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“Forecasting is not an academic pursuit to be judged by whether it gives rise to true or 
false propositions. It is an operational exercise to be judged by whether it gives rise to 
better decisions than would have been taken without it. So long as there is planning, that 
is to say an organised attempt to achieve consistency between the activities of different 
agents, there must be forecasting.” 
 

 

-Professor Gareth Williams, London School of Economics 1971. 
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Summary 

 

A key question for multinational employers remains what will 

happen to the global economy - and thus both jobs and pay? 

We have set out in this report to gather together the available 

evidence concerning economic growth or decline in the short-

medium term. We have found that almost all predictive 

indicators point to a downturn and we have concluded that the 

majority of national economies will experience a recession during 

2023/4. We have further determined that recessions are actually 

already underway in the USA and UK. 

 

We have also examined the supply and demand for labour in the 

light of the economic downturn. This has led us to predict a 2-

3% decline in payroll numbers this year and also to suggest that 

the UK’s high employee participation rate puts it in a strong 

position to pull out of the current downturn. Lastly, we look at 

the course of real earnings and ask the question whether some 

measure of reduced real labour costs could assist in preventing 

the need to shed labour in line with dwindling economic activity. 

This saving could protect jobs up to a point, but too severe a cut 

in spending power will result in too many negative outcomes. 

We have therefore suggested that there are a number of other 

related ways that could help to contain costs and improve 

productivity in the coming very difficult trading period. 
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Preamble 

 

Advice often given to Human Resources professionals is to stick with the rudiments of the job and not be distracted by wider events - 

either inside the corporation or in the outside World. The problem with this perspective is that it leaves HR as simply an instrument 

under the control of line management and not able to make sense of their everyday actions in relation to major forces bearing in upon 

them. This is especially the case concerning the need to look to the future. 

 

At the very least, HR operates within a labour market 

that changes its nature due to trends in the economy 

that encompasses it. In a multinational that labour 

market is truly global. 

 

The questions we set out in this report to answer are: 

 

1. Are we really heading for a recession in 2023?  

2. What impact will it have on the supply and 

demand for labour? 

3. Can companies sustain gains made in the real 

cost of labour to help fight recession? 

 

By far, the most important issue facing us, and one 

that will determine the outcome of other questions 

concerning the labour market is the first question we 

have posed. 
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At the end of January 2023, the International Monetary Fund (IMF) published its latest forecast for the global economy. In this it stated 

that most countries around the World will escape recession this year – with the exception of the UK. Much of its reason for confidence 

was that China had removed its lockdowns and was opening up. But what credence can we give to this optimism? 

 

Certainly, the jury is out amongst economists, financiers and business leaders on whether a recession is in prospect. Organisations such 

as JP Morgan, for instance, believe that a small measure of "technical recession" will arise early this year, but then disappear to leave 

some growth by year end. At a different perspective is the World Bank which envisages a real danger of global recession, but only if a 

number of specific hazards are not avoided. Finally, there is a recent Survey of CEOs by the Conference Board that found recession was 

their "Number 1" worry for 2023. 

 

But which perspective is the most convincing? Or is there another perspective that as yet lies out of view to all the principal players? 

 

If there is going to be a recession, it will mean that a significant proportion of the recruitment efforts made by HR practitioners since the 

pandemic began to recede would all be for nought. Even current vacancies would need to be questioned and HR made ready for 

austerities and lay-offs. What hard evidence therefore exists about what the next 12-18 months will bring? 

 

1.1. Parts of the predictive jigsaw 
 

The eight tell-tale signs of a coming recession have historically been:  

 

1. Inversion of the yield curve.  

2. Overpricing, or strong underpricing in the stock market. 

3. Low consumer confidence. 

4. Low business confidence.  

5. A fall in global digital device sales. 

6. The purchasing managers index. 
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7. The OECD composite longer leading indicator, and  

8. High and sustained levels of consumer price inflation.  

 

1.1.1. Inversion of the yield curve (IYC)  
 

This is probably the strongest indicator of a coming recession as it measures true money market confidence in the future. A "yield curve" 

is a comparison between long-term and short-term bonds and depicts the relationship between their rates of interest. The rate for a 

longer-term bond is usually higher than the rate for a shorter-term bond. When an inversion takes place the returns on short-term 

bonds start to be higher than for longer-term bonds.  

 

At the time of writing, the United States Short Term Government Bond Yield for 1 Year is 4.68 % pa. By comparison, the United States 

10Y Government Bond has a 3.501% yield.  

 

Similarly, the United Kingdom 6-month bond yield is currently 4.11% and the 10Y Government Bond has a 3.329% yield. In both these 

countries, the yield curve is significantly inverted. If we look further afield the inversion is generally still present, although to a narrower 

extent. For instance, the German 2-year bond yield is 2.64% and 10-year yield is 2.31%. 

