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Introduction and Background

Of all the regions in the world, developing Asia has 
experienced the most momentous change over the last  
5 decades. The region has enjoyed tremendous economic 
growth, with real gross domestic product (GDP) per 
capita (in 2005 purchasing power parity terms) growing 
by an average of 6.4% per year between 1990 and 2008, 
substantially faster than in countries of the Organisation 
for Economic Co-operation and Development (OECD), 
at 1.8%; Latin America and the Caribbean, at 1.9%; and 
developing Europe, at 1.1% (Table 1). Asia’s growth has 
been led by the People’s Republic of China (PRC), with 
9.1% average annual growth in real per capita income; 
India, with 4.9%; and the Republic of Korea, with 4.6%. 
Per capita incomes of the PRC, India, and the Republic of 
Korea have grown by 5.2, 2.2, and 2.2 times, respectively, 
during this period.

The strong economic growth has been accompanied 
by growth in employment and, in turn, poverty reduction. 
Employment in developing Asia grew by an average annual 
rate of 1.5%, significantly faster than the OECD at 0.9%, 
and developing Europe at 0.1%, although not as rapidly 
as in Latin America and the Caribbean, at 2.5% (Table 1). 
Living standards have improved for billions of people. 
Wan and Sebastian (2011) estimated that the number of 
people in developing Asia living on less than $1.25 per day 
in purchasing power parity terms fell from 903 million to 
754 million just between 2005 and 2008.

Behind this rosy picture of economic growth, job 
creation, and poverty reduction, is the reality that these 
achievements have been largely unequal and the quality 
of job creation in Asia has been inadequate. Many low-
income economies have had only mild poverty reduction 
and job creation. Even in emerging economies that have 
experienced substantial job creation, it has largely been 

driven by massive structural transformation (the PRC is 
a good example) from the low-productivity traditional 
sector to low-cost manufacturing created by high export-
led growth. In these economies, the Lewis model of 
development applies, where “unlimited supplies of 
labor” from the traditional sector are attracted to the 
modern sector (Lewis 1954). Due to the low opportunity 
cost of this surplus labor, the modern sector is able to 
obtain large profits, and thus make further investments. 
While structural transformation from the traditional to 
the manufacturing sector increases society’s welfare, 
in general the transformation has failed to significantly 
improve the quality of jobs in the modern sector. 
Globalization has added to the challenge, as the pressure 
to remain competitive has created even greater incentives 
to keep the cost of labor low and employment relations 
informal. Moreover, in some emerging economies, the 
Lewis model may soon no longer hold as the supply of 
labor from the traditional sector dwindles. The modern 
sector in these countries will need to move to higher value-
added production to ensure that the quality of employment 
continues to rise.

Many low-income economies in Asia have barely 
begun their transition from the traditional to the modern 
sector. Examples include Cambodia, where 78% of the 
employed still work in agriculture, Nepal (67%), and Viet 
Nam (58%). In these economies, high population growth 
exacerbates the low earnings received in the traditional 
sector. As such, overall quality of employment remains low.

It is difficult to measure the quality of employment 
in a manner that takes into account all possible tradeoffs 
between its different dimensions, or accurately quantifies 
differences in subjective evaluations. For the purposes 
of this chapter, the quality of employment is primarily 
measured by the status of employment and/or the ratio 
of employment in the informal sector. While informal 
employment offers a cushion to workers during economic 

Table 1  Per Capita GDP and Labor Force Statistics, by Region

Region

Levels (2008) Compounded annual growth (1990–2008)

GDP per capita  
(2005 $ PPP)

Labor force  
(in '000)

Unemployment 
rate

Employed  
(in '000)

Real GDP per 
capita  

(2005 $ PPP) Population Labor force Employment
[1] [2] [3] [4] [5] [6] [7] [8]

Developing Asia  4,150  1,587,545 4.5  1,516,071 6.4 1.3 1.6 1.5
Developing Europe  12,551  138,031 7.1  128,176 1.1 0.1 0.0 0.1
Latin America and The Caribbean  9,963  246,833 6.6  230,540 1.9 1.5 2.5 2.5
OECD  34,234  515,743 5.9  485,448 1.8 0.6 0.8 0.9

GDP = gross domestic product, OECD = Organisation for Economic Co-operation and Development, PPP = purchasing power parity.
Notes: Developing Asia: Bangladesh; China, People's Rep. of; India; Indonesia; Kazakhstan; Malaysia; Maldives; Nepal; Pakistan; Philippines; Thailand; Viet Nam.
  Developing Europe: Bulgaria, Latvia, Lithuania, Romania, Russian Federation, Turkey, Ukraine.
  Latin America and The Caribbean: Argentina, Belize, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Savador, Guatemala,  

 Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru.
  OECD: Australia, Austria, Belgium, Canada, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan,  

 Luxembourg, Netherlands, New Zealand, Norway, Poland, Portugal, Republic of Korea, Slovenia, Spain, Sweden, Switzerland, United Kingdom, United States.
Sources: Staff estimates using interpolated data from [1] and [5] World Bank (2011b), World Development Indicators; [2]-[4] and [6]-[8] ILO (2011b), KILM, and ILO 

(2011c), LABORSTA except that NBS (various years), CHIP 1988, 1995, 2002 and employment census 2004 and 2008 were used for the People's Republic of 
China and NSSO (various years), NSS-EUS for India.
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crises, the benefits of informal employment may not be 
sufficient to achieve an acceptable standard of living 
because informal employment rarely comes with adequate 
wages, good working conditions, and social protection 
(e.g., Pratap and Quintin 2006). While there are clearly 
exceptions, informal employment can be taken as a rough 
proxy for lower quality employment.1

This study finds that Asia lags far behind other 
regions (e.g., Europe and North America) in generating 
quality jobs, even though Asia has been catching up in 
recent years. While the region’s employment growth rate 
has exceeded its population growth, growth in employment 
has not kept pace with growth in the labor force and the 
unemployment rate has been rising. However, although the 
share of workers in informal employment has decreased 
in developing Asia, it continues to have one of the largest 
shares of informal employment in the employed population. 
Developing Asia’s informal employment share at 67% is 
over twice that of Latin America and the Caribbean and 
almost 9 times that of the OECD (Figure 1). Uncertain 
incomes, poor environmental conditions, and mismatches 
between jobs and skills availability in informal sectors also 
create inefficiencies in the workplace that reduce social 
welfare and lower productivity. Thus, generating more and 
higher quality employment is a continuing challenge for 
Asia and the Pacific.

Improving the quality of employment is important 
to sustain Asia’s growth and stability. The quality of jobs 
is important for reducing poverty and income inequality. 
When economic growth creates more and better (higher 
paying) jobs, there is an immediate effect on poverty 
reduction. When there is jobless growth, poverty reduction 
usually stalls. The quality of jobs is also important in 
noneconomic frontiers, such as social cohesion and 
political stability. Due to greater social awareness and 
the rapid spread of information technology (and social 
networking), people are less satisfied with just having 
more income. Instead, they are now more concerned 
about relative income and social standing. People are also 
demanding more transparency and responsiveness from 
their governments. Thus, without inclusive growth it will 
be difficult to maintain stable economic growth in Asia.

The growth of higher quality employment in 
Asia also has an important role to play in “rebalancing” 
the global economy. The demand for consumer goods 
in the developed world (e.g., Europe, Japan, and the 
United States), which has been a key driver of the global 

1 Considerable research has used informal employment status as a 
signal of worse or lower quality employment and recognizes it is a 
rough proxy. Relevant papers include Jütting et al. (2009) and the 
ILO (2002).

economy, will likely remain sluggish as households in 
these countries are engaged in a long and painful process 
of deleveraging—i.e., increased saving in an effort to 
reduce their high levels of debt and to rebuild lost wealth. 
The emerging middle class consumers of Asia, especially 
in the PRC and India, can become the next leading global 
consumers, and assume the role that the American and 
European middle classes have traditionally played in the 
world order. By 2030, developing Asia may comprise 43% 
of worldwide consumption (ADB 2010). Rebalancing 
Asia from an export-led to a more diversified growth 
will depend on the growth of domestic spending, which 
in turn will depend on the growth of good (i.e., stable 
and well-paid) jobs (Kharas and Gertz 2010). Having a 
more diversified growth will also serve to reduce Asia’s 
vulnerabilities to external shocks.

Sources: Staff estimates using interpolated data from ILO (2011b), KILM and ILO (2011c), 
LABORSTA except that NBS (various years), CHIP 1988, 1995, 2002 and employment 
census 2004 and 2008 were used for the People's Republic of China and NSSO, 
NSS-EUS for India.

Figure 1  Distribution of Workers by Employment Status and by 
Geographical Region
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Asia is a region of tremendous cultural, historical, 
and economic diversity. It contains low income, agrarian 
economies with high rates of population and labor force 
growth. It also contains some of the most modern cities and 
economies in the world. This diversity requires that any 
policy prescription to improve the quality of employment 
must be carefully tailored to the particular economy where 
it is to be applied. At the same time, some general principles 
can be derived to help this enormous and diverse region 
move toward higher quality employment. Productivity 
growth and speeding the structural transformation are 
potentially keys to achieving higher quality employment, 
as developing Asia has a much higher share of workers 
that remain employed in the low-productivity agricultural 
sector (43.5%) than other regions (Figure 2).  

For countries with low population growth and that 
have successfully transformed their economies from the 
traditional to the modern sector, an important challenge 
is how to relocate employment away from low-wage 
manufacturing jobs toward more high-paying jobs. The 
relocation will necessitate greater industrial diversification 
and promotion of industries with higher value added. In 
other words, such economies need to go beyond the Lewis 
model and find ways to further increase labor productivity 
in the modern sector. These economies also need to enhance 
the quality and safety of employment in general, which is 
one way to avoid the middle income trap and allow the 
emerging economies to achieve high-income status.

For countries that still have a large traditional sector 
and high rates of population growth, the challenge is to 
create enough productive jobs to absorb new entrants into 
the labor force and promote transition from the traditional 
to the modern sector (which itself may improve the quality 
of employment). However, considering the significant 
amount of time needed to achieve this transition, such 
countries also need to enhance the current quality of 
employment and protect minimum workers’ rights in the 
traditional sector.

In general, this chapter argues that active public 
intervention may be needed to create higher quality 
employment on a sustained basis, through opening the 
economy to trade and competition, promoting rural–urban 
migration for labor, developing skills and human capital 
through education and training, investing in innovation, 
strengthening the business climate with infrastructure 
services and moderate regulation, and providing social 
protection. By trying to develop higher quality employment 
and ultimately improving productivity, Asia can continue 
to achieve progress toward more sustainable, stable, and 
inclusive economic growth.

As trying to capture the quality of employment is 
not straightforward, the next section discusses various 
aspects of employment quality. The third section details 
the importance of the quality of employment to social and 
economic outcomes. The fourth section examines patterns 
and trends in employment and the quality of employment in 
Asia to clarify the current state of development and identify 
which countries may face particular constraints or need 
further interventions to help the quality of employment. 
The last section explores a range of policy interventions 
aimed at raising the quality of employment in different 
developing Asian economies, and then concludes.

OECD = Organisation for Economic Co-operation and Development.
Sources: Staff estimates using interpolated data from ILO (2011b), KILM, and ILO (2011c), 

LABORSTA, except that NBS (various years), CHIPS 1988, 1995, 2002 and 
employment census 2004 and 2008 were used for the People's Republic of China 
and NSSO (various years), NSS-EUS for India.

Figure 2  Distribution of Workers by Sector of Employment and by 
Geographical Region

Percentage of agriculture employment in total employment, by region,
1990 and 2008

Percentage of industry employment in total employment, by region,
1990 and 2008

Percentage of services employment in total employment, by region,
1990 and 2008

Developing
Asia

Developing
Europe

Latin America
and the Caribbean

OECD

1990 2008

66.3

31.8

18.8

7.1

43.5

14.3 16.5

3.9
0

20

40

60

80

17.4

31.9

26.6
31.4

23.7
28.0

24.2 24.2

0

20

40

16.3

36.3

54.6
61.6

32.9

57.7 59.2

71.9

0

20

40

60

80

Pe
rc

en
t

Pe
rc

en
t

Pe
rc

en
t

KI2011 Consolidated.indb   5 20-09-2011   1:54:15 PM



6

Key Indicators for Asia and the Pacific 2011

Toward Higher Quality Employment in Asia

What is Higher Quality Employment?

Trying to define the quality of employment is in some 
ways very subjective. Moreover, the definition tends to 
vary highly across, and even within, countries, depending 
on average income levels and income inequality. In all 
likelihood, the concept of the quality of employment, and 
what constitutes higher quality employment, is probably 
very different for a person in a developing economy than 
one in a developed economy. However, there are strong 
reasons why the quality of employment should be a focus 
of policymakers (Anderson et al. 2010).

Decent work. A number of recent papers have used 
the term “decent” jobs or work driven mainly by initiatives 
set forth by the International Labour Organization—ILO 
(e.g., ILO 2005, 2010). The ILO’s decent work agenda 
comprises four goals: job generation; a legislatively 
guaranteed right to work; social protection to ensure safe 
working conditions, sufficient leave time, access to health 
care, and adequate compensation in case of lost or reduced 
income; and worker representation. This encapsulates 
measures of stable income as well as nonmonetary measures 
such as health insurance and other protection that minimize 
adverse shocks. In many developed countries that tend to 
have strong labor market institutions with strict provisions 
for humane treatment of workers, trying to develop decent 
work opportunities is not much of an issue beyond the 
ability to create opportunities for work for all skill levels. 
In most developing countries, however, “decency” remains 
very much an issue for the majority of workers.

It is nearly impossible to find a labor market in 
any developing country—or developed country, for 
that matter—that is able to provide all of the aspects of 
“decent work” in every job. In addition, workers may be 
willing to trade off certain attributes against others, in 
which case it might not be efficient for firms or the state 
to insist on providing all the attributes in one job. For 
example, workers may be willing to give up extensive 
health insurance coverage for higher cash wages, in which 
case their welfare would be enhanced if employers were to 
offer them that alternative.

Even within developing countries, the concept of 
quality employment is likely to vary by income level. In 
very low-income countries, where the majority of work 
entails low-skill, low-wage jobs, it may be impractical—
and onerous—for employers to provide extensive 

nonwage benefits, such as pension, severance benefits, 
and job security. If such countries required all employers 
to provide full benefits, the countries’ competitiveness 
would be seriously eroded. However, in middle-income 
countries, which have a larger proportion of high-skill and 
high–value-added jobs, the “decent jobs” agenda can be 
more comprehensively implemented.

The biggest challenge to understanding and 
promoting quality employment is measuring it. Much of 
the employment data used for cross-country comparisons 
are based on ILO LABORSTA. In the data, workers 
are categorized as (1) salaried and wage employees, (2) 
employers, (3) own-account workers, (4) contributing 
family workers, and (5) workers not classifiable by status 
(ILO [2011c] LABORSTA). In general, for this chapter, 
a rough definition of informal employment is used, and is 
defined as people who are employed, but are not employees 
or employers.

Few labor force surveys collect information on the 
nonpecuniary benefits of jobs, and data on job security 
are nearly impossible to come by except from detailed 
longitudinal data sets. In the absence of this information, 
most studies use employment status as a proxy for job 
quality. It is assumed that salaried and wage employees 
hold higher quality jobs, while own-account workers and 
contributing (unpaid) family workers have lower quality 
jobs. Obviously, this is not completely accurate; for example 
salaried and wage employees working for small enterprises 
(fewer than 10 workers) rarely receive nonpecuniary 
benefits. Another proxy for quality employment that is 
used in the literature is formal-sector (or organized-sector) 
employment, which includes salaried and wage employees 
working in registered (typically large) private companies 
and in the public sector (both government and public-
sector enterprises).

The quality of employment can take on a variety of 
dimensions, such as wage levels and degrees of employment 
security, work-life balance, and social protection. Informal 
employment, in particular, serves as an indicator of the 
quality of employment generation. While informal work is 
sometimes taken up by choice rather than by circumstance, 
it is on average lower paid, has lower productivity, and is 
less likely to be covered by social protection programs 
than formal work. As Box 1 shows, informal employment 
dominates the labor markets of both Bangladesh and 
Indonesia, and most informal workers are provided with 
few benefits (Maligalig and Martinez 2011). 
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Box 1  Employment and Benefits of Workers: Armenia, Bangladesh, and Indonesia

An Asian Development Bank technical assistance project for 
measuring the size of the informal sector assisted three countries 
in Asia to include questions related to informal employment in their 
regular labor force surveys. The expanded labor force surveys were 
conducted in 2009 and 2010 in Armenia; Bangladesh; and two 
provinces of Indonesia—Banten and Yogyakarta. 

Formal workers were defined as wage workers who had written 
contracts, employers, and own-account workers who maintained 
detailed bookkeeping records were considered formal workers. 
Informal workers were those with verbal agreement or employment 
arrangements that were not subject to contractual agreement as well 
as employers and own-account workers who only maintained informal 
financial records for personal use. All unpaid and contributing family 
workers were considered informally employed.

Based on the definition of formal and informal workers, survey 
estimates showed that a large proportion of the working population in 
the three countries worked under informal employment arrangements 
(Box Figure 1.1). Further, all types of jobs were dominated by informal 

workers in Bangladesh and Indonesia. Unsurprisingly, unpaid family 
work was generally dominated by females in the pilot areas. 

Informal workers were more exposed to risk than formal-sector 
workers, as the likelihood of receiving nonincome benefits (such 
as pension, sick leave, maternity leave, and severance pay) was 
considerably higher under formal employment (Box Figure 1.2). 
Further, a wide discrepancy existed between the percentage of formal 
and informal workers receiving benefits between the economies. 
In fact, few benefits were given to informal workers in Bangladesh, 
Banten, and Yogyakarta. While sick leave was the most common type 
of benefit received by informal workers in Bangladesh, Banten and 
Yogyakarta, only one in five informal wage jobs was eligible for paid 
leave during illness. In Bangladesh, about three in five formal workers 
received prior notice of termination, while only one in five informal 
workers receive such employment security. The same is true for 
provision of severance pay in Banten and Yogyakarta. Also, fewer than 
45% of the formal workers in Bangladesh, Banten, and Yogyakarta 
were covered by pension. The minimal coverage of informal workers 
thus reflects the highly vulnerable nature of their employment.

Notes: For Bangladesh, “Others” refers to the receipt of prior notice of termination; for Indonesia, it refers to receipt of  compensation or severance pay on termination.
The estimated total number of workers for Bangladesh is preliminary.

Sources: Staff estimates based on unit record data from labor force survey and informal sector surveys of Armenia (NSS 2009 for both surveys), Bangladesh (BBS 2009 for both 
surveys), and Indonesia (BPS 2010 for both surveys).

Box Figure 1.2  Benefits Received by Formal and Informal Wage Workers
(% of total formal/informal wage jobs)
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This section focuses primarily on (1) the share of 
the employed population that are employers and salaried 
or wage employees, as representing higher quality 
employment; and (2) the share of informal workers, who 
are employed and are classified as own-account workers, 
unpaid family workers, and others (not classified), as 
representing lower quality employment. While this rough 
approximation of employment quality is necessitated by 
data availability, the employees and employers categories 
tend to exhibit well some of the key elements of “decent 
jobs”—higher productivity (and therefore higher wages), 
greater employment security because of written contracts, 
better protection of workers’ rights by labor regulation, 
and greater voice for workers. 

Subjective measures of the quality of employment. 
As noted earlier, employment quality is a multidimensional 
concept that encompasses, among other things, wages, 
nonwage benefits, employment security, and safe 
working conditions. However, most empirical analysis 
of employment quality is predicated on the assumption 
that all of these job traits are valued by workers. But how 
exactly do the workers themselves value the different 
attributes associated with jobs—good wages; job tasks; 
well-defined and agreed-on working hours; job security; 
and job benefits, such as health insurance, pensions, and 
disability and unemployment insurance? 

A strand of literature concerned with job satisfaction 
indicates that there is considerable heterogeneity in what 
is considered a higher quality job. Weiss (1985) analyzed 
job complexity and its effects on job satisfaction using 
absenteeism and quit rates as proxies. He found that semi-
skilled workers with the more complex jobs were more 
likely to quit than workers with simpler jobs. Delfgaauw 
(2006, 2007) has shown, for the Netherlands, that job tasks 
and who is managing employees matter and can affect quit 
rates. De Graaf-Zijl (2005) showed that job satisfaction 
depends mainly on job content, but that job security (outside 
of the type of contract that a worker has) does not impact 
job satisfaction. Cassar (2010) found that, in Chile, basic 
requirements, such as income security and occupational 
hazard, need to be met before self-employed workers 
become more satisfied with their jobs. Cassar’s work 
suggests that, in developing countries with large informal 
sectors where the majority of jobs have no protection and a 
high degree of occupational hazard, workers are probably 
largely unsatisfied with their jobs and would not consider 
them to be good, based on satisfaction measures.

One can use data from the World Values Surveys 
to derive subjective notions of what is considered higher 
quality employment. These surveys obtain information 
from individuals on a range of job-related issues. In addition, 
the surveys collect information on the socioeconomic 
characteristics of individuals and their cultural, social, and 
political values. The surveys were started in 1981 with 14 
countries and were expanded to capture a larger number of 
countries in each successive wave. Five waves have been 
covered through 2008. For this chapter, data from “waves” 
3, 4, and 5, were analyzed because the variable of interest is 
available only in those waves. This resulted in coverage of 
68 countries with survey years of 2000–2008. The analysis 
focused on individuals aged 25–55 who responded to the 
question on job characteristics, which gave approximately 
30,000 observations.

The survey question on job characteristics was: 
“Which [of the following items] would you place first [in 
importance] if you were looking for a job?

