely studied since the other countries
which have documented the phenomenon
(Italy, Greece, Ireland) have well-educated
populations, with between 28 and 63 per-
cent of 25-34 year olds with tertiary edu-
cation.” The Greek study reviewed human
capital in the context of its high rate of em-
igration of young, productive workers, but

did not disaggregate the impact by work-
ers at different skill levels.*® A World Bank
study of growthless jobs in Latin Ameri-
ca and the Caribbean (LAC) identified
the share of highly skilled workers in the
economy as a possible contributing factor,
but did not draw a conclusion.* More gen-
erally, skilled workers are critical to driv-
ing productivity growth, and thus their
lack, conversely, is likely a factor correlat-
ed with the growthless jobs problem.*

All of the factors above are present in
Jamaica, and each play a role in several
other economic and social dynamics and
domains. The extent to which any of them
might be correlated with Jamaica’s expe-
rience of growthless jobs, however, is not
known, but will now be explored.

17
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Examining the
Explanations for
Growthless Jobs

STATIN's transparent
methodologies are guided by

international standards, and are
employed in dozens of countries

globally.



xploring the existing explanations

of growthless jobs as they relate

to Jamaica requires a better un-

derstanding of three main areas.
The first relates to the process of national
accounting, and in particular the measure-
ment of GDP, which is reviewed here with
a focus on the digital economy. The second
area is the capability of small businesses to
compete, innovate, and grow, given their
access to sufficient financial resources. Fi-
nally, there is the quality and productivity
of the types of jobs being created.

Measuring National
Output

In theory, growthless jobs may emerge
from an underestimation of actual GDP
growth by the national statistical agency.
Concerns about gaps in the measurement
of national output largely concern produc-
tion related to digital transactions, small
businesses, and informal activities.

Digital Transactions

The System of National Accounts (SNA) is
a set of international guidelines and stan-
dards developed by the United Nations to
provide a framework for measuring the
economic activity of countries. It sets out
a standardized method for measuring a
country's Gross Domestic Product (GDP),
which is the total value of goods and ser-
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vices produced within the country's bor-
ders during a specific period of time. It
is periodically revised; the most recent is
the 2008 SNA. Jamaica uses the SNA for
its own national accounting. Jamaica uti-
lizes the 1993 SNA, as do 103 other coun-
tries (up to 2017).%

As the digital economy has grown and
expanded, new types of transactions
and ways of doing business have to be
accounted for. However, the suggestion
that Jamaicas current methodology, the
1993 SNA, does not accurately capture
digital economy-related transactions is
not borne out by the research. While dig-
ital economic activities are classified at a
lower level of detail in STATIN’s current
methodology (as compared to the 2008
SNA), the 1993 SNA nevertheless appears
to capture the value of digital transac-
tions adequately. The standard approach
to measuring traditional transactions also
covers most digital transactions which
are included in conventional production
statistics.’* That is, large companies re-
port the value of their activities facilitated
by digital platforms, while this value for
small businesses or informal producers
is estimated using data from STATIN’s
surveys and secondary sources. Special
methods of estimating the digital econ-
omy using satellite accounts have not
detected any meaningful misrepresenta-
tion of the value of digital transactions.*
Further, while Jamaicas internet use

has grown substantially in recent years,
there is evidence that there has been no
meaningful increase in undetected digi-
tal transactions.”® As such, there is likely
no meaningful underrepresentation of
growth due to the failure of national ac-
counting methodology to capture the val-
ue of digital transactions.

The Rise of Small Businesses

The robust growth in total employment,
increased liquidity in the financial sector,
and the surge in new business creation
over the last seven years indicate substan-
tial shifts in the business environment in
Jamaica.” There has been a tripling of the
annual number of new company regis-
trations in Jamaica.’® The increase in new
businesses is generally thought to be a
positive development. Entrepreneurship
promotes innovation, competition, em-
ployment, productivity, and economic
growth.”

How the national accounting system
measures the output of small businesses
is an area in which an undercounting of
economic activity might be occurring,
leading to lower growth being recorded
than is actually happening. As a basic
premise, many small businesses do not
get registered in the first place, so it might
be argued that the true pace and extent
of new business creation is not known.*

Special methods of estimating the digital

economy using satellite accounts have not

detected any meaningful misrepresentation

of the value of digital transactions.
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However, the output of small businesses
is indirectly measured as an estimate us-
ing financial and consumer data obtained
from the Labour Force Survey, the Sur-
vey of Living Conditions, the Household
Expenditure Survey, TAJ records, and
other sources.* This method is used due
to the difficulty in measuring directly the
output of Jamaicas thousands of small
businesses and self-employed operators,
many of which experience substantial
variability in their output and income. A
similar approach is taken to estimate the
informal economy.

In any case, the growth of new business
registrations does point to a positive
trend in the Jamaican economy but does
not necessarily predict robust growth for
two main reasons. First, there may be de-
lays between registration and operation.
There may be a time factor between the
creation of a new business, the creation of
jobs for that business, and the production
of goods or services. When new business-
es register with the Companies Office of
Jamaica, they are added to STATIN’s reg-
istry of local enterprises.** However, many
companies register well before they begin
operations, which may cause a lag in the
observation of meaningful economic ac-
tivity.** Secondly, small businesses tend
to have a lower value-added than larger
companies.* Therefore, a significant rise
in the number of new small businesses is
not always indicative of large increases in
national output.