 

1.1.2. Stock market performance (SMP) 
 

Speculators often over-value stocks because they see a particular market as a safe haven. This is particularly to case with US stocks and 

shares. In other markets they will be more realistic and trade around the longer-term mean until they sense a downturn – and then 

drop stock values to below their long-term trend. One way to determine if stocks are over-valued or undervalued is to look at their 

aggregate P/E ratios. At the time of writing, America’s current S&P500 10-year P/E Ratio is 29.3x. This is 45% above the modern-era 

market average of 19.6x, putting the current P/E 1.1 standard deviations above the modern-era average. This suggests that the market 

is substantially overvalued.  
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Investors on the UK stock market are currently also overoptimistic about earnings growth with P/E averaging 47.6x compared to a 3-

year average of 25.5x (86.7% above trend). This means that UK investors are overconfident and the stock market therefore highly 

vulnerable to a shock to the system.  

 

1.1.3. Consumer confidence 
 

If consumers have low confidence in the market, they will hold off purchases and demand will be depressed. In the OECD index, any 

score below 100 indicates confidence is low. This is certainly the case at present. 

 

1.1.4. Business confidence 
 

Companies will not invest if their confidence levels are low in a market. This usually arises because demand levels are falling and/or they 

can detect other signs of a downturn. As with consumer confidence, any score below 100 indicates confidence is low. This measure is 

currently tracking consumer confidence in a downward curve. 

 

Comparison of countries by yield curve inversion (IYC), stock market P/E (SMP) relative to long term trend, consumer (CC) and business 

confidence (CC). 

 

Country IYC SMP CC BC RSK% Country IYC SMP CC BC RSK% 

Australia No 1.45 98 101 40 India No 1.10 N/A N/A 40 

Brazil No 0.44 100 99 65 Italy No 0.44 99 100 60 

Canada Yes 0.55 N/A 101 65 Japan No 0.52 97 101 60 

China No 1.00 92 96 70 S Korea Yes 0.61 98 98 75 

France No 0.82 97 100 50 UK Yes 1.87 93 100 85 

Germany Yes 0.71 97 101 75 USA Yes 1.49 97 99 85 
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In the above table, RSK% is FedEE’s estimated percentage probability of a recession in 2023/4. All risks above 60% are significant. Those 

at 60% or below may only arise if there is a major triggering event. It should be noted that almost all business confidence levels are 

currently falling to well below 100. 

 

1.1.5. Digital device sales 
 

A further indication that there is an emerging global recession arises from the volume of digital device shipments. According to the 

trade analysts Gartner, shipments of PCs, tablets and mobile phones fell last year by 11.9% and are predicted to fall by 4.4% this year. In 

fact, many businesses were putting back by 6-9 months a decision to renew their devices. Many are also holding back from upgrading 

operating systems to Windows 10. 
 

1.1.6. The purchasing managers’ index  
 

Indices are produced on a monthly basis for all major economies around the globe. They measure the activity level of purchasing 

managers in the manufacturing sector – except in the USA where the S&P index also covers the services sector. This does not determine 

that a recession has arrived, but it does point to likely outcomes in a core sector. If an index is below 50 then activity is below the longer-

term trend. 
 

As things stand, the PMI is weak in all countries except Australia and India. It is particularly depressed in Brazil, UK and USA. 
 

PMI Latest January 2023 December 2022 PMI Latest January 2023 December 2022 

Australia 49.8 50.2 India 58.5 56.4 

Brazil 44.2 44.3 Italy 48.5 48.4 

Canada 49.2 49.6 Japan 48.9 48.9 

China 47.0 48.0 South Korea 48.2 49.0 

France 50.8 49.2 UK 46.7 45.3 

Germany 47.0 47.1 USA 46.8 46.2 
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1.1.7. The OECD composite longer leading indicator (LLI) 
 

This has become the most commonly used and trusted measure predicting changes in the economic cycle. Generally, an LLI figure 

predicts the state of an economy 9-12 months ahead of the time of its publication. Thus, a figure below 100 which is consistently falling 

from month to month is a reasonably reliable sign of a coming downturn, although not necessarily a recession. 

 

OECD CLLI December 2022 November 2022 OECD CLLI December 2022 November 2022 

Australia 99.0 99.0 India 99.2 99.4 

Brazil 98.7 98.9 Italy 96.8 96.9 

Canada 97.3 97.5 Japan 100.0 100.1 

China 98.1 98.2 South Korea 98.4 98.5 

France 97.6 97.8 UK 94.0 94.1 

Germany 98.2 98.3 USA 98.4 98.5 

 

In the above table we have printed in bold the latest figures where there is a downward trend. This is virtually universal, with the exception 

of Australia where the index was stable between both months (although still below 100). The most significant pointer in the table is the 

forecast weakness of the UK economy, a phenomenon also confirmed by other indicators. 

 

1.1.8. Consumer price inflation (CPI) 
 

Spiralling inflation has the effect of devaluing currency, reducing real earnings levels and eating into savings. This heavily cuts demand 

and consumer confidence. 