•	 “a good income so that you do not have any worries 
about money,

•	 “a safe job with no risk of closing down or 
unemployment,

•	 “working with people you like, or 
•	 “doing an important job that gives you a feeling of 

accomplishment”?

The data from the World Values Surveys were merged 
with cross-country data on GDP per capita, Gini inequality 
coefficients, and population from the World Bank’s World 
Development Indicators for each year of the World Values 
Surveys. (Data on Gini inequality coefficients for OECD 
countries were merged in from the UNU-WIDER world 
income inequality database.) 

The data suggest that workers generally regard 
having a good income as one of the most important 
attributes of a job (Figure 3). However, the percent of the 
population indicating that a good income was the most 
important aspect of a job declined significantly with the 
average living standard in each country (log of per capita 
GDP). On the other hand, the proportion of people saying 
that a feeling of accomplishment was the most important 
job attribute increased sharply with per capita GDP. There 
are no clear associations between per capita GDP and 
job safety and security and between per capita GDP and 
working with colleagues whom one likes. 
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GDP = gross domestic product, OECD = Organisation for Economic Development and Co-operation, perCapGDP = per capita gross domestic product.
Source: Staff estimates based on unit record data from the World Values Survey (various waves).

Figure 3  Population Reporting Job Attributes as Important in Selecting a Job, by Per Capita GDP, 2000−2008
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Figure 4 shows the aspects of job quality reported 
within developing Asian economies. While good income 
and job safety and security are the primary concerns for 
most individuals, there are differences across countries. 
For example, people in Malaysia are more likely to 
emphasize income over other attributes. Individuals in 
Indonesia, the Philippines, and Viet Nam seem more 
concerned with having safe and secure jobs, reflecting 
that there may be a relative lack of security in many jobs 
in these countries. In general, people in developing Asian 
economies put more weight on good income than do 
people in the OECD countries. Still, people in the OECD 
are much more likely to cite a job in which they feel they 
can accomplish something as the most important attribute 
in a job than are their counterparts in developing Asia. 
This is understandable, as the marginal utility of income 

is high at lower income levels, and workers at such levels 
care more about the wages they earn in a job than anything 
else. At higher incomes, other job attributes, such as safety, 
the quality of coworkers, and the sense of accomplishment 
in a job become increasingly important to workers. In turn, 
this means that no single measure of employment quality 
is universally appropriate.

The World Values Surveys revealed that, for many 
developing countries, having a good income and job 
security seem more critically important than other aspects 
of the work environment. This suggests that salaried and 
wage employment, which typically provides a minimum 
standard of income that is stable and consistent, is a 
potentially valid proxy for measuring and assessing the 
quality of employment in developing countries. 
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OECD = Organisation for Economic Co-operation and Development, PRC = People’s Republic of China.
Source: Staff estimates based on unit record data from the World Values Survey (various waves).
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Figure 4  Population Reporting the Most Important Attributes in Selecting a Job, By Country/Region, 2000−2008 
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Why is the Quality of Employment 
Important?

Developing good quality employment can contribute 
to more stable, inclusive economic growth that leads to 
greater poverty reduction. Asia’s extremely low growth 
rates of people working as employees compared to Asia’s 
overall labor force growth and growth of real GDP, and 
compared to that in other regions, could hinder future 
progress in reducing poverty and continuing Asia’s recent 
economic growth patterns. By developing higher quality 

employment, it is possible to contribute to enhancing 
personal well-being. This, in turn, can enhance and create 
an environment that results in greater productivity and 
profits that then feed into greater economic growth.

Developing higher quality employment is also 
potentially very important for a country to make the 
transition from low-, to middle-, then to high-income 
status. The Republic of Korea is a case where the economic 
evolution was driven by its ability to form decent jobs 
especially in the service sector, leading to high wage 
growth (Box 2).

Box 2  Labor Market Changes: Sectoral Shifts and the Creation of Decent Jobs in the Republic of Korea

The Republic of Korea has made the successful transition from being 
a low-income developing country to a high-income country in a 
relatively short period of time. The transition, driven by modernization 
and economic growth, was accompanied by far-reaching structural 
changes in the composition of jobs in the economy—changes that 
allowed for the formation of a strong middle class. Between 1965 
and 2007, the share of jobs in agriculture declined from 55% to less 
than 10%, while the share of service jobs more than doubled (Box 
Figure 2.1).

However, manufacturing and service jobs are not homogenous. The 
quality of service jobs is particularly diverse. Box Figure 2.2 shows 
the trend in the proportion of higher quality jobs, which include 
jobs in manufacturing and certain services (finance, real estate, 
and business services). The figure shows that since the late 1970s 
the proportion of higher quality jobs has been increasing and now 
comprises about 30% of the total labor force. 

The growth of salaried and wage jobs, which are in the formal sector, 
has also been rapid. As the economy grew, the share of salaried and 
wage employees increased rapidly until the mid-1990s; the growth 

then slowed because of the 1997 financial crisis. The crisis led to the 
elimination of many formal jobs, but the growth of formal jobs started 
to recover in the 2000s (Box Figure 2.3).

Source: Ha (2010).

Source: Statistics Korea (2010).

Box Figure 2.1  Share of Jobs
 by Industry as a Percentage of Total Labor Force
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Box Figure 2.3  Share of Salaried and Wage Workers
as a Percentage of Total Labor Force

Source: Statistics Korea (2010).
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Is there evidence that employment quality is 
associated with the pace of poverty reduction or the 
inclusiveness of the growth process? Data for 59 countries 
during the period 1990–2009 certainly suggest so. 
Increases in the share of salaried and wage employees in 
total employment are associated with more rapid reduction 
of poverty, while increases in the share of informal workers 
are associated with slower rates of poverty reduction 
(Figure 5). Similar findings are observed for inclusive 
growth measures.3 While it is always difficult to infer 
causality from aggregate cross-country data, regressions 
of changes in poverty and inclusive growth on changes in 
employment status, controlling for changes in per capita 
income as well as initial levels of per capita income, 
confirm the strong effect of labor market formalization on 
poverty reduction and inclusive growth (Appendix).

The results of the ADB project on measuring the 
informal sector also provide strong evidence that poverty 
incidence is significantly higher among informal-sector 
than among formal-sector workers (Box 3). Likewise, 
applying a dynamic model to longitudinal data from 
Argentina, Devicienti et al. (2010) found informality 
significantly raised the probability of becoming poor.

Well-being. Another reason for the importance 
of employment quality is that one of the major factors 
contributing to a person’s well-being is employment 
status. Gallup’s global surveys indicate that people with 
“good jobs”—that is, those who are employed full-time by 
an employer—tended to report the highest well-being of 
those in the workforce (Clifton and Marlar 2011). Gallup 
gathers information about each respondent’s employment 

3 To capture inclusive growth, the ratio of the share of income held 
by the bottom 20% of the population relative to the top 20% of the 
population is used.

Inclusiveness and poverty reduction. The concept 
of the quality of employment is closely related to the idea 
of inclusive development or inclusive growth. Inclusive 
growth refers to the pace as well as the pattern of economic 
growth. Economic growth is a necessary, but not sufficient, 
condition for poverty reduction and inclusive growth. For 
growth to be sustainable in the long run, it needs to be 
broad-based across sectors and inclusive of the large part 
of a country’s labor force. The Commission on Growth 
and Development (2008) defined inclusiveness as a 
concept encompassing equity, equality of opportunity, 
and protection in market and employment. Research at 
the Asian Development Bank (ADB), too, characterized 
inclusive growth as creation of and equal access to 
opportunities, recognizing that unequal opportunities arise 
from social exclusion associated with market, institutional, 
and policy failures (Ali and Zhuang 2007). Indeed, 
inclusive growth is one of the three complementary 
strategic agendas on which ADB rests its current long-
term strategy (ADB 2008).

The inclusive growth approach focuses on generating 
more productive (or higher quality) employment—rather 
than on direct income redistribution—as a means of 
increasing incomes of traditionally excluded population 
groups and sharing the benefits of economic growth more 
widely. Thus, generating higher quality employment 
is an essential element in any inclusive growth strategy. 
Indeed, the shares of salaried and wage employees and 
of own-account and contributing family workers in 
total employment are among the indicators that ADB 
has introduced in the Framework of Inclusive Growth 
Indicators.2

2 The Framework of Inclusive Growth Indicators is a special supplement 
to Key Indicators for Asia and the Pacific 2011.

Source: Staff estimates using data from World Bank (2011b), World Development Indicators, World Bank (2011a), PovCalNet; World Bank.
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status through a series of employment questions, and it 
asks them to evaluate their well-being on a scale of 0 to 10. 
Depending on how respondents rate their current and future 
lives, they are then categorized as “thriving,” “struggling,” 
or “suffering.” As Figure 6 shows, Gallup surveys have 
found that individuals who are employed full-time with 
an employer are more likely to be “thriving” than those 
who are self-employed, employed part-time and looking 
for full-time work, or unemployed (Clifton and Marlar 
2011). Globally, 29% of people with full-time jobs, but 
only 14% of the self-employed, considered themselves as 
“thriving,” which is a large difference. There is also a very 

large difference between those categorized as “thriving” 
among the full-time self-employed in advanced countries, 
at 42%, versus only 14% worldwide. Indeed, Monk and 
Teal (2007) found that the self-employed were more likely 
to report illnesses than formal-sector workers, even after 
controlling for many individual-level characteristics. The 
self-employed are better off in the developed world than in 
the developing world, perhaps because they are likely to be 
self-employed by choice rather than necessity.

Increased productivity. Quality employment is 
also likely to result in concrete economic benefits for 
firms. There is a large literature in labor economics on 
the efficiency wage hypothesis, which states that worker 
effort and productivity depends positively on wages 
(Stiglitz 1976). This is why some firms find it profitable 
to pay wages that exceed the market level. The efficiency 
wage hypothesis need not apply only to wages; it can also 
help explain why some employers provide their workers 
attractive nonwage benefits. For example, agricultural 
employers in developing countries often offer their workers 
free meals on the farm. Even in developed countries, 
the phenomenon of employers offering their employees 
gourmet (and free) dining facilities, gymnasiums, laundry 
rooms, massage rooms, haircuts, carwashes, dry cleaning, 
and commuting buses, is rapidly gaining ground (e.g., 
Google in Silicon Valley). The rationale for the “free” 
fringe benefits is that they encourage greater loyalty, work 
effort, and productivity among a firm’s workers.

The general perception that poverty is associated with informal 
employment was validated using empirical evidence from an Asian 
Development Bank project that included, in the regular labor force 
surveys, questions related to employment in the informal sector in 
Armenia and Indonesia.

Workers residing in a household whose estimated per capita 
expenditure fell short of the official poverty line were considered poor. 
Because the participants could be classified as formal or informal 
workers, direct estimates of employment-poverty statistics could be 
generated. 

The vertical lines in Box Figure 3.1 represent the 95% confidence 
intervals for the poverty headcount ratios of workers in formal and 
informal employment. The figure shows that the poverty incidence 
among informal workers in both Armenia and Indonesia was 
significantly higher than among people with formal employment. In 
Armenia, the poverty incidence was considerably higher in rural areas 
and cities other than the capital (Yerevan). In Indonesia, the poverty 
incidence in Banten, which is more industrialized than Yogyakarta, 
was lower, especially for those in informal employment.

Box 3  Informal Employment and Poverty

Source: Staff estimates based on unit record data from labor force 
survey and informal sector surveys of Armenia (NSS 2009 for 
both surveys) and Indonesia (BPS 2010 for both surveys).
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Figure 6  Well-Being of Workers by 
Employment Status in Advanced Economies and Worldwide, 2009–2010
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Bloom and Van Reenan (2010) summarized the 
evidence on aspects of incentives that are associated with 
good job quality that lead to better firm performance. The 
empirical literature often indicates that firms that provide 
higher wages are frequently more productive and profitable 
than other firms, even after controlling for individual 
skills. Using employer–employee matched data, Abowd et 
al. (1999) found this for enterprises in France, Buhai et al. 
(2008) for Denmark, and Hellerstein et al. (1999) for the 
United States. Part of the reason for increased productivity 
may be lower turnover in firms, as Schaffner (2001) found 
that lower wages in Colombia were associated with higher 
turnover rates.

Much of the research in this area of human resource 
management is based on theory or empirical examinations 
of firms and employment quality in developed countries. 
Moreover, it focuses on wage measures that capture only 
a single dimension of employment quality. However, the 
problem of employment quality in developing countries 
is more severe; for example, regulations that ensure basic 
work place safety are often lax or not enforced. 

Using data from four rounds (for 1994/95, 2000/01, 
2004/05 and 2007/08) of the Annual Survey of Industries 
in India, which is a nationwide census of registered factory 
and manufacturing units,4 Amoranto and Chun (2011) 
explored the relationship between firm performance—
profits, labor productivity, and capital productivity—and 
various measures of employment quality, including wages, 
bonus provision, contribution to provident funds, amount 
spent on workplace welfare per employee, gender equality 
in the workplace, and the proportion of employees with 
formal employment. 

Their findings are interesting: firms with higher 
wages, bonuses, contribution to provident funds, and 
welfare funds per worker had positive and significantly 
higher profits per person-days worked, labor productivity 
per person-days worked, and capital productivity per 
amount of fixed capital. They also found that a higher 
proportion of employees directly employed by a firm 
seemed to adversely affect the firm’s average profits, 
labor productivity, and capital productivity, suggesting 
that too much direct employment by a firm resulted in 
inflexibilities in the firm’s operation and may have kept 
it from maximizing profits and using labor inputs most 
productively.

4 While the Annual Survey of Industries (Government of India various 
years) covers all units employing 100 or more employees, it covers 
only a sample of firms employing fewer than 99 employees because of 
the very large number of such units. However, “unregistered” (informal 
sector) firms and firms employing fewer than 10 employees are not 
covered.

Amoranto and Chun’s results suggested that the 
average Indian firm in the formal sector potentially had 
compensation that was below optimal labor productivity 
and profit maximizing levels. Thus, restrictive labor 
legislation that increased the cost of firing workers and 
imposed restrictions on the type and number of employees 
firms can hire was potentially impeding the development 
of higher quality employment.5 This may point to the 
need to further reform labor markets in India, to provide 
greater flexibility for firms to operate efficiently while at 
the same time improving opportunities for higher quality 
employment.

Employment quality and development stage. 
It is important to recognize, however, that the optimal 
mix of employment quality will depend on the stage of 
a particular country’s development. Certainly, some basic 
job quality attributes are important for employers to 
provide irrespective of a country’s level of development. 
These include basic safety in the work place, absence of 
discrimination against women, and absence of child labor. 
However, other attributes of job quality, such as the level 
of wages, pension benefits, and job security and tenure, 
often depend on labor market conditions. In low-income 
countries, where the supply of workers in the rural areas 
is very elastic, it is unrealistic to expect employers to offer 
their workers a full suite of attractive wage and nonwage 
benefits. Indeed, excessive government regulation to force 
employers to offer unrealistically high job benefits is likely 
to impede expansion of low-wage industries and restrict 
formal employment. This may be what has happened in 
India, for example.6 But in middle- and upper-middle 
income countries, more active government enforcement 
of minimum job quality standards may be both desirable 
and merited, given that such enforcement is likely to have 
only minor impacts on the creation of formal employment 
opportunities.7

5 India has approximately 45 laws at the national level and more than 4 
times that at the state level to govern the functioning of labor markets. 
Teitelbaum (2006), in a survey of chief financial officers, found that 
65% of respondents reported labor regulation as a major obstacle to 
doing business.

6 See the discussion on India’s experience in this regard in the section, 
“Patterns and Trends in Quality Employment.”

7 ADB (2008), chapter 7, provides some discussion that highlights the 
need for legislation that is appropriate for improving social welfare. 
Many types of legislation have considerable trade-offs.
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Patterns and Trends in the Quality of 
Employment

In identifying ways for a country to promote higher quality 
employment, a country’s level of development and the 
current quality of its employment need to be considered. 
Changes that have occurred over time provide substantial 
information on the extent to which achievements have 
been made so far. Developing Asia as a whole varies 
substantially from other regions in the quality of its 
employment; countries in the region also vary widely in 
terms of employment status, the share of people employed 
in different sectors, and productivity and wage growth. 
This section first examines some of the broad trends and 
then selected countries to highlight aspects that have 
contributed to or served as constraints in moving toward 
higher quality employment.

Broad Trends

Employment status. Developing Asia has a very high rate 
of informal employment, with more than twice the share 
of the labor force in informal employment compared with 
Latin America (as shown in Figure 1).8 Asia’s high growth 
rate in GDP per capita terms has been accompanied by 

8 The trends in regional aggregates are based on interpolations using a 
select set of countries; as a result, the trends comprise more numbers 
that are estimated than actual.

a large shift in the share of employment from the lower 
productivity agricultural sector to the higher value-added 
industrial and services sectors over the period 1990–
2008. Given that agriculture largely provides informal 
employment while industry and services have higher 
shares of employees, it is not surprising that Asia has 
made some progress in increasing the aggregate share 
of salaried and wage employees and employers in total 
employment. However, the aggregate change in percent of 
employees and employers in total employment has been 
less pronounced than is the case in other regions. Because 
informal employment, compared with formal employment, 
is typically lower paid, is exposed to greater risk, and 
lacks social protection and insurance, the continuing 
large amount of informal employment in developing Asia 
shows that high economic growth and simply increasing 
employment in the industrial and service sectors may not 
suffice to generate better employment opportunities.

Inevitably, regional aggregates do not capture the 
entire story. ILO’s LABORSTA and other employment 
surveys indicate wide differences across countries within 
developing Asia (Table 2, Figures 7–8). Many countries 
in Asia have very high informality rates, with the large 
majority of countries having informal employment rates 
exceeding 40% of the working population (based on the 
latest year of data available). The variation across countries 

Table 2  Labor Force Statistics for Selected Developing Asian Economies (most recent year)

Economy

Most Recent 
Year of 

Available 
Employment 

Data

Real GDP 
Per Capita 
(in 2005 $ 

PPP)

Labor Force  
(in '000)

Unemployment 
Rate

Employed 
(in '000)

Reference Period Compounded Annual Growth

Start End
Real GDP Per 

Capita 
(2005 $ PPP)

Population Labor Force Employment

[1] [2] [3] [4] [5] [6] [7] [8] [9] [10]
Nepal 2001  927  10,474 8.8  9,552 1991 2001 2.3 2.5 3.0 2.6
Bangladesh 2005  1,069  71,790 4.3  68,703 1991 2005 3.2 1.9 2.4 2.2
Cambodia 2004  1,303  6,824 2.5  6,654 … … … … … …
Kyrgyz Rep. 2006  1,765  2,400 8.3  2,200 … … … … … …
Viet Nam 2004  2,002  42,138 2.1  41,253 … … … … … …
Mongolia 2003  2,260  1,241 3.5  1,198 … … … … … …
Pakistan 2008  2,335  59,528 5.0  56,552 1990 2008 1.9 2.4 3.3 3.2
India 2008  2,796  466,270 4.2  446,657 1991 2008 4.9 1.6 2.1 2.0
Philippines 2008  3,240  37,866 7.3  35,102 1990 2008 1.7 2.1 2.5 2.6
Samoa 2001  3,258  64 5.0  60 … … … … … …
Bhutan 2005  3,471  259 3.2  251 … … … … … …
Indonesia 2008  3,689  112,855 8.4  103,375 1992 2008 2.8 1.4 2.3 2.0
Sri Lanka 2008  4,215  8,256 5.2  7,827 … … … … … …
Georgia 2008  4,516  2,276 16.5  1,901 … … … … … …
Armenia 2007  5,261  1,590 28.4  1,139 … … … … … …
Maldives 2006  4,695  132 14.4  113 … … … … … …
China, People's Rep. of 2008  5,712  783,856 4.2  750,934 1995 2008 9.1 0.7 1.0 0.9
Thailand 2008  7,469  38,503 1.2  38,041 1990 2008 3.6 1.0 1.0 1.1
Azerbaijan 2008  8,101  4,172 6.1  3,918 … … … … … …
Kazakhstan 2008  10,469  8,384 6.6  7,831 … … … … … …
Malaysia 2008  13,163  11,726 3.3  11,339 1990 2008 3.9 2.2 2.9 3.0
Korea, Rep. of 2008  25,517  24,183 3.2  23,409 1990 2008 4.6 0.7 1.3 1.2
Hong Kong, China 2008  40,599  3,722 3.6  3,588 … … … … … …
Singapore 2008  48,002  2,489 4.0  2,389 … … … … … …

GDP = gross domestic product, PPP = purchasing power parity.
Sources: [1] and [7] World Bank (2011b), World Development Indicators; [2]-[4] and [8]-[10] ILO (2011b), KILM, and ILO (2011c) LABORSTA, except that NBS (various 

years), CHIP 1988, 1995, 2002 and employment census 2004 and 2008 were used for the People's Republic of China and NSSO (various years), NSS-EUS for 
India.
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is wide, with Bangladesh having one of the highest rates 
of informality in 2005 (at 85.9%) and Malaysia on the 
low end in 2008 (with only 21.9%). Both the PRC and 
India had high rates of informal employment as of 2008, 
at 58.9% and 81.9%, respectively. However, high rates of 
informal employment do not uniformly correspond to high 
rates of agricultural employment. For example, while the 
informal employment rate in Bangladesh was almost 86%, 
its agricultural employment rate was 48%. Thailand shows 
a smaller gap, with an informal employment rate of 54% 
and an agricultural employment rate of 41% in 2008. This 
indicates that some countries have less formalized modern 
industrial and service sectors.