Notwithstanding the question of how ac-
curately data on new businesses is being
captured, where rising entrepreneurship
has been associated with growthless jobs,
the relationship between them remains
unclear.* Further, an empirical study us-
ing data from over 100 countries found
no significant relationship between
total entrepreneurship and economic
growth.* This indicates that growthless
jobs is probably not arising from an un-
derestimation of new business activity
growth.

Credibility of the National
Accounting System

Jamaica ranks well in data openness
measures, which is a positive indicator
for data reliability. STATIN’s transpar-
ent methodologies are guided by inter-
national standards, and are employed in
dozens of countries globally. The credi-
bility of output estimates also rests on
the competence and integrity of the sta-
tistical agency. The Open Data Inventory
(ODIN) assesses countries based on the
coverage and openness of national statis-
tics across three broad categories: social
statistics, economic statistics, and envi-
ronmental statistics.” ODIN ranks Ja-
maica seventh in the Americas and 70th
globally.”* Moreover, STATIN is widely
trusted across the Jamaican society be-
cause of its record of remaining politi-
cally unmotivated and transparent, while

delivering on its mandate.*

STATIN collects data in frequent and ex-
tensive surveys using standard, publicly
available methodologies. Missing or hard-
to-measure data—such as that pertaining
to informal economic activities—are esti-
mated using robust statistical approaches
with STATIN’s own data, and data from
other credible public entities such as the
BOJ, Jamaica Customs, and the TAJ. STA-
TIN has indicated that adoption of the
most recent edition, the 2008 SNA, has
not proceeded due to cost constraints.
However, this is unlikely to significantly
impact GDP estimates since the substan-
tive changes from the 1993 version con-
cern activities which are quantitatively
insignificant in Jamaica.”

These facts indicate that measurement
of Jamaica’s GDP is not significantly in-
accurate by currently accepted standards
and practices, but there may be areas of
improvement, particularly with capturing
digital transactions in more detail. We
can conclude then that STATIN’s data is
consistent, verifiable, trustworthy, and
impartial, and miscalculation of national
output is unlikely to be the source of the
growthless jobs phenomenon. Nonethe-
less, the ongoing 2025 revision of the SNA
should improve on the 1993 and 2008
editions, and its timely implementation
would ensure STATIN’s methods remain
in line with global standards.




Access to Credit

The relationship between domestic credit
and economic growth could be considered
in an attempt to understand the causes of
growthless jobs, as credit availability can
directly impact capital accumulation and
overall economic performance. Domestic
credit to the private sector refers to the
financial resources provided by financial
institutions to consumers, entrepreneurs,
and businesses.”” The observed relation-
ship thus far is that there is a positive cor-
relation between credit supply and labour
productivity.

Jamaica has ;i
lagged behind —

other Upper
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Credit enables entrepreneurs to invest in
capital which improves the worker-capital
ratio and increases total output. A more fa-
vourable worker-capital ratio makes each
worker more productive. When entrepre-
neurs lack sufficient financial resources
to invest in necessary capital, the growth
of their businesses is restrained. This was
seen in the UK, where a 10 percent fall
in credit supply was associated with a 5-6
percent fall in capital per worker, and a 5-8
percent fall in labour productivity.*?

Businesses in Jamaica may be stymied by
insufficient access to affordable capital. Ja-
maica’s credit to GDP ratio is far lower than

that of other upper middle-income coun-
tries, and not much higher than what is re-
ported for least developed countries. From
1991 to 2020, Jamaicas private credit to
GDP ratio averaged 27 percent, compared
to 84 percent for other upper middle-in-
come countries (Figure 2). Jamaica’s rate
was not much higher than the 17 percent
reported for the least developed countries
and was five times less than the 142 per-
cent reported for high income countries.*

| Ratio of Private Sector Credit to GDP
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Credit supply in Jamaica has always been
weak, and the local capital market lacks
sufficient financial depth. The credit to
GDP ratio never climbed above 40 per-
cent, between 1960 and 2016.** The long
period of fiscal indiscipline in Jamaica
contributed to general macroeconom-
ic instability including high and volatile

2005 2010

interest rates which led to a distortion of
saving and investment incentives.” Recent
reforms have helped to reduce and moder-
ate interest rates and the domestic private
credit to GDP ratio is rising, reaching a
peak of 56 percent in 2020. The lack of suf-
ficient financial depth and the accompany-
ing shortage of credit may be a structural

2015 2020

Source: The World Bank, 2022.

factor that has contributed to the stubborn
growth dynamic.* However, the recent
upward trend in credit due to lower and
more stable interest and inflation rates is
indicative that, while important, credit
may not be a central contributing factor
to growthless jobs in the current Jamaican
case.

When entrepreneurs lack sufficient financial

resources to invest in necessary capital, the
growth of their businesses is restrained.
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Employment Quality

In evaluating the nature of jobs that are
accounting for the increase in employ-
ment, a distinction is made between for-
mal and informal, and between part-time
and full-time jobs. In accordance with in-
ternational standards, an informal work-
er is defined as someone who is doing
neither domestic nor agricultural work,
but who is self-employed in an unreg-
istered enterprise, or an employee who
doesn’t pay NIS deductions. A job in the
formal sector would be one in a registered
entity where employer and employee pay
all requisite taxes, deductions, and con-
tributions. Also, in line with internation-
al standards, anyone who works formally
or informally for cash or kind for at least
one hour in a week is classified as em-
ployed. Economic growth that correlates
with increased employment is most like-
ly to come about when the new jobs are
formal, full-time jobs. Thus, examining
the quality of the new jobs being creat-
ed in Jamaica may yield some answers as
to why we are not seeing the economic
growth we expect.