 

High and sustained consumer price levels have existed throughout much of the World for well over a year. At a later point in our analysis, 

we shall point to money supply trends that will further stimulate inflation into the future. 
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The incidence of price inflation has largely been attributed to high oil and gas prices, disruptions brought about by the pandemic and 

labour shortages affecting the supply chain. However, according to our analyses, oil prices have only partly been affected by the 

embargo imposed due to the Ukraine war. The decision of OPEC to raise prices was due to their perception about the falling value of 

currency (especially the US dollar) following the reckless printing of paper money by many central banks during lockdowns.  

 

1.2. The principal driving force for inflation 
 

Once again, money supply has been the most important factor giving rise to price inflation and for dampening economic growth.  

 

Much of the increase in money supply over the last three years is still working through markets - principally through inflated prices for 

oil and food. At long last two leading currencies have halted their currency proliferation – with a 2.4% decline in non-seasonally adjusted 

US Dollar M2 supply between March and December 2022. In the eurozone, the reversal was over a shorter period, but amounted to a 

2% decline in M2 supply from September to December 2022. 

 

In all other major currency zones, money supply continued to grow, although in 

Japan, the growth was down to a trickle last year. UK Pound Sterling M2 supply was +4.2% 

over the year to December 2022 and China’s RMB M2 supply grew by 11.8% over the 

same period. India’s Rupee growth remained as chaotic as ever, but invariably diluting 

the currency still further. The pattern too continued in failing states around the World 

with the Russian Rouble money supply growing by 22.6% over the year to December 

2022 and the Turkish lira running almost out of control with growth of supply at over 30% 

in the last 7 months of the year alone. 
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1.3. What the data shows us 
 

The conventional measure of a recession is that GDP falls in real terms for two quarters in succession. It is unfortunate that the definition 

hangs on a single measure, as GDP has been found to be deficient technically for a number of reasons and subject to factors that have 

very little to do with substantive growth – such as credit card spending and government spending with borrowed money. More especially, 

however, the index is quite routinely "massaged" by governments.  

 

GDP growth rates by country Q4 2022 

 

Country YR to Q4 Q to Q Country YR to Q4 Q to Q 

Australia +1.8**  +0.1%** India +4.3%* +1.4%** 

Brazil +3.00** -0.4%** Italy +3.9%  -0.1% 

Canada +3.8**  +1.6%** Japan +1.7**  N/A 

China +3.0%  0.0% South Korea +1.4%  -0.4% 

France +2.6% 0.1% UK +4.0%(?) 0.0%*** 

Germany +0.5% -0.2% USA +1.0% N/A 

 

Predicted by the reserve bank. ** Forecast *** Q3 -0.2% 

 

We must still await the publication of all final Q4 figures and therefore some of them remain estimates. However, three already indicate 

that the latest quarterly change was negative and two – China and the UK – that it was neutral. Outside our focus countries, there are 

also Q4 negative trends in countries/jurisdiction such as Austria, the Czech Republic, Sweden and Taiwan – with the Czech Republic 

already recording two quarters of successive falls into GDP contraction.  

 

The UK appears to have dodged an official recession by declaring that Q4 2022 produced zero growth. However, we have strong 

reservations about how reliable the UK GDP figure has been in recent years. FedEE has conducted analyses (see Appendix) in which 
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there has been found, as expected, a strong negative correlation between GDP and unemployment, and positive correlations between 

GDP and Prices and GDP and hourly compensation in the USA. This was not replicated in the EU and we suspected that the reason was 

deliberate massaging of figures in several major EU Member States. One of these appears to be the UK (our reference period was pre-

Brexit – 2002 to 2019). This is confirmed by our closer analyses where we found no significant correlation between GDP and 

unemployment or GDP and prices. Only with compensation per hour was a weak correlation registered. This suggests that UK GDP 

figures are likely to be politically engineered. In present circumstances, the stakes have been high, as a Q4 2022 negative GDP figure 

would have confirmed most economist’s expectations that a recession had set in. By registering zero growth no such conclusion may 

be made. It is also curious that the UK Office for National Statistics claimed that the annual GDP growth for 2022 was 4%. However, the 

growth each quarter was just 0.5%, 0.1%, minus 0.2% and 0%. The 4% has to be a total fabrication as these increases do not add up 

anywhere close to 4%. 

 

One other surprise figure was the Q4 year-on-year growth rate for GDP in the USA. The headline "annualized" rate released to the 

press was stated to be 2.9%. However, this has little statistical foundation and the government’s estimated actual increase from Q4 2021 

to Q4 2022 is to be found at the top of Table 5 of the official BEA news release. This was just 1%. Although the latest Q3-Q4 change 

awaits publication, we believe that it will probably be negative. Apart from the evidence we have already gathered, there is plenty more 

indicating weakness in the US economy such as falling retail sales, shrinking real disposable personal incomes, slowing real consumption 

expenditures, a collapsing housing market and weak ISM reports. 

