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. INTRODUCTION
The following guidelines offer a methodology for analyzing labor markets and for implementing proj-
ects that are intended to improve labor market operations. The guidelines proceed through four
stages.

0] Consideration of regional aspects;

(i) A country situation analysis, covering the relevant data and information that are nec-
essary to reach an informed judgment about the state of the labor market;

(iii) A country policy analysis, used to generate the policy prescriptions needed to over-
come the problems identified through the situation analysis;

(iv) The design and implementation of projects, covering the lending instruments that are
available, project timeframes, lending conditionalities, project management and con-
trol, and monitoring and evaluation.

Il. Regional aspects
The ADB covers a vast region of the world and the countries contained in such region are extremely
diverse. A labor market approach that would attempt to fit all countries with one policy would be a
poor way to start. Labor market policies are national, designed and implemented by national gov-
ernments. Therefore the approach to be followed to support national labor market policies has to be
primarily country specific and shrank to fit the local context.

Yet, the advantage of a multilateral and regional organization such as the ADB is precisely to
have a regional vision that is likely to be more comprehensive and objective that the one of any indi-
vidual member state. Such vision is particularly important for labor market policies concerned with
issues such as migrant labor. Hence, a country strategy may start by looking at some general char-
acteristics of the sub-region in which the country under consideration operates. The following are
some broad priorities concerning labor markets in four sub-regions of the continent; South-East Asia,
South Asia, Transitional Economies and the countries of the Pacific.

South-East Asia is the region that has been characterized by fast growth over the period 1960-
1996 and that experienced a sharp contraction during the 1997 crisis. The crisis has produced high
unemployment and exposed structural problems related to social protection, particularly for the un-

employed. Most countries lack the most basic labor market institutions such as labor exchanges,
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have little experience in assisting the unemployed and do not dispose of the financial means for re-
forming the labor protection system because of the negative economic cycle sparked by the crisis.

In such situation, the labor market approach has to be developed along two lines. The first is a
short-term approach able to cope at best with the consequences of the crisis. Emergency programs
such as public works may help in reducing the effect of the crisis while contributing to building infra-
structures necessary to re-establish growth. The second is a long-term approach designed to equip
countries with labor market institutions able to deal with sharp employment fluctuations as the one
recently experienced. This second approach initiates with proper legislation and consolidates with
the establishment of permanent structures such as labor exchanges networks and unemployment
insurance schemes.

In so doing, however, it should be kept in mind that many of the countries in this region are very
much split along the rural-urban divide with a modern urban and industrialized sector and a back-
ward rural agricultural sector. Labor market policies should very much adapt to such divide while
helping to reducing it. Traditional LMPs implemented through labor exchanges such as training and
unemployment benefits would hardly reach those living in rural and remote areas if implemented
through labor exchanges alone. In this case, labor market interventions would be better channeled
through local communities and organizations or public bodies that are already present in rural areas.
That is because the rural population has usually difficulties in reaching labor exchanges that are
typically located in urban areas and because the jobs on offer in such exchanges are typically urban
and unsuited for agricultural workers.

An additional important aspect that will greatly shape the future labor markets in South-East
Asia is migration. Indonesia and the Philippines have pioneered migration policies in order to cope
with large emigration flows. Remittances are for both countries an important source of revenue and
migration policies became with time a very sensitive political tool. The issue here is two-fold. On the
one hand, policies that address nationals emigrating abroad such as assistance in host countries in
terms of housing, social and legal protection should be continued and encouraged. These are often
welcomed by host countries because they allow for a stricter control of immigration. On the other
hand, countries can do more to register and assist immigrants. This effort should be not only in the

direction of control mechanisms but also in the direction of assisting immigrants with social protec-
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tion schemes agreed with the countries of origin. Harmonizing social protection mechanisms across
countries can be an important tool to discourage informal practices and reduce risk for migrant labor.

South-Asia has enjoyed unprecedented growth in recent years based on competitive exports in
the manufacturing sector. The region is undergoing a process of industrialization that will necessarily
change the social structure of societies. The state still occupies an important position in terms of
employment and state enterprises still dispose of excess labor that will eventually need to be dis-
missed. But the new private sector is vigorous and has a valuable potential for growth in many dif-
ferent sectors. The reservoir of skilled labor is large and competitive though human capital flight in
on the increase and threatens local growth potential.

Past experiences such as the Grameen bank in Bangladesh and the Marahasthra public work
scheme in India are obviously the answer to reach large number of people in need with means un-
derstandable and close to most. However, as the decline in the Marahasthra scheme is witnessing
shifting towards more urban and industrialized societies will require different means. First of all, leg-
islation will need to keep pace with changes, labor protection in particular. The role of industrial rela-
tions will increase and so will the effect of the minimum wage on the economy. The growing informal
urban sectors will need to be contained and formalized, labor reallocation will need to be facilitated
through labor exchange offices. The existing gap between the urban and rural sectors will need to be
reduced.

Asian transitional economies include the post-Soviet economies (Central Asia) and some East
Asian economies (China, Vietham, Cambodia). The transition process in these two groups of coun-
tries have followed a very different path partly for political reasons and partly for the initial economic
situations these countries came from. However, one general aspect that unites these countries,
apart from the fact that they are all moving towards a market economy, is that birth rates have col-
lapsed and populations are aging. Over the 1990s, the population below the age of 14 has declined
in almost all countries and will continue to decline over the next fifteen years. This will be reflected in
an expansion of the population in working age (15-64). In terms of labor market, this can be benefi-
cial as more people will be working and less will need to be supported but labor market policies have

to be designed to expand employment quickly in labor-intensive industries. This is where the coun-
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tries of Central Asia and the East Asian Transitional Economies will need a different kind of ap-
proach.

