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In almost every language there is a range of words related to
jobs, each emphasizing a different angle. Some words hint at
the nature of the activity being performed, evoking the skill or
expertise that is required. Others refer to the volume of human
inputs used in production, bringing images of effort and con-
veying a sense of physical exertion. There are also words asso-
ciated with the sheer numbers of people engaged in economic
activity, which are more easily associated with aggregate sta-
tistics. In other cases, what seems to be at stake is a contrac-
tual relationship, involving mutual obligations and a degree of
stability. In some languages, there are even words to designate
the place where the person works, or at least a slot in a produc-
tion process. This multiplicity of words clearly shows that jobs
are multi-dimensional and cannot be characterized by a single
term or measured by a single indicator.

Words related to jobs do not always translate well from one
language to another, as the range of options available in each
case can be different. If languages shape thinking, there are
times when the ways in which people refer to jobs seem to be
at odds. Gaps probably arise from the different characteristics
of jobs being emphasized in different societies. They also sug-
gest that jobs” agendas can differ across countries.

In many languages, words related to jobs serve not only as
common nouns but also as proper nouns. Throughout his-
tory family names have been associated with specific skills or
trades: Vankar in Hindi, Hattori in Japanese, Herrero in Span-
ish, or Mfundisi in Zulu, just to mention a few. The use of
job-related words as household identifiers shows that people
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associated themselves with what they did. Nowadays, people aspire to choose their jobs based
on what motivates them and on what could make their lives more meaningful. In almost every
language there are also several words to express the lack of a job. Almost invariably these words
have a negative connotation, close in spirit to deprivation; at times they even carry an element
of stigma. In all these ways, language conveys the idea that jobs are more than what people

earn, or what they do at work: they are also part of who they are.
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Foreword

Today, jobs are a critical concern across the globe—for policy makers, the business community,
and the billions of men and women striving to provide for their families.

As the world struggles to emerge from the global crisis, some 200 million people—includ-
ing 75 million under the age of 25—are unemployed. Many millions more, most of them
women, find themselves shut out of the labor force altogether. Looking forward, over the next
15 years an additional 600 million new jobs will be needed to absorb burgeoning working-age
populations, mainly in Asia and Sub-Saharan Africa.

Meanwhile, almost half of all workers in developing countries are engaged in small-scale
farming or self-employment, jobs that typically do not come with a steady paycheck and ben-
efits. The problem for most poor people in these countries is not the lack of a job or too few
hours of work; many hold more than one job and work long hours. Yet, too often, they are not
earning enough to secure a better future for themselves and their children, and at times they
are working in unsafe conditions and without the protection of their basic rights.

Jobs are instrumental to achieving economic and social development. Beyond their critical
importance for individual well-being, they lie at the heart of many broader societal objec-
tives, such as poverty reduction, economy-wide productivity growth, and social cohesion. The
development payoffs from jobs include acquiring skills, empowering women, and stabilizing
post-conflict societies. Jobs that contribute to these broader goals are valuable not only for
those who hold them but for society as a whole: they are good jobs for development.

The World Development Report 2013 takes the centrality of jobs in the development pro-
cess as its starting point and challenges and reframes how we think about work. Adopting a
cross-sectoral and multidisciplinary approach, the Report looks at why some jobs do more for
development than others. The Report finds that the jobs with the greatest development payoffs
are those that make cities function better, connect the economy to global markets, protect the
environment, foster trust and civic engagement, or reduce poverty. Critically, these jobs are not
only found in the formal sector; depending on the country context, informal jobs can also be
transformational.

Building on this framework, the Report tackles some of the most pressing questions policy
makers are asking right now: Should countries design their development strategies around
growth or focus on jobs? Are there situations where the focus should be on protecting jobs
as opposed to protecting workers? Which needs to come first in the development process—
creating jobs or building skills?

The private sector is the key engine of job creation, accounting for 90 percent of all jobs in
the developing world. But governments play a vital role by ensuring that the conditions are in
place for strong private sector—led growth and by alleviating the constraints that hinder the
private sector from creating good jobs for development.

The Report advances a three-stage approach to help governments meet these objectives.
First, policy fundamentals—including macroeconomic stability, an enabling business envi-
ronment, investments in human capital, and the rule of law—are essential for both growth and
job creation. Second, well-designed labor policies can help ensure that growth translates into
employment opportunities, but they need to be complemented by a broader approach to job
creation that looks beyond the labor market. Third, governments should strategically identify

xiii
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FOREWORD

which jobs would do the most for development given their specific country context, and re-
move or offset the obstacles that prevent the private sector from creating more of those jobs.

In today’s global economy, the world of work is rapidly evolving. Demographic shifts, tech-
nological progress, and the lasting effects of the international financial crisis are reshaping the
employment landscape in countries around the world. Countries that successfully adapt to
these changes and meet their jobs challenges can achieve dramatic gains in living standards,
productivity growth, and more cohesive societies. Those that do not will miss out on the trans-
formational effects of economic and social development.

The World Development Report 2013 is an important contribution to our collective under-
standing of the role of jobs in development. Its insights will provide valuable guidance for the
World Bank Group as we collaborate with partners and clients to advance their jobs agendas.
Working together, we can foster job creation and maximize the development impact of jobs.

Jim Yong Kim
President
The World Bank Group
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Moving jobs center stage

obs are the cornerstone of economic and

social development. Indeed, development

happens through jobs. People work their
way out of poverty and hardship through bet-
ter livelihoods. Economies grow as people get
better at what they do, as they move from farms
to firms, and as more productive jobs are cre-
ated and less productive ones disappear. Soci-
eties flourish as jobs bring together people
from different ethnic and social backgrounds
and nurture a sense of opportunity. Jobs are
thus transformational—they can transform
what we earn, what we do, and even who we
are.

No surprise, then, that jobs are atop the
development agenda everywhere—for every-
one from policy makers to the populace, from
business leaders to union representatives, from
activists to academics. Looking to seize oppor-
tunities for job creation presented by massive
demographic shifts, technological innovations,
global migrations of people and tasks, and deep
changes in the nature of work, policy makers ask
difficult questions:

e Should countries build their development
strategies around growth or should they
rather focus on jobs?

¢ Can entrepreneurship be fostered, especially
among the many microenterprises in devel-
oping countries, or are entrepreneurs born?

» While jobs can contribute to social cohesion,
is there anything governments can do about
it, apart from trying to support job creation?

o Are greater investments in education and
training a prerequisite for employability, or
can skills be built through jobs?

* Should efforts to improve the investment cli-
mate target the areas, activities, or firms with
greater potential for job creation?

e What is the risk that policies to foster job
creation in one country will come at the ex-
pense of jobs in other countries?

* When confronted with large shocks and ma-
jor restructuring, is it advisable to protect jobs
and not just people?

e How can the reallocation of workers be ac-
celerated from areas and activities with low
productivity to those with greater potential?

Individuals value jobs for the earnings and
benefits they provide, as well as for their contri-
butions to self-esteem and happiness. But some
jobs have broader impacts on society. Jobs for
women can change the way households spend
money and invest in the education and health
of children. Jobs in cities support greater spe-
cialization and the exchange of ideas, making
other jobs more productive. Jobs connected
to global markets bring home new technologi-



cal and managerial knowledge. And in turbulent
environments, jobs for young men can provide
alternatives to violence and help restore peace.

Through their broader influence on living
standards, productivity, and social cohesion,
these jobs have an even greater value to society
than they do for the individual. But some jobs
can have negative spillovers. Jobs supported
through transfers or privilege represent a bur-
den to others or undermine their opportunities
to find remunerative employment. Jobs damag-
ing the environment take a toll on everybody.
Thus it is that some jobs do more for develop-
ment, while others may do little, even if they are
appealing to individuals.

Which jobs have the greatest develop-
ment payoffs depends on the circumstances.
Countries differ in their level of development,
demography, endowments, and institutions.
Agrarian societies face the challenge of making
agricultural jobs more productive and creat-
ing job opportunities outside farms. Resource-
rich countries need to diversify their exports,
so that jobs are connected to global markets
rather than supported through government
transfers. Formalizing countries need to de-
sign their social protection systems in ways
that extend their coverage without penalizing
employment.

A vast majority of jobs are created by the
private sector. Governments, though, can sup-
port—or hinder—the private sector in creat-
ing jobs. The idea that development happens
through jobs sheds new light on the strategies,
policies, and programs governments can pur-
sue. Strategies should identify which types of
jobs would have the highest development pay-
offs, given a country’s circumstances. Policies
should remove the obstacles that prevent the
private sector from creating jobs. Programs for
generating employment may also be warranted,
for instance, in conflict-affected countries. But
the costs and benefits of these policies and pro-
grams have to be assessed, taking into account
the potential spillovers from jobs, both positive
and negative.

At a more practical level, this jobs lens on
development leads to a three-layered policy
approach:

» Fundamentals. Because jobs provide higher
earnings and broader social benefits as coun-

tries grow richer, the policy environment
must be conducive to growth. That requires
attending to macroeconomic stability, an en-
abling business environment, human capital
accumulation, and the rule of law.

e Labor policies. Because growth alone may not
be enough, labor policies need to facilitate
job creation and enhance the development
payoffs from jobs. Policies can address labor
market distortions while not being a drag on
efficiency. But they should avoid distortion-
ary interventions that constrain employ-
ment in cities and global value chains—and
provide voice and protection for the most
vulnerable.

e Priorities. Because some jobs do more for
development than others, it is necessary to
identify the types of jobs with the greatest
development payoffs given a country’s con-
text, and to remove—or at least offset—the
market imperfections and institutional fail-
ures that result in too few of those jobs being
created.

The centrality of jobs for development
should not be interpreted as the centrality of
labor policies and institutions. Nearly half
the people at work in developing countries
are farmers or self-employed and so are out-
side the labor market. And even in the case of
wage employment, labor policies and institu-
tions may or may not be the main obstacle to
job creation. Often, the most relevant obstacles
lie outside of the labor market. The catalysts
for job creation may be policies that make cit-
ies work better, help farmers access and apply
appropriate agricultural techniques, or allow
firms to develop new exports. Jobs are the cor-
nerstone of development, and development
policies are needed for jobs.

Jobs wanted

To many, a “job” brings to mind a worker with
an employer and a regular paycheck. Yet, the
majority of workers in the poorest countries
are outside the scope of an employer-employee
relationship. Worldwide, more than 3 billion
people are working, but their jobs vary greatly.
Some 1.65 billion are employed and receive reg-
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ular wages or salaries. Another 1.5 billion work
in farming and small household enterprises, or
in casual or seasonal day labor. Meanwhile, 200
million people, a disproportionate share of them
youth, are unemployed and actively looking for
work. Almost 2 billion working-age adults, the
majority of them women, are neither working
nor looking for work, but an unknown number
of them are eager to have a job. Clarifying what
is meant by a job is thus a useful starting point.

The meaning of the words used to de-
scribe what people do to earn a living varies
across countries and cultures. Some words re-
fer to workers in offices or factories. Others are
broader, encompassing farmers, self-employed
vendors in cities, and caregivers of children and
the elderly. The distinction is not merely seman-
tic. The varied meanings hint at the different
aspects of jobs that people value. And views on
what a job is almost inevitably influence views
on what policies for jobs should look like.

For statisticians, a job is “a set of tasks and
duties performed, or meant to be performed,
by one person, including for an employer or
in self-employment.”! Jobs are performed by
the employed. These are defined as people who
produce goods and services for the market or
for their own use. But the statistical definition
is mute about what should not be considered
a job. International norms view basic human

rights as the boundaries of what is unacceptable.
Among them are the United Nations Universal
Declaration of Human Rights (1948) and the
International Labour Organization Declaration
on Fundamental Principles and Rights at Work
(1998), which further specifies core labor stan-
dards. Combining these different perspectives,
jobs are activities that generate income, mone-
tary or in kind, without violating human rights.

Different places, different jobs

The world of work is particularly diverse in de-
veloping countries. This variety refers not only
to the number of hours worked and the number
of jobs available, the usual yardsticks in indus-
trial countries, but also to the characteristics of
jobs. Two main aspects stand out. One is the
prevalence of self-employment and farming.’
The other is the coexistence of traditional and
modern modes of production, from subsistence
agriculture and low-skilled work to technology-
driven manufacturing and services and highly
skilled knowledge work.