The PRC has had a solid decrease of 5.4 percentage 
points in the rate of informal employment between 1995 
and 2008. India, with one of the larger labor forces in 
Asia, experienced a 1.8 percentage point increase in 
its informal employment rate (Figure 7). Thailand has 
done well during 1990–2008, by balancing growth while 
reducing the percentage of informal workers, leading to an 
overall decrease in the informal employment rate of 16.1 
percentage points. Pakistan and the Philippines have also 
had rather large decreases in the percentage of informal 
workers. The uneven ratio of change during the same 
period show that growth does not always translate into 
higher quality employment as countries with lower growth 
than India have made greater progress at reducing the share 
of informal employment in the employed population. 

The shift in the percentage of the employed 
population from the agricultural into the industrial and 
services sectors in some countries may in part have 
contributed to the extent to which informality persists. 
India decreased agricultural employment by only 9 
percentage points, compared with 27 in the PRC and 22 in 
Thailand during (roughly) 1990–2008 (Figure 8). Still, this 
is not the full story as even small shifts from agricultural 
employment can result in comparatively large decreases 
in shares of informal employment, as in the case of the 
Philippines. The Philippines reduced the share of people 
employed in agriculture by 9.4 percentage points, but had 
a comparatively larger decrease (9.6) in the share of people 
who were informally employed between 1990 and 2008. 
This suggests that the degree of structural transformation 
that has taken place is only one component in the shift of a 
country’s employment to formal jobs.

Formalization of employment may become even 
more challenging as data from Asia suggest that informal 
work is actually becoming more ubiquitous in recent years. 
Indeed, even in high-income countries, especially in the 
aftermath of the 2007 global financial crisis, informal work 
is fast becoming the “new normal” (Jütting et al. 2009). 
Figure 9 shows the proportion of informal employment in 
total nonagricultural employment in Latin America and 

Asia at three points in time between 1980 and late 2000s. 
The figure shows that, during the last 3 decades, despite 
rapidly rising per capita GDP, the share of informal sector 
employment in total nonagricultural employment has risen 
in Asia. Latin America, which had a larger increase in total 
absolute GDP per capita than Asia, had a corresponding 
decrease in the share of informal employment in total 
employment. Thus, ever larger changes in sectoral 
transformation as well as more active interventions may 
be needed to generate higher quality employment.9 

There are strong gender dimensions to the type of 
employment. Table 3 shows the distribution of working 
females and males by employment status in Asia. Again, 
there are large variations among economies. Approximately 
10% of Hong Kong, China’s male labor force are own-
account workers and 84% are paid employees. Conversely, 
among Bangladesh’s male labor force, 75% are own-
account workers and only 15% are employees. In general, 
low-income economies have a larger share of the workforce 
in own-account activities and higher income economies 
have a larger share who are employees.

Interestingly, in most countries a larger percentage 
of the male than of the female labor force is in own-
account work, while the opposite is the case with 
contributing family work. Women are significantly 
more likely than men to be contributing (unpaid) family 
workers in almost all countries—more than 3 times as 
likely in Bangladesh, Indonesia, Pakistan and Sri Lanka.  
In Bangladesh and Pakistan, nearly two-thirds of all women 
workers are contributing family workers. Surprisingly, 
in many countries the share of female salaried and wage 
employees in total female workers is similar to that of 
males. Nevertheless, females are typically in much more 
vulnerable employment, with 10% more females in 
vulnerable employment than males throughout Asia (ADB 
and ILO 2011). Cultural contexts most likely drive some 
of the differences and disparities in employment between 
genders, and thus may pose some challenges to generating 
higher quality employment in an equitable manner.

Employment status and sectoral employment. 
The distribution of workers by employment status 
appears closely related to the distribution of workers by 
employment sector. Where the workforce is mostly in the 
industrial and services sectors, as in the region’s higher 
income countries, salaried and wage employment prevail. 
However, in countries where large numbers of workers 
are engaged in agriculture, own-account and contributing 
family work are the prevalent forms of employment for 
both men and women.

9 India is known for restrictive labor legislation, whereas the PRC has 
recently had proactive labor legislation to promote economic growth 
while maintaining social stability (Ngok 2008: 45–64). 
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PRC = People’s Republic of China.
Sources: ILO LABORSTA, except that NBS (various years), CHIP 1988, 1995, 2002 and employment census 2004 and 2008 were used for the PRC and NSSO (various years), NSS-EUS for India.
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Figure 7  Change in the Share of Total Employment by Employment Status, Selected Developing Asian Economies 
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GDP = gross domestic product, PPP = purchasing power parity. The countries used for data in the figure are modified from those in the regional aggregates based on available data for given years.
Source: Staff estimates using ILO (2011c), LABORSTA except that NBS (various years), CHIP 1988, 1995, 2002 and employment census 2004 and 2008 were used for the People's Republic of 

China and NSSO (various years), NSS-EUS for India.

Figure 9  Informal Sector Employment in Latin America and Asia, 1980–2008
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Table 3  Distribution of Labor Force by Status of Employment in Selected Asian Economies (%)

Economy Year
Percentage of employees Percentage of employers Percentage of  

own-account workers
Percentage of contributing 

family workers Source

Women Men Women Men Women Men Women Men
Bangladesh 2005 11.7 14.5 0.1 0.3 26.4 74.8 60.1 9.7 HS

Bhutan 2005 18.0 51.9 0.7 1.7 23.9 17.6 51.7 21.3 PC

Hong Kong, China 2007 94.0 84.2 1.7 6.2 3.2 9.5 1.1 0.1 HS

Indonesia 2007 30.7 35.9 1.4 3.8 34.4 52.5 33.6 7.8 HS

Japan 2007 86.4 86.0 1.1 3.6 4.7 8.8 7.3 1.1 HS

Kazakhstan 2004 60.2 64.1 0.6 1.6 37.2 32.2 1.3 1.0 HS

Kyrgyz Republic 2006 51.7 50.2 0.6 1.5 27.8 38.6 19.3 8.8 HS

Lao PDR 1995 5.4 14.3 0.1 0.4 57.0 56.3 37.6 29.1 PC

Malaysia 2007 77.3 72.5 1.3 4.6 12.5 20.1 8.8 2.7 HS

Maldives 2000 28.8 21.3 1.1 4.5 35.1 54.9 3.4 1.3 PC

Mongolia 2003 41.8 37.1 0.4 0.7 25.7 43.4 31.7 18.4 HS

Nepal 2001 12.8 33.7 3.7 3.9 70.6 56.7 12.9 5.7 PC

Pakistan 2007 24.6 40.6 0.1 1.0 13.4 39.8 61.9 18.6 HS

Philippines 2007 51.0 51.1 2.4 5.3 28.6 34.6 18.0 9.0 HS

Korea, Rep. of 2007 68.8 67.7 3.5 8.9 15.0 22.2 12.7 1.2 HS

Singapore 2007 89.9 80.8 2.8 6.8 6.0 11.9 1.3 0.4 HS

Sri Lanka 2007 55.1 57.2 0.7 3.9 22.5 34.5 21.7 4.4 HS

Thailand 2007 42.4 44.6 1.5 4.2 26.0 37.1 29.9 14.0 HS

Viet Nam 2004 21.2 29.8 0.3 0.7 31.3 50.7 47.2 18.9 HS

Note: HS = household surveys, Lao PDR = Lao People's Democratic Republic, PC = population census.
Source: UNSD (2011).
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Figure 10 shows the cross-country relationship 
between employment status and per capita income, using 
data from the ILO and World Development Indicators. 
Figure 10a shows an inverse relationship between the 
percent of workers who classify themselves as own-
account workers and per capita income. The relationship 
is remarkably consistent across geographical groups of 
countries. The data suggest that as per capita incomes 
increase, there is a sharp reduction in self-employed 
workers. A great deal of this decline is, of course, the 
result of the decline in the share of agriculture in GDP 
and employment with economic growth, because the vast 
majority of own-account workers in a developing country 
work in the agricultural sector. Because labor productivity 
generally rises more slowly in agriculture than in industry, 
average wages tend to show a similar pattern.

On the other hand, the share of salaried and wage 
employees in the labor force has a strong positive 
association with per capita income (Figure 10b). Again, 
much of the trend may be the result of individuals moving 
out of agriculture as incomes increase. Some of it, however, 
is due to the fact that as incomes increase, capital becomes 
more readily available to enterprises, which become larger 
and more professional as a consequence and begin to 
employ more salaried workers.

Figure 10b does not necessarily indicate what 
happens to formal-sector employment as incomes increase, 
because a worker is classified as an employee whether 
he or she works for a firm employing 2 or 5,000 people. 
Obviously, the former is more likely to be in the informal 
sector, while the latter is likely to be in the formal sector. 
The formal sector typically includes government agencies, 
state-owned enterprises, and private enterprises of a 
certain size (generally employing 50 or more workers). 
These enterprises usually offer stable jobs with relatively 
attractive wages and benefits and with a reasonable degree 
of protection and rights for workers.

Conversely, the informal sector has a preponderance 
of lower quality jobs. Because jobs in this sector are 
typically outside the purview of the state, they are not 
regulated or protected. This can lead to exploitation of 
workers—low wages, long and variable working hours, 
no overtime pay, and no benefits. Typically, own-account 
workers and unpaid family workers all belong to the 
informal sector. Figure 10c shows that the dominance 
of the informal sector clearly declines as the level of per 
capita income rises in all major geographical regions.10

10 Based on cross-country comparisons, Loayza (1997) and Ihrig and Moe 
(2001) observed a negative association between informalization and 
levels of GDP per capita. This association is also found in Pietrobelli 
et al. (2004), using a set of developing and developed countries from 
1960 to 1990.

GDP = gross domestic product, OECD = Organisation for Economic Co-operation 
and Development, PPP = purchasing power parity.

Note: Real GDP per capita  is expressed at GDP at 2005 PPP
 (constant international $).
Source: Staff estimates based on data from ILO (2011c), LABORSTA;

World Bank (2011b), World Development Indicators; NBS (various 
years), CHIP 1995, 2002 for the PRC; NSSO (various years), NSS-EUS 
for India. 

 

Figure 10  Percent of Total Employment by Employment Status and 
Real Per Capita GDP, 2000−2008
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Figure 11 indicates that the strong inverse 
relationship between informal employment and income 
per capita continues to hold across developing Asian 
economies. However, the figure highlights the extent to 
which different economies are positive or negative outliers. 
India has a much higher rate of informal employment 
(82%) than would be expected for a country at its level 
of per capita income (about 63%). Likewise, Thailand has 
an informal employment rate that is 14–15 percentage 
points higher than would be expected. At the other end, 
the Kyrgyz Republic, Malaysia, and Sri Lanka have much 
lower shares of employment in the informal sector than 
would be expected at their levels of per capita income. 
The differences across countries might be explained by 
differences in policies or historical circumstances.

The predominance of the informal sector in low-
income countries makes it difficult for employment to be 
an effective tool for poverty reduction. Because informal 
enterprises are often unable to obtain additional capital, 
they tend to remain small, thereby trapping their employees 
in lower quality jobs indefinitely. Governments are unable 
to collect taxes from the informal sector, and this makes 
it difficult for them to finance public services adequately.

However, the informal sector is often the first step 
for workers who are moving up from lower productivity 
jobs in agriculture that pay near-subsistence wages. For 
these workers, the informal sector is a path out of extreme 
poverty (Garcia-Bolivar 2006). Precisely because of the 
lack of regulation, the informal sector is more flexible 
than the formal labor market, and labor market flexibility 
may be desirable in a developing country. Wages in the 
informal sector can adjust downward quickly in response 

to a negative shock in the demand for labor, such as due 
to a recession. This reduces the impact of the shock on 
unemployment. Hu (2004) has argued that informal 
employment growth since the early 1990s has been the 
main driving force behind job creation in the PRC and that 
the informal sector is flexible, dynamic, and innovative. 
Because of such flexibility, Japan, beginning in the Meiji 
period, has successfully used a system of outsourcing 
and subcontracting of industrial production using small, 
informal-sector firms based in rural areas (Box 4).

Factors affecting employment status. In general, 
employment in the formal sector is preferred over that of 
the informal sector. But what types of individuals obtain 
formal-sector jobs? Using survey data from the ADB project 
on measuring the size of the informal sector, Maligalig and 
Martinez (2011) concluded that the common significant 
determinants of participation in formal employment in the 
three countries that were studied were higher educational 
attainment, occupation as professional or clerical staff, 
and work in industry and in urban areas. The impact of 
age shows a concave pattern in which both the young, who 
are usually considered less skilled, and the old, who are 
beyond the statutory retirement age, tend to be informally 
employed.

What has been happening to unemployment 
and “vulnerable employment” in the aftermath of the 
most recent economic crisis in Asia? Data from the 
ILO on selected developing Asian countries show that 

GDP = gross domestic product, PPP = purchasing power parity.
Source: Staff estimates using unit data from ILO (2011c), LABORSTA and World Bank 

(2011b), World Development Indicators.

Figure 11  Percent of Informal Employment and Per Capita GDP, 
Developing Asian Economies, 2000–2008
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Box 4  Outsourcing Industrial Production to Small Rural 
Enterprises in Meiji Japan

In certain labor-intensive manufacturing activities, such as the 
production of cotton and silk cloth, the subcontracting system in 
Meiji era Japan provided an efficient means to produce a variety 
of products in sufficient quality to meet export demands and 
raise the incomes and employment prospects of workers in the 
rural areas. Hayami (2006: 60–1) noted that “The commodities 
had to meet a quality standard specified by the foreign buyer. If 
his collectors violated the contracts by mistake or opportunism, 
the export trader might have been obliged to pay a large cash 
penalty, and he would lose face among foreign customers. 
Thus, he normally endeavored to establish a relationship of 
mutual trust with collectors through repeated dealings over 
time, while interlinking commodity trades with credit and other 
transactions…. Once community sanction reduced opportunism, 
small-scale, family-based rural enterprises became more 
efficient than large factories under hierarchical management.” 
The outsourcing system became a cornerstone of the modern 
Japanese industrial system, and continues to effectively raise 
incomes in the rural sector.

Source: Hayami (2006).
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unemployment rates have declined, albeit not by much, 
since the height of the crisis in most countries (Figure 12). 
However, levels of vulnerable employment have remained 
the same, or even increased slightly, in most developing 
Asian economies (Figure 13).

Wages  and labor productivity. Asia has 
experienced a continued rise in the average wages of 
workers in the formal sector. Figure 14 shows the evolution 
of real average wages of workers in the formal sector 
since 2001. In general, wages in the PRC rose much more 
rapidly than in other countries, while in countries such as 
the Philippines, wages remained relatively stagnant.

Ultimately, the quality of employment depends 
largely on the level and growth of labor productivity. If 
labor productivity is stagnant, employers are unlikely to 
raise wages and offer nonwage benefits to their workers. 
If government regulations force them to raise wages, the 
firms’ profitability and competitiveness will suffer. Further, 
growth in labor productivity allows greater space for firms 
to provide better wages and working conditions to their 
workers. Figure 15 shows the growth of labor productivity 
and real wages in selected developing Asian economies 
during the period 2000–2010. The figure indicates 
that productivity growth did lead to rises in real wages. 
However, there are large disparities in productivity growth 
and wages across countries in formal sector jobs. Many of 
the economies were able to maintain 2%–4% annual growth 
in their productivity, suggesting that labor productivity 
growth has likely not been a major constraint to offering 
higher quality employment benefits. Still, productivity 
growth does not guarantee an equal or proportionate rise 
in wages. In the PRC, the growth in wages has been much 
higher than the growth in productivity. However, in some 

PRC = People’s Republic of China.
Notes: Based on national statistical office definition of unemployment; Ages 15+, except 

in Pakistan and Sri Lanka: ages 10+; Sri Lanka excludes Northern and Eastern 
provinces; for the PRC, data are the registered unemployment rate in urban areas.

Source: ILO (2011a).

Figure 12  Unemployment Rate (%), 
Selected Asian Economies, 2007–2010
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and contributing family workers.

Source: ILO (2011a).

Figure 13  Vulnerable Employment 
as a Share of Total Employment (%), 2008 and 2010
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Figure 14  Evolution of Real Average Wages of Workers in the Formal 
Sector, 2001–2010 
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countries, such as India and the Philippines, wage growth 
has lagged behind growth in productivity. This may reflect 
that the institutional environment fails to support gains in 
productivity that can result in higher wages.

In general, moving people out of informal employment 
is highly important. Productivity in the informal sector is 
nearly 5–10 times lower than in the formal sector because 
informally employed people face a variety of constraints 
(Figure 16). For example, survey results showed that 40% 
of the operators of informal enterprises in Bangladesh, 55% 
in Banten, and 31% in Yogyakarta encountered financial 
difficulty (Maligalig and Martinez 2011).

Indicators impacting the creation of higher 
quality employment. Some of the major factors that may 
affect the quality of employment in the future are shown in 
Table 4. Many countries have relatively low rates of labor 
productivity, especially in contrast with the developed 
countries, and will have to work to increase their rates 
of productivity. Moreover, substantial demographic 
changes are likely in developing Asia. Some countries 
will experience an increasing age dependency ratio, 
necessitating shifts in the type of employment provided, 
and other countries will have a decreased age dependency 
ratio and an influx of new workers into the labor market, 
requiring significant schooling to adequately prepare 
them for the jobs available. Box 5 discusses the changing 
demographics in Asia and how they could impact a 
country’s ability to create higher quality employment.

Selected Experiences

Among developing Asian economies, the expansion of 
the quality of employment has varied widely over time. 
This section examines the PRC, India, Indonesia, and the 
Philippines, as they account for a large percent of Asia’s 
labor force. They also present substantially different 
cases and environments for moving toward higher quality 
employment.

At one end is India, which accounts for approximately 
a quarter of Asia’s total labor force; but the country’s share 
of informal employment is large and, relative to other Asian 
countries, India has been slow at creating higher quality 
employment. On the other end are economies such as the 
PRC, where the sheer momentum of economic growth 
has moved a great many people from informal to formal 
employment and this has been accompanied by significant 

Sources: APO (2011); ILO (2011c), LABORSTA; NBS (2010); National Wages and 
Productivity Commission; CEIC (2011).
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Figure 15  Annual Growth of Labor Productivity and Wages (%), 
Selected Asian Economies, 2000–2010

Note: Formal** = formal sector + households.
Sources: ADB and BPS (2010).

Figure 16  Value Added per Worker, Banten and Yogyakarta (Rp million)
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Low income            Lower middle income          Upper middle income           High income

As a result of FDI, the demand for factory workers 
and other laborers intensified as the urban economy saw 
substantial expansion, especially in manufacturing. This 
transition to a more modernized labor force was helped 
substantially by policies that facilitated rural–urban 

Table 4  Summary Statistics (most recent year)

Economy

Overall labor 
productivity 

(’000 2005 $ 
PPP per worker)

Sectoral labor productivity 
(’000 2005 $ PPP per worker) Age dependency ratio Poverty 

$1.25 Per 
person per 

day (%)

Average 
years of 

schooling

Percent 
urban

Savings 
share to 
GDP (%)

Export share 
to GDP (%)

Agriculture Industry Services 2010 2020

[1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11]
Nepal 0.5 0.5 0.5 0.6 67.7 52.8 4.0 18.2 8.0 15.7
Bangladesh 1.0 0.6 1.7 1.1 56.0 43.9 49.6 5.8 28.1 17.2 19.4
Cambodia 0.9 0.3 1.3 13.4 55.5 48.6 28.3 6.0 24.2 18.3 59.6
Tajikistan 0.5 68.0 60.6 9.3 26.5 –21.3 13.4
Kyrgyz Rep. 0.7 0.8 0.8 0.7 52.6 54.2 1.9 8.7 36.6 –8.8 49.9
Lao PDR 1.0 33.9 5.1 33.2 25.5 32.7
Papua New Guinea 1.5 71.9 63.1 4.8 12.5 18.1 57.9
Solomon Islands 5.0 75.1 67.2 18.6 –6.5 33.5
Pakistan 1.7 0.9 2.1 2.7 65.8 57.0 22.6 5.6 37.0 11.4 12.8
Uzbekistan 1.7 50.9 46.6 36.9 26.0 36.4
Viet Nam 1.3 0.5 2.4 1.8 42.1 41.6 13.1 6.4 28.8 27.8 68.3
India 1.7 0.5 2.2 4.0 55.1 50.3 41.6 5.1 30.1 32.0 19.6
Mongolia 1.2 0.9 1.2 1.5 46.4 50.4 22.4 8.4 57.5 43.4 55.8
Philippines 2.9 1.3 6.1 3.6 64.1 57.3 22.6 9.0 66.4 15.5 31.7
Indonesia 2.2 0.8 5.4 2.5 48.3 43.8 18.7 6.1 53.7 33.8 24.1
Samoa 5.2 1.4 4.1 21.1 75.0 63.5 23.4 33.5
Vanuatu 2.6 71.5 64.8 26.2 17.4 42.6
Tonga 4.3 3.4 2.5 7.8 76.5 67.5 10.4 25.3 –19.3 13.2
Sri Lanka 2.7 1.5 2.7 4.2 49.3 52.7 7.0 8.4 15.1 18.0 21.4
Georgia 2.2 0.6 5.9 4.4 44.7 50.0 14.7 50.1 –7.4 29.5
Bhutan 3.0 1.2 5.2 2.4 52.0 44.5 36.7 63.6 58.0
Armenia 2.2 1.5 7.3 4.0 45.6 49.8 1.3 10.4 63.7 8.2 12.0
Turkmenistan 7.6 50.0 46.4 49.5 41.2 75.6
Maldives 6.8 4.1 4.8 8.9 46.7 38.2 6.1 40.5 18.8 67.0
PRC 3.7 0.9 6.9 4.7 38.2 40.3 15.9 8.2 44.9 52.1 26.7
Thailand 4.5 0.9 9.6 5.6 41.7 41.8 10.8 7.5 34.0 32.4 68.4
Azerbaijan 4.0 1.0 22.2 2.4 37.8 46.4 1.0 52.2 49.7 52.5
Kazakhstan 4.2 1.0 3.7 13.0 45.5 54.9 0.2 10.4 57.3 38.7 42.0
Malaysia 11.2 6.2 17.9 10.0 54.1 50.1 0.0 10.1 72.2 36.0 96.4
Korea, Rep. of 27.8 16.7 46.0 23.6 38.1 43.0 11.8 81.8 29.8 49.9
Hong Kong, China 54.9 13.4 36.4 60.3 100.0 29.7 193.8
Singapore 51.2 3.4 72.6 48.1 35.9 41.1 9.1 99.9 47.0 220.5

GDP = gross domestic product, Lao PDR = Lao People's Democratic Republic, PPP = purchasing power parity, PRC = People's Republic of China.
Sources: [1]-[4] World Bank (2011b), World Development Indicators and ILO (2011c), LABORSTA; [5]-[6] UNSD (2011); [7] World Bank (2011a), PovCalNet; [8] Barro 

and Lee (2010); [9]-[11] World Bank (2011b), World Development Indicators except that NBS (various years), CHIP 1988, 1995, 2002 and employment census 
2004 and 2008 were used for the People's Republic of China and NSSO (various years), NSS-EUS for India.

rises in overall wages. The Philippines has done relatively 
well in moving people from informal to more formalized 
employment and increasing labor productivity, but this has 
resulted in little wage growth in formal employment. In 
contrast, Indonesia has had relatively high wage growth 
in formal employment compared with labor productivity, 
but only a very small shift of workers out of the informal 
sector.