Full-time or Part-time

Employment data from the Labour Force
Surveys between 2015 and 2022 shows
that most of the newly created jobs have
been full-time jobs. In Jamaica, the num-
ber of employees working more than 35
hours has risen substantially alongside
a simultaneous, but less dramatic fall in
those working fewer than 35 hours, indi-
cating a shift towards full-time jobs (Fig-
ure 3).

Between 2015 and 2022, there was an 18
percent decline in the number of people
working fewer than 35 hours, represent-
ing 25,000 people.”” Simultaneously, the
number of persons working 35 hours or
more has grown by 14 percent, an in-
crease of 143,600 individuals. This de-
cline in part-time work combined with
a significant growth in full-time employ-
ment indicates that most of the newly
created jobs were full-time jobs. It there-
fore indicates a trend of transition from
part-time to full-time work.
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There has been a shift
from part-time
to full-time work.

P Share of Labour
I!ﬂl Force by Hours
Worked

2015

2022

Source: Author's calculations based on STATIN
Labour Force Survey Data.

However, full-time work is not always in-
dicative of work quality, as indicated by a
study of informal workers in the Asia Pa-
cific which found that 40 percent of infor-
mal workers compared to just 35 percent
of formal workers, work 48 hours or more
per week.*® This indicates that, while pos-
itive, growth in work hours alone is not
sufficient to determine either the quality
of jobs being created, or their ability to
contribute to economic growth.

Formal or Informal

The rise of formal work is displayed by the
occupation composition of employment
growth. Two of the strongest occupational
growth categories were “clerks’, account-
ing for 24 percent of the new jobs, and
“professionals, senior officials, and tech-
nicians’, which added 21 percent (Table
1). Combined growth in those two cate-
gories represents half of the growth across
occupations, and 84 percent of those were
formal workers (compared to 44 percent
of the total employed labour force in

2021). The other major growth occupa-
tion was service and shop sales workers,
which added 23 percent of the new jobs,
48 percent of whom work formally. The
rise in formal employment has been fu-
elled by increased employment of edu-
cated workers. A younger, more educated
cohort entering the workforce in formal
employment suggests that changing de-
mographics are bringing about a change
in the structure of the labour market.”

Labour has shifted into
more formal
employment.

Employed Labour
Force by Industry
and Sex

2015

-

Source: Author's calculations based on STATIN
Labour Force Survey Data.
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Job growth was

ﬁ Job Growth by Occupation and Formality 2015-2022

. [ 1]

concentrated in

occupations with a

high share of

formality.
Clerks 31800
Service, Shop, and Market 30675
Workers
Professionals/Technicians 27350
Craft/Trade Workers 18900
Elementary Occupations 18100
Plant and Machine
Workers 4150
Agriculture/Fishery :
Workers 1375
Other -1075
Total 130,975*

Globally, formal work and education
level are positively correlated.® Just 23
percent of unskilled workers in Jamaica
work in the formal economy, compared
to 69 percent of semi-skilled workers,
and 91 percent of skilled workers. On av-
erage 44 percent of all workers are in the
formal economy. Seventy-five percent of
new jobs were filled by more than 89,000
semi-skilled workers gaining employ-
ment between 2015 and 2021, causing
their unemployment rate (which is high-
er than unskilled and skilled workers) to
plummet from 27 percent to just 14 per-
cent. So many educated workers gaining
employment underlines the source of
growth of formal work and offer further
evidence that a significant number of new
jobs are decent jobs.

Decline in Self Employment,
Increase in Private Sector
Employment

The growth witnessed in employment,

Source: Author's calculations based on STATIN Labour Force Survey Data.

according to the labour force data, also
indicates a gradual shift away from own
account work (self-employment) and to-
wards more organised business activities.
The two strongest growth categories were
private sector employees and employers.
The number of private sector employees
expanded by 18 percent between 2015
and 2022, moving from 48 to 51 percent
of employed persons (Figure 5). The sec-
ond largest growth came from employ-
ers, adding 19,500 workers, an increase
of 59 percent, which moved their em-
ployment share from 3 to 4 percent. The
growth of these groups further substan-
tiates the idea that most new jobs ought
to be good quality jobs, given that they
suggest an increase in people working for
a wage and as employers. New company
registration data, as mentioned earlier,
also shows a rise in entrepreneurship in
that there was a near tripling of annual
new company registrations from 1,948 in
2013 to 4,878 in 2021.%
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IEI Job Status of the Employed Labour Force
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Other elements of the trend can be seen
among the self-employed (“own account
workers”). This group remained stagnant,
leading to a decline in their share of the
employed from 36 to 33 percent. The stag-
nation of own account and informal work
further supports the notion that wage
labour accounts for most of the total job
growth.

The general trend therefore emerges as
one of increasing wage-labour in private
commercial enterprises and of a rapidly
increasing number of employers. Taken
together, the data indicates that employ-
ment growth has been largely due to an
increase in quality jobs in terms of being
full time and in the formal sector. Thus,
growthless jobs is not arising from an in-
crease in low quality jobs. However, the
job growth in certain industries has not
brought about a commensurate rise in
output, suggesting that they are low pro-
ductivity jobs.