While nearly half of the jobs in the developing
world are outside the labor market, the shares of
wage work, farming, and self-employment differ
greatly across countries.” Nonwage work repre-
sents more than 80 percent of women’s em-
ployment in Sub-Saharan Africa—but less than

FIGURE 1 A job does not always come with a wage
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FIGURE 2 Among youth, unemployment is not always the
issue
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20 percent in Eastern Europe and Central Asia
(figure 1).

Work across the developing world is also
characterized by a high prevalence of informal-
ity, whether defined on the basis of lack of firm
registration, lack of social security coverage, or
lack of an employment contract. Informal em-
ployment is not under the purview of labor reg-
ulations, either because of their limited scope or
because of deliberate avoidance or evasion. Re-
gardless of the specific definition used, informal-
ity is generally associated with lower productiv-
ity. However, this does not necessarily mean that
formalization would result in greater efficiency.
Informality can be a symptom of lower produc-
tivity as much as it can be a cause of it.*

Gender and age differences are striking.
Worldwide, fewer than half of women have jobs,
compared with almost four-fifths of men. In
Pakistan, 28 percent of women but more than
82 percent of men participate in the labor force,
whereas participation rates are above 75 percent

for both men and women in Tanzania and Viet-
nam. Beyond these stark contrasts in participa-
tion, women continue to earn significantly less
than men, and the differences are not fully ex-
plained by education, experience, or sector of
work. While a growing share of youth between
ages 15 and 24 allocate most of their time to
schooling and training, youth unemployment is
still alarming in some countries (above 40 per-
cent in South Africa since early 2008 and above
50 percent in Spain in early 2012).° Even in
countries where it is low, youth unemployment
is twice the national average or more. In addi-
tion, 621 million young people are “idle”—not
in school or training, not employed, and not
looking for work. Rates of idleness vary across
countries, ranging between 10 and 50 percent
among 15- to 24-year-olds (figure 2).°* Many
youth work in unpaid jobs; if paid, they are less
likely to have social insurance.”

The changing world of work

This complex picture is compounded by mas-
sive demographic shifts. To keep employment
as a share of the working-age population con-
stant, in 2020 there should be around 600 mil-
lion more jobs than in 2005, a majority of them
in Asia and Sub-Saharan Africa. While some
countries have experienced very large increases
in their labor force—nearly 8 million new en-
trants a year in China since the mid-1990s and 7
million in India—others face a shrinking popu-
lation. Ukraine’s labor force, for example, is es-
timated to fall by about 160,000 people a year.?

Rapid urbanization is changing the com-
position of employment. More than half the
population in developing countries is expected
to be living in cities and towns before 2020.°
As a result, the growth of the nonagricultural
labor force will vastly exceed the growth of the
agricultural labor force. This structural change,
which in industrial countries took decades, now
transforms lives in developing countries in a
generation. Structural change can bring about
remarkable improvements in efficiency, and
some developing countries have narrowed the
productivity gap with industrial countries rap-
idly. But others have failed to catch up.'® Over-
all, the gap between developing and developed
regions remains wide.

Globalization is also changing the nature
of jobs. Industrial countries are shifting from



primary and traditional manufacturing indus-
tries toward services and knowledge-intensive
activities.!! At the same time, technological
improvements and outsourcing to developing
countries are leading to a decline in medium-
skilled jobs.!? Production tasks have been splin-
tered so that they can be performed in different
locations." Transnational companies have built
integrated value chains to tap into national skill
pools around the world."* Outsourcing is oc-
curring in services as well as in manufacturing.
The share of developing countries in exports of
world services nearly doubled to 21 percent be-
tween 1990 and 2008."

Technology is changing the way workers and
firms connect, through their access to much
larger, even global, employment marketplaces.
Some of the new marketplaces operate through
the internet; others use mobile phone technol-
ogy.'® Part-time and temporary wage employ-
ment are now major features of industrial and
developing countries. In South Africa, tempo-
rary agency workers make up about 7 percent of
the labor force; the temporary staffing industry
provides employment to an average of 410,000
workers a day. In India, the number of tempo-
rary workers that employment agencies recruit
grew more than 10 percent in 2009 and 18 per-
cent in 2010."7

This changing landscape of global produc-
tion has also brought about shifts in skill en-
dowments and in the world distribution of top
talent. China and India rank high in perceived
attractiveness as outsourcing hubs because of
their exceptionally high ratings in the avail-
ability of skills.’® India has close to 20 million
students in higher education, nearly as many as
the United States; both countries are outpaced
by China, with 30 million postsecondary stu-
dents.” The United States still accounts for a
large share of top scores in international student
assessments, but the Republic of Korea has the
same share as Germany, and both are closely fol-
lowed by the Russian Federation. The number
of high-performing students in Shanghai alone
is one-fifth that of Germany and about twice
that of Argentina.?

The role of the private sector

In such rapidly changing times, the private sec-
tor is the main engine of job creation and the
source of almost 9 of every 10 jobs in the world.

Between 1995 and 2005, the private sector ac-
counted for 90 percent of jobs created in Bra-
zil, and for 95 percent in the Philippines and
Turkey.?! The most remarkable example of the
expansion of employment through private sec-
tor growth is China. In 1981, private sector em-
ployment accounted for 2.3 million workers,
while state-owned enterprises (SOEs) had 80
million workers.?? Twenty years later, the private
sector accounted for 74.7 million workers, sur-
passing, for the first time, the 74.6 million work-
ers in SOEs (figure 3).

In contrast to the global average, in some
countries in the Middle East and North Africa,
the state is a leading employer, a pattern that can
be linked to the political economy of the post-
independence period, and in some cases to the
abundance of oil revenues.? For a long period,
public sector jobs were offered to young college
graduates. But as the fiscal space for continued
expansion in public sector employment shrank,
“queuing” for public sector jobs became more
prevalent, leading to informality, a devaluation
of educational credentials, and forms of social
exclusion.* A fairly well-educated and young
labor force remains unemployed, or underem-
ployed, and labor productivity stagnates.?

Overall, countries have been successful at
creating jobs. More people have jobs now than
ever before, and those jobs provide generally
higher earnings. Indeed, amid rapid social and
economic change, poverty has declined in de-
veloping countries. The share of the popula-
tion of the developing world living on less than
US$1.25 a day (in purchasing power parity) fell
from 52 percent in 1981 to 22 percent in 2008,
or from 1.94 billion people to 1.29 billion.?®
This reduction is the result of multiple factors,
but the creation of millions of new, more pro-
ductive jobs, mostly in Asia but also in other
parts of the developing world, has been the
main driving force.”

Jobs are vulnerable to economic downturns,
though, much more so in the private sector than
the public sector. Short-term crises may wipe
out years of progress. They may start in a single
country but now, through globalization, spread
over entire regions or to the world. The recent
financial crisis created 22 million new unem-
ployed in a single year. Growth in total employ-
ment, hovering around 1.8 percent a year before
2008, fell to less than 0.5 percent in 2009, and
by 2011 had not yet reached its pre-crisis level.?®

Moving jobs center stage
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FIGURE 3 In China, employment growth is led by the private sector
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Policy responses to prevent and mitigate the im-
pact of crises involve different combinations of
instruments, with potentially diverse implica-
tions for jobs.?

FIGURE 4 Jobs are transformational
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Demography, urbanization, globalization,
technology, and macroeconomic crises bring
about formidable jobs challenges. Countries
that fail to address them may fall into vicious
circles of slow growth in labor earnings and
job-related dissatisfaction affecting a sizable
portion of the labor force.*® Youth unemploy-
ment and idleness may be high, and women
may have fewer job opportunities, leaving po-
tential economic and social gains untapped.®!
A repeating pattern of small gains in living
standards, slow productivity growth, and erod-
ing social cohesion can set in. In contrast,
countries that address these jobs challenges can
develop virtuous circles. The results—pros-
perous populations, a growing middle class,
increased productivity, and improved oppor-
tunities for women and youth—may then be
self-reinforcing.

Development happens through jobs

Jobs are more than just the earnings and benefits
they provide. They are also the output they gen-
erate, and part of who we are and how we interact
with others in society. Through these outcomes,



jobs can boost living standards, raise productiv-
ity, and foster social cohesion (figure 4).

Jobs are what we earn

Jobs are the most important determinant of
living standards. For most people, work is the
main source of income, especially in the poorest
countries. Many families escape or fall into pov-
erty because family members get or lose a job.
Opportunities for gainful work, including in
farming and self-employment, offer households
the means to increase consumption and reduce
its variability. Higher yields in agriculture, ac-
cess to small off-farm activities, the migration
of family members to cities, and transitions to
wage employment are milestones on the path to
prosperity.*> And as earnings increase, individ-
ual choices expand—household members can
choose to stay out of the labor force or to work
fewer hours and dedicate more time to educa-
tion, to retirement, or to family.

Earnings from work increase with economic
development, and the benefits associated with
jobs improve as well. The relationship is not
mechanical, but growth is clearly good for jobs
(figure 5). Admittedly, as economies become
more developed, the average skills of jobhold-
ers increase, implying that observations across
countries are not strictly comparable, as they do

not refer to identical workers. But growth also
improves the living standards of workers whose
skills have not changed.

More than two decades of research on pov-
erty dynamics, spanning countries as different
as Canada, Ecuador, Germany, and South Africa,
show that labor-related events trigger exits from
poverty.*® These events range from the head of
a household changing jobs to family members
starting to work and to working family mem-
bers earning more. Conversely, a lack of job op-
portunities reduces the ability of households
to improve their well-being.* In a large set of
qualitative studies in low-income countries, get-
ting jobs and starting businesses were two of the
main reasons for people to rise out of poverty.>

Quantitative analysis confirms that changes
in labor earnings are the largest contributor to
poverty reduction (figure 6). In 10 of 18 Latin
American countries, changes in labor income
explain more than half the reduction in poverty,
and in another 5 countries, more than a third. In
Bangladesh, Peru, and Thailand, changes in edu-
cation, work experience, and region of residence
mattered, but the returns to these characteristics
(including labor earnings) mattered most. Just
having work was not enough, given that most
people work in less developed economies. What
made a difference for escaping poverty was in-
creasing the earnings from work.*

FIGURE 5 Jobs provide higher earnings and benefits as countries grow
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FIGURE 6 Jobs account for much of the decline in extreme poverty
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Beyond their fundamental and immediate
contribution to earnings, jobs also affect other
dimensions of well-being, including mental and
physical health. Not having a job undermines
life satisfaction, especially in countries where
wage employment is the norm and where the
lack of opportunities translates into open un-
employment rather than underemployment.
Among those employed, the material, nonmate-
rial, and even subjective characteristics of jobs
can all have an impact on well-being.” Other
features such as workplace safety, job security,
learning and advancement opportunities, and
health and social protection benefits are valued
by workers. But relatively few jobs offer these
advantages in developing countries.

Jobs are what we do

Economic growth happens as jobs become more
productive, but also as more productive jobs

are created and less productive jobs disappear.
These gains may ultimately be driven by new
goods, new methods of production and trans-
portation, and new markets, but they material-
ize through a constant restructuring and real-
location of resources, including labor.*® Net job
creation figures hide much larger processes of
gross job creation and gross job destruction. On
average across developing countries, between
7 and 20 percent of jobs in manufacturing are
created within a year, but a similar proportion
disappear (figure 7).%

Because economies grow as high-productivity
jobs are created and low-productivity jobs dis-
appear, the relationship between productivity
gains and job creation is not mechanical. In the
medium term, employment trends align closely
with trends in the size of the labor force, so
growth is truly jobless in very few cases. In the
short term, however, innovations can be associ-
ated with either increases or decreases in em-



ployment.*’ The popular perception is that pro-
ductivity grows through downsizing, but some
firms are able to achieve both productivity and
employment gains.*! In Chile, Ethiopia, and
Romania, successful “upsizers” contributed to
output and employment growth substantively;
sometimes they are more numerous than the
successful “downsizers”** And the combination
of private sector vibrancy and state sector re-
structuring led to rapid output and employ-
ment growth in transition economies and in
China in the late 1990s and the early 2000s.#

Successful upsizers tend to be younger,
leaner, and more innovative.* But overall, large
firms are both more innovative and more pro-
ductive. They invest more in machinery. They
are much more likely than small firms to de-
velop new product lines, to introduce new tech-
nology, to open and close plants, to outsource,
and to engage in joint ventures with foreign
partners.* These firms produce more with a
given amount of labor, and export more as well.
They also pay substantively higher wages than
micro- and small enterprises (figure 8). In de-
veloping countries, however, many people work
in very small and not necessarily very dynamic
€conomic units.