The People’s Republic of China. The PRC’s 
decision to open its doors to foreign direct investment 
(FDI) led to major structural transformation and a shift 
from the agricultural to the modern sector. The share 
of industry and services in total employment increased 
from about 30% in 1978 to about 60% by 2008 (Figure 
17). The growth in employment in private industry has 
been spectacular—from virtually zero in 1978 to almost 
30% by 2008. Employment in publicly-owned industries 
marginally decreased after the mid-1990s as state-owned 
enterprises began an aggressive effort at downsizing and 
retrenchment. This environment has led to substantial 
productivity growth, which has ultimately translated into 
both rising wages and the decreased share of informal 
workers in the employed population.

PRC = People’s Republic of China.
Source: Staff estimates using data from NBS (various years), China Statistical Yearbook, 

and China Labour Statistical Yearbook.

Figure 17  Shares of Employment in Agriculture, Public, and Private 
Industrial Sectors; PRC; 1978–2008
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A number of countries within Asia are undergoing a demographic 
shift. In the People’s Republic of China, an aging population with a 
large percent of the work force retiring will increase the dependency 
ratio and likely open up a large “knowledge gap.” Moreover, the 
aging population is expected to slow labor productivity substantially 
as older workers are no longer able to work as many hours as they 
did previously. This may result in rising wages, because the supply of 
workers will decrease, especially in labor-intensive, low-skilled, and 
highly manual and physically demanding activities, and may create a 
sectoral shift in employment shares. Maintaining competiveness in 
such activities may require considerable investment in technology to 
improve labor productivity and a shift to more skilled, but less labor-
intensive industries. Further, the quality of employment will become 

Box 5  Demographic Change and the Quality of Employment

increasingly important for a population of older workers. A different 
set of work conditions will be needed to encourage the older workers 
to remain in the labor market and continue to contribute productively 
to the economy.  

At the other end of the spectrum are countries that are in the early 
stages of a demographic transition, such as India and the Philippines. 
In such countries, the labor force is expected to increase sharply in 
the coming decades and lead to a “demographic dividend, as shown 
in the projected decline of their dependency ratios.” However, the 
increased size of the labor force will not translate into more rapid 
economic growth unless there is growth in higher quality employment 
opportunities for these new entrants into the labor force.

Source: UNDESA (2011), World Population Prospects: The 2010 Revision.

Box Figure 5.1  Dependency Ratios of Major Developing Asian Countries, 2000–2030
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migration. In particular, the PRC government created the 
Ten Policies for Rural Economic Development, which 
encouraged population movement for economic reasons 
(Xu and Lam 2010).

In 2009 alone, over 150 million people in urban areas 
of the PRC were migrants from rural areas. Due to the 
rapid pace of urbanization and facilitation of migration, the 
PRC has been able to capitalize on the spillover effects that 
arise in urban environments and has provided numerous 
rural workers with access to substantially higher quality 

employment opportunities. For this reason, the migration 
has led to a significant reduction in overall poverty, from 
45% of the population living on income of less than $2 per 
day in 1995 to less than 7% in 2007 (ADB 2010).

Migrant workers have been a regular and stable 
source of labor supply in urban labor markets in the last 
3 decades. In recent years, employment has grown and 
migrants’ average monthly earnings have increased rapidly. 
For example, real monthly earnings for migrant workers 
increased nearly 20% in 2008. In 2009, even though the 
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world was suffering from the global financial crisis, both 
employment and real wages of migrant workers continued 
to grow in the PRC (Figure 18). In 2010, the average real 
monthly earnings of migrant workers increased another 
15.5%. Moreover, migrant workers in urban areas have 
increasingly found more formal employment, as the share 
of informal employment has dropped from 87.3% in 2001 
to 60.7% in 2010, while local workers have actually seen 
an increasing share in informal employment, which has 
risen from 13.4% in 2001 to 25.8% in 2010 (Figure 19). 
This suggests that the quality of employment has improved 
in urban areas and the disparities between migrant and 
local workers have decreased.

Still, disparities persist within the PRC. Cai et al. 
(2011) explored the determinants of employment security, 
access to social security, and job quality by regressing 
the scores they calculated for each variable on a number 
of explanatory variables. They found that all three—
job quality, employment security, and access to social 

PRC = People’s Republic of China.
Source: Cai et al. (2011).

Figure 18  Employment and Real Wages of Urban Migrants, PRC,  
2001–2010
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security—were associated strongly with an individual’s 
age (improving with age but at a diminishing rate), 
schooling, and gender (with men enjoying more security 
and job quality than women). After controlling for these 
individual attributes, migrants to urban areas had much 
lower levels of job quality, employment security, and 
social security access than local urban residents.

In general, migrant workers living in cities are 
substantially disadvantaged relative to local workers. 
Using data from the China Urban Labor Survey of 
2010, Cai et al. (2011) scored migrants and local urban 
workers on dimensions of employment quality, using such 
attributes as holding a formal government job; having an 
open-ended or fixed contract; number of employees in a 
firm; characteristics of the workplace (e.g., office or store, 
building site, or outdoors); and availability of pension and 
health and unemployment insurance. Figure 20 shows 
that, based on this scoring system, urban workers that 
are local residents enjoyed 2–3 times higher job quality, 
employment security, and social security than migrant 
workers in the urban areas.

This divide between local and migrant workers 
in urban areas is in part explained by the PRC’s hukou 
system, which distinguishes between migrant and local 
urban workers. The hukou is a system of residency permits 
that was introduced in 1958 to control migration of people 
from rural to urban areas. PRC citizens are classified as 
urban or rural residents by their hukou. From the inception 
of the system, urban residents received state-allocated 
jobs and access to many social services while rural 
residents were expected to fend for themselves. While 
the hukou system has been reformed in recent years, its 
basic structure remains in place. Migrants holding rural 
hukou are not eligible for basic urban welfare and social 

PRC = People’s Republic of China.
Source: Cai et al. (2011).

Figure 19  Share of Informal Employment in Total Employment; Urban 
PRC; 2001, 2005, and 2010 
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Figure 20  Job Quality, Social Security, and Employment Security among 
Migrants and Local Workers, Urban PRC, 2010
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service programs, including public education. To obtain 
an education beyond middle school for their children, 
they must return to their home village. Given the poor 
quality of schools in the rural areas, migrants are at a big 
disadvantage relative to local urban residents.

Job quality depends to a large extent on a country’s 
social protection system. The PRC government has vastly 
increased the resources it spends on social protection, and 
has either established or extended social programs to cover 
an increasing number of vulnerable people. The PRC’s 
social protection system consists of social insurance 
programs (which are characterized as contributory) and 
social assistance programs (noncontributory). Among 
social assistance programs, the dibao (a minimum income 
guarantee scheme that was originally designed for urban 
residents) has played a dominant role in terms of both 
coverage and benefits. The social insurance system is 
quite complete in the urban areas but still rudimentary 
in the rural areas. Although some programs, such as the 
New Cooperative Medical System and the Rural Pension 
System, have been implemented recently for the rural 
populations, the disparities in social protection between 
rural and urban areas are still very large. There are also 
large disparities across provinces. Because most social 
protection programs are cofunded by the central and local 
governments, people in poor provinces are less socially 
protected due to the constraints of limited fiscal capacity 
at the local level.

The PRC has also committed to protect the rights 
of its workforce by implementing the Labor Law in 
1994 and the new Contract Law in 2008. Some of the 
most important provisions of the Labor Law include  
(1) the roles of the state, local governments, and employers 
in determining and enforcing the minimum wage;  
(2) set provision for determining “regular work hours” 
and “required overtime pay”; (3) the responsibilities of 
employers and rights of the workers regarding workplace 
safety; and (4) rules to provide special protection for female 
workers. To complement the Labor Law, regulations are 
issued on job skill advancement and employees’ personal 
development. Examples of such regulations are the 
Education Law of 1995, the Vocational Training Law of 
1996, the Enterprise Employee Training Regulations of 
1996, the Enterprise Management Training Plan of 1996, 
and the Higher Education Law of China of 1998 (Xu and 
Lam 2010).

The PRC has shown great capacity for making 
progress through creating an environment that is conducive 
to FDI, which can drive structural transformation. Much of 
the benefits however were driven by the PRC facilitating 
the supply of poor rural workers to urban areas. Efforts to 
implement laws to protect workers and guarantee minimum 

standards of quality for workers in the formal sector have 
seemingly been flexible enough so that the modern sector 
could continue to grow and hence decrease the share of 
informal workers.

Despite this transformation, the PRC will be faced 
with many challenges to continue reaping the same gains 
as during the last few decades. At present, approximately 
45% of the population is in urban areas. As 40% of 
the employed people remain in the low-productivity 
agricultural sector, the PRC may need to focus more on 
developing employment in the rural areas to minimize the 
disparities. Finally, the PRC’s increasing aged population 
will soon increase the age dependency ratio. Thus, a new 
set of employment opportunities may be needed that can 
continue the large gains in productivity per person or 
induce the skilled aged population to continue to work 
well after the normal retirement age.

India. The Indian economy has been on a high 
growth trajectory for the last two decades, with a long-
term average growth of over 7% per annum and still 
higher growth at over 8% since 2004. In contrast, the 
annual growth of employment in India in the decade 
ending in 2004 averaged only about 2%, similar to that 
observed during the longer, three-decade period earlier. 
More worryingly, the trend of employment growth has 
been declining: it grew at 2.5% during 1972–1983, at 
2% in 1983–1993, and at 1.9% during 1993–2004, which 
was lower than the growth rate of the labor force during 
roughly the same period (Papola et al. 2008). 

The prospects for faster growth of higher quality 
employment depend, to a large extent, on the degree of 
structural shift in the work force from low- to high-
productivity sectors. The major component of this shift is 
out of agriculture. In India, nonagricultural employment 
grew faster (at about 3.8% per annum) than agricultural 
employment (at about 1%) during the period 1993–2007, 
but this growth has not been sufficient to draw workers 
from agriculture to other sectors on a large scale.

The anemic effect that economic growth has had on 
the expansion of higher quality employment in India is 
observed in the shares of employment by type of worker 
(Table 5). The Indian National Sample Surveys report 
information on three categories of workers: the self-
employed; regular employees (who are generally on longer 
term contracts and are paid a regular salary or wage); and 
casual laborers (who typically work on a daily basis and 
do not receive nonwage benefits). During 1972–2004, the 
proportion of regular employees in the labor force stayed 
at about 15%. The proportion of self-employed people 
declined slightly, and most of them appear to have shifted 
to casual employment, which is generally lower quality 
employment.
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The predominance of informal employment is 
not limited to the informal sector. A large number of 
workers in the formal sector do not have formal contracts 
with their employers. Table 6 shows the proportion of 
employment that is informal by sector. While virtually all 
of the employment in the agricultural sector is informal 
in nature, the very large share of informal employment 
in manufacturing (88% in 2004) is surprising. Further, 
this share actually increased between 1999 and 2004. It 
is largely the utilities and service sectors—electricity, 
finance, administration, health care, and education—that 
are overwhelmingly formal in nature.

The National Commission for Enterprises in the 
Unorganized Sector estimated that only about 8% of all 
workers in India enjoyed any statutory protection against 
risks such as sickness, maternity, disability, and old age, 
through central and state level legislation on conventional 
social security (NCEUS 2006). This is particularly 
disconcerting because the universalized provisions of 
social protection for the population at large, e.g., public 
health and old-age pension, are very limited and seemingly 
poorly delivered.

Practically all the workers in the informal sector, 
which employs about 86% of working people, are without 

Table 5  Distribution of Workers  
by Category of Employment (%), India, 1972–2004

Year Self-employed Regular employees Casual labor
1972 61.4 15.4 23.3 
1977 58.9 13.9 27.2 
1983 57.3 13.8 28.9 
1987 56.0 14.4 29.6 
1993 54.7 13.5 31.8 
1999 52.6 14.7 32.7 
2004 56.5 15.2 28.3 

Sources: NSSO (various years), NSS-EUS; Papola (2011).

Table 6  Distribution of Workers by Type of  
Employment and Economic Activity (%), India, 1999 and 2004

Sector/activity
1999 2004

Informal Formal Informal Formal
Agriculture 98.8 1.2 98.9 1.1 
Mining 71.8 28.3 67.4 32.6 
Manufacturing 83.7 16.4 88.4 11.6 
Electricity 18.8 81.3 18.7 81.3 
Construction 96.4 3.6 97.3 2.7 
Trade 96.7 3.3 98.1 1.9 
Hotels 94.3 5.7 95.0 5.0 
Transport 78.3 21.7 82.7 17.3 
Finance 27.8 72.2 39.2 60.8 
Real estate 83.7 16.3 80.1 19.9 
Administration 15.3 84.7 13.5 86.5 
Education 38.2 61.8 46.3 53.7 
Health 52.5 47.5 58.8 41.2 
Community 91.2 8.9 95.0 5.0 
Household 94.5 5.5 99.2 0.8 
Extra 26.5 73.5 91.7 8.3 
Total 91.2 8.8 92.4 7.6 

Sources: NCEUS (2009), Papola (2011).

any statutory social security benefit. But a significant 
proportion of workers in the formal sector (about 47%) 
also do not enjoy such benefits. Some recent initiatives aim 
to increase universal social protection in health and old age 
(e.g., the National Health Insurance Scheme and Old Age 
Pension Scheme, both launched in 2007), and to extend 
to informal workers the social security that is available to 
the formal workers (e.g., the Unorganized Workers’ Social 
Security Act of 2008). The coverage and effectiveness of 
delivery, however, continue to be very limited. 

India has received a great deal of attention during 
the last decade for its booming information technology 
sector. Certainly, this promising sector has good potential 
to generate higher quality employment in the country. 
Employment in the sector has grown rapidly, but even after 
10 years of very rapid growth, employment in the sector 
amounts to only slightly more than two million people—a 
miniscule number in relation to India’s aggregate 
employment (Box 6).

India may need extensive reforms and a strengthening 
of its institutional systems to make a good push toward 
higher quality employment. India’s restrictive labor laws, 
which were enacted in the pre-independence era, may have 
impeded the development process and negatively affected 
the formation of higher quality employment (Bhate 2010). 
Facilitating a larger shift from the agricultural to the 
modern industrial sector while focusing substantially on 
ways to resolve constraints that may create disincentives 
to formalizing employment may be necessary. The service 
sector has shown relatively little promise for expanding 
sufficiently to provide enough higher quality employment 
for the influx of new workers into the labor force. Thus, 
it seems unlikely that India can effectively circumvent 
the normal growth model that has manufacturing 
encompassing a greater portion of the employed population 
before the economy becomes more service oriented. 
India’s productivity, especially in the manufacturing 
sector, is substantially lower than that in other countries 
at a similar level of development. Without finding ways to 
raise productivity, India may have problems capitalizing 
on its massive and relatively well-educated population.

Indonesia. Indonesia has experienced relatively rapid 
growth during the last 30 years. While this has resulted in a 
significant transformation of the economy’s structure, the 
shift in employment patterns has not been as impressive. 
Figure 21 shows that the share of manufacturing in total 
employment has remained fairly stable between 1993 and 
2009. Agriculture’s decline has been offset by an increase 
in the share of services in total employment.

The informal sector in Indonesia remains dominant, 
and employs a large proportion of the country’s workers. 
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This indicates limited opportunities for employment in the 
formal sector (Irawan et al. 2000). The share of informal 
workers in total employment increased after the 1997 
Asian financial crisis (Figure 22) and continued increasing 
until 2003, after which it started to come down again, 
albeit very slowly. 

A gender profile of workers reveals that many 
more females than males work in the informal sector 
(Figure 23). One reason is the large number of women in 
the agricultural sector who are classified as contributing 
(unpaid) family workers. The entry barriers for these jobs 
are very low and their home-based locations and flexible 
working hours fit well with domestic work. In contrast, 
male workers are more likely to be self-employed. The 
share of informal workers among all workers increased 
sharply, for both females and males, after the onset of the 
1997 Asian financial crisis. The shares kept increasing 
through 2003, but have declined somewhat since.

Box 6  Information Technology in India

The information technology (IT) services sector is believed to have 
contributed substantially to India’s economic growth. However, while 
these jobs provide opportunities for higher quality employment, the 
number of such jobs remains small and thus they serve a limited 
purpose in absorbing new workers into the labor market. Consequently, 
the extent to which IT services can provide higher quality employment 
opportunities and truly drive the transition process to a high-income 
country, and ensure that the growth is shared more evenly across the 
population, is an open question.

IT services, which includes IT-enabled services (also referred to 
as business process outsourcing or BPO), constitute about 75% 
of India’s service exports. The export of software services, which 
comprises about 40% of service exports, has grown by about 33% 
yearly during 2001–2007; financial services exports have grown at 
about 100% a year; and business services, at 90% a year (Ministry 
of Finance, Government of India, Economic Survey, various years). 

Business services, which constitute about 25% of service exports, 
are particularly seen as an important source of higher quality 
employment. Wages in this sector average Rs100,000 per year 
(about $10,000 in 2005 dollars at purchasing power parity), which is 
double the wages that were paid in the formal manufacturing sector 
in 2007. Average wages in the IT sector increased by about 16.5% 
per year during 2005–2007. Formal employment is widespread in 
the sector, particularly due to the shortage of skilled workers. The 
high rate of attrition observed in the industry may, in fact, be reflecting 
voluntary mobility of workers. The BPO industry also provides liberal 
benefits, including social security and generous medical and accident 
insurance, and invests significantly in training its workers.

Sources: Papola (2011). Ministry of Finance, Government of India; NASSCOM, IT Industry Fact Sheet.

Employment in IT has grown rapidly, from 284,000 in 1999 to 
about 2.2 million in 2008, of which 78% are estimated to be in 
the exporting establishments. As indicated in Box Table 6.1, 45% 
of people working in export-based IT employment are in BPO. Of 
particular significance is that, while employment in other industries 
(particularly the export-oriented ones such as textiles, leather, and 
gems and jewelry) declined, that in the IT BPO sector increased 
greatly, even during 2008 when the global financial crisis hit. This 
shows the resilience and sustainability of the BPO sector in export 
markets and its potential to continue to generate higher quality 
employment on a larger scale.

Box Table 6.1  Employment in Information Technology Services, India, 
1999–2008

Year

Employment
Software and Services 

Exports Total Share of exports in 
total

Total Of which, 
ITeS

(including 
Domestic) (2)/(4)*100

1 2 3 4 5
1999 152,000 42,000 284,000 53.5
2000 232,000 70,000 430,100 53.9
2001 276,000 106,000 522,200 52.9
2002 385,000 180,000 670,000 56.9
2003 512,000 216,000 833,000 61.5
2004 706,000 316,000 1,058,000 66.7
2005 928,000 415,000 1,293,000 71.8
2006 1,243,000 553,000 1,621,000 76.7
2007 1,560,000 700,000 2,010,000 77.6
2008 1,736,615 789,806 2,236,614 77.6

ITeS = Information technology enabled services.

Source: Staff estimates using data from BPS (various years), SAKERNAS.

Figure 21  Share of Employment by Sector, Indonesia, 1993–2009
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As in other countries, informal-sector employment is 
dominated by workers in the rural areas and formal-sector 
employment is found mainly in the urban areas (Figure 
24). The highest proportion (more than 30%) of formal-
sector employment in the urban areas is in manufacturing. 
The proportion of informal employment has decreased 
faster in the rural than in urban areas, possibly reflecting 
the high rates of migration from rural to urban areas.

As noted earlier, job quality depends on a country’s 
labor productivity growth, which influences wage growth. 
Real wage growth, at 2.5% per annum, has been positive 
in Indonesia during the period 1993–2009, but has lagged 
significantly behind the economic growth, at 5% per 
annum (Figure 25). 

Indonesia’s labor regulations are very rigid and may 
have contributed to the problem of job creation in the 
formal sector (World Bank 2010). This may explain the 
relatively low level of productivity that is observed in the 

modern sector relative to comparable countries. Minimum 
wages that are substantially binding may particularly have 
contributed to the observed high growth in real wages of 
formal sector jobs relative to the growth of productivity. 
This suggests that Indonesia may need extensive reforms 
with policies that provide greater flexibility in the labor 
market, to encourage the shift to more formal jobs.