In the transitional economies of Central Asia the biggest challenge for labor market develop-
ment remains privatization and enterprise restructuring. Privatization has occurred nominally with
large enterprises changing ownership but not management or strategies. There has been hardly any
investment in restructuring and, where there has been, managers have tended to extract personal
gains rather than using the resources productively. This has created very difficult living conditions
not only for those who had to leave the enterprises and are now struggling to make a living in self-
employment or unemployment, but also for those who are still in enterprises and suffer from meager
salaries or wage arrears. LMPs cannot only focus on the unemployed but have necessarily to look at
employment and the enterprise in particular. Even agriculture was managed in an industrial manner
during the Soviet times and the transformation of agriculture requires a lot of support for those new
individual farmers who do not have the skills or the means for small farming. Re-activating produc-
tion is a major challenge in Central Asia today.

China and Vietnam also face serious problems in terms of restructuring of ex-state enterprises
but this challenge is greatly supported by fast growing economies. Perhaps the greatest challenge
for labor market policies remains the transition from a rural to an urban life. The coastal fast growing
and industrialized regions have attracted and are still attracting millions. The construction of proper
infrastructures to host such numbers cannot possibly cope with the speed of the phenomenon gen-
erating an urbanization process difficult to control. Labor market policies are called to put some order
in such process. Towns and Village enterprises have been an important initiative to encourage peo-
ple to remain in their surroundings but by no means they have stopped the internal migration flows.
Labor exchanges have the potential to contribute to allocating resources more efficiently on the ter-
ritory and provide the necessary information to forecast labor flows and design measures to support
such flows. Hence, the key issue is not how to foster production and growth but how to manage the
social consequences related to production and growth.

The pacific islands are a case on their own. The region has benefited from large flows of aid
and favorable trade conditions on the part of the European Union and the United States during the

past decades. GDP per capita is generally higher than in developing Asia and poverty has never
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reached dramatic levels as seen elsewhere in Asia. However, during the 1990s, growth has been
modest, urbanization has increased together with urban poverty and environmental degradation is
taking its toll on very fragile ecosystems. The region has also poor infrastructures hampered by dis-
tances that make trade expensive, even within the region. Pacific islands generally produce few
items in large quantities for export and rely to a great extent on imports.

In such context, the establishment of a labor exchange network and the formal registration of
the unemployed are less urgent problem as opposed to employment generation activities centered
on self-employment and small business development. Legislation related to industrial relations while
important it is less relevant that the urgent problem of infrastructure and housing for the new urban
dwellers. In other words, in a context where natural conditions and kin networks allow for households
to survive without the necessary intervention of the state, the latter can afford to focus more on
boosting productivity and growth, two areas where the pacific islands are lagging behind vis-a-vis
other developing areas in Asia. Hence the key aspect for the Pacific seems to be diversification and
small business development export oriented.

lll. SITUATION ANALYSIS

The starting point for considering labor market issues would normally be the relevant country strat-
egy paper, which should describe a country’s basic socio-economic situation. The key information
that is required includes:

0] The economic framework,

(i) The demographic structure,

(iii) The structure of the labor market, and

(iv) The institutions and legislation that underpin the labor market.
A. Economic Framework

The first purpose of the situation analysis should be to determine if the necessary conditions
are in place for various labor market policy initiatives to be considered and, if not, to identify the cir-
cumstances that would have to be achieved before sustainable policy development could take place.

The assessment should cover the essential features of the economy:

0] Historical data on output, employment and productivity by economic sector;

(i) Current macroeconomic framework (output, budget, inflation);
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(iii) Sector analysis (urban/rural; formal/informal, public/private);

(iv) Domestic and foreign investments (FDI) prospects and projections by economic
sector;

(v) Growth projections in the medium and long-term by economic sector.

The important thing to understand is in what direction the economy is moving, what sectors will
be central to economic development and what is the role played by the private formal sector in this
development. Economic development and the government financial capacity will ultimately rely on
the growth of the formal private sector and the prospects in this sector have to be monitored to un-
derstand how LMPs can contribute to such growth.

The Bank should already dispose of much of this information through the country offices net-
work. Alternative sources of information are the World Bank and IMF country reports, central statisti-
cal offices publications, central banks bulletins and UNDP National Human Development Reports.

B. Demographic Structures

Many Asian countries have fast growing populations. Their economies must therefore grow
particularly fast if they are to develop employment in the formal sector. Without that development,
employment is confined to the informal, even subsistence, economy and countries have an impossi-
ble task to reduce their poverty levels.

The important consideration, of course, is labor force growth. While it is obviously linked to
population growth, it may differ, for example, according to cultural differences such as commonly
accepted roles of women in the labor force or attitudes towards schooling. More importantly, there is
a lag between changing population growth and its impact on the labor force and it will be many years
before the impact of any declining birth rate is reflected in declining labor force growth rates. The
age structures of the population as well as the growth pattern must also be established. On the other
hand, increasing retention in school and in further education may result in slowing labor force growth
and reducing participation rates, especially among the young.

The important indicators to monitor are:

0] Birth, death and natural growth rates;

(i) Migration flows;
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(iii) The size, structure (male/female; urban/rural; age; education) and projections of the
Working Age Population (WAP = Men 15-60/65 + Women 15-55/60)

(iv) The size, structure (male/female; urban/rural; age; education) and projections of the
Labor Force (LF = Employed + Unemployed).