 

1.4. Does US job growth indicate economic health and 
why has the US remained seemingly solvent? 
 

It should be noted that the US Department of Labor regularly publishes data 

indicating that hiring activity by US employers remains high and is unabated. This 

is often heralded in the press and is a seeming driving force for a stock market 

surge.  

  

https://www.bea.gov/sites/default/files/2023-01/gdp4q22_adv.pdf
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However, the phenomenon of US job number growth is due to the unique dynamics of the US jobs market. Because of poor job security, 

every job in the USA is effectively a temporary one and as a high proportion of jobs are of poor quality (with only minimal terms and 

conditions) those entering them often do not tolerate them for long. The rapidly departing employees are replaced quickly because few 

welfare benefits are available to those out of work. High job growth is thus an indicator of "Churn" taking place and not a variable 

deserving of optimism. 

 

To put the US economy further into perspective, it is clear that over the year to Q4 2022, US personal savings have almost all melted 

away. In 2020, personal savings were 17% of disposable income, this fell to 12% in 2021 and to just 3.3% in 2022. In fact, in Q4 2022, they 

stood at 2.9%. The principal reason that the economy has not gone into a tail spin over the last year is that Americans have been 

depleting their savings and maxing out their credit cards. In 2023, there will be no such resource to fall back upon as all savings have 

virtually disappeared - and only outstanding credit card bills remain. 

 

1.5. The truth about China 
 

We have also shown that during Q4 2022, there was a zero GDP growth rate for China. This came on the cusp of the Beijing government 

relaxing its lockdowns, although the immediate consequence was that the spread of COVID-19 simply accelerated and individual 

employers were left having to decide what controls to put in place.  

 

Certainly, the relaxation did not herald just a return to normal for all the Chinese people.  

 

The situation for China has also fundamentally changed over the last two years, with Vietnam and Cambodia having taken over many 

of the contractual obligations that could not be met by China. Exports to the USA are around 40% down on pre-Covid levels. The US 

has also placed a moratorium on the export of its most advanced semiconductors to China. 

 

In a less defined way, too, relations with the West have somewhat cooled due to the recent Chinese "spy balloons" incidents and the 

outcome of the "without limits" accord between China and Russia on February 4th 2022. This accord now appears to have been a genuine 
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alliance, leading western multinational - as much as western governments - to hesitate about making further commitments involving 

China. Moreover, if current economic conditions do lead to a recession in China, it is doubtful that this will be officially declared. It will 

therefore just be necessary for companies to look to their own trading results to fathom whether demand from China is any further 

depressed. 

 

1.6. The strength of statistical relationships 
 

Although we are confident in the trends that we have detected, there are 

question marks over the degree to which factors such as unemployment and 

the movement of real compensation levels co-relate with GDP changes. In the 

Appendix to this report, we show that in the EU, there is no statistically 

significant link between earnings movements, prices, unemployment and GDP. 

This may be because the EU economy is subject to statistical lags or distortions. 

It is more likely, however, because a number of EU Member States deliberately 

misreport changes that are taking place. As EU data also included the UK up 

to the last reference year in the analysis we have also analysed UK data 

separately and found that it clearly helped to pull down the causal relationship 

between GDP and both unemployment and prices. 

 

In the USA, there are much stronger links between these variables, such that 

there are significant negative relationships between unemployment and GDP 

as well as between unemployment rates and hourly compensation rates. It 

makes sense that as GDP falls, unemployment will rise and that as 

unemployment rises hourly compensation will fall. 
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1.7. FedEE prediction 
 

We calculate that a recession is already well underway in several leading national economies and further predict that recession will 

emerge in most other national economies during 2023/24 – with the possible principal exceptions of Australia and India.  

  

In our view, the true current rates of annualized GDP declines are -0.6% in the USA and -1.2% in the UK. 

 

What happens over the next 12 months will greatly depend on the extent and depth of the downturn in the USA, the strength of the 

US dollar, what happens to global interest rates and money supply. At the time of writing, the dollar has weakened significantly (although 

it was raised temporarily on the strength of the spurious jobs data) and anything which places a question over it being the World’s 

touchstone and default currency could generate a general downward spiral. As things stand, the greatest threat lies in the Russian 

government’s reaction to the USA, Germany and UK supplying Ukraine with advanced heavy tanks. If this is met with the use by Russia 

of more lethal weaponry then stock prices and currency rates in the West could tumble – thus deepening the downturn. 