Philippines. Manufacturing in the Philippines has 
been moribund for the better part of the last 3 decades. 
Figure 26 shows the sectoral patterns of employment in the 
Philippines since 1983. While the share of agriculture has 
fallen from 52% to 34%, virtually all of the relative decline 
went to the services sector. The share of manufacturing 
in total employment has stagnated at about 15% between 
1983 and 2009.

The Philippines’ informal sector is smaller than that 
of many countries in the region at 43.5%. A substantial 
amount of the decrease in informal employment has come 

Sources: Staff estimates using data from BPS (various years), SAKERNAS.

Figure 22  Informal and Formal Employment Rates (%), 
Indonesia, 1993–2010
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Sources: Staff estimates using data from BPS (various years), SAKERNAS.
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Figure 23  Informal Employment Rates by Gender (%), 
Indonesia, 1993–2010

Sources: Staff estimates using data from BPS (various years), SAKERNAS.

Figure 24  Informal Employment Rates by Residence (%), 
Indonesia, 1993–2009
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Sources: Staff estimates using data from BPS (various years), SAKERNAS.

Figure 25 Average Real Monthly Wage of Employees by Gender, 
(Rp ’000), Indonesia, 1993–2009 
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in the last 20 years. Figure 27 shows the share of self-
employed and casual workers in the work force between 
1988 and 2008. The proportion of regular employees in 
the labor force has risen substantially since 2000, while 
the shares of self-employed and casual workers have 
decreased, indicating that the Philippine labor market 
has done well in shifting people away from informal 
employment. People who remain as informal workers are 
shown to be (1) mostly agricultural and unskilled workers, 
(2) usually males in their prime ages11 (3) with low 
levels of formal education, and (4) more likely residing 
in the Autonomous Region of Muslim Mindanao and the 
Cordillera Administrative Region than in other provinces 
(Dacuycuy 2011). 

Despite the shift of people from informal to formal 
employment, wage growth in the formal sector has lagged 
substantially behind productivity growth and reductions 
in poverty have largely stagnated (Figure 15). The finding 
by Felipe and Sipin (2004) that the extent of monopolies 
and oligopolies in the Philippines has increased seems to 
explain the stagnation in real wages that has accompanied 
labor productivity growth. Given that the Philippines has 
a relatively stable and overly abundant supply of highly 
qualified and skilled labor, competition for higher quality 
positions is fierce and places the power of negotiations and 
rise in wages in the hands of the monopolies.

The Philippines’ labor market is also characterized 
by a stubbornness or relative rigidity of un- and under-
employment. The Philippines’ un- and under-employment 

11 The rate of informal employment is higher among young and older 
workers than among prime aged workers; however, in terms of number, 
a significant share of informal workers are of prime age.

Source: Staff estimates based on NSO (various years), Labor Force Surveys.

Figure 26  Sectoral Share of Total Employment, Philippines, 1983–2009
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rates are higher than those of its Association of South- 
east Asian Nations (ASEAN) neighbors. Since 1980, the 
country’s incidence of unemployment has remained higher 
than that in other ASEAN countries, such as Malaysia, 
Singapore, Thailand, and Viet Nam (Figure 28). The 
latest figures show that more than 7% of the labor force 
in the Philippines is unemployed. The under-employment 
rate is also high. In 1987, one in four employed people 
was underemployed. In 2009, the rate was 19.1% (Figure 
29). This trend may explain why efforts to significantly 
trim the country’s poverty rate and raise average wages 
substantially have largely failed.

Un- and under-employment are particularly high 
among the youth, and, given that close to 900,000 
individuals enter the labor force each year, the economy’s 
ability to generate good quality jobs is limited, as the ability 
of employers to generate higher quality jobs depends on 
labor productivity growth. Another disconcerting statistic 
is the failure of the productivity growth rate to speed up, 
especially in key industries. Even at the national level, 
labor productivity growth has been slow. From 1984 to 
2000, average labor productivity growth per annum was 
only 0.7%. From 2000 to 2009, it improved, but was 
still only 1.7% per annum. The recent World Economic 
Forum’s Global Competitiveness Report ranked the 
Philippines 82nd in terms of pay and productivity—well 
behind its ASEAN neighbors such as Indonesia, Malaysia, 
Singapore, Thailand, and Viet Nam (WEF 2010).
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Figure 27  Share of the Self-Employed, Regular Employees, 
and Casual Labor in Total Employment, Philippines, 1988–2008 
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Source: NSO (various years), Labor Force Surveys .

Figure 29  Unemployment and Underemployment Rates, Philippines,
1980–2009
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While the Philippines has social protection schemes 
available to the entire population, including health 
insurance and life insurance, actual coverage is limited. 
In particular, while informal workers can voluntarily 
subscribe to programs such as PhilHealth, the national 
health insurance scheme in the Philippines, very few 
actually opt to enroll. However, the program is mandatory 
for formal sector and overseas Filipino workers, resulting 
in large disparities in coverage of the informal versus the 
formal sectors (Orbeta 2011).

The Philippines’ management of its labor migration 
is a good model for providing a means to obtain higher 
quality employment abroad. The country has the region’s 
most sophisticated network of agencies responsible for 
maximizing the benefits of migration, which are often 
referred to as the “3Rs” (recruitment, remittance, and return 
migration). A large number of Filipinos work abroad, are 
widely distributed through the world, and remit billions 
of dollars annually to the country (Box 7). A great deal 
of anecdotal evidence suggests that Filipino workers have 
sought employment abroad because they lack opportunities 
in the internal labor market. Without opportunities abroad, 
the performance of the domestic labor market could have 
been much worse; but the extensive migration may also 
underlie a lack of domestic innovation and development, 
if the best and most entrepreneurial individuals choose to 
work abroad.

The Philippines has exhibited a comparatively large 
shift in people from informal to formal jobs, but a rather 
lackluster growth in wages. While labor productivity in 
manufacturing is high compared to that in other countries 
in the region, the Philippine manufacturing sector remains 
very small. The lack of competition due to monopolies 
within the country seems the critical constraint to 
generating additional higher quality employment and 
to increasing wages. Thus, eliminating monopolies 
and fostering competition within the country can have 
substantial impacts on the creation of higher quality 
employment (Felipe and Sipin 2004). Monopolies may 
also have a critical role in constraining the overall growth 
in employment, as the service sector remains dominant in 
comparison to the manufacturing sector (Usui 2011).

Source: World Bank (2011b), World Development Indicators.

Figure 28  Unemployment Rate in Selected ASEAN Countries, 1980–2009
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Lessons in Developing Asia

Developing Asia has made progress in increasing the share 
of salaried and wage employees and employers among the 
employed, but many still remain in informal employment. 
Between countries in developing Asia, the shifts in the 
types of employment have varied substantially over the last 
20 years. To a large extent, the shift away from informal 
employment is correlated with the degree of structural 
transformation that has taken place and the movement 
of employment from the lower productivity agricultural 
sector into the higher productivity industrial and service 
sectors. The PRC has shown that this movement can be 
facilitated by providing an environment that is especially 
attractive to FDI while enhancing the supply of cheap labor 
through rural-to-urban migration. In contrast, the rigid 
labor laws in India and Indonesia may be constraining FDI 
and hampering the evolution to a more modern economy.

So far, the mediocre progress in India and the 
Philippines in shifting toward higher quality employment 
seems to support the idea that it is not feasible to effectively 
develop a service sector prior to developing a solid and 

Box 7  Migrant Workers from the Philippines

The Philippines has one of the world’s most sophisticated 
institutional mechanisms for fostering and managing migration. 
Millions of Filipinos continue to work abroad, through contracts 
facilitated by private recruitment agencies. Remittances from abroad 
contributed 12% of the country’s gross domestic product in 2009 
(World Bank 2011b). Thus, overseas work continues to provide a 
major opportunity for workers of all skills to obtain better quality 
employment than is available domestically. Unlike other labor-sending 
countries, the Philippines is a major source of both sea-based and 
land-based workers, with about 1.47 million people working abroad 
in 2010 (POEA 2010). This dual advantage plays an important role 
in mitigating unemployment in domestic labor markets and providing 
better quality employment opportunities.

The wages of people who are able to obtain jobs abroad are many 
times higher than those of individuals with similar educational 
backgrounds and skills who remain at home. However, a result 
may also be that many of the best and brightest people who are 
employable overseas leave the country, which can be both a cause 
and a consequence of a fairly depressed labor market at home.

In 2009, almost 332,000 Filipinos were newly hired abroad (POEA 
2010). Almost 50,000 of these were in professional or technical-
related work and 138,000 were in low-skilled service-related work. 
Moreover, in 2010, over 340,000 newly hired people were deployed 
(Box Table 7.1).

Sources: Amante (2003), Dacuycuy (2009), POEA (2010).

Initially, designed to promote public employment services, the 
Philippines’ current system for overseas employment relies on an 
effective partnership between private and public sectors to manage 
migration. The deployment of contract workers has been so robust 
that the Philippines benefits steadily from remittances that are 
funneled to households all over the country (POEA 2010).

Box Table 7.1  Selected Statistics on Migrant Workers from the Philippines
Number of deployed workers
 2006 2007 2008 2009 2010
Total 1,062,567 1,077,623 1,236,013 1,422,586 1,470,826

Percent
Land-based workers 74 75 79 77 76
 New hires 30 29 30 25 23
 Re-hires 44 46 48 52 53
Sea-based workers 26 25 21 23 24
Newly hired land-based overseas workers by major occupational category
 2006 2007 2008 2009 2010
Total 308,122 306,383 338,266 331,752 340,279

Percent
Professional 13 14 15 14 12
Administrative/managerial 0 0 0 0 0
Clerical 3 4 5 5 3
Sales 2 3 3 3 2
Service 47 35 36 42 45
Agriculture 0 0 0 0 0
Production 34 40 39 35 35
Other 1 3 0 0 1

Source: POEA (2010).

extensive manufacturing sector. While legislation may be 
the major constraint for some countries that have failed 
to effectively move people from the informal sector, 
the Philippines’ major failure in creating higher quality 
employment has been the inability to translate increased 
productivity into increased wages. This can arise when 
monopolies create an ultra competitive environment for 
work, leaving the negotiation power and provision of work 
in the hands of the employer. Thus, inducing competition 
in the economy could increase the number of employment 
opportunities and shift the power to a better balance 
between employers and employees.

In general, a large number of informal workers in 
developing Asia still lack adequate social protection. 
Moreover, an increasing trend of informality in 
nonagricultural sectors, where productivity even in 
manufacturing and services remains persistently lower 
than that in developed countries, may indicate increasing 
challenges. Moving toward higher quality employment 
may thus require enacting a very specific set of policies 
that are tailored to each country’s context.
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Low income            Lower middle income          Upper middle income           High income

Selected Interventions to Promote  
Higher Quality Employment

Countries within the Asia and the Pacific region are at 
widely different stages of development and are quite varied 
in the structure of their labor markets, their economic 
landscapes, and the creation of higher quality employment. 
Some countries may need active intervention and specific 
labor market policies while others will need to remove 
constraints on firms’ productivity in order to generate more 
and higher quality employment, raise wages, and provide 
better work environments. This section focuses on some 
key policy options that can help move Asia toward higher 
quality employment. The summary in Table 7 identifies 
indicators that may suggest the types of policies that are 
needed.

Ultimately, a sustainable increase in higher quality 
employment is possible only with sustained growth of 

labor productivity. Growth of labor productivity makes 
it easier for employers to pay higher wages and improve 
working conditions. Aggregate productivity can grow 
through both increased real productivity per worker in 
individual sectors of the economy (such as agriculture, 
industry, and services) and a shift of output and labor from 
lower productivity sectors (typically, agriculture) to higher 
productivity sectors (industry and services).

Improving the quality of employment can be 
approached from several directions. The first is indirect 
demand-side policies that improve productivity and 
increase the quality of working conditions (Osterman 
2008). The second is supply-side policies that improve 
human capital and move people into more productive 
activities, including through migration from rural to urban 
areas. The third is a broad set of direct social protection 
policies that allow workers in both formal and informal 
sectors to raise their living standards and improve the 
quality of their work conditions.

Table 7  Classification Table (based on most recent year of data available)

Economy

Real 
GDP Per 
Capita 

(2005 $ 
PPP)

High 
Informal 

Employment 
(> 50% 
of total 

employment)

High 
Agriculture 

Employment 
(> 40% 
of total 

employment)

Low Labor 
Productivity 

(< 5,000 
2005$ PPP 
per worker )

Low 
Industrial 

Productivity 
(< 5,000 

2005$ PPP 
per worker)

Low 
Services 

Productivity 
(< 5,000 

2005$ PPP 
per worker)

High 
Savings 

Rate 
(> 30% 
of GDP)

Age 
Dependency 

Ratio 
(increasing)

Small 
Urban 

Population 
(< 50% 
of total 

population)

Low 
Schooling 

(< 8 
average no. 
of years of 
schooling)

Export 
Share to 

GDP 
(< 25%)

Nepal 1,049 ... ... X X X X  X X X
Bangladesh 1,286 X  X X X X  X X X
Cambodia 1,739 X X X X  X  X X  
Tajikistan 1,791 ... X X ... ...   X  X
Kyrgyz Rep. 2,073   X X X  X X   
Lao PDR 2,048 ... ... X ... ... X ... X X  
Papua New Guinea 2,072 ... ... X ... ... X  X X  
Solomon Islands 2,312 ... ... X ... ...   X ...  
Pakistan 2,369 X X X X X X  X X X
Uzbekistan 2,611 ... ... X ... ... X  X ...  
Viet Nam 2,682 X X X X X X  X X  
India 2,970 X X X X X X  X X X
Mongolia 3,198 ...  X X X X X    
Philippines 3,216   X  X X     
Indonesia 3,813 X  X  X X   X X
Samoa 4,000 ... ...  X  ...  X ...  
Vanuatu 4,030 ... ... X ... ... X  X ...  
Tonga 4,055 ... ... X X    X  X
Sri Lanka 4,333   X X X X X X  X
Georgia 4,335 X X X  X  X  ...  
Bhutan 4,643 ... ... X  X X  X ...  
Armenia 4,794 X X X  X X X   X
Turkmenistan 6,576 ... ...  ... ... X  X ...  
Maldives 4,972    X  X  X X  
China, People's Rep. of 6,200 X  X  X X X X   
Thailand 7,260 X  X   X X X X  
Azerbaijan 8,752 X  X  X X X  ...  
Kazakhstan 10,452   X X  X X    
Malaysia 12,724      X     
Korea, People's Rep. of 25,493      X X    
Hong Kong, China 40,599      X ...  ...  
Singapore 45,978      X X    

Notes: ... = data not available, GDP = gross domestic product, Lao PDR = Lao People's Democratic Republic, PPP = purchasing power parity.
Source: Based on summary statistics from Table 4.
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Trade and Globalization

The modern industrial and service sectors provide jobs 
for only about 57% of the labor force in developing Asia, 
compared with more than 96% in industrial nations. 
Greater promotion of trade and FDI is important for low- 
and middle-income countries to effectively raise the quality 
of employment. Low-income countries with low shares of 
exports relative to GDP need to capitalize on their cheap 
supply of labor, while middle-income countries with a 
relatively well-developed export sector may need to move 
up the value chain so that wages can continue to rise.

FDI and trade have been important vehicles for East 
Asian countries to increase their economic growth and 
employment, as exemplified by the PRC. Multinational 
firms have played an important role in the export-led 
growth model; many of which have exploited the low-cost 
labor advantage of East Asian economies, beginning in the 
1960s and continuing through today. Ever since the PRC 
opened its economy in 1978, multinational firms have 
been a powerful force contributing to its growth.

An interesting and important question Ebenstein 
(2011) posed is: Do multinational firms result in the 
creation of higher quality jobs in a developing country? The 
creation of special economic zones (SEZs), and the extent 
to which firms in SEZs create higher quality employment, 
is an interesting case in point. In 1978, the PRC initiated a 
policy by which key strategic areas and cities were chosen 
as experimental zones for FDI with privileged status. 
The initial SEZs were envisioned as small laboratories to 
explore the economic potential of a further opening of the 
PRC economy; the chosen cities were able to operate with 
administrative autonomy from the provincial government, 
and foreign firms in the SEZs were allowed tax exemptions. 
The SEZs were strategically located in coastal areas close 

to islands with capitalist economies, including Xiamen 
(near Taipei,China); Zhuhai (near Macao, China); and 
the most successful SEZ, Shenzhen, which capitalized 
on its proximity to Hong Kong, China. While the areas 
chosen were convenient to foreign firms, they were by no 
means already developed. In fact, the government focused 
on undeveloped cities to minimize resistance to the new 
policies, and to limit damage should the experiment fail. 

The SEZs were spectacularly successful at attracting 
foreign investment and cheap migrant labor from nearby 
provinces almost immediately (Yeung et al. 2009). By 
1985, the SEZs accounted for more than 20% of the 
PRC’s FDI. The success of the original four SEZs spurred 
the government to open 14 coastal cities to foreign 
investment in 1984, which also began to attract foreign 
firms attempting to capitalize on the PRC’s cheap labor 
and goods for lucrative overseas consumer markets.

How successful were the SEZs in terms of increasing 
labor productivity and real wages of the PRC’s workers, 
especially those with low skills? Ebenstein (2011) 
exploited the phased rollout of the PRC’s SEZs and 
free trade areas across cities as a “quasi experiment” to 
examine the impact of the SEZs on local labor markets and 
on the welfare of workers in these cities. He found large 
increases in firm openings and employment following a 
city’s conversion to a SEZ or free trade area. He also found 
that the productivity of workers in firms in the SEZs was 
higher than that in firms in other cities (Figure 30), and 
that this gap kept widening after 1980. However, there 
is no evidence of real wages being higher in SEZ cities 
than in other cities. Part of the reason for this is that the 
SEZ cities experienced rising prices (Figure 31). Indeed, 
Ebenstein found that, between 1988 and 2001, the real 
wage premium in the SEZs actually decreased.

CPI = consumer price index, PRC = People’s Republic of China.
Source: Ebenstein (2011).

Figure 31  Trends in Prices in Special Economic Zones
 and All Other Cities, PRC, 1988–2001
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Source: Ebenstein (2011).

Figure 30  Trends in Real Labor Productivity in Special Economic Zones 
and All Other Cities, PRC, 1960–2003
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Ebenstein concluded that the introduction of SEZs in 
the context of PRC’s huge supply of cheap surplus labor may 
have led to soaring corporate profits for the multinational 
companies that operated in the SEZs but provided little 
real wage benefit to the average worker already residing in 
these cities. Of course, the valid comparison group may not 
be workers already residing in the SEZ cities, but instead 
workers in the rural areas who might not have migrated 
to manufacturing jobs in such large numbers were it not 
for the SEZ experiment. Ebenstein’s data did not allow 
him to estimate the welfare gains for these workers; their 
gains were probably substantial, especially considering 
the phenomenal reduction in poverty that the PRC has 
experienced since 1980. However, the important thing to 
note is that not all people were necessarily better off from 
FDI, even though overall welfare may have increased, it 
may have contributed to undue resentment toward migrants 
who may be driving down wages and potentially crowding 
out locals from jobs. However, other literature on the impact 
of multinational companies on host-country labor markets 
has not provided substantial evidence that multinationals 
depress average wages (Flanagan and Khor 2011). 

Indeed, at a broader level, it is difficult to see why 
multinational companies would behave any differently 
than local firms in terms of promoting higher quality 
employment and higher wages. Both sets of firms have 
the same objective (maximizing profits) and are likely to 
react to price and wage incentives in the same manner. If 
anything, multinational firms bring enormous firm-specific 
technical and managerial advantages to developing-country 
markets that should result in higher levels of productivity 
in these markets, which in turn should lead to higher wages 
for workers.

But the general process of globalization, which 
puts pressure on multinational and domestic firms to 
continually cut costs in order to stay globally competitive, 
could affect working conditions and wages adversely. 
Using unit-level labor force survey data from four 
developing Asian economies, Maligalig and Martinez 
(2011) found that jobs with informal arrangements 
were not exclusively in informal enterprises, and were 
often found in formal-sector enterprises. As a response 
to globalization and the pressure to stay internationally 
competitive, firms in many Asian countries have started 
adopting more flexible employment arrangements, such 
as outsourcing components of production lines that result 
in pervasive informal employment arrangements. For 
example, Maligalig and Martinez found that about 9 in 100 
jobs in Armenia’s formal enterprises were informal, while 
in Bangladesh, the proportion was 4 in 100, and in two 
provinces of Indonesia, the incidence was 33% in Banten 
and 31% in Yogyakarta.

Flanagan and Khor (2011) recently conducted an 
empirical study to test the causal effect of global trade 
flows on working conditions. They compared the evolution 
of working conditions and labor rights in Asian versus 
non-Asian countries from 1990 to 2008 and analyzed the 
relationship between labor conditions and international 
trade and investment flows.12 They observed that both 
working conditions (pay, hours of work, and job safety) 
and labor rights (workplace freedom of association, 
nondiscrimination, abolition of forced labor, and reduction 
of child labor) advanced in Asia and the rest of the world 
during this period when both trade and investment flows 
grew. As a region, Asia generally scored lower than other 
parts of the world on most measures of working conditions 
and labor rights, but that the differences with the rest of the 
world have been narrowing over time.