The obvious primary source of information is the population census. It is in fact best to identify
the last population census and use the official data and projections made by the central statistical
agencies. Secondary sources of information are the various UN population statistics, though these
sources tend to be outdated by at least two or three years. World Bank data may be an additional
secondary source.

C. The Structure of the Labor Market

The main purpose of the analysis is to identify labor market imbalances and mismatches. This
can be done by analyzing the demand and supply for labor separately and by identifying the major
sources of imbalances such as geographical, skills, education or gender factors. The first part of this
analysis may look at labor supply, the human capital available in the nation, while the second part
may look at labor demand, the human capital needs expressed by the nation. Labor supply looks
typically at people while labor demand looks at institutions and organizations, particularly enter-
prises. This allows identifying imbalances and mismatches that can be addressed later in the policy
analysis phase.

1. Labor Supply

An analysis of labor supply should be comprehensive, meaning that the vision should expand
beyond the current labor force and to all able-bodied individuals in the nation, including the eco-
nomically inactive. Especially during deep economic changes, substantial flows of workers occur
between the economically active and economically inactive pools.

Following a typical ILO classification of the population according to labor categories, the fol-
lowing statistics should provide a first comprehensive picture of labor supply:

0] Employment by industry, occupation, gender, age, education, urban/rural, for-
mal/informal and public/private sectors;
(i) Underemployment including part-time work and unpaid leave

(iii) Unemployment by gender, age, education and urban/rural sectors;
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(iv) Economically inactive population by group (housewives, students, discouraged job-
seekers and others), age, gender and education.

These data are 'stock' measures and they should include historical trends as well as future
projections over a substantial period of time, such as ten years. Projections will necessarily make
use of the population statistics mentioned in the previous section as well as additional data that may
influence the distribution of people among the different labor categories.

Additional information relative to labor supply will include:

0] Labor migration (internal and external) and impact on the structure of the labor force
(i) Changes in the education system affecting school retention;

(iii) Changes in the pension system affecting retirement age;

(iv) Estimates of literacy;

(v) Average years of schooling.

Many Asian countries have a small labor force compared with their total population, particularly
Muslim societies with limited access to formal work for women. Considering that this is the potential
tax base for a country, both for general government revenue and social taxes, countries in this posi-
tion would seem ill placed to develop social protection policies. Hence, one important objective for
any nation is how to expand labor force participation.

Concerning education and training, it should be kept in mind that statistics can be misleading or
inadequate when they are used to assess labor market skills. Longitudinal or tracer studies are
rarely available to assess the impact of education and training of graduates at any level. Qualifica-
tions and skills, even basic literacy, can be exaggerated, especially through collections that require
self-enumeration such as a census.

Differences in the participation of males and females in education and training need to be un-
derstood and eventually aligned with labor market realities. Gender differences, although evident
everywhere, vary greatly from place to place. In particular, while it is difficult to assess the effect of
cultural or social differences on the way girls are educated, the reasons for any mismatches between
the education of girls and their participation in the labor force need to be understood.

The primary sources of information for the labor categories data are households budget sur-

veys and labor force surveys. The most valuable way of dealing with such data is to obtain the data-
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base and then carry out analysis according to the specific information sought for the particular proj-
ect under study. However, this is a rather time consuming process and requires statistical skills not
always available with Bank staff. Hence, the best alternative is to rely on survey analyses already
made by other international agencies, researchers or the central statistical office. Additional primary
sources of information are enterprises reports and surveys usually collected and analyzed by the
central statistical offices. Secondary sources of information are international organizations' reports
and country studies.

2. Labor Demand

The basic characteristics of the labor demand that need to be assessed include:

0] Industry structure;

(i) Regional economic structure;

(iii) Wage levels and earnings;

(iv) The relationship between the formal and informal sectors;

(v) The relationship between rural and urban sectors;

(vi) The size, structure and educational profile of the public sector;
(vii)  The potential for private sector development.

Countries with a significant shortfall between the economic growth rates and the population
growth rates are bound to have substantial informal sectors. A country with a labor force growing at
3% a year is going to need something like a 6% economic growth simply to maintain formal sector
employment opportunities. Otherwise, employment growth is essentially supply-driven with excess
labor being occupied in the informal sector.

Assessing labor demand, especially on a detailed industry or occupation level, may be difficult
to do except in general terms, although for most policy prescriptions this may be sufficient. For ex-
ample, using income statistics to assess labor demand may be problematic. It may be difficult to
determine earnings with any accuracy. It is difficult to unravel the extent to which people hold second
jobs, to assess earnings in the informal sector, to reveal disguised income, and seasonal or inter-
mittent patters of earnings.

It is also difficult to define, let alone quantify, the formal and informal sectors although it may

not be that important to be precise. The formal sector might be defined in terms of business registra-
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tions but this would not allow for employment estimates to be made. It could also be defined in terms
of those responsible for paying social taxes. However, tax avoidance can be high so that the result-
ing figures may not be so accurate.

A better starting point, though also with weaknesses, is to define the formal sector in terms of
wage earners. Naturally, this limits the sector to employment in the public sector and in enterprises
covered by relevant statistical collections. Consequently, this definition tends to equate the formal
sector with employment in firms above a certain size. However, collections might miss a significant
number of workers especially if the nominal survey coverage extends to smaller firms, which come
and go rapidly. In addition, total employment can be disguised, again to avoid taxes. Social taxes,
based on payroll assessments, can be avoided by disguising total salaries or by breaking income
into taxable and non-taxable components, sometimes legally sometimes not.