Productivity and
Labour-Intensive Jobs

Another indicator of the quality of a job,
in relation to growth, is the extent to
which it adds value. The gross value added
of an industry is the difference between
its gross output (primarily sales) and its
purchases from other industries (interme-
diate consumption).** Higher value-added

2016 2017 2018

2019

2020 2021 2022

Source: Author's calculations based on STATIN Labour Force Survey Data.

employment contributes to higher eco-
nomic growth because, by definition, it is
more productive. Productivity can be un-
derstood as how well resources are used to
produce goods and services that meet the
requirements, needs, and expectations of
the consumer.® It is calculated as the ratio
of output to input.** Labour productivity
refers to the average output per worker in
an industry. “Labour intensive” production
requires a relatively large amount of labour
to produce a given quantity of a good or
service.®

A negative relationship between em-
ployment and productivity was observed
across most industries resulting in a 7.8
percent decline in national productivity
between 2015 and 2022 (Table 2). Of the
12 industries analysed, seven experienced
declines in productivity. The greatest de-
clines in productivity among major indus-
tries were in Real Estate/Business Services
(43 percent) and Construction (27 per-
cent). Productivity in these two industries
fell when employment growth significantly
outpaced output growth. In Real Estate/
Business Services (which includes Busi-
ness Process Outsourcing), real output
grew by a mere 2.4 percent after employ-
ment increased by 80 percent (Figure 6).
Similarly, in Construction, output grew by
only 9.4 percent as employment grew by 50
percent. The disparity between output and
employment growth reveals the dramatic
reduction in productivity. Similar trends

were seen in the other industries which
added jobs over the period, though not to
the same degree (for job growth by indus-
try, see Appendix I).

Job Growth was
concentrated in a few
labour-intensive
industries.

New Jobs by
Industry

6

Manufacturing
5,051

12,697
Government
Services

41,461
Construction
57,819

Real Estate/
Business
Activities

14,398
Wholesale and
Retail Trade

Financial Services
2,700

Source: Author's calculations based on STATIN
Labour Force Survey Data.
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Generally,
industries which
added more jobs
experienced

| o~ |
[ 1 1 |
[ 1 11
Hmml

Change in Employment, Output, and Productivity

2015-2021 (Percent)

greater

productivity Real Estate/Business 43

reductions. Activities
Construction -27
Accommodation and Food 3
Services
Financial Services -10.7
Government Services -6.8
Manufacturing 0.3
Wholesale and Retail Trade 2.3
Other Services -4.9
Agriculture and Fishing 36
Logistics 8.8
Mining and Quarrying -47
Utilities 87
Total -7.8

Four major industries registered increas-
es in productivity, but in only two did
employment simultaneously increase.
That is, in two of four industries where
productivity increased, jobs were lost,
not created. Productivity rose in Whole-
sale and Retail Trade (2.3 percent) and
in Manufacturing (0.3 percent). Em-
ployment in each of those industries in-
creased by 6.5 percent (14,400 jobs) and
6.9 percent (5,000 jobs) respectively. This
makes these two industries the only two
to register simultaneous increases in pro-
ductivity and employment between 2015
and 2022, but even then, the productivity
growth in Manufacturing is marginal.

The other two major industries which
improved productivity in the period were
Agriculture and Fishing (36 percent) ,
and Logistics (8.8 percent). Productivity
growth in the Agriculture and Fishing
industry was driven by a 30 percent in-
crease in real output combined with a 5.7

80 2.4
50 9.4
15 -22
10 6.7
8.1 0.7
6.9 7.5
6.5 9

-1.1 -5.8
-5.7 28
-7.9 0.3
-31 -64
-45 1.6
10.5 1.9

Source: Author's calculations based on STATIN Labour Force Survey Data.

percent decline in employment. Mean-
while, the output growth in Logistics was
minimal at 0.3 percent, but a loss of 12
percent of its workers caused productivi-
ty to rise nonetheless. The Utilities indus-
try is another example of the relationship
between marginal labour and produc-
tivity. Output in Utilities grew margin-
ally since 2015, but a 45 percent (7,125
workers) fall in employment caused pro-
ductivity to jump by 87 percent. These
examples underline the role that adding
or removing less skilled labour plays in
productivity across industries and in the
wider economy.

A low unemployment rate is an indica-
tion of a strong labour demand, even
for semi-skilled and unskilled workers,
which causes marginal, less productive
employees to enter regular employment.
Initially, the most skilled and capable
workers are preferentially employed
because they are the most productive.

When the demand for labour intensifies,
the number of still-unemployed skilled
workers gradually diminishes, and work-
ers who are less skilled increasingly have
to be taken on. However, those additional
(less skilled) workers are not as productive
as the previously hired ones and thereby
add less value. Consequently, while pro-
duction still increases with each hire, the
increase is not commensurate to the in-
crease in the number of workers because
of the lower productivity of these newer
workers. Conversely, when an industry
sheds employment, the first to go are less
skilled, less productive workers who add
less value. Changes in the numbers of
marginal labour employed appears, based
on the data, to have been the dynamic at
play in the Jamaican labour market since
2015.



The tremendous job growth seen over the
last seven years has failed to deliver robust
growth as productivity declined through-
out the period. Productivity reductions
were greatest in the industries with the
greatest increases in jobs. In fact, only
two industries simultaneously increased
productivity and employment numbers.
COVID-19 caused significant disruptions
in the job market and wider economy, but
the fallout did not reverse trends which
were underway before the onset of the
pandemic. Generally, productivity chang-
es seem to be influenced mostly by the hu-
man or physical capital available. Where
human capital was weak, job growth was
not able to increase output commensurate
to existing production levels. Alternative-
ly, losing less productive human capital
improved productivity, across several in-
dustries.