Flanagan and Khor found that countries with open 
trade policies generally had better working conditions 
and labor rights than countries with closed trade policies 
(Figures 32–35). In open economies, annual pay per 
manufacturing worker outside of Asia is almost three times 
higher than in closed economies; and in Asia, it is almost 
nine times higher in open than in closed economies. This 
likely reflects the higher labor productivity in the open 
economies. Outside of Asia, the fatal on-the-job accident 
rate in manufacturing and measures of work hours are 
significantly lower in open economies. In comparison, 
open economies in Asia have slightly higher hours of 
work. Labor rights are also generally better respected in 
open than in closed economies outside of Asia (Figure 
33): freedom of association rights are stronger, and child 
participation in the labor force and measures of forced 
labor are lower in non-Asian open economies. Only in 
the case of gender discrimination is there little difference 
between economies with open and closed trade policies.13 

Nevertheless, Asian economies with open trade 
policies generally had better labor rights than did closed 
Asian economies by the end of the 20th century (Figure 
35). In general, the expansion of international trade 
and investment during the two decades since 1990 has 
been associated with a broad improvement in working 
conditions and labor rights around the world. However, 
openness and expansion are found to have no direct 
influence on labor rights. All of the improvements are 
attributed to the indirect effect of rising per capita income, 

12 The study used 11 Asian economies (the PRC; Hong Kong, China; India; 
Indonesia; Japan, Kazakhstan; the Republic of Korea; Malaysia; the 
Philippines; Singapore; Taipei,China; and Thailand) and 46 developed 
and developing non-Asian countries in Europe, Latin America, the 
Middle East and North Africa, and North America.

13 This study did not compare results to assess whether the gap was 
increasing or decreasing in labor rights between Asia and the rest of 
the world in open versus closed economies.
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and this effect is found to be uniformly true between Asian 
and non-Asian economies when weighted by the labor 
force in each economy. Thus, to the extent that trade raises 
per capita income, it advances both working conditions 
and labor rights—a trend that is consistent with the general 
predictions of international trade theories.

The Role of Migration

Structural transformation plays a key role in providing 
better employment opportunities as there is a limit to 
how much agricultural productivity can be raised. In most 
countries, the service and manufacturing sectors have 
higher rates of labor productivity, and therefore higher 
wages, than the agricultural sector. Figure 36 shows the 
value added per worker in 2009 in each of the three sectors 

for a number of developing Asian economies. In Thailand, 
for example, value added per worker in industry is more than 
10 times that in agriculture. With such large differentials, 
there is a strong incentive for rural workers to migrate to 
urban areas. Indeed, historically, an important means of 
increasing the productivity of rural workers has been to 
move them to jobs in manufacturing and services that are 
often based in the urban areas. Low-income countries that 
suffer from both high rates of agricultural employment and 
low rates of urbanization may benefit from programs that 
facilitate migration from rural to urban areas. This can be 
done by increasing urban employment opportunities and 
easing the transition from rural to urban areas so that more 
people can take advantage of the benefits that come from 
urban environments.

Source: Flanagan and Khor (2011).

Figure 32
Working Conditions in Open versus Closed Non-Asian Economies
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Source: Flanagan and Khor (2011).

Figure 34
Working Conditions in Open versus Closed Asian Economies
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Figure 33
Labor Rights in Open versus Closed Non-Asian Economies
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Figure 35
Labor Rights in Open versus Closed Asian Economies
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The Asia and Pacific region has seen massive rates 
of rural–urban migration during the last 4 decades. In 
1950, only 16.3% of Asia’s population was urban. It had 
increased to 24% in 1975, 41.7% in 2009, and is slated to 
increase to 50% by 2025 (UNDESA 2010). The PRC has 
experienced some of the largest labor migration flows in 
human history since implementing economic reforms in 
1978—by 2009 alone, 153 million migrant workers were 
living in urban areas. The migration flow has propelled the 
PRC’s economic and social transition by increasing labor 
productivity and restructuring society.

In addition to the direct effect of improved 
employment opportunities for the migrant workers, the 
workers who remain in agriculture also benefit. Their 
marginal productivity rises, as fewer workers are left in 
agriculture. Remittances from the urban migrants can 
help raise investment in the rural areas. And the migrant 
workers’ families benefit from a substantial decline in 
their consumption and income risk, as they now have more 
diversified sources of livelihood.

Using a rich panel data set on about 2,000 rural 
households from three provinces in Northeastern Thailand 
(surveyed in 2007, 2008, and 2010) and a survey of 643 
migrants from these rural households in the Greater 
Bangkok area in 2010, Hohfeld et al. (2011) found 
that households whose members migrated to Bangkok 
experienced a 17%–22% increase in their household 
income relative to control households whose members did 
not migrate. Further, the estimated impact was even larger 

in the poor provinces of Buriram and Nakhon Phanom, 
at 35% each, and Ubon, at 47%. This provides evidence 
that migration can substantially improve job and income 
prospects for households residing in the poorest provinces.

Hohfeld et al. asked those who migrated to Bangkok 
to assess whether their work conditions had improved in 
their most recent job. Nearly 75% of the sampled migrants 
reported that their working conditions had definitely 
improved since their previous job. Each additional year 
of schooling the migrant had was associated with a 6% 
increase in the likelihood of improved working conditions. 
Conversely, indebtedness was associated with a 28% lower 
probability of improved work conditions. Upon correcting 
for self-selection, Hohfeld et al. found that migrants 
were much more likely than nonmigrants (i.e., those who 
remained in their rural village) to report an improvement 
in working conditions. This suggests that, based on the 
migrants’ own perceptions, migration results in jobs with 
better working conditions.

Hohfeld et al. also created an index of job quality 
based on several objective indicators, including job 
stability; possession of a written or verbal contract; and 
the availability of life, health, or disability insurance. 
The empirical results were largely unchanged when they 
used this index instead of the subjective assessment of 
improved working conditions as the dependent variable in 
the analysis. Thus, their analysis indicates that migrants 
were much more likely than similar people who had stayed 
in the rural areas to hold higher quality jobs.

Note: Value added per worker in each sector, in constant year 2000 $.
Source: ILO (2011a).

Figure 36  Value Added per Worker in Agriculture, Industry, and Services, Selected Asian Economies, 2009
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In addition to migration within a country, 
international migration plays a significant role in providing 
access to higher quality employment for Asian workers. 
This is especially true when countries fail to provide 
sufficient employment opportunities for their populations. 
International migration can help balance disequilibria 
in the supply of and demand for labor between sending 
and receiving countries. The migrants often receive 
higher wages, and their countries of origin benefit from 
remittances (Lucas 2008).

Migration may also have drawbacks. An increased 
supply of workers in urban labor markets may put 
downward pressure on urban wages. Urban employers 
might not be inclined to improve working conditions if 
the supply of labor from rural areas is elastic; indeed, a 
very large oversupply of labor could lead to a deteriorating 
quality of employment. International migration can lead 
to significant “brain drain” and could depress a country’s 
productivity and innovation if the country’s best and 
brightest people are going abroad. In the receiving country, 
migration can lead to lower wages in jobs where there 
is an influx of migrants (Lucas 2008). Of course, with 
appropriate policies and monitoring of migration inflows 
and outflows, it is possible to improve welfare. Rural–
urban migration can speed structural transformation and 
allow rural workers access to higher quality employment, 
while international migration provides a means for workers 
to access higher quality employment when the home 
country is not capable of generating sufficient employment 
opportunities.

Raising Rural Labor Productivity

Given that a large proportion of Asia’s poor will continue 
to live in the rural areas for the foreseeable future, it is 
important to not neglect policy for improving the quality 
of jobs in rural areas. Many lower income countries still 
have large agricultural sectors that employ over 40% of 
the labor force and have extremely low productivity. 
While rural–urban migration is an important means 
to increase productivity and provide access to higher 
quality employment, it is not an immediate or the most 
desirable option for the entire rural population. The main 
ways to expand opportunities for higher quality jobs for 
people who remain in the rural areas are to (1) enhance 
the productivity of rural workers who have ownership of 
productive assets, and (2) provide access to markets that 
can ensure sufficient demand for their labor.

Workers who explicitly or implicitly own productive 
assets will have a greater likelihood of achieving stable 
and reasonably well-paid employment than workers who 
do not. Such assets include workers’ own labor, as well 

as physical assets such as land, financial assets such as 
working capital, human assets such as education, public 
assets such as access to electricity and other infrastructure, 
and social assets such as the organization and coordination 
of people. How the returns to these assets change depends 
importantly on the composition of local employment and 
the extent to which product and labor markets are integrated 
with the wider world. Credit markets, effective transport, 
and other forms of basic infrastructure are important to the 
availability of productive employment.

Among the most important factors that can hamper 
growth in rural areas are (1) constraints on the use and 
availability of technology; and (2) an absence or paucity of 
the value-added manufacturing sector, financial services, 
and infrastructure. Alleviating these impediments can lead 
to enhanced productivity of rural workers (Foster 2011). 

Technological innovation and value-added 
manufacturing. Innovations such as a shift to high-value 
crops, fertilizers that increase agricultural output, and labor 
saving technology are viable ways to increase productivity 
in rural areas. Given that there is excess demand for 
agricultural products outside of the rural market, the 
improvement in productivity can result in real increases in 
income for the rural sector.

The use of technology potentially has strong 
distributional implications. Foster and Rosenzweig 
(2010) explored scale economies in agricultural India. 
They show that, over the period 1982–2007 in rural India, 
mechanization increased substantially, particularly among 
larger scale farmers. While traditionally the view was that 
small-scale farmers in rural India were more productive 
than larger ones, Foster and Rosenzweig showed that, 
during 1999–2008, larger farmers were more profitable 
than small-scale farmers after accounting for supervisory 
costs, potential search costs for off-farm employment, 
and the potential endogeneity of land with respect to 
productivity. This profitability was found to be largely 
a result of the labor saving that was possible through 
increased mechanization. They noted that the maximal 
profitability was achieved at farm sizes of about 4 hectares.

As agriculture innovation may not necessarily 
be appropriate for the entire rural sector, Foster (2011) 
suggested that developing a value-added manufacturing 
sector that is highly productive in the rural area could be 
a promising way to improve the employment prospects 
of the rural sector. In a rural economy with no value-
added manufacturing sector, increases in agricultural 
productivity, where agricultural products are exported, 
may only lead to minor improvements in overall welfare 
and could entail adverse effects for some people. This is 
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because, while improved agricultural productivity can 
increase the prospects and income of people in agriculture, 
without proportionate increases in the productivity of the 
nonagricultural sector, it will result in drawing people from 
the nonagricultural sector. This will then bid up wages in 
the nonagricultural sector and cause prices to rise.

Foster showed in a theoretical model that 
having productivity improvements in a value-added 
manufacturing sector in the rural area where agriculture 
provides inputs into the production process (e.g., canned 
and processed food) can lead to large welfare gains. This 
result is based on a reasonable assumption that goods are 
exported and the cost of transporting raw agricultural 
products is significantly more than the cost of transporting 
processed goods. In this case, the productivity of value-
added production will increase the demand for inputs of 
agricultural goods and bid up the price of agricultural 
goods. As a result, workers will be drawn back into the 
agricultural sector, and the overall gains in wages and 
profits in both sectors will increase.

Foster provided empirical support using ARIS–
REDS14 panel surveys of rural India to show that having a 
value-added manufacturing sector is potentially important 
for rural economies. He controlled for village fixed effects; 
fraction of workers employed in each of three occupational 
categories (traded manufacturing, nontraded services, and 
value-added in agriculture); the share of income from 
agriculture, self-employed nonfarm, and salaried work; 
yields in agriculture; population; and the distance to the 
nearest town (which changes over time as villages become 
towns). Using the log income of the corresponding 
quantile as the left-hand side variable, he found that 
doubling the population’s share of value added workers 
resulted in 8.0% additional income, at the 10th percentile 
and 8.8% at the 90th percentile of the income distribution.  
The share of agricultural income was shown to have a 
negative relationship with overall income, indicating the 
general importance of nonfarm activity as a source of rural 
earnings growth.

Thus, there is evident support that technological 
innovation can have positive benefits. In particular, having 
technological innovation in a value-added manufacturing 
sector can result in considerable benefits for all workers 
in the rural economy and thus may be key to promoting 
the employment opportunities and raising the quality of 
employment.

Financial services. Financial services, and 
particularly credit markets, can have a profound effect 
on agricultural productivity and nonagricultural self-
employment by providing working and startup capital. The 

14 ARIS-REDS Additional Rural Income Survey and Rural Economic 
Development Survey.

growing literature on microcredit has shown that access to 
structured credit can result in higher productivity in small 
family businesses, and better living standards especially in 
rural areas.

A growing body of evidence suggests that increased 
access to banks has significant effects on the nature 
of employment and improves economic activity. Feler 
(2010) used bank privatization in Brazil to examine the 
consequences of reducing subsidies to rural banks. Feler 
found that, in the areas that lost subsidized banks and did 
not have alternative sources of credit, economic activity 
decreased and the number of skilled workers declined. 
Burgess and Pande (2005) examined the effects of India’s 
social banking experiment, which mandated banks to open 
branches in underserved areas of India. Their findings 
suggested significant decreases in rural poverty and increases 
in nonagricultural output from access to bank services. 

However, problems of imperfect information 
plague financial markets, and providing the appropriate 
financial services may be very costly especially in rural 
areas. In their detailed study of scale economies in rural 
agriculture, Foster and Rosenzweig (2010) found that low 
levels of access to credit seemed to adversely affect the 
use of agricultural inputs such as fertilizer and, ultimately, 
the profitability of smaller scale farmers. Townsend 
(2011) argued that, while financial deregulation has had 
substantial positive effects on economic growth in Thailand 
by providing a better match between entrepreneurial skill 
and access to capital, subsidized credit in some cases led to 
an inefficient overdispersion of economic activity.

Moreover, it is not clear whether the public sector 
can sufficiently overcome the difficulties to make public 
financial services a cost-effective mechanism to increase 
the quality of rural employment. Kaboski and Townsend 
(2010), for example, found evidence of increased business 
economic activity associated with Thailand’s Million Baht 
Fund, but that the social costs of the program exceeded the 
social benefits.

Clearly, ineffective monitoring and inappropriate 
financial products for certain groups can have adverse 
effects toward raising the quality of employment. However, 
there are potentially huge gains from increasing access to 
financial services in rural areas and it can provide a means 
for certain business-minded rural workers to increase their 
profits and improve their circumstances.

Infrastructure. Infrastructure plays an important role 
in determining rural productivity growth and employment. 
Important infrastructure in rural areas includes irrigation, 
electricity, roads, transport, and grain storage, among other 
things.
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In particular, infrastructure that improves transport 
facilitates access to markets outside of the local area. 
This can lead to increased demands for agricultural and 
nonagricultural products and to diversification of the 
nonfarm sector in rural areas. As Felkner and Townsend 
(forthcoming) found, road infrastructure drove substantial 
growth in rural areas of Thailand. They found that increased 
infrastructure, because it provides access to key markets, 
was also associated with a larger share of enterprises and 
higher growth of enterprises in rural villages. Donaldson 
(2010) also found evidence that the introduction of 
railroads in India led to greater economic activity by 
exploiting gains from trade between different regions.

Electrification can also have positive effects, 
by expanding the hours during which it is possible to 
work and accomplish different tasks while enabling 
microenterprises to diversify. Rud (2011) suggested that 
firms faced with poor and unreliable electricity supplies 
must invest in a relatively costly replacement technology. 
Taking advantage of South Africa’s post-apartheid 
electrification roll-out in KwaZulu-Natal province (which 
generated exogenous variation in access to electricity 
across households and time), Dinkelman (2010) examined 
the effect of electrification on rural employment. She found 
that electrification led to an increased supply of labor by 
women and men in their 30s and 40s who were residing 
in poor and middle-income communities. Dinkelman 
also found the increased supply of women’s time used in 
small-scale family enterprises resulted in a decrease in 
women’s wages. This emphasizes the need to accompany 
increased work hours and output with increases in demand 
for outputs. Thus, rural electrification in itself may not lead 
to overall improvements in wages, but, particularly when 
complemented with transport infrastructure, may lead to 
overall improvements and employment conditions of the 
rural poor.

Human Capital

Few factors are as important in raising labor productivity 
as human capital investments. While the average years 
of schooling in many Asian countries have increased 
substantially during the last few decades, this has not 
necessarily led to the workers having the skills and 
training that help them obtain higher quality employment. 
Moreover, a low level of human capital may be a constraint 
to investment and expansion in sectors that require skilled 
workers. As markets in countries at different stages 
of development typically demand different skills sets, 
educational investments and policy should likely vary with 
these needs. In particular, low-income countries with a 
high proportion of informal workers may need to consider 
developing a focused and narrow set of skills through 

vocational education and training programs. However, 
middle-income countries that are trying to move up the 
value chain may require more general tertiary education 
that allows for the development of innovative ideas.

As Foster (2011) noted, the informal labor market in 
agriculture that exists in many low-income countries may 
reflect the shifting nature of agricultural labor demand, but 
it may also indicate a lack of specialization in particular 
land or tasks. By contrast, most self-employed workers 
and most factory workers outside of the nonfarm sector 
may have specific skills that cannot easily be replaced 
by someone working in another sector. Thus, the rents 
associated with these skills should appear in terms of labor 
market earnings. Because specific skills are associated 
with nonfarm employment, a wage premium is observed 
for many forms of nonfarm employment (Lanjouw and 
Murgai 2008), which suggests focusing on training and 
educational programs that can allow nonfarm workers in 
rural areas to develop a specific set of skills. 

Entrepreneurship training is also a potentially useful 
tool for raising the income of microentrepreneurs. Karlan 
and Valdivia (2006) used a randomized treatment that 
added business training to an existing microcredit program 
in Peru to study the impacts of entrepreneurial training. 
They found that the training increased repayment and 
business revenues for the clients. They also found that 
people showing the most benefit from the training were 
those who had expressed the least interest in the program. 
This provided evidence that important management skills 
can be taught. 

While the pendulum has swung from an emphasis on 
technical and vocational education and training (TVET) 
programs in the 1980s and early 1990s to an emphasis on 
general education programs since the mid-1990s, there is 
limited research to firmly resolve the debate on which type 
of education is more beneficial. Because students who 
enroll in TVET may have, overall, different backgrounds 
and educational competencies from those who elect general 
education, it has usually been impossible to assess which 
track of education may be better, all else equal. Horowitz 
and Schenzler (1999), correcting for selection bias, found 
that general education exceeded returns to TVET in 
Suriname. Conversely, Malamud and Pop-Eleches (2008) 
using an education reform that shifted a large proportion 
of students from vocational training to general education 
while keeping the average years of schooling unchanged, 
found that in Romania there were no differences in returns 
between graduates of vocational versus those of general 
schools. However, the difference in findings may reflect 
the quality of the general education versus the technical 
vocational education institutions.

KI2011 Consolidated.indb   40 20-09-2011   1:54:47 PM



41

Key Indicators for Asia and the Pacific 2011

SPECIAL CHAPTER
Toward Higher Quality Employment in Asia

In general, expanding and strengthening vocational 
education opportunities can serve an important purpose, 
especially in a rapidly growing, liberalized economy. 
Vocational education can also be a powerful tool for 
improving job prospects and job quality among the 
poor. For example, in Viet Nam, which still has a large 
agricultural sector, people with vocational education were 
shown to have greater success in finding employment and 
higher wages than people with general education up to the 
secondary level, but had slightly lower employment and 
earnings than people who had general tertiary education 
(Box 8).15

Ultimately, as economies evolve and become more 
service oriented, promoting TVET may no longer be very 
useful for the majority of the population. Newhouse and 

15 Bassanini (2006) found that training did not help advance wages 
in developed countries, except among young and highly educated 
employees, who are the most likely to have higher earning potential 
and are less susceptible to poverty. However, he found that training 
could improve employment security for older workers or those who 
have little education.

Suryadarma (2011) examined the labor market outcomes 
of Indonesian youths who entered the TVET track and 
those who entered the general education track for senior 
high school. They found that female TVET graduates were 
able to get more jobs and higher wages than those with 
general education, but these returns to TVET were not 
observed for males. They cited concerns over expanding 
public vocational education and the relevance of the skills 
taught by TVET, especially for males in an increasingly 
service-oriented economy. 

In general, there is a strong role for building human 
capital to improve employment outcomes, whether 
through vocational or general education. Both systems 
and institutions may need to be strengthened. For workers 
in developing countries who are largely going to become 
self-employed, having a very specific skill to market seems 
warranted. However, as countries upscale and evolve, it 
may be preferable to focus more on general education, 
which may better impart the flexibility and innovation that 
is useful for service-oriented economies.

Box 8  Technical and Vocational Education and Training

Efforts to achieve higher quality employment are often constrained 
by a mismatch between the type of skills needed in the labor market 
and those available in the workforce. To ameliorate this mismatch, 
policymakers sometimes consider technical and vocational education 
and training (TVET) as a way for workers to quickly acquire the skills 
needed by various industries. The intention is to use vocational 
training to impart marketable skills so that their graduates will be 
readily employable, have higher productivity, and earn higher wages, 
eventually leading to higher economic growth and lower poverty 
incidence. Early success from TVET in countries of the Organisation 
for Economic Co-operation and Development (OECD) and later 
in Asia—such as in Hong Kong, China; the Republic of Korea; 
Singapore; and Turkey—helped strengthen the idea that TVET can 
help fill skills gaps in the labor market and be a good avenue for 
economic development. 

Employment and earnings data from the 2008 Viet Nam Household 
Living Standards Survey show that, on average, workers with 
vocational education earn 80%–100% higher wages than workers 
with no formal education, even after controlling for factors such as 
gender or locality. However, despite the promise of higher productivity 
due to the acquisition of technical skills, TVET is not an adequate 
substitute for general education at the tertiary level. While graduates 
of tertiary-level vocational education can expect 97% higher wages 
than people who have no education, the wages of people with 
academic tertiary education are 145% higher. Thus, people with 
vocational college diplomas earn about one-third less than people 
with academic college diplomas. 

