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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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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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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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Source: ILO (2011a).

Figure 13  Vulnerable Employment 
as a Share of Total Employment (%), 2008 and 2010

21.5
21.1

41.3
41.5

41.9
43.9

54.7
54.1

61.6
63.7

63.3
63.1

0 10 20 30 40 50 60 70

Malaysia (Q3)

Sri Lanka (Q3)

Philippines (Q4)

Thailand (Q4)

Indonesia (Aug)

Pakistan (Annual)

2008 2010

PPP = purchasing power parity, PRC = People’s Republic of China.
Note: Wages were converted from local curency units to PPP terms, and indexed at 

2001 = 100.
Sources: ILO (2011c), LABORSTA; NBS (2010) for the PRC; National Wages and 

Productivity Commission, for the Philippines; CEIC (2011).

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).

0

10

20

30

40

50

60

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
03

20
04

20
06

20
07

20
08

Year

Self-employed Regular employees Casual labor
Pe

rc
en

t

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

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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