Family farms dominate in agriculture. At 1.8
and 1.2 hectares, respectively, average farm size
is small in Sub-Saharan Africa, and especially
in Asia.* The Green Revolution has led to both
higher cereal yields and more job creation be-
cause the new technologies are labor intensive.
But progress has been uneven across regions
and has not taken place on a large scale in Sub-
Saharan Africa. More mechanized farms have
higher productivity, but constraints in land
markets usually slow mechanization; without it,
yields per hectare tend to be higher on smaller
farms.

Outside agriculture there are massive
numbers of microenterprises and household
businesses (figure 9). These small units play
significant roles in job creation, even in high-
middle-income countries. They account for 97
percent of employment in the manufacturing
sector in Ethiopia, but still for a sizable 39 per-
cent in Chile. In the services sector, their role is
often more important. Even in Eastern European
countries, where the private sector is only two
decades old, microenterprises are the source of
10 to 20 percent of employment in manufactur-
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FIGURE 7 Simultaneous job creation and destruction
characterize all economies
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FIGURE 8 Larger firms pay higher wages
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Note: The figure uses 138 household and labor force surveys spanning 33 countries over 1991-2010. The
horizontal axis reports the estimated wage premium of small firms (10 to 50 workers) and large firms (more
than 50 workers) relative to microenterprises, controlling for worker characteristics.

ing and 30 to 50 percent of employment in ser-
vices. The large numbers of economic units are
associated with a very wide dispersion of total
factor productivity. In India, even within nar-
rowly defined sectors, a manufacturing plant
at the 10th percentile of the distribution gener-
ates 22 times less output than a plant in the 90th
percentile would produce with the same inputs.
This pattern is similar in a number of Latin
American countries. By comparison, the ratio is
1 to 9 in the United States.*’

While microenterprises have lackluster per-
formance as a group, they are also very diverse.
Microenterprises and household businesses are a
means of survival for the poor and a way of di-
versifying out of farming activities. On average,
their owners do not earn much.*® But in middle-
income countries, many among the owners of
micro- and small enterprises are as entrepreneur-
ial as their peers in industrial countries. Their
weak performance may be due to an adverse
investment environment—for example, limited
access to credit.* Yet a small number of micro-

enterprises, the gazelles, invest and earn higher
returns.”

While large firms are more productive, they
were not all born large. In industrial countries,
some of the more resounding successes, from
Honda to Microsoft, started in garages. Many
successful companies in developing countries
also grew out of small household businesses.
Thailand’s Charoen Pokphand Group, founded
in 1921 as a small seed shop in Bangkok by two
brothers, has grown into one of the largest multi-
national conglomerates in agribusiness, operat-
ing in 15 countries and encompassing close to
100 companies. India’s Tata Group transformed
from a Mumbai-based family-owned trading
firm in the late 19th century to a multinational
conglomerate, comprising 114 companies and
subsidiaries across eight business sectors on
several continents. Many of China’s success-
ful clusters, such as the footwear industry in
Wenzhou, also started from small family busi-
nesses working close to each other.>!

Unfortunately, in many developing coun-
tries, larger and older firms tend to be stagnant
while smaller and younger enterprises are prone
to churning. A vibrant dynamic process is usu-
ally absent. In Ghana, many firms were born
large and showed little growth over 15 years; in
Portugal, by contrast, many firms born as mi-
croenterprises grew substantially.>> The major-
ity of firms in India is also born small, but they
tend to stay small, without displaying much
variation in employment over their life cycle.
A revealing comparison involves the size of
35-year old firms relative to their size at birth.
In India, the size declines by a fourth; in Mex-
ico, it doubles. In the United States, it becomes
10 times bigger.® The potential gains from
greater entrepreneurial vibrancy, and from a
more substantial reallocation of labor from
low- to high-productivity units, are sizable.>*
But helping those gains materialize is a daunt-
ing task.

Jobs are who we are

Having, or not having, a job can shape how peo-
ple view themselves and relate to others. While
some jobs can be empowering, in extreme cases
a lack of job opportunities can contribute to vi-
olence or social unrest. Youth may turn to gangs
to compensate for the absence of identity and
belonging that a job might provide. In Ecua-
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FIGURE 9 The employment share of microenterprises is greater in developing countries
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2009), Colombia (2009), the Czech Republic (2005-07), the Arab Republic of Egypt (2006), Ethiopia (1999), Ghana (1991), Hungary (2007-08), India (2004, 2009), Mexico (2004-10),
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and the United Kingdom over 2005-07.

dor, for instance, they did so “because they were
searching for the support, trust, and cohesion—
social capital—that they maintained their fami-
lies did not provide, as well as because of the lack
of opportunities in the local context.”>

The workplace can be a place to encounter
new ideas and interact with people of different
genders or ethnicities. Bosnians interviewed
in the late 1990s commented that “the area in
which there is the greatest support for ethnic co-
operation is in the workplace.”>® Business people
in Trinidad and Tobago reported that they in-
teracted with people of a wider range of ethnic-
ities at work than they did in their social lives.?”
Networks can also exclude. In Morocco, people

whose fathers did not have formal sector jobs
were significantly less likely to have such jobs
themselves.>®

The distribution of jobs within society—and
perceptions about who has access to opportu-
nities and why—can shape expectations for the
future and perceptions of fairness. Children’s
aspirations may be influenced by whether their
parents have jobs and the types of jobs they
have. The Arab Spring was not merely about
employment. But disappointment, especially
among youth, about the lack of job opportuni-
ties and frustration with the allocation of jobs
based on connections rather than merit echoed
across countries.
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FIGURE 10 People who are unemployed, or do not have motivating jobs, participate less in society
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Jobs influence how people view themselves,
how they interact with others, and how they
perceive their stake in society.®® Jobs also can
have collective consequences. They can shape
how societies handle collective decision making,
manage tensions between diverse groups, and
avoid and resolve conflicts. The relationship is
not immediate or direct, however. Jobs are only
one factor contributing to the capacity of socie-
ties to manage collective decision making peace-
fully. And social cohesion can in turn influence
jobs by shaping the context in which entrepre-
neurs make business decisions.

Trust beyond one’s own group and civic en-
gagement are two indicators of social cohesion.
Unemployment and job loss are associated with
lower levels of both trust and civic engagement
(figure 10). While causality is difficult to es-
tablish, there is more than just a correlation at
stake. Indonesian men and women who were
working in 2000 but not in 2007 were less likely
to be participating in community activities than
those still at work. And those who were working
in 2007 but not in 2000 were significantly more
likely to be involved in the community than
those who were still out of work.*

The nature of jobs matters as well. Jobs that
empower, build agency, and respect rights are
associated with greater trust and willingness to
participate in civil society. Jobs that create eco-
nomic and social ties may build incentives to
work across boundaries and resolve conflict.
And if people believe that job opportunities are
available to them either now or in the future,
their trust in others and their confidence in in-
stitutions may increase. Ultimately, jobs can in-
fluence social cohesion through their effects on
social identity, networks, and fairness.

Valuing jobs

Not all forms of work are acceptable. Activities
that exploit workers, expose them to dangerous
environments, or threaten their physical and
mental well-being are bad for individuals and
societies alike. Child prostitution and forced la-
bor contravene principles of human dignity and
undermine individual and collective well-being.
Today, an estimated 21 million people globally
are victims of bonded labor, slavery, forced pros-
titution, and other forms of involuntary work.5!



In 2008, 115 million children between the ages
of 5 and 17 were involved in hazardous work.*?
International norms of human rights and labor
standards reject forced labor, harmful forms of
child labor, discrimination, and the suppression
of voice among workers.

Beyond rights, the most obvious outcome
of a job is the earnings it provides to its holder.
These earnings can be in cash or in kind and
may include a range of associated benefits.
Other characteristics, such as stability, voice,
and fulfillment at work, also affect subjective
well-being. Several of these dimensions of jobs
have been combined into the concept of De-
cent Work, introduced by the International La-
bour Organization (ILO) in 1999.%° Defined as
“opportunities for women and men to obtain
decent and productive work in conditions of
freedom, equity, security and human dignity,”
this concept has been used by many govern-
ments to articulate their policy agendas on
jobs. The concept of Decent Work has also been
embraced by the United Nations and several
international organizations and endorsed by
numerous global forums.

As jobs provide earnings, generate output,
and influence identity, they shape the well-
being of those who hold them—and they also
affect the well-being of others. To understand
how much jobs contribute to development, it is
necessary to assess these effects—the spillovers
from jobs. Jobs that generate positive spillovers
have a greater value to society than they have
to the individual who holds the job, while the
opposite is true when spillovers are negative. In-
tuitively, many people have notions about such
broader payofts. When asked about their most
preferred jobs, respondents in China, Colombia,
Egypt, and Sierra Leone give different answers
from those they offer when asked to identify
the most important jobs to society (figure 11).
Working as a civil servant or as a shop owner is
generally preferred by individuals, while teach-
ers and doctors are quite often mentioned as the
most important jobs for society.

Who gets a job makes a difference too, and
not just for individuals. In a society that values
poverty reduction, jobs that take households
out of hardship generate a positive spillover,
because they improve the well-being of those
who care. Female employment also matters be-
yond the individual. An increase in the share of

household income contributed by women of-
ten results in improvements in children’s edu-
cational attainment and health. In Bangladesh,
where the garment industry employs women
in large numbers, the opening of a garment
factory within commuting distance of a vil-
lage is seen as a signal of opportunity and leads
to increased schooling for girls.®* Among dis-
advantaged castes in Southern Indian villages,
an increase of US$90 in a woman’s annual in-
come is estimated to increase schooling among
her children by 1.6 years.®

Similarly, a job created or sustained through
foreign direct investment (FDI) matters for
other jobs, and thus for other people. With the
investment come knowledge and know-how.
These raise productivity not only in the foreign
subsidiary but also among local firms interact-
ing with the subsidiary or operating in its vicin-
ity. Such knowledge spillovers are sizable in low-
and middle-income countries.®® Conversely, a
job in a protected industry that needs to be sup-
ported through transfers (either by taxpayers
or by consumers) generates a negative spillover,
even more so when the need for protection is
associated with the use of outdated technology
that results in high environmental costs.

Jobs can also affect other people by shaping
social values and norms, influencing how groups
coexist and manage tensions. In Bosnia and
Herzegovina and the former Yugoslav Republic
of Macedonia, surveys found that the number of
people willing to work together or do business
with someone of a different ethnicity was greater
than the number of people in favor of intereth-
nic cooperation in schools or neighborhoods.®”
And in the Dominican Republic, a program tar-
geted to youth at risk shows that jobs can change
behaviors with positive implications for society.
Participation in the Programa Juventud y Em-
pleo (Youth and Employment Program), which
provides a combination of vocational and life
skills training, reduced involvement in gangs,
violence, and other risky behaviors.*

For the same level of earnings and benefits,
the larger the positive spillovers from a job, the
more transformational the job can be, and the
greater its value to society. In everyday parlance,
good jobs are those that provide greater well-
being to the people who hold them. But good
jobs for development are those with the highest
value for society. Understanding these wider

Moving jobs center stage
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FIGURE 11 Views on preferred jobs and most important jobs differ
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payoffs to jobs has shaped recent development
thinking.*

Spillovers from jobs can be identified across
all three transformations (figure 12). Some di-
rectly affect the earnings of others, as when a job
is supported through government transfers, or
restrictive regulations that reduce employment
opportunities for others. Other spillovers take
place through interactions: in households in the
case of gender equality, at the workplace when
knowledge and ideas are shared, or in society
more broadly in the case of networks. Spillovers
also occur when jobs and their allocation con-

tribute to common goals, such as poverty reduc-
tion, environmental protection, or fairness.
Because a job can affect the well-being of
others as well as that of the jobholder, two jobs
that may appear identical from an individual
perspective could be different from a social per-
spective (figure 13). The individual perspective
provides a useful starting point, because it often
coincides with the social perspective. A high-
paying job in Bangalore’s information technol-
ogy sector is probably good for the worker; it is
also good for India because it contributes to the
country’s long-term growth. In other cases, the



two perspectives may conflict. For instance, Viet-
nam’s poverty rate declined with unprecedented
speed in the 1990s when land was redistributed
to farmers and agricultural commercialization
was liberalized.”” From the individual perspec-
tive, farming jobs involve difficult working con-
ditions, substantial variability in earnings, and
no formal social protection. But they can make
a major contribution to development, as a ticket
out of poverty for many. Conversely, bloated
public utilities often offer a range of privileges to
their employees even if the utilities themselves
provide only limited coverage and unreliable
services and are obstacles to economic growth
and poverty reduction. Such jobs may look ap-
pealing from an individual perspective, but are
less so to society.