 

1.8. A deeper scenario 
 

There is also the possibility that what we are heading for is not just another cyclical downturn (over and above the non-cyclical economic 

downswing during the height of the pandemic). The experience that the World economy is currently going through could well be 

fundamental and highly structural. Dysfunctions may be emerging because the whole nature of "the game" has changed. Certainly, 

there was a sense in the air back in 2019 that the digital revolution which has threatened to happen in the last 30 years (and was not 

really present in the first wave of computerization) may just about to emerge. That is perhaps why the most desperate shortages of 

labour right now are in the field of data analytics and AI-related software programming. The business World is already responding to 

the new economic order (NEO) and this is heading away from old notions of globalization and definitions of capitalism. Many of the old 

institutions are being challenged and therefore what is happening right now is a glimpse of an emerging corner of history that is sliding 

into place - but is not yet fully into view.
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What impact will recession  

have on the supply and demand 

 for labour? 
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Let us begin by standing back to look at the bigger picture as it represents the limits of global supply. 

 

The World currently has a workforce of 3.5 BN people, or 63% of the working age population. 47% of this population are self-employed, 

down from 56% 30 years ago. However, around 40% of the employed and 60% of self-employed people work on an informal basis – 

which means that they are all not covered by any form of social protection or social insurance. Furthermore, all those in the shadow 

economy operate in precarious circumstances and are very often poorly paid.  

 

Multinational enterprises employ 43 million of the World’s 928 million employees, or 4.6% of the total. However, multinationals and their 

foreign affiliates account for one third of world GDP and two-thirds of international trade. It is not surprising therefore that a high 

proportion of the World’s most gifted people work for Multinationals. However, they have a seeming increasing pool of talent to choose 

from.  

 

Just over 200 million 25-34 year olds currently hold University degrees, although the holders are progressively more concentrated in 

just two countries – China (23%) and India (19%). The US share is declining and currently accounts for some 13% of the total. 50 years 

ago, only the most gifted candidates attended University, but sadly, this is no longer the case. For instance, only 2% of the World’s 

population has an IQ of 130 or more. It is for that reason that many employers focus only on the top 1,000 of the World’s 18,000 or so 

degree awarding institutions. 

 

However, although competition for the highest skills remains intense, widespread labour shortages have emerged at every skill level. To 

some extent, HR is responding still to immediate post-pandemic signals where, in many cases, half of available jobs in developed 

countries were very difficult to fill. What, however, constantly needs to be asked is what jobs are likely to still exist in as economies 

contract, especially in the short-medium term? Companies will always need to retain those with the highest skills in data analysis, software 

and engineering, but the danger of filling all vacancies generated in a bounce-back period is that it is storing up future redundancy 

costs, or falling productivity, as demand weakens. 
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2023 is going to be a difficult year, partly because what it offers economically is currently disguised by so many uncertainties. There is 

little doubt that most CEOs of large corporations anticipate a global recession and our analysis clearly backs this up. But what does this 

mean on the ground? 

 

2.1. Labour supply 
 

The primary source for recruiting labour is by seeking to attract them from other 

employers. Ultimately, however, some employers in the supply chain will need to look 

at the existing pool of unemployed labour.  

 

One feature of the labour pool in market driven societies, such as the USA and UK 

over the last year, is that unemployment has been low by historical standards. US 

unemployment in December 2022 had fallen to a rate of 3.5%, the same rate as in 

February 2020 just before COVID-19 struck. However, the number of jobs being 

filled each month has been declining. 

 

In the UK, the unemployment rate for the three months to November 2022 was 3.7%. 

The principal reason for this low rate has been the departure of over a million EU 

workers since the UK left the EU. During 2022, there were also a large number of 

British nationals leaving the jobs market. In fact, there are now more than 9 million 

people between the ages of 16 and 64 who either are not working, or registered for 

work. 
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On the European Continent, the unemployment rate remains above that in the UK, largely because the high level of job protection 

makes employers wary of taking on labour and also because the generosity of the benefit system makes terminated employees less 

eager to quickly re-join the labour market. 

 

In India, many of those who lose their jobs slide back into the informal economy, whilst in both Japan and South Korea, the concept of 

a job for life still prevails and the work ethic is so strong that periods of unemployment that do occur are generally short-lived. 

 

The biggest pool of potential workers in most economies are those either currently not working, or registered as unemployed. Moreover, 

some of the underemployed group will be classified as "discouraged", although many would be available for work if they could have 

other obligations that keep them out of the labour market resolved – such as eldercare or childcare. In fact, there is invariably a gap 

between male and female participation in the labour market which is particularly wide in traditional societies such as India, or cultures 

where the convention has been for women to leave employment as soon as they have children – such as Japan and South Korea. 

 

Participation rates (%) by gender: 

 

Country Male Female Country Male Female 

Australia 70.55 61.06 India 70.09 19.23 

Brazil 68.24 52.37 Italy 57.59 42.53 

Canada 69.74 60.80 Japan 71.03 52.00 

China 74.29 61.61 South Korea 72.46 53.39 

France 59.67 51.90 UK 79.00 72.20 

Germany 66.04 56.84 USA 69.30 57.80 

 

Easily the most "stand out" economy in our country selections is the UK where not only is the male participation rate 79%, but it has the 

only female participation rate to come near to 70% - and actually tops it out at 72.20%. Perhaps the biggest surprises are France and 

Italy - where both men and women have low levels of labour force participation. This undoubtedly puts much pressure on social welfare 
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systems and particularly benefit programmes and goes a long way to account for the high tax rates that those in employment are 

required to pay. 

