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Toward Higher Quality Employment in Asia

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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Source: Bank of Korea (2010), Statistics Korea (2010).

Box Figure 2.3  Share of Salaried and Wage Workers
as a Percentage of Total Labor Force

Source: Statistics Korea (2010).

Box Figure 2.2  Share of Decent Jobs
as a Percentage of Total Labor Force
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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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Figure 5  Cross-Country Relationship Between Changes in Poverty and Changes in Employment Status, 1990−2009
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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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Box Figure 3.1  Poverty Incidence by Nature of Employment
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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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