Jobs agendas are diverse...
but connected

Jobs challenges are not the same everywhere.
Creating more jobs may be a universal goal, but
the types of jobs that can contribute the most
to development depend on the country context.
Jobs that connect the economy to the world may
matter the most in some situations; in others,

Moving jobs center stage

FIGURE 12 Some jobs do more for development
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the biggest payoff may be for jobs that reduce
poverty or defuse conflict. Certainly, the level
of development matters. The jobs agenda is not
the same in an agrarian economy as in one that
is rapidly urbanizing. It is bound to be different
still in countries already grappling with how far
the formal economy can be extended.

FIGURE 13 The individual and social values of jobs can differ
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But the nature of good jobs for development
in a particular context is not simply a function
of income per capita. It may be influenced by
conflict that is ongoing or still reverberating.
A country’s geography or its natural endow-
ments can also be determining factors. Small is-
land nations have unique jobs challenges, as do
resource-rich economies. Or demography may
be the key characteristic—witness the imposing
but very different challenges in countries facing
high youth unemployment and those with ag-
ing populations.

A typology of jobs challenges

A country’s level of development, institutional
strength, endowments, and demography de-
fine where the development payoff from jobs
is greatest. The jobs agenda in one country will
thus be different from that in another country,
depending on their dominant features. The
challenges facing countries as they move along
the development path are illustrated by the
agrarian, urbanizing, and formalizing cases:

e Agrarian countries. Most people are still en-
gaged in agriculture and live in rural areas.
Jobs that improve living standards have a
substantial development payoff because of
high poverty rates. Cities need to be more
functional to reap the benefits from agglom-
eration and global integration, so jobs that
set the foundation for cities to eventually be-
come economically dynamic are good jobs
for development. Even in the most optimistic
scenario, however, it may take decades before
urbanization is complete, so increasing pro-
ductivity in agriculture is a priority.

¢ Urbanizing countries. Productivity growth in
agriculture has risen enough to free up large
numbers of people to work in cities. Job
opportunities for women, typically in light
manufacturing, can have positive impacts
on the household allocation of resources.
Jobs that deepen the global integration of
urbanizing countries, especially in higher-
value-added export sectors, are also good
for development. As countries urbanize,
congestion, pollution, and other costs of
high density become increasingly serious, so

jobs that do no environmental damage have
particularly positive development impacts.

e Formalizing countries. Large and growing ur-
ban populations generally lead to more de-
veloped economies, where a fairly substantial
proportion of firms and workers are covered
by formal institutions and social programs.
But further increasing formality to levels typi-
cal of industrial countries involves tradeoffs
between living standards, productivity, and
social cohesion. There is a premium on jobs
that can be formalized without making labor
too costly and on jobs that reduce the divide
between those who benefit from formal insti-
tutions and those who do not.

In some countries, the jobs challenge is
shaped by demography and special circum-
stances affecting particular groups.

e In countries with high youth unemployment
young people do not see opportunities for
the future. Many of these countries have large
youth bulges, which can put downward pres-
sure on employment and earnings. Many also
have education and training systems that are
not developing the kinds of skills needed by
the private sector. On closer inspection, the
problem is often more on the demand side
than the supply side, with limited compe-
tition reducing employment opportunities,
especially in more skill-intensive sectors. In
these settings, removing privilege in business
entry and access to jobs is likely to have large
development payoffs.

e Aging societies also face generational issues,
but these stem from a shrinking working-age
population and the high cost of providing
and caring for a growing number of elderly
people. The impact of the declining working-
age population can be mitigated through pol-
icies for active aging, ensuring that the most
productive members of society, including
the highly skilled elderly, can work. Contain-
ing the increase in pension, health care, and
long-term care costs can be achieved through
reforms in program design, but these reforms
can be a source of social strain.

Natural endowments, including geography,
and institutions can create unique jobs challenges.



e Resource-rich countries may have substantial
foreign exchange earnings, but this wealth
may not translate into employment creation
beyond the exploitation of natural resources.
Indeed, the abundance of foreign exchange
can hamper the competitiveness of other ex-
port activities. Some resource-rich countries
distribute part of their wealth through trans-
fers or subsidized public sector jobs, while
relying on migrants to do menial work. This
approach can maintain living standards but at
the expense of productivity growth and social
cohesion. In those countries, jobs that sup-
port the diversification of exports can have
large development payoffs.

Small island nations, because of their size and
remoteness, cannot reap the benefits from
agglomeration and global integration except
through tourism. So the productivity spill-
overs from jobs are limited, as are employ-
ment opportunities outside basic services and
government. Outmigration offers an alter-
native for improving living standards, while
return migration and diaspora communities
can stimulate the diffusion of new business
ideas among locals.

In conflict-affected countries, the most imme-
diate challenge is to support social cohesion.
Employment for ex-combatants or young
men vulnerable to participation in violence
takes on particular importance. With fragile
institutions and volatile politics, attracting
private investment and connecting to global
value chains may be out of reach for quite
some time. Yet construction can boom even
in poor business environments, and it is la-
bor intensive. Investments in infrastructure
can not only support social cohesion through
their direct employment impact, they can also
be astep in preparing for future private sector
job creation.

These criteria are not mutually exclusive.
Chad and the Democratic Republic of Congo
are both resource rich and conflict affected;
Jordan and Armenia are formalizing and also
have high youth unemployment. Still, look-
ing through the jobs lens and focusing on the
key features of the different country types can
help identify more clearly the kinds of jobs

that would make the greatest contribution to
development in each case. This focus allows
for a richer analysis of the potential tradeoffs
between living standards, productivity, and
social cohesion in a specific context. It pro-
vides clues about the obstacles to job creation
and, ultimately, the priorities for policy makers
(figure 14).

Migration of people—and of jobs

The movement of people and jobs implies that
jobs challenges, while being country specific,
also have a global scope. These processes have
implications for living standards and productiv-
ity at both the sending and the receiving ends,
and they can transform families and entire com-
munities, for better or for worse. Tradeoffs are
inevitable, and coping with them only through
the policies of receiving countries alone may
prove unsatisfactory.

At the turn of the 21st century, there were
more than 200 million international migrants
worldwide, nearly 90 million of them work-
ers. Many migrants are temporary or seasonal
workers who eventually return home. Some
countries are mainly recipients, while others are
sources, and yet others neither host nor send
significant numbers of migrants (map 1). Some
are large recipients either in absolute numbers
(for instance, the United States) or in relative
terms (Jordan and Singapore). Migrants from
Bangladesh, Mexico, and India represent a large
share of total migrants worldwide; Fiji, Jamaica,
and Tonga have a large share of their population
overseas. Figures for some of the smaller coun-
tries are striking. For instance, about a fifth of
all Salvadorians live abroad, while more than 60
percent of the populations of Kuwait, Qatar, and
the United Arab Emirates are foreign-born.”!

International migration increases the in-
comes of migrants and their families through
earnings and remittances. The majority of the
studies find either no effect or a very small nega-
tive effect on the labor earnings of locals in re-
ceiving countries. Migrants also contribute to
global output if their productivity abroad is
higher than it would be at home, which is usually
the case. They may even contribute to output in
the sending country, as networks of migrants
and returnees channel investments, innovation,
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FIGURE 14 Good jobs for development are not the same everywhere
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and expertise. Social effects are more mixed.
On the positive side, migration connects people
from different cultures in ways bound to widen
their horizons. On the negative side, the separa-
tion from family and friends can be a source of
distress and isolation. Migration may also bring
racial prejudice and heighten social tensions in
host countries, especially when migrants are se-
cluded in segregated occupations or neighbor-
hoods, preventing their integration in society.
Jobs are on the move as well. The past four
decades have been marked by the outsourcing of
manufacturing tasks from industrial countries
to the developing world, especially to East Asia
(figure 15). More recently, the same pattern is
observable for service tasks. In fact, services are
the fastest-growing component of global trade.
Developing countries are now exporting not
only traditional services, such as transportation
and tourism, but also modern and skill-inten-
sive services, such as financial intermediation,

computer and information services, legal and
technical support, and other business services.
India was the pioneer, but other countries—
Brazil, Chile, China, and Malaysia, to name a
few—have also seized the opportunity.”

The obvious winners of job migration are the
workers and entrepreneurs in countries to which
industries and splintered service jobs have mi-
grated. This migration, along with the transfer
of new technologies and advanced management
methods, contributes to productivity growth
and higher living standards. The hidden win-
ners of job migration are consumers worldwide.
The improved international division of labor in-
creases the availability of goods and services and
enhances the possibility of gaining from trade.
The clear losers are those who have seen their
jobs disappear because of the declining compet-
itiveness of their industries and services. Among
the losers, many skilled workers find comparable
jobs without a substantial loss in salary, but oth-



MAP 1 Only in some countries are migrants a substantial share of the population
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ers do not. Low-skilled workers or those with
industry- or occupation-specific skills that are
no longer in demand are those who suffer most.

Policies through the jobs lens

While it is not the role of governments to create
jobs, government functions are fundamental for
sustained job creation. The quality of the civil

service is critically important for development,
whether it is teachers building skills, agricul-
tural extension agents improving agricultural
productivity, or urban planners designing func-
tional cities. Temporary employment programs
for the demobilization of combatants are also
justified in some circumstances. But as a general
rule it is the private sector that creates jobs. The
role of government is to ensure that the condi-
tions are in place for strong private-sector-led
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FIGURE 15 Manufacturing jobs have migrated away from
high-income countries
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growth, to understand why there are not enough
good jobs for development, and to remove or
mitigate the constraints that prevent the cre-
ation of more of those jobs.

Government can fulfill this role through a
three-layered policy approach (figure 16):

e Fundamentals. Because jobs improve with
development, providing higher earnings and
benefits as countries grow rich, a prerequisite
is to create a policy environment that is con-
ducive to growth. Macroeconomic stability,
an enabling business environment, human
capital accumulation, and the rule of law are
among the fundamentals. Ensuring macro-
economic stability involves containing volatil-
ity and avoiding major misalignments of rela-
tive prices. Adequate infrastructure, access to
finance, and sound regulation are key ingredi-
ents of the business environment. Good nutri-
tion, health, and education outcomes not only
improve people’s lives but also equip them for
productive employment. The rule of law in-
cludes protection of property rights and also
the progressive realization of rights at work, to
avoid a situation where growth coexists with
unacceptable forms of employment.

Labor policies. Because growth does not me-
chanically deliver employment, a second layer
is to ensure that labor policies do not under-
mine job creation and instead enhance the de-
velopment payoffs from jobs. But labor mar-
ket imperfections should not be addressed
through institutional failures. Instead, they
should remain on a range—a plateau—where
negative efficiency effects are modest. Labor
policy should avoid two cliffs: the distortion-
ary interventions that clog the creation of jobs
in cities and in global value chains, and the
lack of mechanisms for voice and protection
for the most vulnerable workers, regardless of
whether they are wage earners. The first cliff
undermines the development payoffs from
agglomeration and global integration; the
second leads to low living standards and a so-
cial cohesion deficit.

* Priorities. Because some jobs do more for de-
velopment than others, it is necessary to un-
derstand where good jobs for development
lie, given the country context. More selective
policy interventions are justified when in-
centives are distorted, resulting in too few of



those jobs. If this is the case, policies should
remove the market imperfections and institu-
tional failures that prevent the private sector
from creating more good jobs for develop-
ment. If the failures and imperfections can-
not be clearly identified, or cannot be easily
removed, offsetting them may be an option,
but the costs and benefits of doing so need to
be carefully assessed.