Whatever estimates are finally made, they have to cover two elements of the informal sector.
The first occurs in rural areas. Many economies in Asia are still largely rural-based and will be so for
many years. In many of them, less than a third of the populations live in urban areas. Employment in
family enterprises or farms is high and workers may be engaged only intermittently or seasonally.
While there are surely large productivity gains to be made in the agricultural sector, this does not
mean that significant employment increases will follow. Growth is more likely to occur in surrounding
industries in rural areas, such as in building and in service industries, and in associated industries
such as agro-business. A steady drift away from agriculture is inevitable although it might not neces-
sarily take place very quickly.

The second feature of informal employment relates to urban areas. In all countries, internal mi-
gration is leading to a growth in urban populations that outstrips the growth of the formal sector. In-
formal employment in urban areas takes place in the service sectors, particularly in transport (taxis,
cyclos, rickshaws and the like), in retail services (including itinerant trade) and in tourism and hospi-
tality (restaurants, stalls and so on). The problems for this sector relate to social protection, which,
more or less by definition, is confined to the formal sector.

The scope for the development of a manufacturing sector, and the type and level of the sector,
depends on a variety of factors such as accepted wage levels and the skills of the labor force. Typi-

cally, countries at the lower end of development gain immediate improvements in incomes as a re-
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sult of direct foreign investment into manufacturing but the gains are limited unless there is a longer-
term movement towards higher-level manufacturing involving greater skills.

Services cover a wide range of sectors, notably tourism and hospitality, and retail. These sec-
tors are noted for the extent of small enterprises and for informal employment generally. Tourism
and hospitality are usually seen as growth industries but a great deal depends on the nature of the
country in question — on its openness or perceived levels of corruption, for example, or on the poten-
tial for civil unrest.

The primary source of information for labor demand is enterprises surveys, usually those con-
ducted on a national level by the central statistical office. Some countries require enterprises to pro-
vide quarterly or annual reports but this is usually a less reliable source of information. Information
on enterprises is also often available in labor force surveys and even household surveys where
guestions are asked about employers. Again, the central statistical office will be the main source of
all statistics on labor demand though other organizations such as the ministry of industry, employer's
organizations or chambers of commerce and industry may collect independently valuable informa-
tion. Some countries have enterprises rosters kept at tax offices or in other government organiza-
tions that, if updated, can be a valuable source of information.

The final stage of the structural analysis of the labor market will be to compare the current and
projected demand and supply to isolate the major constraints to matching and labor market devel-
opment. These constraints can then be looked at in the light of the LMPs framework.

D. Labor Market Institutions

The impact of labor policies is affected significantly by the institutions that operate in the labor
market. These include labor legislation, administrative structures and the various stakeholders that
are involved or have an interest in the labor market.

1. Labor Market Legislation

All relevant legislation should be analyzed. The major concern is direct labor legislation, which
includes:

0] Legislation on core labor standards: (a) Freedom of association, (b) Abolition of

forced labor, (c) Equality, and (d) Elimination of child labor;
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(ii) Industrial relations legislation, which covers issues to do with employer and em-
ployee associations, collective bargaining and the resolution of industrial disputes;

(iii) Wage policies, which includes legislation on minimum wages and wage setting pro-
cedures outside collective bargaining processes;

(iv) Job security provisions, which cover the recruitment and the separation of employ-
ers;

(V) Working conditions, which cover issues such as working hours, leave provisions, and
occupational health and safety;

(vi) Vocational and technical training, which covers rules on the recruitment of skilled
workers, and the accreditation and certification of skilled workers

Other relevant legislation could include regulations controlling labor mobility (for example, inter-
nal passports); enterprise-based forms of social protection such as pensions or housing; and wider-
based social protection policies (pension systems, unemployment benefits, maternity leave and the
like).

The form the legislation can take will vary substantially from country to country but the issue
has less to do with form than with substance. In all cases, the primary goal is to identify legislation
that acts to restrict the operations of the labor market. While it is not always possible to say that any
such legislation is wrong or unnecessary in principle, it certainly warrants specific justification.

2. Administrative structures

There is a high risk of making poor policy decisions when labor market operations are solely
the responsibility of government or where employers are unwilling or unable to get involved. Invest-
ments will also be unwise where there is an unclear division of responsibility between government
agencies, for example in the field of training.

The two main institutional processes to consider are the way that finances are managed and
the way that labor market programs are administered. Many labor market programs, especially
training programs, are expensive.

It should be determined:

0] Who pays and who spends;

(i) Cost recovery procedures if any;
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(iii) The extent to which financial management is centralized or decentralized;
(iv) Potential conflicts in financial management (for example, between layers of govern-
ment).

The quality of management is no less important and that should be judged by assessing the
extent to which management is concerned with labor market relevance and with outputs, for exam-
ple skills testing, accreditation and standards, or with labor market program outcomes. Many admini-
strations, particularly those covering training institutes and public employment services, are more
concerned with inputs rather than outputs, especially if there are no performance criteria that allow
outputs, let alone outcomes, to be measured adequately.

As part of managing quality issues, governments may choose to introduce inspectorate func-
tions. The need for inspections, for example to protect consumers or employees from unscrupulous
private providers, can be the main justification for much labor legislation. But whether inspections
can be performed adequately or honestly is itself open to question. This falls into the wider problem
of governance and the capacity of the public administration to deliver services in an effective and
transparent manner. Poorly paid civil servants have strong incentives for rent-seeking and the estab-
lishment of an inspectorate can turn out to be more of a problem than a solution.

Attention should also be paid to the problem of over-management in the labor market. Heavy-
handed inspection against what are really restrictive labor regulations is one example. Another as-
pect concerns training standards and consequent licensing arrangements that are set too high,
leading to unnecessarily high costs for employers and training authorities alike and poor rates of re-
turn, both private and social. In other cases, official intervention can be onerous for little if any real
gain to the labor market and there is a high risk that interventions are used for rent seeking rather
than for addressing labor market issues.