The phenomenon of growthless jobs in
Jamaica can thus be related to the educa-
tion and skills levels of its workforce. Pro-
ductivity is determined by, amongst other
things, the amount of capital, both physi-
cal and human, that each worker possess-
es. Human capital refers to the accumulat-
ed skills and professional knowledge of a
worker. A poorly educated work force is
one which is working with little human
capital, which in turn limits the sophisti-
cation of the physical capital with which
it can work. Thus, a workforce in which
only a few are well educated quickly runs
out of highly productive workers and any
further employment expansion will add
little to GDP.
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Education Gaps

Better education has been shown to lead
to greater productivity. The progress of
certain Asian countries in education
has been proffered as a reason for their
outperformance over their LAC coun-
terparts. Since the 1960s Singapore,
Taiwan, China, and South Korea, have
improved the average education levels
of 25-year-olds from being comparable
to LAC countries to 25 to 75 percent
higher."” Between 1980 and 2000, these
Asian countries improved educational
outcomes by 1.4 years per decade, while
the improvement in LAC was 0.75 years
per decade. On average, East Asian and
Pacific countries grew by 6 percent annu-
ally while LAC countries grew an average
of 1 percent.® Achieving higher levels of
education among workers may increase
the labour productivity by strengthening
available human capital.®

The individual return to education has
also been empirically shown to be sig-
nificant. An analysis of commonly used
global education data from 1950 to 2010
found that the return to each addition-
al year of schooling ranges from 5 to 12
percent.”® The differences in the returns
to each additional year of schooling mean
that a secondary school graduate is paid
77 percent more than a primary graduate,
and a tertiary graduate is paid 240 per-
cent more than the primary graduate.”
The annual return to primary educated
workers is negligible.

Skilled workers experience lower rates of
unemployment than less skilled workers.
Unemployment among skilled workers

was as low as 6.3 percent as early as 2015,
while workers with fewer qualifications
were experiencing much higher unem-
ployment (21 percent for semi-skilled
and 14 percent for unskilled workers). By
2021, unemployment for each of those
categories had fallen to 4.2, 12.1, and 7.8
percent respectively. This is critical to un-
derstanding the growthless jobs phenom-
enon as it highlights that the economy’s
most productive human resources were
already nearly at full employment seven
years ago. This means that additional pro-
duction could only be taken up by mar-
ginal, less productive workers.

Higher education levels may also in-
crease economic and social resilience,
since workers who are more educated are
more likely to work in the formal econo-
my. In Jamaica, nine of ten workers with
advanced post-secondary qualifications
work in the formal sector.”” Moreover,
formal sector employment provides re-
liable incomes which can improve the
quality of life of workers and enable them
to make long term investments.”> Over
time, a better educated workforce will
facilitate a structural shift towards more
productive formal sector activity.”*

Official statistics indicate that Jamaica is a
leader in education in the region, but is-
sues with education data globally and the
quality of education provided in Jamaica
bring that performance into question.
Despite standard measures, it is difficult
to report education data with accuracy
and precision. One widely used education
dataset ranks Jamaica favourably among
regional peers with 25 percent of its work-
force older than 25 having some tertiary

Emigration selectively removes highly skilled workers
because they tend to be more aware of opportunities

available abroad and are better able to manage the
financial costs associated with migration.
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The differences in the returns to each

additional year of schooling mean that a
secondary school graduate is paid 77%

more than a primary graduate and a
tertiary graduate is paid 240%

more than the primary graduate.

education in 2010.” However, these num-
bers are contradicted by the IDB which
estimated the share of workers with ad-
vanced post-secondary qualifications
in Jamaica at 7 percent in 1999, ranking
Jamaica third-to-last out of 15 LAC coun-
tries.”® Moreover, STATIN 2021 data indi-
cates that only 16 percent of the employed
labour force had advanced post-second-
ary qualifications, while another 14 per-
cent had certified vocational training.
These varying data reports highlight the
difficulty in assessing Jamaica’s skill levels.

Regardless of the challenges with the data,
there are indications that the quality of
education in Jamaica is sub-par. Jamai-
ca’s net enrolment rates at the primary,
secondary, and tertiary levels are lower
than other countries at a similar level of
development, including small Caribbean
states.”” Moreover, by the end of primary
school, most students are illiterate and
innumerate, and by the end of second-
ary school seven in ten are uncertified.”®
These data show that despite favourable
official rankings in certain educational
criteria, the quality of education in Ja-
maica is weak. Therefore, even if Jamaica
compares favourably to other countries in
the duration of schooling, the addition-
al years do not necessarily translate into
higher returns to schooling and greater
productivity.

Most of the Jamaican labour force has no
formal training, and there has been a de-
cline in the share of the most productive
workers. The share of untrained persons

declined from 67 percent of employed
persons in 2015 to 61 percent in 2022.
While positive, this trend does little to
negate the immediate drawbacks of hav-
ing such a high proportion of unskilled
workers. Even more concerning is that
professionals with degrees, who are high-
ly skilled workers, declined in employ-
ment share from 15 to 14 percent, despite
adding 6,850 workers. This is particularly
concerning given that these are, by far, the
most productive workers in the economy.
Growthless jobs in Jamaica may thus re-
sult from a relatively unskilled workforce
with poor educational outcomes, in the
context of expanding labour-intensive
production among semi-skilled workers,
and workers with secondary qualifica-
tions or certified vocational training.