Fundamentals: Ensuring the basics

Macroeconomic stability. Volatility hurts em-
ployment and earnings, often immediately. Ac-
cording to a recent estimate, a 1.0 percent decline
in gross domestic product (GDP) is associated
with an increase in the unemployment rate of
0.19 percentage point in Japan, 0.45 percentage
point in the United States, and 0.85 percentage
point in Spain.” In developing countries, where
farming and self-employment are more preva-
lent and income support mechanisms are more
limited, the short-term impact of macroeco-
nomic instability is less on open unemployment
and more on earnings from work.”

Volatility can originate internally or be
caused by external shocks. Internally, it is often
the outcome of unsustainable budget deficits
and lax monetary policy. But tight budgets and
rigid monetary policy rules may not be a magic
wand. Budget deficits are more or less worri-
some depending on how quickly an economy is
growing, whereas the independence of central
banks needs to be weighed against the overall
coherence of the country’s development strat-
egy. Assessing the soundness of macroeconomic
management requires taking account of the
impact of fiscal and monetary policies on eco-
nomic growth.”

Volatility may also result from external shocks,
including natural disasters and crises originat-
ing abroad. Precautionary policies can cushion
those shocks, if and when they occur. Most often,
short-term stimulus or adjustment packages are
needed—but these tend to be less effective in the
developing world than in developed countries
because of lower multiplier effects.”®

Avoiding exchange rate misalignment is nec-
essary to sustain a vibrant export sector—and
thus to create jobs connected to international
markets and global value chains. Surges in a
country’s foreign exchange earnings generally

Moving jobs center stage

FIGURE 16 Three distinct layers of policies are needed
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lead to an overvaluation of its currency, making
imports more affordable and exports less com-
petitive. Resource-rich countries face similar
pressures for their currencies to appreciate, and
the commodity booms of the last few years have
only made these pressures stronger. Currency
overvaluation can also happen in countries
where large volumes of foreign assistance are
needed to jump-start development, cope with
natural disasters, or facilitate recovery after a
conflict. An analysis of 83 developing countries
between 1970 and 2004 confirms that aid fosters
growth (albeit with decreasing returns) but in-
duces overvaluation and has a negative impact
on export diversification.””

An enabling business environment. Finance,
infrastructure, and business regulations set the
quality of the investment climate and thus in-
fluence job creation by private firms. Access to
finance, a chief constraint to business expan-
sion in countries in every development phase,
is the top constraint in low- and upper-middle-
income countries (figure 17). Financial markets
have the potential to allocate resources toward
more productive uses, thwart the channeling
of resources to those with political connections
or economic power, and expand financial in-
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FIGURE 17 Finance and electricity are among the top constraints faced by formal private enterprises
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clusion. But regulatory oversight is needed to
ensure transparency and competition in how
funds are allocated.” The financial crisis of 2008
reopened heated debates on the appropriate
regulation of the financial sector and the need
to balance prudence and stability with innova-
tion and inclusion.

Access to affordable and quality infrastruc-
ture is a prerequisite for firms to operate. Power
shortages are the number-two constraint to
firm growth and job creation mentioned by
entrepreneurs the world over—and number
one in low-income countries. Telecommunica-
tions allow for a better flow of information with
suppliers and customers, and the internet and
mobile technology facilitate the spread of new
ideas. Roads provide greater access to markets,
as do ports and airports.” The way infrastruc-
ture is regulated is important as well. Inad-
equate pricing policies and regulations amplify
the gap in needed infrastructure services. In
many countries, monopolies based on politi-
cal connections have led to reduced quantities
of infrastructure services at higher prices and
lower quality.3

Business regulation also affects the oppor-
tunities for businesses to grow and create jobs.
Regulations can increase the cost of doing busi-
ness, in money or in time needed to comply.
Steps taken to meet requirements or to pay fees
are a burden for businesses, as are delays or dis-
cretionary decisions, such as those for permits
or licenses. There is great variation across firms
in the same location with regard to the time it

takes to comply with regulations or to receive
permits.8! Business regulations also affect com-
petition and thus the pressure to innovate and
increase productivity. Across countries, regula-
tions on business entry are inversely correlated
with productivity and firm creation, with stron-
ger effects in sectors that have higher rates of
entry.8 In Mexico, easing entry requirements
increased business registration and employ-
ment and drove down consumer prices, largely
through creating new firms rather than formal-
izing informal firms.%3

Human capital. Good outcomes in nutrition,
health, and education are development goals
in themselves, because they directly improve
people’s lives. But they also equip people for
productive employment and job opportuni-
ties—and through this channel, human capi-
tal drives economic and social advances. There
is robust evidence from throughout the world
that an additional year of schooling raises earn-
ings substantially, and that this earnings pre-
mium reflects the higher productivity of more
educated workers.® Together, nutrition, health,
and education combine to form human skills
and abilities that have been powerfully linked to
productivity growth and poverty reduction in
the medium to longer run.®® Also, better health
brings, directly, higher labor productivity. As
such, human capital is a fundamental ingredi-
ent for desirable job outcomes.

Human capital formation is cumulative.
Of crucial importance are adequate health
and nutrition during “the first 1,000 days,”



from conception to two years of age. Brain
development in this time period affects physi-
cal health, learning abilities, and social be-
havior throughout life.3 Ensuring adequate
nutrition, health, and cognitive stimulation
through a nurturing environment from the
womb through the first years raises returns to
later child investments significantly.®” While
foundations are laid early on, human capital
and skills continue to be formed throughout
childhood and young adulthood. School-
ing is fundamental for the further develop-
ment of cognitive and social skills until the
end of the teenage life. Social skills remain
malleable through adolescence and the early
adult years.®® Young adults can continue
into more specialized skill-building, includ-
ing at tertiary levels, but success depends on
whether the generic skills needed to learn
and adapt to different tasks and problem-
solving environments have been acquired.
These general skills are especially important in
more dynamic economic environments.

Unfortunately, the evidence shows that many
countries are falling short in building up the
human capital of their children and youth. The
quality of delivery systems has often failed to
keep pace with the expansion of access to basic
social services. In a large majority of develop-
ing countries that took part in the Programme
for International Student Assessment (PISA) in
2009, at least one-fifth of 15-year-old students
were functionally illiterate (not reaching at least
level 2 in the PISA reading assessment).%

The rule of law. Across countries, the pres-
ence of institutions that protect property rights,
uphold the rule of law, and rein in corruption is
associated with higher levels of development.*
Property rights foster private sector growth by
allowing firms to invest without the fear that
their assets will be stolen or confiscated.”® The
ability to enforce contracts widens the circle
of potential suppliers and customers, as per-
sonal connections become less important in
establishing trust.”> The rule of law has direct
implications for the growth of firms and jobs.
Entrepreneurs who believe their property rights
are secure reinvest more of their profits than
those who do not.”* Conversely, rampant crime
and violence are likely to drive firms away and
discourage domestic and foreign investment.*
Across countries, investment climate surveys

consistently find crime and corruption to be ob-
stacles to conducting business.*

An effective judicial system is a key institu-
tion for enforcing property rights and reduc-
ing crime and corruption. An independent,
accountable, and fair judiciary can contribute
to private sector growth and job creation by en-
forcing the rules that govern transactions and
by helping ensure that the costs and benefits of
growth are fairly distributed. The justice system
can enforce contracts, reduce transaction costs
for firms, and create a safe and more predictable
business environment.® And effective courts in-
crease the willingness of firms to invest.””

An institutional environment that respects
rights is an important ingredient of the rule of
law and a foundation for good jobs for develop-
ment. The ILO’s core labor standards provide a
floor in the areas of child labor, forced labor,
discrimination, and freedom of association
and collective bargaining.”® Health and safety
at work also call for attention by governments
and employers. Ensuring that standards are
applied in practice requires providing access to
information to workers and employers. It also
implies expanding legal coverage to workers in
jobs that fall outside formal laws and regula-
tions. Associations of informal workers can
inform them about their rights, help them use
legal mechanisms, and offer them collective
voice.”

Labor policies: Avoiding the two cliffs

A malfunctioning labor market may prevent
economic growth from translating into more
and better jobs. Traditional analyses focus on
labor supply, labor demand, and their matching
to explain why there may not be enough employ-
ment, or not enough wage employment in the
case of developing countries. By not addressing
labor market imperfections, or by creating them,
labor policies can indeed constrain job creation,
even seriously. In many cases, however, the con-
straints to creating transformational jobs are not
connected to the labor code. The low productiv-
ity of smallholder farming in agrarian econo-
mies is probably more closely related to failures
in agricultural research and extension. And the
lack of competition in technologically advanced
activities that could boost the demand for skilled
work in countries with high youth unemploy-
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ment is more likely to stem from cronyism and
political favoritism.

There is no consensus on what the content
of labor policies should be. Views are polarized,
reflecting differences in fundamental beliefs. To
some, labor market regulations and collective
bargaining are sources of inefficiency that re-
duce output and employment, while protecting
insiders at the expense of everyone else. In this
view, unemployment insurance and active labor
market programs create work disincentives and
are a waste of money. To others, these policies
provide necessary protection to workers against
the power of employers and the vagaries of the
market. They can even contribute to economic
efficiency by improving information, insuring
against risks, and creating conditions for long-
term investments by both workers and firms.

Advocates of both views can find examples
to support their positions. Those who see labor
policies and institutions as part of the problem
point to the impressive long-term job creation
record of the United States, a country with lim-
ited interventions in the labor market. They also
point to the protective job security rules that
have impeded young people from finding work
in many North African and Southern European
countries. By contrast, those who see labor poli-
cies as part of the solution point to job-sharing
as decisive in Germany’s relative success in
weathering the financial crisis.

A careful review of the actual effects of labor
policies in developing countries yields a mixed
picture. Most studies find that impacts are mod-
est—certainly more modest than the intensity
of the debate would suggest.!® Across firm sizes
and country levels of development, labor poli-
cies and regulations are generally not among the
top three constraints that formal private enter-
prises face. Excessive or insufficient regulation
of labor markets reduces productivity. But in
between these extremes is a plateau where ef-
fects enhancing and undermining efficiency can
be found side by side and most of the impact
is redistributive, generally to the advantage of
middle-aged male workers (as opposed to own-
ers of capital, women, and younger workers).

In most countries that have been studied,
job security rules and minimum wages have a
small effect on aggregate employment. These
rules offer benefits for those who are covered,
while negative effects tend to be concentrated on

youth, women, and the less skilled. In Colombia
and Indonesia, minimum wage increases had
only a modest overall effect but the employment
impact was stronger for young workers.!”! Reg-
ulations more clearly affect job flows, creating
“stickiness” in the labor market and slowing the
pace of labor reallocation.!> While this hinders
economic efficiency, the evidence on produc-
tivity is fairly inconclusive, though admittedly
scarce.!

In developing countries, collective bargain-
ing does not have a major impact outside the
public sector and activities characterized by
limited competition, where there are rents to
share.!® Unions consistently raise wages for
workers. Studies place this premium in the 5 to
15 percent range in Mexico; around 5 percent
in Korea; and at 10 to 20 percent in South Af-
rica.!® The costs in terms of reduced jobs are
not so clear, however. In some countries, though
not all, the tradeoft seems to be lower employ-
ment, but even then the magnitudes are rela-
tively small. The limited evidence on union ef-
fects on productivity is also mixed.!? The main
challenges are extending voice to those who are
not wage earners, so that the constraints facing
their farms and microenterprises can be ad-
dressed, and organizing collective bargaining in
a way that enhances productivity.

Active labor market programs, such as train-
ing, employment services, wage subsidies, and
public works, have a mixed record.!” When they
are not well grounded in the needs and realities
of the labor market or when administration is
poor and not transparent, they are of little use
or even worse. When they are well designed and
implemented, they can help facilitate job match-
ing, mitigate the negative impacts of economic
downturns, and fill the gap when employers
or workers underinvest in training (figure 18).
Even when this is the case, though, effects tend
to be modest, so expectations about what active
labor market policies can achieve need to be
held in check.

Social insurance coverage is limited even in
the most formalized developing countries. Un-
employment insurance can help workers man-
age the risks of job loss, but it can also weaken
job search efforts. When unemployment insur-
ance, pensions, health care, and other benefits
are financed through the payroll, high contri-
bution rates can create hiring disincentives. In



developing countries where formal sectors are
small, funding these programs through general
taxation is increasingly discussed,'® but any
taxes create distortions. In the end, there is no
substitute for affordable social protection ben-
efits that are valued by workers. The main issue
is coherently integrating social protection and
social assistance to minimize gaps and overlaps.