3. Stakeholders

Poor investments in labor market programs are most likely because of a failure to properly un-
derstand the interests of all stakeholders. These include:

0] Governments;
(i) Individual ministries (economic or finance, labor and education, social affairs);

(iii) Parliament and political stakeholders
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(iv) Employers (particularly the private sector);

(v) Employees;

(vi) Students and trainees;

(vii)y  The unemployed;

(viii)  Gender and age groups;

(ix) Special target groups and

x) Non-government agencies such as NGOs or private entrepreneurs that provide
training or employment services.

The analysis should identify winners and losers, singling out those whose vested interests in
established structures is so great as to be potential inhibitors to change; or those whose possible
future vested interests would be so great as to warrant their involvement in institutional develop-
ments.

The lines of responsibilities between stakeholders must be unraveled, for example, the different
responsibilities of labor and education ministries. Other relevant structures, such as private sector
chambers of commerce or labor organizations, should be described. It is important to note the ab-
sence or the weaknesses of such structures.

IV. POLICY ANALYSIS
The situation analysis is likely to uncover perceived labor market weaknesses and inefficiencies as
well as weak institutional arrangements. The first step in the policy analysis is to verify the current
status of LMPs and their adequacy to the identified labor market constraints and general economic
framework.

Therefore, the first step is to gather information on:

0] Long-term national economic plan and human capital objectives;
(i) LMPs framework (number and types of policies);

(iii) Organizations responsible for implementing LMPs;

(iv) Coordination between different organizations;

(v) Sources of finance of LMPs;

(vi) Target groups.
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Sources of information should be the country five years economic plan, the works of special
economic advisory bodies established close to the council of ministries or presidential apparatuses,
the ministries of labor, education, industry and finance.

Such information will allow making a first assessment of whether the current LMPs framework
responds to labor market needs. However, whether any of the labor market problems that have been
identified can be ameliorated through changes to labor market policies may not be clear.

In the first place, many governments are inclined to favor policies that intervene in the labor
market when perhaps they need not. Governments have intervened, for example, to give a monop-
oly position to public employment services in the hiring of workers or to make it difficult for private
training providers to operate freely.

In the second place, policy reforms may sometimes address obvious symptoms, usually unem-
ployment, without recognizing the underlying causes. Retraining programs for the unemployed, for
example, may be ineffective where the major cause of unemployment is demand deficiency. Simi-
larly, the development of TVET systems may not be justified if the underlying basic education sys-
tem is adequate. From the ADB'’s point of view the objective is to improve the outputs and, more im-
portantly, the outcomes of labor market policies, but from the point of view of labor market authorities
the objective, more often, is to improve inputs.

The primary purpose of policy development should therefore be to change, if necessary, the
way that the labor market is governed by central, provincial or local authorities: the way it is admin-
istered, the way it is financed and the types of interventions made by governments. The changes
that will be required will invariably involve both institutional and financial reforms.

E. Institutional Reforms

Institutional reforms involve either legislative actions or some form of administrative changes.
Given the inclination of most authorities to want to extend their control, the underlying policy objec-
tives that are likely to be pursued in this way often run against the grain of government inclinations.
In this respect, the role and attitudes of stakeholders must be taken fully into account.

The basic issue for institutional reforms lies with the legislative framework being used to govern
the labor market. As the earlier discussions showed, there can be a wide divergence of opinions

even in developed countries about what sort of labor market legislation is acceptable. Legislative
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change requires negotiation with many stakeholders, particularly the social partners. It has to be ac-
cepted by a country’s legislature and it requires the cooperation of the authorities. It is easier to im-
plement another labor market program or invest further money in labor market programs or infra-
structure rather than change legislation.

The second issue for institutional reform involves the administrative arrangements for govern-
ing the labor market. Many of the administrative arrangements that need changing may well be de-
fined in legislation. Many ministries may be involved, especially in training, while the social partners
may not be involved at all. Tripartite mechanisms may be difficult to arrange even though they
should be an integral part for many, although not all, administrative arrangements. It should be noted
that reforms to administrative arrangements are not confined to government authorities. They also
touch on the structures and legislative requirements for the social partners. Reforms should involve
social partners.

Reforms to institutional arrangements also involve capacity building — among all three main so-
cial partners. Naturally, reforms of this type are much more acceptable to stakeholders because they
involve investment in their own human resources and in their physical infrastructure. For that reason,
too, they are often more acceptable to donors who are not always in a position to confront basic re-
forms or may not be willing to do so. However, questions of sustainability have to be addressed. Any
investment in the human resources of a government authority, for example, must have a reasonable
prospect of delivering a return, which is not necessarily the case in all authorities or among public
sector employment groups (senior managers, for example) that have a high turnover.

The third issue for institutional reform involves program interventions. Some of these interven-
tions have a very broad scope and can have long timeframes involved. They need to be planned
with sustainability in mind and have to properly analyze the labor market weaknesses they are trying
to address. Skills development policies, in particular, are a special case. They usually represent sig-
nificant reforms in their own right and investments that focus on capacity building are likely to be in-
effective unless they are accompanied by the institutional reforms that have been discussed here.

Other interventions such as training for the unemployed or public works programs have far
shorter timeframes. In terms of their long-term impact and their effectiveness, these are probably the

least important development to be undertaken. In fact, they are usually the starting point for many
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developments. This is because program interventions, like capacity building, require investment in
human resources and capital infrastructure and are more attractive to government agencies. They
can also be politically attractive. They hold out the possibility of bringing about improvements for in-
dividuals, for specific target groups or for specific localities. In some cases, target groups such as
the disabled or war veterans, may have strong public support or a long history of government sup-
port that is difficult to unwind.