 

The potential for increasing labour supply by increasing the participation of women has been well illustrated in Canada where the 

participation of over 100,000 extra prime age (25-54 years) women has been achieved by a multi-billion dollar program the federal 

Liberal government introduced last year to cut the costs of child care. 

 

An important feature of labour participation is that the higher the level, the better the ability to achieve labour market flexibility. In a 

country such as the UK, the total active labour resource is much larger than in countries such as France - so that it is better equipped 

to deal with fluctuations in demand, whilst still remaining competitive. 

 

Finally, we turn to the demand for labour in the face of a potential recession. Clearly demand will fall, but where and by how much? 

 

2.2. Labour demand 
 

In the UK, the number of vacancies have recently been falling and in Q4 2022, 

they fell for the sixth consecutive quarter. In the latest quarter, the fall was wide-

ranging and occurred in 14 out of 18 industry sectors, with the biggest quarterly 

falls in Arts, entertainment and recreation, transport and storage, information 

and communication and manufacturing. 

 

In the USA, although high levels of "new hires" continue to be reported by the 

Department of Labour, the truth is that the level of actual job openings have 

been falling - with falls greatest in the north-east and in sectors ranging from 

the federal government, to trade, transport and utilities, educational services 

and leisure and hospitality.   
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On the European Continent, job vacancies in Germany fell by 11.8% between August and December 2022, whilst in France, the rate fell 

by 12.9% from September to November 2022. Further afield, Australia lost 4.9% of job vacancies over the three months to November 

2022. Only Japan bucked the trend, with a 4.4% rise in vacancies between September and November last year. 

 

Declining demand is also indicated by the scale of job loss. Losses of existing jobs across the World have tracked the decline of vacancies, 

with many of the losses being in the final months of 2022. For instance, in Brazil, 268,811 jobs were lost in December 2022, which was 

a sharp reversal in November when over 300,000 jobs were filled. 

 

High tech companies have led the way in downsizing. Often under the name of restructuring, there are few big name corporations that 

have escaped the axe. What has been curious about the pattern of such layoffs over the last three years is that up until Q3 2022, it 

involved a large number of companies, but with each making – on average – a relatively low number of redundancies. That all changed 

in Q4 of 2022 and Q1 of 2023 as the scale of individual redundancies grew. This indicates that there has been a switch from restructuring 

to serious downsizing. 

 

High tech global layoffs 2022-3 

 

Period Companies Employee Avge 

Q2 2022 300 34743 116 

Q3 2022 411 35159 86 

Q4 2022 460 80035 174 

Q1 2023 * 290 87838  303 

 

Source: Layoffs.fyi     
* to date 
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The sectors primarily making the layoffs are also revealing, as they do not indicate that job losses are due to automation, but the 

fundamentals of consumer demand. For instance, the four leading sectors where high tech firms have downsized recently are retailing, 

consumer, transportation and finance.  

 

The impact of GDP on jobs is formulated through "Okun’s law" whereby a 2% drop in GDP is correlated with a 1% drop in employment 

levels. However, we can find no supporting evidence that such a law operates in the European Union (see Appendix). There is a significant 

negative correlation in the USA between the unemployment rate and GDP, but the existence of a correlation of -0.5036 which has 

existed over the period 2002-19 does not necessarily translate to a 2:1 ratio. We would also argue that, to the extent that a significant 

correlation does exist it tends to deepen when GDP enters a recessionary period.  

 

Of course, the link between GDP and employment depends on other factors - such as productivity. It is also not an immediate cause 

and effect, with the possibility of a lag for several months before economic contraction is translated into job losses. There are also certain 

sectors that often do well in recessions – such as those that supply the population with essentials. They include utilities, health care, 

basic foodstuffs and consumer staples. A recession can also be the final straw for companies that have been struggling for some time 

to survive. Many wind up, but an increasing number "jump the gun" and are subject to a takeover. 

 

2.3. The impact of the downturn on jobs 
 

We predict that the loss of jobs this year will be 2-3%, with the recessionary period lasting between four and six quarters. However, 

labour shortages in some sectors and key skill areas shall remain.  

 

Over the longer term, employment participation rates will be a significant factor in allowing economies to pull out of the downturn. In 

particular, the level of female participation. Where female participation is low then women will be a potential resource, however, their 

lack of participation will largely leave them only suitable to fill routine and unskilled jobs. A far better indicator of HR strength in the 

economy is where female participation is already high and women hold many skilled positions. Any temporary job losses because of a 

downturn will, in such a circumstance, put women in a strong position to re-enter the job market when conditions improve.
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Can companies sustain gains 

made in the real cost of labour 

to help fight recession? 
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For the last year, the most important economic phenomenon that has affected the labour market has been price inflation. This has been 

driven by a number of factors, but principally money supply – but superficially at least the cost of fuel and general supply chain 

bottlenecks, made worse by the Ukraine war and consequent sanctions. A fall in fuel prices has helped to reduce inflationary levels in 

recent months, but rates remain high in Eastern Europe and inflation continues to grow across many countries in Asia. But what is the 

link between inflation and a recession and how can employers resist letting pay track prices - to the cost of jobs and margins? 