In sum, labor policies and institutions can
improve labor market information, manage
risk, and provide voice. But these advantages
can come at the expense of labor market dy-
namism, reduced incentives for job creation
and job search, and a gap in benefits between
the covered and uncovered. The challenge is to
set labor policies on a plateau—a range where
regulations and institutions can at least partially
address labor market imperfections without
reducing efficiency. Labor market rules that
are too weak or programs that are too modest
or nonexistent can leave problems of poor in-
formation, unequal power, and inadequate risk
management untreated. In contrast, rules that
are too stringent and programs that are too am-
bitious can compound market imperfections
with institutional failures.

The focus on good jobs for development of-
fers some insights to assess where the edges of
the plateau, the cliffs, may lie. At one end of the
plateau are labor policies that slow job creation
in cities, or in global value chains, and make
countries miss out on jobs supporting agglom-
eration effects and knowledge spillovers. Forgo-
ing the development payoffs from urbanization
and global integration would be a consequence
of falling off the cliff. This is not necessarily an
argument for minimum regulation. There is also
scope for arrangements strengthening spatial
coordination, and thus increasing efficiency, as
suggested by China’s recent experience with col-
lective bargaining.

At the other end of the plateau, the absence
of mechanisms for voice and protection for
those who do not work for an employer, or do so
in the informal sector, is also a concern. Extend-
ing voice for workers who are often among the
poorest may result in higher living standards.
Limiting abuses by employment intermediar-
ies should enhance efficiency, and building in-
clusive social protection systems can contribute
to greater social cohesion. The experience of
India’s Self Employed Women’s Association and
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FIGURE 18 Combining work and training increases the
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the health insurance program for the poor in
Vietnam are encouraging in this respect.!® This
cliff may be less visible than excessive labor mar-
ket rigidity, but it is no less real.

Priorities: Realizing the development
payoffs from jobs

In addition to ensuring that the fundamen-
tals support growth and that labor policies are
adequate, decision makers can help realize the
development payoffs that come from jobs. Some
jobs do more than others for living standards,
productivity, and social cohesion. What those
jobs are depends on the country context—its
level of development, demography, endow-
ments, and institutions. In some circumstances,
there will be no constraints to the emergence of
good jobs for development, and no specific pol-
icy will be needed. In others, governments can
support the private sector in creating more of
these jobs. Sometimes this can be achieved by re-
moving constraints that impede the creation of
jobs with high development payoffs. When this
is not possible, policies can be more proactive
and bypass the constraints, provided that the
gains to society from doing so outweigh the cost.

training combined
combined  plus other services
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FIGURE 19 A decision tree can help set policy priorities
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A simple approach to setting policy priorities
follows five steps (figure 19):

e Step one: What are good jobs for development?
Assessing the development payoffs from
jobs in a particular country context is the first
step in identifying priorities. The nature of
those jobs varies with the characteristics of
the country, including its phase of develop-
ment, demography, endowments, and insti-
tutions. Jobs challenges are not the same in
agrarian economies, resource-rich countries,
conflict-affected countries, or in countries
with high youth unemployment. And the jobs
with the greatest development impact differ
as well, resulting in diverse jobs agendas.

Step two: Are there enough of these jobs? A
country may or may not face constraints in
creating good jobs for development. For ex-
ample, light manufacturing can offer employ-
ment opportunities for women, with signifi-
cant impacts on poverty. If a boom is under
way, the development value of new manufac-
turing jobs might materialize. But it might
not if, for example, inadequate urbanization
policies limit the establishment of new firms.

In the absence of gaps of this sort, it is difficult
to justify government interventions beyond
establishing the fundamentals and adopting
adequate labor policies.

Data and analysis can be used to iden-
tify misaligned incentives, indicated by a
gap between the individual and the social
value of jobs. Several research areas deal with
these gaps. For instance, the tools of pub-
lic finance can measure the tax burden that
applies to capital and labor and assess the cross-
subsidization between individuals or firms.
The methods of labor economics can uncover
gaps between the actual earnings of specific
groups of workers and their potential earnings,
or between the social and individual returns to
schooling. Poverty analyses help in identifying
the kind of jobs that are more likely to provide
opportunities to the poor, or the locations
where job creation would have a greater im-
pact on reducing poverty. Productivity stud-
ies allow for quantifying the spillovers from
employment in foreign-owned investment
companies, or in cities. Environmental studies
shed light on the carbon footprint and pollu-
tion created by various types of jobs. And val-



ues surveys can discover which types of jobs
provide social networks and social identity.

Step three: Can the constraints be identified?
The gaps between the individual and social
values of specific types of jobs indicate un-
exploited spillovers from jobs. The gaps typi-
cally arise from market imperfections and in-
stitutional failures that cause people to work
in jobs that are suboptimal from a social point
of view, lead firms to create jobs that are not
as good for development as they should be, or
connect people less through jobs than would
be socially desirable. But identifying those
constraints is not always easy. For instance,
a broad set of cultural, social, and economic
forces may result in insufficient employment
opportunities for women. Similarly, the ob-
stacles to more jobs in cities could be in the
land market, or in the institutional arrange-
ments to coordinate urban development,
or in the ability to raise revenue to finance
infrastructure.

Step four: Can the constraints be removed? If
the institutional failures and market imper-
fections leading to misaligned incentives can
be identified, reforms should be considered. It
is a good economic principle to target reforms
on the failures and imperfections at the root
of the problem. Where reforms are technically
and politically feasible, policy makers can di-
rectly tackle the major constraints hindering
the creation of more good jobs for develop-
ment by the private sector.

Step five: Can the constraints be offset? Reforms
might not be feasible, technically or politically.
Or perhaps the constraints for jobs are not
identifiable. An alternative then is to adopt
offsetting policies that can restore the incen-
tives for job creation. For instance, if a dif-
fuse but entrenched set of norms and beliefs
makes it difficult for women to work, efforts
could aim at increasing their employability
through targeted investments in social and
physical infrastructure (box 1). Similarly, if
politically charged regulations slow down the
reallocation of labor toward more productive
activities, urban infrastructure and logistics
could enhance the attractiveness of jobs in
cities and jobs connected to world markets.

But there are cases when constraints can nei-
ther be removed nor offset. An engagement strat-
egy involving a deeper analysis of the options
and buy-in by key stakeholders is needed then.

Policy making to remove or offset constraints
needs to be selective and supported by good
public finance principles. The costs and benefits
of policy options need to be assessed, but calcu-
lations are different when the overall develop-
ment impact is the guiding objective. An em-
ployment program to demobilize ex-combatants
in a conflict-affected country could be assessed
in terms of whether the earnings gains of par-
ticipants justify the program costs, but a full
accounting should also incorporate the poten-
tially positive effects from reintegration and
peace building. In the Democratic Republic of
Congo, the cost of an integration program for
ex-combatants was about US$800 per benefi-
ciary."!? Such a program would likely be judged
as cost inefficient by traditional standards.
Whether or not it is still worth implementing
depends on the value policy makers attach to so-
cial cohesion benefits. These benefits should be
stated for the policy decision to be transparent.

Diverse jobs agendas, diverse policy
priorities

Some countries have successfully set policy to
bring out the development payoffs from jobs, in
ways that provide a model to others.

As an agrarian country, in the 1990s Viet-
nam concentrated on increasing productivity
in agriculture, freeing labor to work in rural
off-farm employment and eventually support-
ing migration to cities. In 1993, more than 70
percent of employment was in agriculture, 58
percent of the population lived in poverty, and
famine was still a real concern.!!! Two decades
later, Vietnam is the second-largest exporter
of rice and coffee; the largest exporter of black
pepper and cashew nuts; and a top exporter of
tea, rubber, and seafood products. Poverty has
declined dramatically. Combined with a strong
emphasis on agricultural extension, land reform
and deregulation led to rapidly growing agri-
cultural productivity on very small farm plots.
These policies were part of a broader package
of reforms, or Doi Moi, that took Vietnam from
central planning to a market economy with a
socialist orientation.!’? Policies also aimed at
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Box1 How does women’s labor force participation increase?

Some developing countries have experienced important increases
in women'’s labor participation over a relatively short period of time.
Nowhere has the change been faster than in Latin America. Since
the 1980s, more than 70 million women have entered the labor
force, raising the female labor participation rate from 36 percent to
43 percent. In Colombia, the rate increased from 47 percent in 1984
to 65 percent in 2006. By contrast, in the Middle East and North
Africa, women'’s labor force participation has only grown by 0.17
percentage points per year over the last three decades.

Recent research attributes this rapid transformation to increases
in labor force participation among married or cohabiting women
with children, rather than to demographics, education, or business
cycles. Changes in social attitudes contributed to the transforma-
tion, but this is a complex area with limited scope—and justifica-
tion—for direct policy intervention. For instance, women's partici-
pation rates are very low in the West Bank and Gaza, particularly
among married women. But this cannot be mechanically attributed
to religion, as countries like Indonesia have high participation rates.
Other social norms and regulations prevent women from participat-
ing, despite their willingness and capacity to do so.

While the scope to influence social attitudes is limited, evidence
suggests that public policies and programs in other areas have an
important role to play. It also suggests that a combination of tar-
geted investments and interventions in social and physical infra-
structure can modify women'’s labor force participation and the

returns to their earnings. These investments can be categorized into
three groups. They can address shortages in the availability of ser-
vices (such as lack of electricity or daycare facilities) that force women
to allocate large amounts of time to home production. They can
make it easier for women to accumulate productive assets, such
as education, capital, and land, facilitating their entry into high-
productivity market activities. And they can remove norms or regula-
tions that imply biased or even discriminatory practices, preventing
women from having equal employment opportunities.

There are successful experiences with targeted investments
and interventions of each of these three sorts. Public provision or
subsidization of child care can reduce the costs women incur at
home when they engage in market work. Examples include pub-
licly provided or subsidized day care such as Estancias Infantiles in
Mexico, Hogares Comunitarios in Colombia, and similar programs
in Argentina and Brazil. Improvements in infrastructure services—
especially in water and electricity—can free up women’s time
spent on domestic and care work. Electrification in rural South
Africa, for instance, has increased women'’s labor force participa-
tion by about 9 percent. Correcting biases in service delivery insti-
tutions, such as the workings of government land distribution and
registration schemes, allows women to own and inherit assets.
Finally, the use of active labor market policies, the promotion of
networks, and the removal of discriminatory regulations are impor-
tant to make work more rewarding for women.

Sources: World Development Report 2013 team based on Amador and others 2011, Chioda 2012, and World Bank 2011d.

creating employment opportunities outside ag-
riculture. The country opened to foreign inves-
tors, first in natural resource exploitation and
light manufacturing, and then more broadly in
the context of its accession to the World Trade
Organization in 2007. Registered FDI increased
fourfold in just two years, from 1992 to 1994;
over the past five years, FDI inflows exceeded 8
percent of GDP.!!3

Rwanda, a conflict-affected country, has re-
bounded after the ethnic conflict and destruction
of the mid-1990s. By 2000, Rwanda’s economy
had returned to precrisis levels as a result of the
cessation of conflict as well as an aggressive pack-
age of reforms.!"* Growth has continued, reach-
ing an estimated 8.8 percent in 2011, and the
poverty rate fell by 12 percentage points between
2005 and 2010. In the wake of the conflict, the
government supported the reintegration and de-
mobilization of more than 54,000 former com-
batants. In 2012, 73 percent of ex-combatants

expressed satisfaction with their social integra-
tion, and 85 percent of community members
felt there was trust between the two groups.''
While ex-combatants were only a small share of
Rwanda’s population of 10 million, their reinte-
gration had payoffs for social cohesion. Rwanda
has built on this start by rejuvenating the private
sector through reforms of institutions and busi-
ness regulations.!!® The coffee industry has cre-
ated thousands of new jobs.!!’