The program interventions have therefore to be assessed very carefully. The starting presump-
tion should be that such interventions are not automatically effective and should be justified only
when interventions are carefully targeted and the programs are kept small.

F. Financial Reforms

A large part of governance is concerned with finance and a lack of money can become an all-
consuming consideration. It is tempting for government authorities to assume that once this problem
is “solved” an improved system will necessarily follow. Proposing a method for financing labor mar-
ket interventions can therefore wrongly become the driving force behind the policy agenda.

Finance can come from four sources: government budgets, special off-budget funds, cost-
recovery, and, lastly, donors. Because of budgetary restraints, governments may well be inclined to
favor the use of off-budget funds, typically financed by employer, payroll-based levies and employee
levies. After all, when dealing with labor market issues it may seem obvious to obtain financing from
the labor market participants, especially employers.

But this is not necessarily a good idea. Employer levies may be justified but they run the risk of
becoming just another source of revenue and being sequestered for other purposes. The distinction
between different levies and the way they are managed can also become hazy. Multiple levies may
be imposed for related purposes (such as paying income support through unemployment benefits or
to finance retraining programs). If an off-budget fund is to be used, it will be important that it is com-
plemented, preferably with a system of governance that would act to protect it as a matter of course.
In this respect, ownership of the fund becomes an important issue and can be contentious.

In the end, the capacity to finance labor market policies, whether through budget or off-budget

funds, depends on a country’s tax base. It is difficult to collect significant amounts of either income
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taxes or employer-based taxes in countries with large informal sectors. Careful decisions have to be
made about how to use the limited revenue that is collected.

Cost-recovery may also be an important source of finance. The most important situation proba-
bly concerns the use of student or trainee fees for TVET. Cost-recovery can be used even where it is
known that some of the fees or charges will be levied on other government agencies, for example for
training. In many countries, cost-recovery procedures usually have exemptions applied. Govern-
ments often find it unacceptable to levy charges on the unemployed or other target groups. How-
ever, exemptions have a habit of expanding to meet the needs of different interest groups and they
should really be introduced only on clearly exceptional grounds.

Finally, the question of donor finance has to be considered. This is a key issue for the ADB.
The main concern for the Bank is whether its finance can be used to develop sustainable long-term
policies. In principle, its loan funds should not finance short-term interventions. These are really the
domains of bi-lateral donors using grant funds. Nor should the Bank finance shortfalls in government
revenue except through instruments such as program or structural adjustment loans. In project
terms, the purpose of the funds is to bridge the gap between a country’s present circumstances and
the more effective and sustainable policies that can be achieved in the future.

G. Related Policy Fields

Labor market policies cannot be considered in isolation from related policy issues. Many of the
issues that affect social protection policies can only be determined in the light of a good under-
standing of the labor market. Also, the characteristics of the labor market are determined signifi-
cantly by the outcomes of the education system. Changes in the one reverberate in the other. The
relationship of the labor market to both these policy fields must therefore also be analyzed.

Education Policies

The analysis should show where labor market policies, especially those concerned with techni-
cal and vocational training, fit in with education priorities; and whether these priorities are or should
be directed towards, say, primary education or towards adult re-education and retraining. In coun-
tries with large rural sectors, for example, the priority would probably be to improve literacy through

primary education. A priority for vocational education would be clearer in countries in transition to
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market economies where levels of primary and secondary education are usually already high but
where there is a need to redefine entry-level training requirements and to retrain older workers.

The structure of post-compulsory education and its effects on vocational outcomes should be
analyzed. While some evidence suggests that the returns to general education are greater than re-
turns to more specific investments in vocational education, this may say just as much about exces-
sive costs and the poor structure of vocational education systems as it does about the subsequent
benefits to students.

Investments in vocational schools may further entrench poor systems. Streaming of students in
secondary education should generally be regarded as inefficient on vocational grounds. If govern-
ments intend to persist with these policies, investments in vocational schools should be designed to
lead to at least the same level and scope of educational attainment that would be achieved through
general education.

Where vocational schooling is an alternative to general education, the analysis should show
how the alternatives differ: cost structures and the schooling or the characteristics of the students
involved. The latter may influence the likely rates of return to the respective forms of education. In-
vestments in vocational schools could be designed to influence these characteristics in order to in-
crease the likelihood of greater returns.

1. Social Protection Policies

Most governments tend to use labor market programs to correct broader social problems, par-
ticularly when the problems are seen to be associated with unemployment. When they do this, there
is usually a high risk that their interventions will not be relevant in labor market terms and therefore
poorly directed either to the needs of the target groups or to the needs of the labor market. Many
programs have ended up being criticized for inadequate design and poor labor market relevance
when, in fact, they were probably doing pretty much what the government expected of them.

Unfortunately, what governments expect from LMPs is often misplaced. For example, the best
measure of labor market inequity is duration of unemployment. The longer the unemployment, the
greater the disadvantage (except where unemployment is regarded as an attractive option, for ex-
ample, where there is a relatively high level of unemployment benefit). However, not all causes of

long-term unemployment can be ameliorated by labor market programs. Older workers who have
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been suffering from long-term unemployment want more immediate returns from any investment in
labor market programs, and retraining is less likely to give them that compared to, say, assistance
through a wage subsidy program or through a public works program.