 

3.1. Falling purchasing power 
 

For many employees, inflation came as something of a shock, as virtually all forecasting organisations (except FedEE) were predicting 

that prices would be kept low by the economic damage caused by the pandemic and the consequent intense competition as demand 

recovered. To the extent that any collective agreements were concluded during the lockdowns, these reflected the wage movements in 

the period prior to February 2020. Thus, the sudden emergence of hyperinflation meant that the purchasing power of employee salaries 

was being rapidly undermined and the pay increases in the pipeline were not sufficient to make up for the loss of real earnings. 

 

We are all aware from previous periods of hyperinflation, such as the late 1970s and early 1980s, of the consequences of simply letting 

pay track prices. This causes "wage push" that not only drove prices higher, but created a prolonged cycle of devaluation that further 

depressed economic growth, jobs and currency values. With this memory firmly still in mind, throughout most of 2022 employers have 

sought to contain pay increases, and where a rise was unavoidable many often responded by paying non-consolidated fixed 

supplements or percentage increases. Governments too, have stepped in by offering fuel and electricity subsidies or intervened, as in 

Luxembourg, to suspend payments under index linking systems. 

 

A decline in employee’s share of wealth generated has been evident for at least the last two decades, especially in the USA.  

 



 

 26 Labour Market Trends  
13th February 2023                                                                                                                                                                                                                             The Federation of International Employers (FedEE)  

 

 
 

This has been taking place with very little challenge from employees, largely because companies have simply retained a high proportion 

of improvements achieved in labour productivity. But falling real earnings due to a sharp rise in price inflation presents a very visible 

shock to the system and means that employees are less able than they were to maintain living standards and the value of their savings. 

This is very different from withholding a rise in income that would have improved living standards. 

 

Hyperinflation has its biggest impact where years of deflation and almost static pay levels have conditioned a population to assume that 

even without pay increases goods and services will become more affordable over time. In Japan, the sudden appearance of rising 
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inflation rates last year meant the era of waiting for prices to become affordable was at an end. In November 2022 alone, real spending 

power fell by 2.5%, following the previous month’s decline of 3.8%. This was the ninth straight month that real wages had fallen. In the 

UK, the overall picture was less dramatic with real disposal income (RDI) falling just 0.7% during 2022. However, some groups fared 

worse, with the poorest fifth have their RDI fall by 3.8%. 

 

The curious finding of FedEE analyses reported in Appendix A is that the long held 

assumption that hourly compensation would rise in response to rising consumer prices 

does not hold at all in the EU and only fairly weakly (at the 0.1 significance level) in the 

USA. The biggest direct link is between compensation per hour and GDP. In other words, 

as GDP falls, so do pay levels - with a recession being the biggest dampener on "wage 

push" trends. This also – at least in the USA – appears to be the case with consumer 

price inflation, where falling GDP is an effective curb on rising prices. Back in 2008, 

consumer prices in the UK during the 2008-10 recession rose to 3.7% in 2008 after 

steady inflationary levels of 2.3-2.5% over the previous 5 years. But in 2009, the 

recession cut the annual rise to 0.8% and dampened it in succeeding years. A recession 

may be painful, but it may be the only sure way to drive out runaway prices both for 

labour and goods/services. 

 

Companies can, for a least the short-term, outride hyperinflation - provided they can contain their own costs, whilst raising their prices 

without loss of real revenues. But this will only be to a point and within current price elasticities - as eventually, costs cannot be contained, 

price changes will impact on sales volumes and reductions in real earnings provoke a reaction from employees.  
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3.2. Staying a step ahead of the game 
 

Employers should carefully track the real income levels of their employees and determine well in advance what maximum cut they may 

be able to sustain. If they wait too long, then employee pressures could lead them to a greater than anticipated pay revisions and even 

a measure of backdating. As a matter of principle, changes in basic rates should seek to compensate for price changes that have 

happened, not those expected to come. For one thing, it is not possible to predict with any accuracy what changes will occur – especially 

when the World is at war – directly or by proxy, in Ukraine and a new ‘cold war’ is also emerging.  

 

Other measures that may serve to prevent a company losing the real labour cost advantage that it has gained over the last 12-18 

months are: 

 

1. Underlining the link between wage inflation and jobs in all discussions about pay. 

2. Investing in employee participation so that employees begin to understand the 

difficult trade-offs that must be made for job levels to be protected. 