The low proportion of highly skilled
workers in Jamaica is partially caused
by emigration. One study estimates that
by the early 2000s, 79 percent of Jamai-
cas tertiary educated population lived
in the diaspora.”” Emigration selectively
removes highly skilled workers because
they tend to be more aware of opportuni-
ties available abroad, and are better able
to manage the financial costs associated
with migration.® The loss to the econo-
my of the high emigration rate, the evi-
dence suggests, outweigh the benefits of
remittances.!

Despite the challenges of a declining
share of skilled workers, growth among
semi-skilled workers is helping to yield
some growth. Workers with certified

vocational training grew in employment
share from 11 to 14 percent from 2015
to 2021, an increase of 57,000 workers.
Moreover, those with on-the-job train-
ing increased from 4.8 to 8.6 percent of
the employed labour force, an increase of
55,000 people. With growth of 101 per-
cent over 2015, on-the-job training was
the fastest growing type of training, and
is indicative of the high demand employ-
ers have for workers with requisite skills.
These trends underline the likely source
of the growth the economy has experi-
enced over the last seven years as being
from the output of semi-skilled workers

The level of qualifications in Jamaica’s
labour force has steadily improved. This
bodes well for the country as higher levels
of education increase financial returns to
the worker and improve social dynam-
ics. However, these advances are likely
constrained by the quality of education
and the country’s stagnant share of high-
ly skilled workers. Brain drain from the
high rate of migration of skilled workers
reduces the productive capacity of the
workforce. The poor education levels of
the work force in Jamaica would account
for the sharp falloff in productivity as em-
ployment expands to the outer reaches
of the labour force. The high proportion
of unqualified workers also reduces the
economy’s growth prospects as they are
more likely to work informally. These fac-
tors thus comprise structural issues in the
labour force that serve as an explanation
for growthless jobs.



CAPRI | Growthless Jobs: The Paradox of Rising Employment and Stagnant Output 29

In Jamaica,
9/10 with
advanced post-
secondary
qualifications work
in the formal sector.
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The Trade-offs of
Incentivising
Labour-Intensive
Sectors

Several incentives have been successful-
ly introduced over the years to attract
labour-intensive investments as a policy
response to persistent, high unemploy-
ment.*? This is justifiable in a low wage,
low skill, labour surplus economy, since
expansion of labour-intensive industries,
such as tourism and BPO, is a legitimate
pathway to reducing unemployment. Ja-
maica has pursued this policy option over
several decades by amending labour laws
and reforming tax codes.® This policy has
met with considerable success, based on
the original objectives. For instance, the
BPO industry has been highly effective in
helping to reduce the national unemploy-
ment rate, adding up to 43,000 jobs be-
tween 2014 and 2022.** However, in this
case, the industry’s employment expan-
sion has not been matched by its output.

_ [ o |
Certain low value i
added industries i
receive special tax

benefits from the
government. Utilities

The failure of the outsourcing sector to
deliver substantial output growth is in
large part a result of its incentive struc-
ture. Special Economic Zones (SEZs), in
which most BPOs are located, are desig-
nated geographic areas in a country with
special tax benefits and fiscal incentives
for companies operating in these zones.®
In Jamaica, SEZ enterprises benefit from
general consumption tax and environ-
mental levy relief, effective corporate in-
come tax as low as 7.5 percent, and other
incentives.® Several of these benefits are
not available to companies which cannot
qualify to operate in the SEZ. This al-
lows BPOs, particularly those operating
in SEZs, to use Jamaica’s incentives as
an avenue to minimize production costs
and take advantage of favourable transfer
pricing regulations.” As a result, very lit-
tle value is added in the domestic market
as companies only remit statutory de-
ductions, income taxes, and a discount-
ed rate of corporate taxes to the govern-
ment. Given the current tightening of the
labour market, it has become necessary
to reassess the net benefit of retaining
current incentives for this and other la-

bour-intensive industries.

Low value-added sectors receiving prefer-
ential treatment are similar to any other
low value-added sector, but they have an
unfair advantage in the labour market.
In this instance, the BPO sector, which is
part of the Real Estate/Business Activities
industry, drove the decline in average pro-
ductivity in that sector from JM$ 279,000
to JM$ 158,000 per quarter over seven
years (Table 3). However, that the BPO
sector is low value-added is not inherent-
ly bad since it contributes to employment,
household income, government revenue,
and total output growth.®® Nevertheless,
the advantages granted to the industry by
the government may, in effect, distort the
labour market by limiting the competitive
supply of labour to other sectors facing
a shortage of workers. This therefore re-
quires, at least, a re-examination of in-
vestment incentives for labour-intensive
sectors given their limited impact on eco-
nomic growth and distortionary effect on
the labour market.

Average Value Added by Industry 2022

Finance & Insurance Services

Mining & Quarrying

Logistics

Manufacturing

Real Estate/Business Activities

National Average

Wholesale and Retail Trade

Government Services

Construction

Other Services

Agriculture Forestry & Fishing

Hotels & Restaurants

681,671
450,350
394,830
284,044
217,546
157,843
150,657
151,140
142,993
118,610
107,751
82,624
82,405

Source: Author’s calculations based on STATIN employment and value-added GDP data. (The values reflect 2007 prices.)