Social problems present profound difficulties for governments. They may be due to demo-
graphic factors such as age, they may arise from individual circumstances such as a disability or
there may be inequities based on regions or on ethnic groupings. The greatest difficulties will usually
arise with substantial gender inequities or with large-scale unemployment among the young. But in
all cases, governments will be attracted to labor market programs, usually training and retraining
schemes, as offering at least partial solutions to their problems. The attraction will be particularly
strong in the case of young people where the initial problem is seen to be rooted in the labor market
and where almost any response can be seen as preferable to idleness or other socially unaccept-
able behavior. The question is whether this attraction is reasonable and whether or how govern-
ments should act on it.

Irrespective of how people come to be directed towards labor market programs, it should still be
seen primarily as a labor market initiative. Unfortunately, and almost by definition, the most likely
participants are those with the least employment prospects, the least education, or the least apti-
tudes. This will be true no matter what state the labor market is in. Returns to these groups for their
participation in such programs are likely to be low. Participation in labor market programs will surely
involve queue shuffling, which may be justified in certain circumstances, but usually on social pro-
tection grounds, not on labor market grounds.

In that respect, participation in labor market programs may not be so different to other gainful
activities that the target group could become involved with such as extended secondary education,
community service work or even military service. In some cases, the objective may be as limited as
encouraging work discipline; or, in its worst form, establishing “parking bays” for disadvantaged
groups. For that reason the cost of programs needs careful consideration. They are rarely cheap and
alternatives may be preferable.

None of these arguments is sufficient to argue against the use of labor market programs for
handling social problems. However, unless we are prepared to talk about social safety nets and not

LMPs, they should be used only with two clear understandings: Firstly, that the primary purpose,
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however poorly achieved, will be to actually reduce inequities in the labor market and secondly, that
the costs of the programs should be minimized. For example, using community groups and training
centers that do not depend on massive investments in capital could be far more cost-effective than
investing large sums in public sector institutions (for, say, teacher training or materials and equip-
ment). The latter is a high-risk investment when the main problem is to solve social problems.

The important point here is to be clear about what the real government objective is. If the gov-
ernment’s primary objective is to reduce social tension, then the real cost of the programs should be
more properly considered, and assessed, as a social safety net rather than as an investment in the
labor market.

V. DESIGN AND IMPLEMENTATION OF ADB PROGRAMS AND PROJECTS
H. Labor market policies and the ADB operational framework
According to the ADB Social Protection Strategy, social protection issues emerge in four op-
erational contexts:
0] Country strategy;
(i) Policy lending to provide broad budget support with social protection conditionalities;
(iii) Project lending for institutional development and capacity building in social protec-
tion;
(iv) Collateral issues associated with lending where social protection is not the central
objective.

Labor market policies can figure in different ways in all these contexts. The situation and policy
analyses described above are well suited to be placed in the country strategy documents. The ADB
social protection strategy document explicitly mentions that country strategies papers will: ‘Include a
labor market analysis as a critical element in determining the country's priority needs; (...).

Policy lending is more suitable for conditionalities focused on labor legislation, core labor stan-
dards in particular. Multilateral institutions are well placed to encourage the application of basic hu-
man rights in countries where these rights are routinely violated. The four core labor standards dis-
cussed in paper A are the possible contribution to this effort of labor market policies and condition-

alities on lending are one of the few means available to foster the application of such standards. This
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is by no means the solution to labor human rights violations but an important starting point for further
policies.

Project lending is instead by definition the most suitable instrument to host most labor market
policies. Labor legislation, skills development, labor demand and supply policies, labor market pro-
grams and labor migration policies can all find a place and a justification for 'institutional develop-
ment and capacity building'. The question here is rather the choice of policy.

l. The Choice of Policy

The choice of policy stems from the situation and policy analysis conducted in the specific

country under consideration. At this stage, there would normally be a range of two-three policies

suitable to address the problems emerged during the country analysis. The following matrix provides

basic principles and characteristics of the policies outlined in paper A.

Policy Matrix
1. Labor Target group Advantages Disadvantages Financing Institutional Timing
legislation Structure
Core labor Enterprises Human rights Labor market Legislation Always
standards protection rigidities
Industrial Enterprises, Promote social Risk of Legislation Transition
Relations Trade unions dialogue ‘fragmenting’ towards industri-
Policies social partners alised society
Wage Employees Protection from Labor market Legislation Always
Determination exploitation rigidities, exclude
further the non
participants
Job security Employees Job security Labor market Legislation Always in
provisions rigidities, costly medium and
for enterprises large enterprises
Working Employees Improve labor Costly for enter- Legislation Always in
conditions standards prises medium and
large enterprises
2. Skills Target group Advantages Disadvantages Financing Institutional Timing
development Structure
Education and Students Improve Long-term re- Govt. budget Schools Always
pre-employment Human capital sults, difficult to
training evaluate the im-
pact
Employment Employees, Preserves and Costly, difficult to Govt. budget, Training Always
re-training and unemployed, update human evaluate the enterprises, fees institutions
skills upgrading economically capital impact
inactive
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3. Labor Target group Advantages Disadvantages Financing Institutional Timing
demand Structure
policies
Support to Enterprises Foster or main- Price distortions Govt. budget Ministries, spe- Economic
enterprises tain domestic cial legislation downturns
production,
protects infant
industries
Apprenticeship Labor market Improve youth Risk of free Mix Govt. budget Enterprises Always
Programs entrants employment riding from and enterprises
entrepreneurs
Defensive Enterprises Preserve Not sustainable Enterprises, Enterprises Economic
Restructuring production and in the long-term workers govt. downturns
employment budget
during
downturns
4. Labor Target group Advantages Disadvantages Financing Institutional Timing
supply Structure
policies
Public works Poor job seekers Income mainte- Risk of depend- Govt. budget, Ministries During reces-
nance, contribute ency foreign grant sions
to public ends
Micro-credits Unemployed, Small Risk of indebting Beneficiaries- Credit institu- Always
poor Business devel- already poor savings, tions, coopera-
opment households Govt.budget, tives, associa-
credit istitutions tions
5. Labor Target group Advantages Disadvantages Financing Institutional Timing
market Structure
programs and
services
Job Job seekers Matching de- Costly Govt. budget or Ministry of Always in
Brokerage mand and supply employment fund labour, labor modern sectors,
(workers and exchanges during fast eco-
employers) nomic changes
Training for the Unemployed Increase em- Costly Govt. budget or Ministry of Always
Unemployed ployability employment fund labour, labor
(workers and exchanges,
employers) training istitutions
6. Labor Target group Advantages Disadvantages Financing Institutional Timing
migration Structure
policies
Internal Internal migrant Increase match- Potential con- Govt. budget Ministry of inte- During periods of
Migration labor ing, help to flicts between old rior, local large migration
control rural/ and new settlers authorities flows
urban flows
External External migrant Increase match- Politically Govt. budget Ministries, During periods of
migration labor ing, help to con- sensitive International large migration
trol immigration bodies, flows
NGOs
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J. Project Management and Coordination