In Viet Nam, a major challenge to improving TVET is the lack of 
coordination between the agencies tasked to overlook it. While 

Sources: MOET (2006), Son (2011).

the Ministry of Labour, Invalids and Social Affairs has the primary 
responsibility for vocational education, the Ministry of Education and 
Training has overall responsibility for education and the Ministry of 
Industry and Trade is responsibile for industrial strategy. Thus, the 
three ministries have overlapping interests in TVET. As a result, the 
TVET system has lacked resources, administrative and managerial 
capacity, and qualified teachers, leading to poor quality education 
that lacks relevance to the labor market’s requirements (MOET 
2006).

The underperformance of Viet Nam’s TVET system is primarily due to 
its lack of relevance to the market’s needs. For TVET graduates to 
find higher quality jobs, the skills taught in the TVET system should 
be those needed by the labor market. Poor planning and weak 
labor market linkages could result in graduates being unproductive, 
jobless, or employed in jobs unrelated to their training. Thus, the 
TVET system and the industries and firms that may hire its graduates 
should be closely coordinated. 

The government could facilitate the needed coordination between 
vocational institutions and industrial groups through educational and 
industrial policies. The Republic of Korea provides a good example: 
due to effective coordination between education and industrial policy, 
TVET played a key role in ensuring that workers had the skills needed 
by the burgeoning industrial sector. Thus, TVET provided the skilled 
work force needed for growth and allowed workers to prosper from 
the growth through employment. While improving the accessibility 
and quality of TVET is important, governments also need to assure 
effective coordination within the TVET sector and between TVET 
policy and industrial policy. TVET should be integrated into a country’s 
overall economic growth and poverty reduction strategy.
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Active Labor Legislation

To protect the rights of workers and ensure that employers 
follow minimum safety and other regulations, most 
governments have pursued active labor legislation. The 
intention has been to enforce minimum quality standards 
in organized sectors of the economy. However, such 
legislation often is associated with substantial costs that can 
negatively impact the quantity and quality of employment 
that is created. Overly strict legislation can raise the costs 
of expanding employment, lower productivity, and impede 
FDI flows. For countries that are developing and have small 
numbers of workers employed in the modern organized 
sector, imposing strict minimum standards of employment 
quality may result in costs that hamper or stop employment 
growth and development of the modern sector. However, 
as an economy advances and a larger majority of workers 
are in the formal sector, the emergence of active labor 
legislation that can ensure minimum standards without 
severely impeding the business processes is important, 
especially for the most vulnerable workers.

Legislation and firm size. An important reason why 
many enterprises choose to remain small and outside the 
formal sector is that they can avoid the high regulatory 
costs that firms in the formal sector face, such as license 
fees, payroll and corporate income taxes, and adherence to 
zoning rules and labor codes (such as payment of minimum 
wage, severance compensation, and contributions to 
pension and medical insurance). Often, these costs can be 
substantial, providing a strong incentive for enterprises 
to remain small and in the informal sector (Pratap and 
Quintin 2006).16 However, remaining small limits firms 
from capitalizing on economies of scale and may drive low 
productivity and thus low investment growth in a country.

India is a good case in point. Much of the organized 
sector is covered by a plethora of legislation on employment 
protection and labor dispute resolution—India has more 
than 45 labor laws at the national level and an even larger 
number at the state level, resulting, in principle, in a broad 
range of protection for workers. The labor legislation 
includes provision for contract labor, minimum wages, 
social security, and unemployment. In addition, under the 
Industrial Disputes Act, establishments employing 100 

16 There are advantages for a firm to be in the formal sector, with one of 
the most important being access to credit. Informal enterprises have 
virtually no access to formal credit, as they frequently lack title to their 
assets and thus cannot enter into formal contracts. This ultimately 
impedes their growth and makes it difficult for them to capitalize on 
economies of scale and become more productive. Soderbom and 
Teal (2000) found that, in Cameroon, Ghana, Kenya, and Zimbabwe, 
manufacturing firms with more than 100 employees operated on 
average with 3–4 times more physical capital per employee than 
firms with fewer than six employees.

or more workers must have government permission prior 
to retrenching or laying off workers, and before closing 
(Papola 2011).

This has constrained the expansion of output and 
employment in firms that produce primarily to meet 
fluctuating export orders. Besley and Burgess (2004) 
found that, in 1990, formal sector manufacturing output 
and employment in the state of West Bengal would have 
been 23%–24% higher had the state not passed pro-worker 
amendments during 1958–1992. Fallon and Lucas (1991, 
1993) also found that formal employment for a given level 
of output declined by 17.5% during 1977–1982, after the 
introduction, in 1976, of rigid labor regulation. A host of 
other studies, such as Ahmed and Devarajan (2007), Ahsan 
and Pages (2008), Mazumdar and Sarkar (2008), and 
Hasan and Jandoc (2010), have also come to conclusions 
that legislation is constraining productivity and growth in 
Indian manufacturing. In addition, the Indian government 
had reserved entire swaths of industries to the small-scale 
sector (Box 9). These reservation policies further impeded 
the growth of output and employment in labor-intensive 
industries. Inevitably, this points to the fact that trying to 
ensure a certain level of quality employment too early in 
the development process can be detrimental to employment 
and productivity growth.

Minimum wage policy. One labor policy to single 
out is the minimum wage policy, which is pursued by many 
countries both in the developing and the developed world. 
In general, while minimum wage legislation protects formal 
sector workers by ensuring a certain level of wages, it can 
result in significant employment losses for the least skilled 
workers in the formal sector. Minimum wage policy that 
results in employment loss in the developed world often 
leads to overall loss in productivity as people become 
unemployed, and hurts the poorest and most vulnerable 
workers first and most severely (see Neumark et al. 2004, 
2005; MaCurdy and McIntyre 2001).

Formal sector employment losses are also observed 
for developing countries. Indonesia’s experimentation with 
minimum wage policy (Box 10) has made it a prime country 
for researchers to examine the impact of the policy on 
labor market outcomes. Exploiting the significant changes 
in minimum wages, Rama (2001) found the minimum 
wage had a significant adverse effect on employment 
among small firms (although not among large firms), with 
minimum wage increases resulting in a 5%–15% increase 
in prevailing urban wages but also leading to a decline 
of up to 5% in urban wage employment in Indonesia. 
Suryahadi et al. (2003) also found that employment in the 
urban formal sector was adversely affected by minimum 
wage increases, with every 10% increase in the real 
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minimum wage reducing formal employment by about 
1%. They argued that the adverse employment effect in the 
formal sector resulted in relocating the displaced workers 
to informal jobs with lower earnings and poorer working 
conditions. Moreover, Sugiyarto and Endriga (2008) 
found that changes in the minimum wage had an adverse 
impact on the employment of unskilled, but not of skilled, 
workers.

Still, while there are employment losses in the formal 
sector, as the studies just cited have shown, the overall 
impacts of minimum wage policy in developing countries 
may be less negative, as many individuals may simply 
end up in the informal sector. Moreover, Freeman (2009) 
presented evidence that raising the minimum wage can spill 
over to the informal sector, leading to increases in earnings 
in both the formal and informal sectors. For example, 
Lemos (2007) and Gindling and Terrell (2005) examined 
minimum wage laws in Latin America and found they had 
a positive effect on wages in both the formal and informal 
sectors in developing countries, with slight negative 
effects on overall employment in the formal sectors. Chun 
and Khor (2010) found similar results for Indonesia. These 
findings are consistent with the theory that minimum wage 
laws may serve as a signal of the minimum wage that 
workers expect for their services independent of whether 
they are in the organized or unorganized sector.

Thus, reasonable minimum wage laws may not 
necessarily be detrimental in developing countries. Of 
course, as formal sector employment may provide a host 
of nonpecuniary benefits, it is difficult to accurately assess 
the total impact of minimum wage laws on welfare and 
more research is needed.

Box 9  India’s Small-Scale Industry Reservations

Many well-intentioned labor and industrial policies meant to foster 
good quality employment opportunities for the more disenfranchised 
workers can end up constraining the growth of higher quality 
employment. One example is India’s small-scale industry (SSI) 
reservation policy.

Until 2001, India operated an extensive SSI reservation policy as 
part of its “License Raj.” Enterprises above a certain size were 
prevented from operating in more than 500 industries, unless 
they exported more than 50% of their output. Industries that were 
affected included garments, oilseed processing, toys, hand tools, 
and food processing. (By 1986, the reservation list had included 
863 consumer items.) The SSI reservation policy, combined with 
trade protection for domestic industries (which India also practiced 
under the License Raj), resulted in market fragmentation. The small-
scale enterprises could not capture economies of scale and were 

inefficient producers; as a result, consumers ended up paying high 
prices for many consumer goods. The small firms were also unable 
to deliver large volumes of consistent quality, which became a major 
constraint to the export of garments and toys. 

The SSI reservation policy was based on the Gandhian concern for 
protecting the age-old handicraft and village-based industry in India. 
The intention was to promote employment opportunities outside 
agriculture in the rural areas. However, the policy ended up stunting 
the growth of promising labor-intensive industries in which India had 
a comparative advantage, such as textiles and toys. Indeed, India’s 
failure to establish a large, competitive manufacturing base in labor-
intensive consumer goods may be the result of the misguided SSI 
reservation policy. This may also be one reason why the informal 
sector continues to be so large in India and completely dominates 
the formal sector.

Source: Gupta (2006).

While the evidence on whether labor regulation 
reduces the flexibility of labor markets and reduces overall 
employment is mixed, there is little disagreement on the 
importance of protecting workers’ basic rights at all income 
levels. Enforcement of these rights is a moral imperative, 
and there is evidence that provision of such basic rights 
can improve productivity in the workplace (ILO 2002).

Labor Unions

Labor unions can play an important role in ensuring 
workers’ rights are respected and that they receive fair pay. 
However, due to a large amount of informal employment 
and abundant labor, labor unions are rarely present in low-
income countries. In countries that are middle income 
or higher, whose growth is based on developing labor-
intensive manufacturing, the formation of labor unions is 
often inevitable.

Anecdotal evidence suggests that unions played an 
important role in guaranteeing workers’ rights in the United 
States in the early part of the last century. For example, the 
United States’ automobile industry grew rapidly in the early 
20th century. This resulted in large growth in automobile 
employment: by 1925, over 10% of all American workers 
had something to do with the production, sales, service, or 
fueling of automobiles (Kyvig 2004). Despite the growth, 
automobile industry wages were low and nonsalary 
benefits were almost nonexistent for auto workers. Only in 
the late 1930s, when unionization became the norm in the 
industry, did workers’ wages begin to improve significantly. 
An implicit social contract was struck between workers 
and the automobile companies—the companies would 
get labor, loyalty, commitment, and productivity from the 
workers in exchange for assuring them good wages and 
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job and retirement security (Freeman and Medoff 1984). 
As the United States example suggests, more than just 
sustained productivity growth may be needed to assure fair 
pay and basic worker rights; unionization may ensure that 
the jobs being created are well-paid, stable, and secure, 
assuring workers of a decent lifestyle. 

Sometimes, the catalyst for respecting workers’ 
rights may be an accident that draws public attention 
to the plight of workers and goads the government into 
regulatory action. This was the case in 1911, when a fire 
in a shirtwaist factory in New York led to better workplace 
safety laws in factories in the United States, and in 1970, 

Box 10  The Minimum Wage in Indonesia

The Indonesian government has had a minimum wage policy since 
the end of the 1980s (Rama 2001, Suryahadi et al. 2003). The 
minimum wage has been regulated since the early 1970s, it was 
initially limited to certain areas and for construction workers in 
government projects. In the mid-1970s, the minimum wage was 
extended to all provinces. However, until the late 1980s, it was rarely 
enforced and was not effectively implemented (Rama 2001).

Major changes in the minimum wage legislation began during 1989–
1990, with the introduction of legal sanctions for noncompliance 
and specific guidelines for minimum wage implementation, using a 
measure of minimum physical needs (kebutuhan fisik minimum or 
KFM) as a benchmark toward the end of 1990 (Manning 1997).a In 
this period, minimum wages in all provinces were significantly below 
the KFM level—some provinces even had minimum wages less 
than 40% of the KFM.b With the significant changes, in the 1990s, 
Indonesian minimum wages tripled in nominal terms and doubled in 
real terms (Rama 2001). 

Since 2001, as part of a political regime favoring greater 
decentralization, the power to set the minimum wage has been 
transferred from the central government to the provinces and district 
governments (in consultation with regional wage commissions). Each 
wage commission comprises a regional manpower office, employer, 
labor union representatives, and some expert advisers (Manning 
2003). 

The transfer of power to set the level of the minimum wage to regional 
governments in Indonesia has had a major effect on minimum 
wage trends. The combination of local pressures and stronger labor 
unions below the central level has contributed significantly to a 
large increase in the minimum wage in most provinces in Indonesia, 
especially in comparison to the mean and median wages (Box 
Figure 10.1). This has led to some Indonesian experts claiming that 
regional governments seem willing to support a populist approach to 

a Minimum physical needs were calculated from the food bundle that fulfilled 
the minimum recommended calorie intake of 2,600 per day (Suryahadi et 
al. 2003).

b For example, in 1990 the minimum wage in Central Java was only 31% of 
the KFM, and in South Sulawesi it was only 34%, while the minimum wage 
in Jakarta was 75% of the KFM level (Manning 1998).

economic policy and set the minimum wage level based on workers’ 
needs without considering other economic factors such as local labor 
market conditions or international competitiveness (Suryahadi et al. 
2003, Widarti 2006).c  

Another factor is that compliance with the minimum wage policy 
in Indonesia, as in most developing countries, tends to be low.d  
More than 18% of paid employees in urban areas receive wages 
that are below the minimum, while in rural areas the proportion is 
even greater (29%). The situation has worsened recently, as the 
noncompliance rates have increased, partly due to the introduction 
of the new severance pay or Labor Law No. 13 of 2003.

c In principle, employers can request a temporary waiver from the minimum 
wage. However, obtaining a temporary waiver is a difficult and costly process, 
particularly for small and medium-sized enterprises, as they require a financial 
audit from a public auditor (Suryahadi et al. 2001). In practice, only about 
135 waiver requests are typically granted each year in Indonesia, which has 
more than 20,000 manufacturing firms (Rama 2001).

d In Honduras, for example, 32% of all employees are paid below the minimum 
wage level, and in Costa Rica, more than 25% of full-time paid employees 
receive less than the minimum wage (Gindling and Terrell 2005, 2007a, 
2007b).

Box 10 continued on next page

Box Figure 10.1 
Minimum Wage, Median Wage, and Mean Wage; Indonesia; 
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when a poisoning incident led to improved safety laws in 
the Republic of Korea (Box 11).

However, while labor unions can increase the quality 
of employment for some people who are union members, 
they can create conditions that diminish or exclude the 
quality of employment for others. They can also create 
adverse incentives that can lower overall productivity and 
cause businesses to become unprofitable (Urizar and Lee 
2003). Unionization is attributed to influencing downward 
wage rigidities in the market that result in less wage 
flexibility (Dickens et al. 2007, Babecky et al. 2009). While 
many developing countries have collective bargaining 
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agreements in principle, most workers do not receive 
the protection of unions in practice because of improper 
enforcement or the presence of loopholes (Mazumdar 
1976). Some studies have even found that union members 
tend to earn less than other, similar workers (Alby et al. 
2005).

Unions, however, can redistribute income toward 
workers without harming economic efficiency on the 
basis that negotiations (by unions) reduce some of the 
transaction costs and leads to lower turnover within firms 
(Freeman 2009). The extent to which unions can result in 
improved employment will depend on a country’s level 

of development. In lower income countries with a large 
surplus of labor, unions are unlikely to be effective in 
raising overall wages and working conditions, as union 
coverage is typically limited to a small minority of formal 
sector workers. Indeed, unions are likely to exacerbate 
disparities between workers in the formal and informal 
sectors. By making formal sector workers more costly 
than informal sector workers, unions are also likely to 
make employers reluctant to hire new workers, effectively 
pushing those who are not hired into the informal sector, or 
into unemployment. Thus, unions may misallocate labor, 
waste resources through rent seeking, and impair labor 
market adjustments to economic shocks.

Box 10  The Minimum Wage in Indonesia (continued)

Box Figure 10.2 shows that the number and percentage of Indonesian 
workers earning below the minimum wage has increased, especially 
after 2003. Whether this resulted from reduced enforcement or an 
actual increase in firms’ noncompliance (because of an increasing 
minimum wage) is unclear. Noncompliance is highest in the 
agricultural sector, but lower and roughly equal in manufacturing and 
services (Box Figure 10.3). The noncompliance rate is also higher 
among less-educated workers and young workers (Box Figure 10.4). 
Thus, noncompliance appears to be strongly related to the extent 
of informal employment in a sector or within a demographic group.

Although the minimum wage policy is applied to all paid employment 
without considering the firm’s size and sector of activity, the focus 
of the government’s enforcement is still limited to the large and 
medium enterprises and to workers in urban areas (Rama 2001, 
Suryahadi et al. 2001). Therefore, it is not surprising that many 
small enterprises and workers in rural areas are still paid below the 
minimum wage due to lack of enforcement and labor unions in that 
group of workers. Moreover, the government has not issued effective 
sanctions for employers continuing to pay their workers below the 
minimum wage (SMERU 2002).

Box Figure 10.2 
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Indonesia, 1997–2009

Year

% wage worker earning below provincial MW

20

22

24

26

28

30

32

34

36

38

40

19
97

19
99

20
01

20
03

20
05

20
07

20
09

Source: Staff estimates calculated from BPS (various years), SAKERNAS.

Box Figure 10.3 
Non-Compliance with the Minimum Wage by Sector, 
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Box Figure 10.4 
Non-Compliance with the Minimum Wage by Educational Attainment, 
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However, in middle- and upper-middle income 
countries where the supply of labor is less elastic and a 
larger proportion of workers are employed in the formal 
sector, unions can be effective in raising overall wages and 
working conditions. More importantly, the right to join a 
union and bargain collectively is an important means of 
ensuring that workers’ voices are heard.

Social Protection

The last two decades have brought the issue of social 
protection to the forefront of the policy agenda in many 
Asian countries, despite Asia’s rapid and sustained growth. 
The interest in social protection stems from several factors. 
One is the painful experience of some Asian economies 
during the financial crisis in the late 1990s. The recent 
global financial crises have reinforced the sense of social 
insecurity as Asians watch their more affluent counterparts 
in the West go through a period of slow job recovery. Other 
factors identified by Park (2010) include the imminent 
demographic transition in many countries in the region; 
the role of protection in maintaining social stability; the 
erosion of traditional social protection systems based 
on family and community ties accompanying rapid 
urbanization; the speed of structural change in labor 
markets due to globalization; and increased labor market 
flexibility. 

In its broadest sense, social protection refers to a 
“set of policies and programs designed to reduce poverty 
and vulnerability by promoting efficient labor markets, 
diminishing people’s exposure to risks, and enhancing 
their capacity to protect themselves against hazards 
and the interruption/loss of income” (ADB 2008: 7). In 
labor markets, such programs and policies range from 
unemployment and disability insurance to programs to 
ease the adjustment process and to pensions.17 Social 
protection is considered an essential element of inclusive 
growth that can ensure social cohesion as well as economic 
and social stability (Bonilla Garcia and Gruat 2003).

However, in practice, few developing countries have 
broad-based social protection that universally or adequately 
covers all types of employment. For low-income countries 
with a large share of informal employment, having a well-
built social protection system is simply not financially 
feasible. However, there is good reason for such countries 
to have some basic social protection for workers and to 
ensure efficient allocation of resources that can lead to 
more stable and greater economic growth. Thus, social 
protection systems need to be built gradually based on 
a country’s development stage. At low-income levels, it 

17 Park (forthcoming) provides a comprehensive overview of pension 
systems in East and Southeast Asia, and outlines policy options for 
reforming them.

Box 11  The Triangle Shirtwaist Factory and the Wonjin Rayon Company

Workplace incidents can become turning points for workers, firms, 
and governments to increase awareness of the importance of 
occupational safety and health. The awareness can then lead to 
positive changes in policy and practice. Two cases illustrate the point. 

On 25 March 1911, a fire broke out at the Triangle Shirtwaist factory 
in New York, killing 146 of the factory’s 500 employees, composed 
mostly of young immigrant women of Italian and Jewish descent. 
Although the factory building was considered modern in its time, it 
was overcrowded with workers and lacked an evacuation plan. Most 
of the victims died trying to escape the fire that engulfed the building, 
but the doors and exits were locked. After the incident, factory owners 
Max Blanck and Isaac Harris were indicted for manslaughter, but they 
were eventually acquitted. Outraged by the tragedy and the ensuing 
verdict, groups such as the International Ladies’ Garment Workers’ 
Union rallied for better workplace conditions and safety laws. This 
incident eventually led to the enactment of 36 statutes regulating 
workplace fire safety and ventilation and set minimum standards for 
working women and children.

The rayon industry in the Republic of Korea had started to develop 
in 1959, with the establishment of the Heunghan Synthetic Fibre 
Company, which eventually became the Wonjin Rayon Company. 
In the 1980s, a massive outbreak of carbon disulfide poisoning 
occurred among workers at Wonjin, due to long-term exposure to 
the chemical during the rayon production process. A combination 

of unenclosed rayon spinning equipment, poor ventilation, lack of 
protective gear, and lack of awareness about the toxicity of carbon 
disulfide led to the poisoning outbreak. In response, the government 
created the Special Committee for Wonjin Rayon Measures to 
investigate the outbreak, while courts ruled for the compensation 
of workers suffering from carbon disulfide poisoning. This outbreak 
helped bring about positive changes that strengthened measures to 
prevent occupational health and safety problems in the workplace. 
It also instilled greater awareness of occupational health and safety 
among managers and policymakers alike. The poisoning helped spur 
the enactment of the Industrial Safety and Health Act of 1990, which 
has gone a long way toward improving overall working conditions in 
the Republic of Korea. 