Chile, a resource-rich country, has managed
its copper riches in a way compatible with job
creation in nonresource sectors. Home to more
than a quarter of the world’s copper reserves,
Chile diversified its exports and its economy
while effectively managing resource-related
risks such as currency appreciation and infla-
tion. Unemployment fell to single digits from
around 20 percent in the early 1980s."'® A re-
source stabilization fund (since 1987) together
with a transparent fiscal rule (since 1999) al-



lowed the country to save for difficult times and
avoid a loss of competitiveness. Governance re-
forms in all areas of public sector management
promoted accountability and transparency. An
active export-oriented growth policy, including
the welcoming of foreign investment, supported
productivity spillovers from jobs connected to
global markets. Competitive innovation funds
for nonmineral export sectors, especially in
agribusiness, have broadened the export base.!!?
The public budget boosted education spending,
which almost doubled between 1990 and 2009,
leading to an unprecedented expansion of sec-
ondary and tertiary education.'?

Slovenia has successfully tackled its very high
youth unemployment rate, reducing the ratio of
youth to adult unemployment from three in
the 1990s to around two today.'?! The success
in reducing youth unemployment cannot be
attributed to spending on active labor market
programs (about average for transition coun-
tries), liberalizing the labor market (rules re-
main more restrictive than the average in de-
veloped countries), or low minimum wages
(still on the high side).!?* Potential distortions
from these policies seem to be somewhat oft-
set, however, by a model of consensus-based
decision making whereby trade unions and
employer organizations, with broad coverage,
set wages that respond well to macroeconomic
trends and sectoral productivity.!® Sustained
growth before the global crisis is ultimately
responsible for much of Slovenia’s decline in
youth unemployment. Taking advantage of
European integration, the economy success-
fully restructured its export sector. Very good
infrastructure and a fairly well-skilled work-
force helped as well.

Examples of successful policies can actu-
ally be found across the entire typology of jobs
challenges (figure 20). As an urbanizing coun-
try, Korea carefully designed and phased poli-
cies to accompany the transition of jobs from
agriculture to light manufacturing and then
to industries with higher value added.!** Land
development programs were established first,
followed by a land-use regulation system, and
then by comprehensive urban planning. Hous-
ing and transportation policies held the dis-
economies of urbanization in check. Tonga, a
small island nation, is actively using the Recog-
nized Seasonal Employer program launched by

New Zealand in 2007 to provide employment
opportunities through migration, leading to
higher remittances, improved knowledge of
agricultural techniques, computer literacy,
and English-language skills.!*> Brazil provides
an example of a rapidly formalizing country.
Over the past decade, job creation in the for-
mal sector has been three times as rapid as in
the informal sector. Just in the five years lead-
ing up to the crisis, the formal share of total
employment increased by about 5 percentage
points.'? Non-contributory social protection
programs such as Bolsa Familia, a simplifica-
tion of tax rules for small business, increased
incentives for firms to formalize their work-
ers, and improved enforcement of tax and
labor regulations contributed to this success.
Poland, an aging society, has seen its employ-
ment ratio increase from 60 percent in 2006 to
65 percent in 2009. This was due to changes in
the application of eligibility rules of disabil-
ity pensions, and pension reforms adjusting
the level of benefits down as life expectancy
increases. In 2012, a new wave of pension re-
forms raised the retirement age to 67 for men
and women from the current 65 for men and
60 for women.!'?’

Connected jobs agendas: Global
partnerships for jobs

Policies for jobs in one country can have spill-
overs to other countries, both positive and nega-
tive. An important issue is whether international
coordination mechanisms could influence gov-
ernment decisions to enhance the positive spill-
overs and mitigate the negative. Several areas
lend themselves to more and better coordination.

Rights and standards. Cross-border mecha-
nisms exist to set standards and provide chan-
nels for improving compliance with rights. ILO
conventions can influence domestic legislation
and be a channel for voice and coordination in-
ternationally, as demonstrated by the process of
adopting the conventions for home-based and
domestic workers. The support for core labor
standards in the 1998 Declaration on Funda-
mental Principles and Rights at Work suggests
that countries respond to pressure from the in-
ternational community.!?® Yet the pressure only
goes so far. The persistence of forced labor, chil-
dren working in hazardous conditions, discrimi-
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FIGURE 20 Which countries succeeded at addressing their jobs challenges and how?

Jobs challenge

Agrarian
economies

Conflict-affected
countries

Urbanizing
countries

Resource-rich
countries

Small island
nations

Countries with high
youth unemployment

Formalizing
countries

Aging
societies

Which countries and which policies?

Vietnam
Land reform, agricultural extension, and market incentives

Rwanda
Reintegration of former combatants and business reforms

Korea, Rep.
Land-use policies and comprehensive urban planning

Chile
Fiscal stability rules and export-oriented policies

Tonga
Active use of return migration agreements

Slovenia
Competition in product markets through trade integration

Brazil
Noncontributory programs, rules simplified and enforced

Poland

Disability and pension reform, higher retirement age

Source: World Development Report 2013 team.

nation, and lack of voice suggest that ratification
on its own is not sufficient.

Trade agreements are a potential instrument
for international coordination on rights. They
can incorporate incentives for attention to voice
and working conditions by linking trade access
to the adoption and enforcement of labor laws
and standards. Whether linking rights to trade
actually leads to better outcomes for workers on
either side of a trade agreement is less clear. La-
bor clauses can be used as a protectionist tool,
undermining trade and employment opportu-
nities in developing countries. Moreover, in the
absence of capacity and institutions to moni-
tor and enforce compliance, trade agreements
on their own can be weak instruments. For
instance, Cambodia’s successful bilateral trade
agreement with the United States was accompa-

nied by two projects, one to build capacity for
monitoring working conditions in garment fac-
tories and one to support an arbitration council
to resolve collective labor disputes.'?

Beyond the initiatives of governments
through conventions and trade agreements, a
growing emphasis is being placed on private
sector accountability and the broader corporate
social responsibility (CSR) agenda, whereby
companies voluntarily bring social and envi-
ronmental concerns into their operations.'*
Codes of conduct are most likely to be adopted
by companies based in the European Union and
North America, which then make engagement
with labor standards a condition of business
with suppliers. But there is limited evidence on
the extent to which codes of conduct translate
into improved enforcement of standards. Be-



cause of the complexity of global supply chains,
seasonal and temporary workers are outside the
reach of CSR frameworks. Workers outside of
global supply chains are not covered."*! To be ef-
fective, CSR efforts should focus more on build-
ing the capacity of local firms to comply and the
capacity of labor inspectorates to do their work.

Trade and investment. International trade
in goods has been gradually liberalized over
time, and the notion that freer trade is mutu-
ally beneficial for the transacting parties is
now widely shared. However, many developing
countries still lack the competitiveness to har-
ness the benefits from global integration. Direct
assistance to reduce logistic costs and improve
the competitiveness of firms and farms is thus
a priority. Aid for trade has increased substan-
tially and now accounts for about a third of
total aid to developing countries. But there is
scope for making the assistance more effective,
by focusing on the export activities most suited
to address the specific jobs challenges that re-
cipient countries face. Increasing the involve-
ment by the private sector would also enhance
the effectiveness of the assistance.!*?

In contrast to trade in goods, progress in
services liberalization has been slow, at both
the multilateral and the regional levels. Offers
to the Doha Round currently being negotiated
promise greater security in access to markets
but no additional liberalization compared to
the policies in force.!** Services are character-
ized by well-known market imperfections—
from network externalities in infrastructure to
asymmetric information and moral hazard in
finance—and are thus subject to more perva-
sive regulations. Liberalizing trade in services
requires adequate domestic regulation. Setting
up markets for electricity, or cushioning the so-
cial impacts of large distributors on retail trade,
is challenging."** Not surprisingly, liberalization
of services is much less advanced in developing
countries than in industrial countries.'*

The productivity gains from liberalizing
services would be substantial. Many services
are inputs into the production process. Elec-
tricity, finance, telecommunications, and trade
have a direct impact on business costs, affecting
the competitiveness of downstream sectors. By
boosting job creation and raising labor earn-
ings, these productivity gains should also lead
to improved living standards. Social impacts

can be more mixed. They are clearly positive
when cell phones connect people (and especially
the poor) to product markets, to employment
opportunities, or to government services. They
can be negative when the disappearance of retail
trade leads to the decline of urban centers and
affects the livelihoods of older shopkeepers who
may not find alternative employment easily. An
adequate sequencing of services liberalization
and domestic regulatory reform is needed to
manage these tradeoffs, and, in doing so, ad-
dress the concerns of developing countries.'*
International collaboration can fill the knowl-
edge gaps and facilitate implementation.'?”
International agreements can also promote
global public goods. One case in point is gen-
der equality. Trade is not gender neutral, imply-
ing that liberalization changes women’s access
to jobs. Traditionally men were more likely to
have “brawn jobs,” involving stronger physi-
cal requirements, while “brain jobs” involving
dexterity, attention, or communication—from
stitching garments to processing data—present
more opportunities for women. Call centers in
Delhi and Mumbai employ more than 1 million
people, most of them women. Preferential ac-
cess for imports from sectors with more “brain
jobs” can thus create employment opportunities
for women in countries where gender equality
is far from attained.'® But as countries move
up the ladder of global value chains, gender
opportunities can change. This was the case in
Malaysia, where the share of women working in
manufacturing declined in the mid-1980s.!%
Migration. In contrast to the movement of
goods and services across borders, few interna-
tional agreements pertain to migration in gen-
eral and the migration of workers in particular.
Those in existence have limited coverage. ILO
conventions 97 and 143, in force since 1952 and
1978, refer to the prevention of discrimination
or abusive conditions against migrants and call
for penalties and sanctions against those who
promote clandestine or illegal migration. But
they have been ratified by only 49 and 23 coun-
tries, respectively. Liberalizing the provision of
services by natural persons, in line with Mode 4
of the General Agreement on Trade in Services
(GATS), is not on the agenda of many countries,
industrial or developing. And the United Na-
tions international convention on the rights of
migrant workers and their families, which en-
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tered into force in 2003, has been ratified by only
22 countries—mostly sending countries.

While migration occurs across borders, leg-
islation is mostly driven by country-specific
laws. This is an area where a global perspec-
tive is warranted, but views on what needs to
be done are diverse. One view focuses on the
large earnings differentials between countries,
suggesting that global productivity and pov-
erty reduction would accelerate enormously
with the free movement of labor.!® Another
perspective focuses instead on national secu-
rity and the protection of communities and
their cultures, implying the need for barriers
to contain migration. Yet another highlights
the moral imperative of protecting the human
rights of migrants, no matter their legal status,
and giving shelter to those who suffer any form
of persecution.'! None of these views suffices,
however, because any one of them alone cannot
address the complex tradeoffs that migration
poses for policy design.

In many instances, both sending and re-
ceiving countries can benefit from migration
through a collaborative approach. Most abuses
perpetrated by traffickers, firms, or workers
are associated with illegal migrant flows, so the
formalization of these flows is a basic tool for
protecting the rights of migrant workers. This
formalization cannot be enforced without the
cooperation of institutions in both sending and
receiving countries. That is why bilateral agree-
ments are also needed, with provisions for quo-
tas by occupation, industry, region, and dura-
tion of stay.'? The agreements can distinguish
between temporary movements of workers
and steps to permanent migration, with condi-
tions and protocols to go from one to another.
They can include considerations about taxa-
tion, social security, and even financing higher
education—a special concern in the case of
“talent” migration. These agreements can design
incentives so that stakeholders in both sending
and receiving countries have an interest in en-
forcing the provisions.'*?

Jobs are center stage, but where are
the numbers?

A significant research and data agenda lies
ahead. Further analysis is needed on the rela-

tionship between jobs and movements in and
out of poverty; the dynamics of micro- and
small enterprises in the informal sector; and the
links between jobs and human behaviors and
norms. Research on the magnitude of spillovers
from jobs could identify good jobs for devel-
opment tailored to country contexts. Another
important research area concerns the impact of
jobs on the acquisition of cognitive and non-
cognitive skills, and how this impact varies de-
pending on the characteristics of the job and the
person who holds it. Similarly, more evidence
on productivity spillovers from jobs across cit-
ies with different characteristics would have a
high value for development policy. Estimates of
the environmental impacts of different types of
jobs are, today, scarce at best. In the area of la-
bor policies, more empirical work is needed on
the boundaries of the plateau, depending on the
characteristics of the country. More research is
also needed on how international trade, invest-
ment across borders, and migration affect the
composition of employment across countries.
More solid knowledge on the sequencing of in-
ternational commitments and domestic policies
related to services could address the reluctance
of developing countries to make further prog-
ress in the direction of liberalization and reap
the gains from global integration.