3. Stopping hires that may be soon questionable when demand levels fall. 

4. Maximizing job flexibility and cutting overheads by exploiting hybrid working. 

5. Dealing with skill shortages, where possible, through in-house training. 

6. Increasing the proportion of variable to fixed pay. 

7. Increasing the pay hierarchy – flat salaries are more costly and do not match pay 

to responsibility. 

8. Rotating those in top positions – to test managerial skills and get employees 

used to lifetime rises and falls in salary. 

9. Setting at least two linked post-recession recovery targets for key personnel - 

and offering generous rewards that would accompany their achievement. 

10. Use technical aids too boost individual productivity. 
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The two big unknowns in 2023 are money supply and interest rates. If governments follow recent actions by the UK and USA in resisting 

the printing of paper currency and seeking to redress past oversupply by mechanism at the disposal of central banks, then a recessionary 

nose dive can be averted. Reserve banks also must resist trying to cool markets too quickly by overly large rises in minimum interest 

rates. Confidence can be restored to the system, but much still depends on individual companies containing their total costs. This will 

be particularly the problem in the service sector where prices have, to date, been a moderating factor in consumer price indices. But 

payroll costs in services remain a much higher proportion of total operating costs than in other sectors and therefore it will be key to 

bringing inflation down if service sector pay can be constrained.  

 

The spectre lurking in the wings, of course, is "stagflation" – the phenomenon of high unemployment linked to high price inflation. This 

was last seen in the late 1970s and early 1980s when price inflation was also driven by the price of oil. It was only finally eliminated by 

what was then the deepest post war recession – which lasted for approaching three years. Getting prices down as quickly as possible by 

measures we have outlined is thus key to keeping recession as short-lived as possible. 
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Appendix 
 

We have examined the relationship between several key variables associated with changes in GDP and unemployment for two key 

economic entities – the European Union and USA. This has allowed us to determine the statistical significance of the relationships and, 

where there is any detectable relationship, whether it is positive or negative. The measure we have employed for this analysis is the 

Pearson product moment correlation coefficient. As Statisticians we are well aware that the existence of a correlation does not mean 

there is a causal link. However, there are good reasons within the laws of economics to anticipate certain correlations will exist. 

 

We have taken the years from 2002 until 2019 in order to cover the peak to peak of the most recent normal economic cycles and avoid 

the economic changes brought about by the pandemic in 2020-23. Although correlations probably require a degree of time lag between 

them in order (such as GDP falls leading to unemployment growth) to optimise any relationship between variables we have chosen y-

on-y figures to allow at least for a degree of lag that takes place within a 12-month period. 

 

In the European Union, a number of weak relationships could be detected between 

unemployment and GDP (negative), unemployment and CPI (negative) and hourly 

compensation and GDP (positive), but none of these was significant even at the 0.1 level. 

Surprisingly, there were no significant relationships between the chosen variables during the 

18-year period. 

 

By contrast, in the USA, there were significant correlations between all variables examined, 

except unemployment vs real compensation and GDP vs real compensation. There was a weak 

correlation between unemployment and CPI, although this was not significant at any P level. 
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Pearson Correlation coefficients: EU and USA 2002-2019. Y-on-Y Changes. 

 

 Comp/hr vs 

CPI 

Unemployment 

v GDP 

Unemployment 

v Comp/hr 

Unemployment 

v CPI 

Unemployment 

v Real Comp 

GDP v Real 

Comp 

Comp/hr vs 

GDP 

CPI v 

GDP 

EU NS NS NS NS NS NS NS NS 

USA S 0.10 -S 0.05 -S 0.05 NS NS NS S 0.05 S 0.05 

 

NS = Not significant.  S= Significant, followed by level. Minus (-) indicates negative correlation. CPI = Consumer prices index. Real Comp 

is price adjusted compensation per hour. 

 

Finally, it should be noted that any finding of a correlation between GDP and hourly compensation could well arise, even if GDP figures 

were in any way fabricated. This is because it would be enough for those involved in setting pay to believe that a downturn was taking 

place for them to modify their pay demands or concessions. That is, after all, one reason why governments wish to water down any true 

recessionary trends. 



 

 32 

Copyright and Disclaimer 
 
FedEE accepts no responsibility for any loss or damage, howsoever incurred, which may result from 

reliance on the content of this report, or any liability with respect to omissions made by the authors 

or any readers interpretations on the basis of actual or referenced content, or necessary updates for 

legal changes made, including legal precedents.  

 

All data referred to is "as is" and offered in good faith. We have used numerous data sources for our 

review and verified all statements/facts to the greatest reasonable extent possible. We do not, 

however, indicate or guarantee whether any legal, economic or procedural measures are current, 

observed or fully enforced in all relevant applicable sectors, fields or areas.  

 

The views expressed in this report are entirely 

those of the authors and should not be taken 

as necessarily definitive, the policy/principles 

of the Federation, its Board, its Officers, or any 

of the Federation's Members or Affiliates.  
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