The essential features of labor market projects should always be concerned with achieving
successful labor market outcomes. These might be improved labor market operations such as re-
ducing unnecessary rigidities through less restrictive legislation, employment gained through training
or self-employment generation, or job placements arranged through counseling and job brokerage.

Project management is therefore concerned with making sure that the reforms underpinning the
project are carried through. One way to do this is to recruit staff especially for the purpose. Expert
staff can be recruited, with experience of similar projects elsewhere, or with specific expertise in
fields such as personnel or financial management and the labor market. The difficulty is that this ap-
proach allows for little skills transfer, which should be an essential feature of ensuring sustainability
of the reforms once the project is complete.

Another way to manage the project is to arrange for it to be done entirely by the counterpart
authority, the Ministry of Labor, for example. The difficulty with this is the likelihood of inadequate
experience to begin with, and a lack of familiarity with or even a lack of acceptance of the reforms
being pursued. Generally, it is important to identify a suitable local counterpart for implementing the
project. For example, the implementation of a loan that focuses on training may rely on many differ-
ent counterparts such as the ministries of education or labor, trade unions, enterprises organiza-
tions, private training bodies, cooperatives or NGOs.

The identification of the right counterpart is crucial for the success of the loan and the criteria
for such identification should be strictly based on past performances. An open competition based on
curriculum and project proposals may be the right approach to the problem but consultations at the
local level with interested parties should also be an important part of the selection process.

A combination of both foreign technical assistance and local counterparts is probably the pre-
ferred course of action although it all depends on the country involved and the quality and attitudes
of the counterparts. Project management should itself be seen as part of the project development,
part of the reform process. Projects should be handled by the counterpart authority but with specific
technical assistance being provided, especially in the early stages. Technical assistance should not
be concerned solely with issues such as procurement and other details of project management, but

with the achieving of the project objectives themselves. A primary goal is to work towards skills
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transfer with the management of the project eventually passing completely to the counterpart
authority.
K. Monitoring, Evaluation and Auditing

Monitoring and evaluation must be a feature of any project lending. It is not simply a matter of
trying to determine, once it is all over, how successful a project has been. That static model might be
appropriate in some types of projects but labor market projects (and social protection projects gen-
erally) need data from monitoring and evaluation simply to retain their focus and viability throughout.

In fact, even the notion of a “successful” project has to be questioned. If, at the end of a five
years project, the various labor market indicators all point to labor market improvements, it will still
be almost impossible to quantify the contribution that the project actually made to this. Equally, if the
indicators have all turned down, the project may not necessarily have been a failure. Evaluations on
labor market or training programs should, of course, be designed to provide as much comparative
data as possible, especially to allow policy makers to review the outcomes for target groups against
those for non-participants. But to make a complete judgment about the success or failure of a pro-
gram would require counterfactual information that will rarely be available.

Monitoring and evaluation components should be included in projects (standard projects or ad-
justable lending projects) as integral parts of the reforms. Monitoring information should be published
regularly and evaluations conducted on an on-going basis. The evaluations should be used to up-
date the situation and the policy analyses that have been discussed in this paper.

The criteria used for monitoring and evaluation are policy specific. The evaluation of training
normally require a micro study of a group of unemployed trainees to be compared with a control
group of non trained unemployed. A post-training increased likelihood of finding employment on the
part of the trainees would prove the effectiveness of the training course. Public works are better
evaluated by verifying that the target beneficiaries (geographical areas and individuals) are those
most in need, by verifying the increased level of income and by verifying the amount and quality of
the actual work performed. Micro-credits schemes can be assessed on the basis of financial criteria
such as re-payment rates and turnover but also by checking whether the beneficiaries are those

originally intended and whether collaterals required for lending are proportionate to the target group.
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Auditing would eventually be the final stage of the project. This needs to be conducted by the
ADB or by a foreign firm hired by the ADB but the identification of a local partner to conduct such
auditing is also necessary to guide auditors in their searches. When fund embezzlement occurs, it is
likely to be in some sort of government apparatus and a simple task like gathering the necessary
information may become impossible if the government is not committed to auditing in the first place.
Thus, such commitment has to be sought first. Auditing regards the financial disbursement of funds
and the correct allocation according to plan and does not have any particular specificity for LMPs as

compared to any other type of project.
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