Main Findings &
Conclusions

The 8.6 percent of Jamaicas growth gap
over the past seven years comes in the
face of far-reaching policy reforms to cre-
ate a sustainable, resilient economy, con-
ducive to economic expansion. This study
asked, why have those reforms not led to
higher rates of economic growth, though
they are correlated with an unprecedent-
ed increase in new, quality jobs? A num-
ber of explanations were considered and
tested. The research found no meaningful
gaps or inadequacies in the estimates of
national output. The national statistical
agency’s estimation of GDP and employ-
ment is not a likely source of growthless
jobs. While a surge in new business reg-
istration indicates structural economic
shifts, this is unlikely to be contributing
to an underrepresentation of economic
growth. Similarly, while existing methods
of estimating GDP do not capture digi-
tal transactions in optimal detail, these
methods adequately capture the absolute
size of digital economic activities. One
exception is the issue of free services
(free YouTube videos, Instagram lives,
informational webpages, etc.) which is a
source of minor GDP underestimation.
And so the explanation for low produc-
tivity with regard to output does not lie
there.

Structural barriers in access to credit to
support entrepreneurs were also explored
as intersectional constraints on output
growth. Jamaica’s experience with high
and volatile interest rates may have con-
tributed to a depression in private sector
borrowing by distorting investment in-
centives. This has likely reduced inno-
vation, competition, and productivity

CAPRI | Growthless Jobs: The Paradox of Rising Employment and Stagnant Output

by restraining entrepreneurial activity.
Recent economic reforms have gradually
reduced interest rates and are contribut-
ing to an increase in private sector lend-
ing. Restricted access to credit may thus
be a likely explanation, but confounding
developments, such as the reduction in
interest rates, and the general challeng-
es in calculating this means that this is
speculative.

There is a rise in decent work evidenced
by the share of Jamaican workers enter-
ing full-time, formal jobs. The number
of full-time employees has risen substan-
tially while part-time employment has
plummeted. There has also been a rise
in the relative and absolute importance
of formal work and professional occupa-
tions along with a decline in the relative
importance of informal and agricultural
employment. The growth of private sec-
tor employees and employers also indi-
cates a trend towards formalisation of
the economy. While higher formality is a
positive predictor of growth, that growth
has not yet been realised. But it is clear
that growthless jobs cannot be attributed
to new jobs not being good quality jobs.

The answer appears to lie in the nature
of the new jobs being created, and the
quality of the human capital employed
to those jobs. The available data suggests
that the new jobs are, for the most part,
labour-intensive and low value-added. As
such, it appears that the source of growth-
less jobs is to be found in the expansion
of labour intensive production which has
been concentrated in Construction and
Business Services. That growth in labour
intensive production has led to a 7.8 per-
cent decline in national productivity, and
hence, the phenomenon of growthless
jobs.
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The growth in labour intensive production activities

has led to a 7.8%0 decline in national productivity.
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Conclusion

The Massive Decline
inunemployment, and the
associated growth experienced,

is a positive development in the

Jamaican economy.



he decline in unemployment,

and the associated growth ex-

perienced, however meagre, is

a positive development in the
Jamaican economy, and for Jamaica in
general. The question of why the coun-
try has not experienced commensurate
growth is crucial to obtain answers to, in
order to inform policy initiatives to recti-
fy the gaps. Growthless jobs is an area of
significant policy concern, because, as the
country approaches full employment, the
Jamaican economy is in reach of its pro-
ductive limits. Seven years of significant
employment growth has failed to deliver
commensurate economic growth because
of declining productivity. Productivity
declined most in sectors with the greatest
job growth.

Workers’ human capital, as represented by
their education levels, skills, and capacity
to create output, is the critical variable in
understanding Jamaica’s growthless jobs
phenomenon. Higher levels of education
increase worker productivity, but the
quality of education is an influence on the
extent to which that positive relationship
holds. The majority of workers gaining
employment between 2015 and 2022 were
semi-skilled workers, bumping up their
share of employed labour. The skilled
labour that has not emigrated (a small
proportion of the skilled labour that is
produced) is almost fully employed. This
means that the most productive groups
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of workers are already operating at full or
near-full employment levels. Growth pros-
pects are bleaker in a less skilled work-
force, and so as new jobs are taken up by
low-skilled workers, or by semi-skilled
workers with poor quality education, in-
creased employment will not be matched
by increased growth.

Given that the quality of human capital
appears to be crucial in Jamaica's produc-
tivity trends, attending to it is critical to se-
cure the gains of low unemployment, and
to produce meaningful economic growth.
The policy options available to Jamaica are
centred around increasing the quantity
and quality of human capital through im-
proving education and training, and allow-
ing non-Jamaican workers to work in the
country. The former has been a concern
for decades, and several initiatives have
been undertaken to address it. In 2021 an
appointed commission conducted an ex-
haustive inquiry in the education system,
culminating in the “Patterson Report”. The
report found that Jamaica spends what
peer countries do on education on a per
capita basis, but the return to that invest-
ment is relatively smaller, and there is a
misalignment between the curriculum
and skills required in the labour market.
In the budget debate of March 2023 it was
announced that all vocational training of-
fered through the state training institute
will be tuition-free.

The latter policy option is mostly com-
prised of allowing for the immigration
of non-Jamaicans to work on the island.
This is an idea which has not been well
explored in Jamaica, in large part because
it is considered sensitive, almost taboo. At
the same time, there is a knowledge gap
on the outcomes of immigration in devel-
oping countries, as most studies on im-
migration have been done on developing
countries. One 2018 OECD study found
that the total impact of immigration on
GDP is generally small, but positive.*’
That small positive impact has been seen
in an increase in per capita GDP and, in
a minority of countries, immigrants con-
tribute disproportionately to GDP.** More
generally, it is well known that, in any na-
tional context, the immigration of workers
at all skill levels supports the process of
economic transition, and is most effective
with a national immigration policy which
protects the rights of nationals.”