It is often said that “an ounce of prevention is worth a pound of 
cure.” However, lack of awareness and the drive toward economic 
development sometimes leads firms and governments to overlook 
occupational health and safety issues in order to increase 
productivity. In the two cases above, unfortunate incidents—a fire 
and an outbreak of carbon disulfide poisoning—eventually led to 
greater awareness of hazards, safer working conditions, and changes 
in policy or regulations. In addition, the two cases highlight the 
importance of enforcing preventive measures to ensure workers’ 
safety and health, both of which are crucial for workers’ morale and 
for increased productivity.

Sources: Cooper (2011); Park, Hisanaga, and Kim (2009).
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may be necessary to have a social protection system that 
can provide all people with a minimum level of health 
care and ensure that people have enough income for 
basic subsistence. As a country grows and becomes more 
formalized, it can build and diversify its social protection 
system to raise the level of protection, including such 
products as pensions. For example, workers at low-income 
levels may be unable to save for retirement; however, as 
incomes grow, this may change and a pension system 
can have substantial impacts on workers’ well-being in 
retirement by forcing them to save a minimum amount of 
their earnings.

The universal government provision of social 
protection benefits such as health care and pensions 
can bridge the disparity between workers in the formal 
and the informal sectors. However, in most developing 
Asian economies, such benefits are available only to 
workers employed in the formal sector. For example, 
in the Philippines, the national health insurance that is 
universally accessible to all workers is disproportionately 
held by workers in the formal sector (Orbeta 2011). This 
widens the inequality between informal and formal sector 
workers and increases the likelihood that vulnerable (e.g., 
infirm and elderly) workers in the informal sector will 
fall into poverty. Additionally, the provision of universal 
social insurance, including job security measures (e.g., 
unemployment insurance), allows workers to enter more 
economically risky job activities where they may be more 
productive (Boyer 2008). The United States is an obvious 
case in point. Group rates for health insurance coverage are 
typically only available to workers from their employers. 
This restricts job mobility and prevents workers in low-
productivity jobs from moving to more productive jobs 
simply for fear of losing their health insurance coverage. 
If universal health coverage were available, workers’ 
mobility would increase and this would improve efficiency 
in the economy.

Governments cannot delay introducing social safety 
nets until they become high-income economies, but need 
to find appropriate means and methods for implementing 
them. Hu and Stewart (2009) contended that, in the case 
of the working poor, a fully funded pension arrangement 
may not be the best solution because the primary concern 
of the poor is to sustain their very basic needs. Instead, 
they recommended using flexible pension terms for the 
working poor, on the basis of seasonality and level of 
earnings. Special pension schemes should be carefully 
designed to suit workers’ profiles, especially among the 
working poor. Similarly, in providing informal workers 
with more access to health insurance, the right mix of price 
and coverage must be identified. Thus, the set of social 
protection measures that a government provides should 

differ depending on the wealth of its workers and the 
economy’s overall stage of development.

Building a sustainable and broad social protection 
system is neither straightforward nor easy. The PRC has 
built its pension system as its work force has become 
increasingly wealthy and more aged. Extensive pension 
reforms have been instituted to create a broader level of 
coverage for urban workers that includes several pillars 
that provide a minimum level of economic support, basic 
old age pension paid by employers based on employees’ 
wages, mandatory individual accounts requiring a 
contribution of 8% of monthly salary, enterprise annuities 
that are voluntary retirement plans set up by employers, 
and other schemes. There is also a voluntary rural pension 
system, but due at least partly to low incomes in the rural 
sector, few people are covered. By the end of 2008, only 56 
million of the country’s approximately 750 million rural 
residents had joined voluntary pension programs and the 
average pension was less than CNY100 ($15) per month. 
Clearly, more than a voluntary contributory pension system 
is needed. A more active government role may be needed 
to increase the coverage of such social protection systems 
without overly burdening workers or employers (Leckie 
forthcoming).

Thailand provides a good example of a country 
that has, over time, expanded the coverage of its social 
security program as it became more developed. Thailand’s 
program was initially set up to provide benefits for illness, 
maternity, disability, death, and old age. In 1995, maternity 
benefits were extended from 60 to 90 days, pensions 
were extended to life, and survivor grants were added. In 
1998, old age pensions and child allowances were added 
as well. However, until 2000, the program covered only 
about 15% of the workforce. Compulsory participation in 
the program was extended from establishments with 20 or 
more workers in 1991 to 10 or more in 1993, and then to 
1 or more in 2002 (and finally to the agricultural, fishery, 
and forestry sectors in succession). Thus, own-account 
and other informal sector workers are covered under the 
program.

Thailand also became one of the very few lower 
middle- income countries in the world to provide universal 
health care coverage when it introduced the 30-Baht 
Health Scheme in 2001 (Hughes and Leethongdee 2008). 
The country had provided comprehensive health care to 
public servants and workers in large enterprises through 
several schemes, such as the Civil Servant Medical Benefit 
Scheme, the Social Security Scheme, and the Workmen’s 
Compensation Scheme, as early as the 1990s. About a fifth 
of the population was covered by the subsidized voluntary 
Health Card Scheme, which offered care to families for an 
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annual fee of B500. The 30 Baht Health Scheme extended 
coverage to the entire registered population. Because of 
the near-universal provision of social security and health 
insurance, Thailand’s informal-sector workers enjoy much 
greater social protection than such workers in other low- 
and middle-income countries.

While introducing advanced social security systems 
too early will invite fiscal difficulties, even low-income 
countries should provide some basic social safety nets. 
Without proper social safety nets, inefficient labor 
allocation will result in slower growth and may lead to 
social tension and instability, which will hamper long 
run growth. Thus low-income countries should work to 
ensure that all workers can have a very basic minimum 
level of protection. However, as countries become more 
developed, their social protection programs should evolve, 
by diversifying the set of products and raising the minimum 
level of protection provided.

Right-To-Work and Employment Guarantees

Article 23.1 of the Universal Declaration of Human 
Rights, which was adopted by the United Nations 
General Assembly in 1948, states that “everyone has the 
right to work, to free choice of employment, to just and 
favorable conditions of work and to protection against 
unemployment.” While many countries espouse the right 
to work in principle, they have found it more difficult to 
implement in practice.

Policies that can increase trade and structural 
transformation can promote higher quality employment 
and move countries toward full employment, i.e., where 
there is no involuntary unemployment (for example, see 
Felipe 2010). However, such policies cannot explicitly 
guarantee that everyone who wants to work for a decent 
wage will be able to work. India legalized the right to work, 
by passing the National Rural Employment Guarantee Act 
(NREGA) in 2005. The NREGA guarantees 100 days of 
employment a year to at least one member of any rural 
household who is willing to perform unskilled labor for 
the minimum wage. The employment provided is typically 
on rural works projects that are designed to create public 
infrastructure in rural areas, such as roads, irrigation and 
water conservation, land development, and flood control 
and drought proofing measures. With a budget of about 
$2.5 billion, the NREGA scheme is one of the largest 
public employment programs in the world (Sjoblom and 
Farrington 2008).

The NREGA scheme is too recent to have been 
subjected to rigorous impact evaluation. However, it 
was built on an earlier program in the Indian state of 

Maharashtra—the Employment Guarantee Act that was 
enacted in 1977 and brought into force in 1979. Evidence on 
this earlier employment guarantee scheme (EGS) showed 
that it did not create new employment opportunities, 
in large part because EGS projects often paid above the 
prevailing agricultural wages. In other words, it “crowded 
out” private employment and induced workers to shift 
from private agricultural employment to EGS projects. 
The EGS showed that trying to implement such a scheme 
is difficult and, like many other policies, is costly and may 
have potentially minimal welfare gains.

Still, EGSs do have the potential to move people into 
more productive and useful activities. More importantly, 
they can provide a safety net for people who are largely 
self-employed and in informal sector work by providing 
them with a guaranteed minimum level of earnings.

Conclusion

Much of developing Asia continues to have a large informal 
sector and overall levels of productivity that are well 
below those of the developed world. Many Asian countries 
find that continuing the transition to industrialization 
and building the modern industrial sector while creating 
higher quality employment is challenging. Because Asian 
countries have widely varied levels of development, they 
need policies and approaches tailored to their particular 
stages and requirements in order to move toward providing 
higher quality employment.

Low-income countries need to increase the quality 
of employment by increasing trade that can attract FDI to 
build up their productive modern sector and create more 
and higher quality employment opportunities. However, as 
they often have a large agricultural sector, good policy will 
facilitate the shift to the modern sector through migration 
to urban areas and will allow such countries to effectively 
capitalize on their supply of relatively cheap labor.

The transition to the modern sector is not necessarily 
rapid and many people will remain in the rural areas. To 
ensure that the disparities between rural and urban areas 
do not give rise to social and political tensions, sound 
policies are needed for improving employment in the 
rural sector. This may be done, in part, by improving 
infrastructure in rural areas to extend the working hours 
and reduce the transport costs for developing strong market 
linkages between the rural and urban areas. Diversification 
into additional nonfarm activities that have greater 
value added and can raise incomes can be facilitated 
through development of access to financial services. 
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Fostering value-added manufacturing that effectively 
uses agricultural inputs in its production process is highly 
important to raising the overall incomes of the rural sector.

On the supply side, building human capital will 
remain important. However, in low-income countries that 
have many informal workers with relatively low levels of 
schooling, building specific skills through TVET may be 
especially important for the majority of workers.

Explicit policies to regulate the quality of 
employment are generally too difficult and costly to 
implement effectively in low-income countries. For such 
countries, ensuring that productivity and formalization of 
employment is not impeded may be the better avenue. If 
governments can afford to provide basic safety nets for 
informal workers, this can have substantial benefits. Social 
protection allows informal workers to release some of their 
consumption expenditures and invest in more productive 
activities.

Middle-income countries that have already 
built a substantial modern sector, trade and investment 
will continue to be important. However, the types of 
manufacturing and services they provide may need to 
evolve as the supply of cheap labor from rural areas 
dwindles. In particular, they will have to move up the value 
chain to higher value-added manufacturing and services 
for the quality of employment to continue to rise. This will 
require increased human capital accumulation that may be 
better provided by increased and more generalized training 
that provides for greater flexibility and diversification of 
skills as well as development of innovative thinking.

In middle-income countries, the social protection 
system should become more developed than in lower 
income countries, so that the most vulnerable workers 
are protected while the more entrepreneurial workers 
contribute to the social protection schemes. In countries 
with a fairly large and stable formal sector, it may be 
possible to implement labor legislation that can ensure 
minimum standards of job quality while providing enough 
flexibility for firms to increase their productivity and 
continue to upscale their activities.

In general, continuing to move toward higher 
quality employment will not be an easy task. Changing 
demographics will add to the challenge. Some countries 
(e.g., India and Indonesia) will continue to experience an 
influx of labor. These countries will need to substantially 
increase the quantity and quality of employment or they 

will miss the opportunity to capitalize on this demographic 
dividend. Other countries (e.g., the PRC) will experience a 
rise in the age dependency ratio due to an increasingly aged 
population, resulting in a drop in overall economic output 
and growth unless there is an increase in productivity. 
This will require increasing the quality and quantity of 
education and training to ensure that people who have the 
skills required by the market are available. It may also 
entail greater mechanization and capital investments that 
can effectively use this skilled labor. Finally, it may require 
an evolution in the thinking of what qualifies as higher 
quality employment, as the highly skilled aged population 
may require more flexible work hours and incentives to 
entice them to remain in the labor market and contribute to 
the economy’s productivity.

Restrictive labor legislation and uncompetitive 
markets can also diminish prospects for raising the quality 
of employment. This may require active intervention 
by policymakers to release the constraints on creating 
employment internally. For countries that are unable to 
sufficiently restructure their economic environment to 
generate better employment, international migration, 
possibly organized through regional cooperation, may 
provide a mechanism to balance disequilibria among 
countries lacking sufficient demand or supply for certain 
types of labor. International migration can thus provide 
workers with access to higher quality employment and 
increased income while the remittances they send home 
support an improved standard of living for their families 
and opportunities for them to generate additional income 
through businesses and by learning marketable skills.

Countries in developing Asia are clearly 
heterogeneous. Some countries have had difficulties 
developing higher quality employment, resulting in 
increasing informal employment or depressed growth in 
wages even in the organized sector. This may be partly 
due to minimal progress in structural transformation 
and to employment policies that are restrictive given the 
country’s stage of development. However, many countries 
have made substantial progress in shifting their workers 
into higher quality employment, with much of this 
occurring through policies that have facilitated structural 
transformation without neglecting the welfare of the rural 
workers. Overall, with appropriate demand- and supply-
side policies and some level of social protection, countries 
can make substantial progress toward developing higher 
quality employment in Asia, which will enable it to 
continue its achievements in poverty reduction and stable 
and inclusive economic growth.
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Appendix. Cross-Country Regression 
Models of Poverty Changes and 
Formalization of Employment

Methodology. To investigate whether there is a relationship 
between the formalization of employment and poverty 
reduction and inclusive growth, simple ordinary least 
squares (OLS) regression models were used to determine 
the significance of the association between poverty 
changes, inequality changes, and changes in the proportion 
of employment by type of status while controlling for 
initial per capita income. 

The general specification regressed changes in 
employment status on outcomes of interest, y, representing 
changes in poverty and changes in the ratio of the top 20% 
to the bottom 20% while controlling for initial per capita 
income. To test the robustness of the results, variants of 
the model that controls for per capita income growth were 
used. The specification can be written as

change in yi, j = j + β j* employment statusi, j + ρ j* 
initial per capita incomei + ε j,

where β  is the marginal effect of changes in employment 
status j in country i on changes in y, and ρ  is the marginal 
effect of initial per capita income on y.

The data in the analysis come from various sources. 
Poverty is measured by the headcount poverty index at 
$1.25/day poverty line from the World Development 
Indicators (WDI) and PovcalNet, while inequality is 
measured as the ratio of income share of households in 
the top 20% to income share of those in the bottom 20% 
using data from WDI. Per capita real gross domestic 
product at constant $ prices (2005 PPP) from WDI is used 
to measure per capita income. Employment data is sourced 
from Table 2D of the International Labour Organization’s 
LABORSTA, which provides data on the number of 
workers by employment status, except for the People’s 
Republic of China and India, whose employment data are 
estimated from their labor force surveys—the Chinese 
Household Income Project Surveys of 1998, 1995, and 
2002, and India’s National Sample Survey–Employment 
and Unemployment Surveys of 1993/94, 1999/2000, and 
2004/05. The types of employment status in the analysis 
refer to the employees, employers, own-account workers, 
other workers, and informal workers.1 The average annual 
change in y is calculated as the difference of the y at the 
beginning and end of the period spell divided by the 

1 Informal workers comprise own-account workers, contributing family 
members, unpaid workers, and other workers that are neither employees 
nor employers.

number of years in between. The average annual change 
in the proportion of employment status is calculated the 
same way.

There are 59 countries in the analysis, which covers 
the period 1990–2009. Due to the sparseness of data on 
poverty and income share of the top 20% and bottom 
20%, countries have different spells within this period. 
Appendix Table 1 lists the countries in the analysis and 
their respective period spells. Missing data on employment 
were imputed by using interpolation/extrapolation from 
available employment data.

Results. Appendix Table 2 presents the regression 
results. Changes in the proportion of employees, proportion 
of own-account workers, and proportion of informal 
workers are significantly related to changes in poverty and 
inequality, whereas changes in the proportion of employers 
and proportion of other workers are not. Moreover, changes 
in the proportion of employees have negative coefficients 
when regressed on either change in poverty or change in 
inequality, while changes in the proportion of own-account 
workers and proportion of informal workers have positive 
coefficients.

The negative coefficient for the change in the 
proportion of employees has implications that depend on 
whether poverty and inequality have been decreasing or 
increasing and whether the change in the proportion of 
employees has been increasing or declining. 

•	 In the case of declining poverty/inequality, if 
the proportion of employees has been increasing 
(decreasing), then higher increases (decreases) in 
the proportion of employees result in higher (lower) 
decreases in poverty/inequality.

•	 In the case of increasing poverty/inequality, if 
the proportion of employees has been increasing 
(decreasing), then higher increases (decreases) in 
the proportion of employees result in lower (higher) 
increases in poverty/inequality.

Similarly, the positive coefficients for the change 
in the proportion of own-account workers and proportion 
of informal workers have implications that also depend 
on whether poverty/inequality has been decreasing or 
increasing and whether the changes in the employment 
status have been increasing or declining.

•	 In the case of declining poverty/inequality, if the 
proportion of own-account/informal workers has 
been increasing (decreasing), then higher increases 
(decreases) in the proportion of own-account/informal 
workers result in lower (higher) decreases in poverty/
inequality.
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•	 In the case of increasing poverty/inequality, if the 
proportion of own-account/informal workers has 
been increasing (decreasing), then higher increases 
(decreases) in the proportion of own-account/informal 
workers result in higher (lower) increases in poverty/
inequality.

The results are robust when we control for per capita 
income growth, except for the coefficient of changes in 
the proportion of own-account workers to changes in 
inequality, which becomes insignificant. Our results 

Appendix Table 2  OLS Estimates of Cross-Country Changes in Poverty Incidence and the Ratio of Top 20% to Bottom 20%
Dependent variable: Change in the ratio of the income share of top 20% to income share of bottom 20%

 
Type of employment status

Employees Employers Own-account worker Other Informal worker
Change in employment status -0.151** 0.132 0.108* 0.161+ 0.162**

(-3.179) (0.480) (2.064) (1.751) (3.101)

Log(initial per capita real income) 0.033 0.054 0.048 0.103 0.033
(0.592) (0.883) (0.814) (1.610) (0.586)

Constant -0.250 -0.469 -0.413 -0.870 -0.263
(-0.539) (-0.911) (-0.835) (-1.615) (-0.559)

No. of observation 55 52 52 54 52
R-squared 0.171 0.025 0.088 0.082 0.171
F test 0.008 0.541 0.104 0.112 0.010

Dependent variable: Annual percentage point change of poverty incidence ($1.25/day poverty line) 

 
Type of employment status

Employees Employers Own-account worker Other Informal worker
Change in employment status -0.433** 0.542 0.321* 0.079 0.443**

(-3.842) (0.764) (2.660) (0.518) (3.510)

Log(initial per capita real income) 0.709** 0.679** 0.747** 0.649** 0.713**
(4.900) (4.675) (4.943) (3.944) (4.655)

Constant -6.384** -6.201** -6.773** -5.944** -6.438**
(-5.305) (-5.157) (-5.425) (-4.315) (-5.071)

No. of observation 57 52 53 54 53
R-squared 0.417 0.322 0.369 0.267 0.402
F test 0.000 0.000 0.000 0.000 0.000

GDP = gross domestic product, PPP = purchasing power parity, t-statistics in parentheses: ** p<0.01, * p<0.05, + p<0.1
Notes: Data for missing employment between 1990 and 2009 are interpolated/extrapolated; real income - GDP at 2005 PPP, constant $ prices.
Sources: Staff estimates using data from World Bank (2011b), World Development Indicators; and ILO (2011c) LABORSTA and ILO (2011b) KILM, except that NBS, CHIPS 1988, 

1995, 2002 and Employment census 2004 and 2008 were used for the People's Republic of China and NSSO, NSS-EUS for India.

also show that initial per capita income is positively and 
significantly associated with poverty changes. This implies 
that, with declining poverty, higher initial per capita 
income results in higher decreases in poverty. Initial per 
capita income is also positively related to inequality, but 
its coefficient is not significant. Per capita income growth, 
on the other hand, has negative coefficients, but they are 
not statistically significant. These results show that the 
formalization of employment has nontrivial effects on the 
reduction of poverty and inequality.

Appendix Table 1  Countries and Period Spells
Economy Period spell Economy Period spell Economy Period spell
Argentina 1992–2009 Georgia 1996–2008 Pakistan 1991–2006
Azerbaijan 1995–2008 Honduras 1990–2007 Panama 1991–2009
Bangladesh 1992–2005 Hungary 1993–2007 Paraguay 1990–2008
Belize 1995–1999 India* 1990–2005 Peru 1990–2009
Bolivia 1991–2007 Indonesia 1990–2009 Philippines 1991–2006
Bosnia and Herzegovina 2001–2007 Iran 1990–2005 Poland 1992–2008
Brazil 1990–2009 Jamaica 1990–2004 Romania 1992–2008
Bulgaria 1994–2007 Kazakhstan 1993–2007 Russian Federation 1993–2008
Cambodia 1994–2007 Kyrgyz Rep. 1993–2007 Slovakiab 1992–1996
Cameroon 1996–2007 Latvia 1996–2004 Slovenia 1993–2004
Chile 1990–2009 Lesotho 1993–2003 South Africa 1993–2006
China, Republic ofa 1990–2005 Lithuania 1993–2008 Sri Lanka 1991–2007
Colombia 1991–2006 Macedonia 2000–2008 Thailand 1992–2009
Costa Rica 1990–2009 Madagascar 1993–2005 Tunisia 1990–2000
Croatiaa 1998–2008 Malaysia 1992–2009 Turkey 1994–2005
Dominican Republic 1992–2007 Maldives* 1998–2004 Ukraine 1992–2008
Ecuador 1994–2009 Mexico 1992–2008 Uruguay 1992–2009
Egypt 1991–2005 Moldova, Rep. of 1992–2008 Viet Nam 1993–2008
El Salvador 1995–2008 Morocco 1991–2007 Zambia 1991–2004
Estonia 1993–2004 Nicaragua 1993–2005   

a No data on income share of top 20% and bottom 20%; b No poverty data
Sources: Staff estimates using data from World Bank (2011b), World Development Indicators; and ILO (2011c) LABORSTA and ILO (2011b) KILM, except that NBS, CHIPS 1988, 

1995, 2002 and Employment census 2004 and 2008 were used for the People's Republic of China and NSSO, NSS-EUS for India.
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