There are other policy “tweaks” available
to decision-makers, besides changing Ja-
maica’s immigration policy, relating to tax
incentives and special economic zones,
and the role of statutory deductions and
employment tax credits. These all form the
basis of the following policy recommen-
dations that the research suggests could
bridge the identified gaps.

The 8.6% of Jamaica’s growth gap over the past
seven years comes in the face of significant policy

reforms to create a sustainable, resilient economy,
conducive to economic expansion.
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Labour Market Competition

rﬂ_ Qj Reduce the financial and bureaucratic barriers for non-Jamaican
N

workers seeking access to work in Jamaica. Remove the require-

( ) ment to state reasons for applying for a work permit (including the

requirement to prove that Jamaican labour is unavailable), the re-

quirement to have a job offer, and the requirement to pay to main-

tain the permit. Work permit approvals would then be dependent
solely on demonstrated qualifications, sufficient financial resources
to cover living expenses before finding work, and a clean criminal
record, similar to the requirements for the CARICOM Single Market
and Economy skills certificate. This option may function by granting
a job seeker’s visa which would allow temporary legal residence in
Jamaica, or it may depend on a guaranteed approval of work visas
for an overseas resident once a job offer is made, and that applicant

satisfies the conditions named above.

Shift investment incentives away from subsidising labour Ny ]
intensive production by reducing the tax benefits that are

available exclusively to enterprises in these industries. Exam- X
ples of these benefits include preferential tax rates for Special

Economic Zone companies, and tax breaks for tourism en-

terprises.
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Formality

Eliminate mandatory statutory deductions not including NIS
(HEART, Education, NHT) for incomes ranging from minimum
wage to 2x minimum wage (equivalent to J$ 1,248,000 as of June,

2023). This would reduce the cost of hiring workers and increase the

el

number of people businesses hire formally. Since formal work is more

productive, this reallocation of productive resources toward the for-

mal sector will increase productivity and thereby raise the GDP.

Increase the Employment Tax Credit (ETC) cap from 30 per- 'S o
cent to 100 percent when payable income taxes are J$1.5 mil- - -
lion or less.”* This would lower the cost barriers that current- o L

ly prevent many informal small businesses from formalising
their activities. The potential benefits to be gained by the
business (access to credit, support from government, special
treatment from financiers, etc.) would act as a pull factor for

businesses entering the formal sector.
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Appendix

Employed Labour Force by Industry

Industry 2015 2016 2017 2018 2019 2020 2021 2022
. - 200,255 193,590 199,685 195,423 188,275 187,063 190,775 187,867
Agriculture and Fishing
- . 5,800 5,225 5,075 6,350 7,450 5,013 4,750 4,033
Mining and Quarrying
Manufacturing 73,074 77,555 79,758 79,633 79,250 73,113 77,200 80,033
. 15,950 12,146 10,633 11,596 11,525 8,638 9,125 8,433
Utilities
. 83,264 95,465 98,868 104,237 108,875 100,188 116,525 128,333
Construction
Wholesale/ Retail 221,227 232,029 231,956 236,019 238,850 236,963 234,350 236,600
65,840 60,492 62,056 67,656 65,350 60,638 57,075 56,533
Transport and Storage
Accommodation and 88,580 95,105 99,546 102,758 109,950 92,700 92,350 103,933
Food Service
Information/ 13,070 12,008 12,319 13,430 13,050 13,963 13,800 15,467
Communication
Finance and Insurance 26,400 25,950 26,825 25,900 27,550 25,950 27,025 30,067
Real Estate/Business 72,256 73,546 79,608 82,871 92,025 98,950 113,025 129,900
Services
Public Admin, Defence, 54,656 57,076 58,164 57,777 66,775 65,488 65,325 64,767
Social Security
Education, Health, Social 102,572 98,666 99,661 104,786 107,275 104,050 102,350 104,900
Work
Arts, Entertainment, 111,937 123,601 122,637 124,021 129,075 112,788 109,125 113,167
Recreation
Industry Not Specified 2,950 3,850 3,050 2,425 1,925 1,913 975 767
1,137,830 1,166,302 1,189,841 1,214,881 1,247,200 1,187,413 1,213,775 1,264,800

Total
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The Caribbean Policy Research Institute (CAPRI) is a not-for-profit, public
policy think tank dedicated to the production and dissemination of impartial,
evidence-based knowledge to inform economic, governance, sustainable and
social policy decision-making in Jamaica and the wider Caribbean.

CAPRI’s vision is to contribute to the promotion of informed dialogue on
socio-economic development in the Caribbean, in which decision-making in
public policy and the private sector is based on relevant and transparent
information grounded in verifiable evidence.

CAPRI’'s mission is to provide quality research in an accessible manner to
policy-makers, their constituents and the public to inform a constructive
debate around critical social, economic, and developmental issues facing the
region.

CAPRI's methodology puts the constituents of each policy proposal at the heart
of its investigation and this guides the research methods adopted in order to
effectively execute sound and relevant research, and its dissemination, with the
aim of contributing to the social and economic development potential of
Jamaica and the Caribbean at large.
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