Setting policy priorities for jobs needs to be
based on reliable data. Given that a large share of
the people at work in developing countries are
not wage employees, and that even fewer have a
formal sector job, the measurement of employ-
ment is challenging. Determining which jobs
have the greatest payoffs for poverty reduction
requires linking information on a household’s
income or consumption with information on
the employment of its members. Understand-
ing which economic units create more jobs, or
whether labor reallocation leads to substantial
growth rather than just churning, requires in-
formation on the inputs and outputs of very
diverse production units. Assessing how the
composition of employment affects trust and
willingness to participate in society requires in-
formation on individual values and behaviors.

The paucity of empirical analyses on the em-
ployment impact of the global crisis in devel-
oping countries and the difficulty of compar-
ing measures of informal employment across
countries suggest that data quality and avail-



ability remain a constraint for policy making.
Much effort goes into measuring unemploy-
ment rates, and measuring them often.!** But
open unemployment is not a very telling in-
dicator in countries where a large fraction of
the labor force is not salaried. The Millennium
Development Goal on eradicating poverty lists
four indicators to monitor progress toward the
employment target, defined as “achieving full
and productive employment and decent work
for all, including women and young people.”
But these indicators only partially capture ad-
vances in the quantity and quality of jobs in the
developing world.'*

Today’s challenges for labor statistics can be
regrouped into three key areas: data gaps; data
quality issues; and planning, coordination, and
communication issues. Data gaps concern coun-
tries where labor statistics do not exist at all or
are collected only sporadically. Whenever such
statistics exist, data quality is a concern through-
out the statistical production chain, from the
use of appropriate definitions to questionnaire
design, from sampling frame to interviewer
processes, and from data entry and coding to
verification and estimation procedures. Plan-
ning, coordination, and communication issues
arise when different institutions are responsible
for collecting and disseminating the data.!#¢

A quarter of a century ago, a renewed em-
phasis on poverty reduction as the key objec-
tive of development policy launched a long-
term data effort. Across the world, information
on household living standards was collected
through standardized surveys. The sampling
methods and the variable definitions used were
duly documented. And the data and documen-
tation were made available to researchers and
practitioners whenever possible. For jobs, em-
ployment modules attached to household sur-
veys used for poverty analyses would need to be

standardized and include informal firms and
microenterprises in establishment surveys. Such
an approach would move jobs center stage.

Countries have a choice in responding to the jobs
challenges of demographics, structural shifts,
technological progress, and periodic macroeco-
nomic crises. They can simply pursue growth,
ensure that the labor market functions well, and
hope that jobs will follow. Or they can recog-
nize that growth does not mechanically deliver
the jobs that do most for development. Jobs for
women, jobs in cities and in global value chains,
and jobs providing voice and protection for the
most vulnerable in society may come high on
the list. The precise nature of the jobs challenge
depends on a country’s geography, endowments,
institutions, and level of development. What is
common to all is the need to remedy the insti-
tutional failures and market imperfections that
prevent the private sector from creating more
of those good jobs for development. Coun-
tries can then return to the difficult questions
posed at the outset. For each of them, there is
a conventional wisdom that practitioners do
not consider to be totally satisfactory. The jobs
lens in development does not lead to a flat rejec-
tion of the conventional wisdom, but to a quali-
fication of when it holds and when it does not.

In short, countries can leave themselves open
to small gains in living standards, slow produc-
tivity growth, and fractious societies. Or, by ad-
dressing their jobs challenges, they can enjoy
a self-reinforcing pattern of more prosperous
livelihoods, rising productivity, and the stron-
ger social cohesion that comes from improving
employment opportunities and fairness in ac-
cess to jobs.
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Growth strategies or jobs strategies? The conventional wisdom
is to focus on growth as a precondition for continued
increases in living standards and strengthened social cohe-
sion. But lags and gaps among the three transformations of
living standards, productivity, and social cohesion are not
uncommon. The impact of growth on poverty reduction var-
ies considerably across countries. And in some cases, growth
is not accompanied by increased social cohesion—even
though poverty may fall and living standards improve for
some, the expectations of others remain unfulfilled. The
employment intensity of different sectors and fairness in
access to employment opportunities matter as well. It is thus
jobs that bring together the three transformations.

Tradeoffs among improving living standards, accelerating
productivity growth, and fostering social cohesion arguably
reflect a measurement problem, more than a real choice. If
growth indicators captured the intangible social benefits
from jobs, from lower poverty to greater social cohesion, a
growth strategy and a jobs strategy would be equivalent. But
a growth strategy may not pay enough attention to female
employment, or to employment in secondary cities, or to
idleness among youth. When potentially important spill-
overs from jobs are not realized, a jobs strategy may provide
more useful insights.

Can entrepreneurship be fostered? The conventional wisdom
is that most micro- and small enterprises in developing
countries are just forms of survivorship, with limited chances
to grow. But self-employed workers account for a large share
of employment in developing countries. Even if only a frac-
tion of them succeeded in building a viable business, the
aggregate impact on living standards and productivity would
be substantial. Moreover, in developing countries many large
enterprises are born large, often the result of government
support or privileged access to finance and information.
Breaking privilege is one more reason why the success of
micro- and small enterprises is so important.

Management practices are important in explaining firm
productivity, even in small and medium-size firms. The
capacity to acquire skills and to apply them to business is one
of the most important characteristics of successful entrepre-
neurs. Yet markets fail to nurture entrepreneurship, because
knowledge spillovers imply that some of the returns to
acquiring or developing new managerial ideas and knowl-
edge are appropriated by others. And the potential to absorb
management practices differs greatly among beneficiaries.
Observable characteristics of small business owners can pre-
dict entrepreneurial potential, and programs to upgrade
their managerial capacity have been shown to make a differ-
ence. Programs targeted to small business owners with entre-

preneurial potential can thus make a substantial difference
in living standards and productivity.

Can policies contribute to social cohesion? The conventional
wisdom is that a lack of jobs is detrimental to social cohesion,
but other than ensuring full employment there is little that
governments can or should do. Yet open unemployment is
not the main challenge in many countries, as the characteris-
tics of jobs also matter. While not all jobs can positively affect
social cohesion, those that shape social identity, build net-
works—particularly for excluded groups—and increase fair-
ness can help defuse tensions and support peaceful collective
decision making.

Measures that support inclusion, extend access to voice
and rights, and improve transparency and accountability in
the labor market can increase the extent to which people per-
ceive that they have a stake in society. This perception can be
especially critical when risks of social unrest from youth
unemployment and conflict are high. Employment programs
can undermine social cohesion if they have weak governance
or divisive targeting, but can have positive effects when they
are well-designed. Jobs policies for youth at risk can incorpo-
rate counseling and training in conflict resolution. Public
works programs can facilitate community participation and
engagement between citizens and local authorities. Policies
can thus focus not only on the number of jobs, but on expand-
ing job opportunities for excluded groups.

Skills or jobs—what comes first? The conventional wisdom is
that investing in skills will lead to job creation and to higher
productivity and labor income. High unemployment and
skills mismatches are often attributed to shortcomings in
education and training systems. But in reality they can also
result from market distortions, which send the wrong signals
to the education system or lead to a lack of dynamism in pri-
vate firms. In such situations, massive investments in train-
ing systems, as seen in many parts of the world, might show
disappointing results as hoped-for job outcomes do not
materialize.

A core set of basic skills, both cognitive and social, is
necessary for productive employment, and they cannot just
be acquired on the job. Without such generic skills, the
prospects of improving employment opportunities and
earnings are thin. Skills are also critical for countries to
move up the value-added ladder, as they can ignite innova-
tion, produce the benefits of mutual learning, and hence
lead to job creation themselves. But in between, much
learning can happen through work: job opportunities can
shape social skills and create demand for education and
training. Learning on the job leads to significantly higher



earnings in many settings, with the return to one year of
work experience being around a third to half of the return
to an additional year of schooling.

A targeted investment climate? The conventional wisdom is
that a level playing field is preferable because governments
do not have enough information to pick winners and tar-
geting can be captured by interest groups. But given the
often limited fiscal space and administrative capacity of
developing countries, creating an enabling business envi-
ronment across the board can be challenging, and the rele-
vant question is how policy priorities should be set. The
conventional wisdom views targeting with a skepticism
that stems from failed experiences with industrial policy.
However, targeting may not necessarily be aimed at indus-
trial sectors. Supporting job creation in sectors with high
rates of female employment, or productivity gains in small-
holder farming, or more jobs connected to global value
chains may have high development payoffs depending on
country contexts.

When there is clarity about where the good jobs for devel-
opment are, and there is sufficient information to under-
stand what can be done to support the creation of those jobs,
a targeted investment climate may be warranted. But this is
provided that targeted interventions can be designed in a way
that makes them resilient to capture by interest groups. The
risk of capture is easier to contain when the number of
beneficiaries is very large, such as the case of farmers, urban
businesses, and female micro-entrepreneurs. It is much
higher in the case of industrial policy.

Competing for jobs? The conventional wisdom is that the num-
ber of jobs is not finite, so that policies for jobs in one country
cannot be harmful to other countries. Indeed, in the medium
to long term, total employment is roughly determined by the
size of the labor force. But policies may alter global trade,
investment, and migration flows, affecting the composition of
employment. The concern is that the share of good jobs for
development may decline in one country as it increases in
another. Policies aimed at capturing a larger global share of
the jobs with the largest productive spillovers can reduce well-
being abroad, even if global well-being increases.

However, not all efforts to support job creation amount to
beggar-thy-neighbor policies. Whether they do so depends on
the type of instruments used and the nature of the spillovers
from jobs. A key question is what purpose policies serve. Poli-
cies that aim to improve compliance with rights, prosecuting
forced labor and harmful forms of child labor, amount to
providing a global public good. On the other hand, policies
that aim at reaping the benefits from productive externalities
may adversely affect other countries, especially when they
undermine an open trading system and are not aligned with a
country’s dynamic comparative advantage.
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Protecting workers or protecting jobs? The conventional wis-
dom is that policies that protect people are preferable, because
they mitigate welfare losses while at the same time allowing
the reallocation of labor, hence supporting creative destruc-
tion. Protecting jobs that are no longer economically viable
through government transfers and employment protection
legislation freezes an inefficient allocation of resources. Pro-
tecting jobs also entails a high risk of capture. It may lead to
enduringly unproductive jobs, stifle technological advance,
prevent structural change, and eventually undermine growth.

However, there are times when many jobs are lost or
threatened at once and few are being created. There are also
jobs generating substantial productivity spillovers, whose
disappearance in large numbers can lead to ghost towns and
depressed regions. Protecting people should have primacy if
shocks are idiosyncratic—if the employment dislocation is
local and limited and if turnover continues to be the norm.
Protecting jobs may be warranted in times of systemic crises
or major economic restructuring. But job protection policies
can create permanent inefficiency, especially in countries
with weak institutions, making it indispensable to establish
and enforce trigger rules and sunset clauses that define the
extent and size of the protection.

How to accelerate the reallocation of workers? The conven-
tional wisdom is to focus policy on removing the labor
market rigidities that keep workers in firms or areas with
low productivity. But reforms may not always be politically
feasible. In India, complex and cumbersome labor market
institutions have unambiguously negative effects on eco-
nomic efficiency but these institutions have remained largely
untouched for 60 years.

Tolerance for the avoidance or evasion of distortive regu-
lation can help contain their cost but not ensure dynamism.
In India, widespread noncompliance has been the dominant
response to cumbersome labor regulations. However, labor-
intensive manufacturing sectors remain sluggish despite
buoyant performance of the overall economy. Other coun-
tries with similarly stringent regulatory obstacles have
accomplished more efficiency-enhancing labor reallocation
by actively taking advantage of productivity spillovers from
jobs in industrial clusters, dynamic cities, or global value
chains to make the regulations less binding. In Sri Lanka,
the development of export processing zones (EPZs) drove
the takeoff of the garment industry. In Brazil, the surge of
internal migration is closely associated with the country’s
continuing integration into the global economy and a devel-
opment policy that favors clusters and agglomeration. In
China, labor reallocation is rooted in the development of
competitive cities, supported by regional competition and
experimentation. A strategic focus on enhancing productiv-
ity spillovers from jobs, through urbanization and global
integration, can overcome the labor rigidity.
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The jobs challenge

Demographic transitions, structural change, technological progress, and
global volatility are changing the world of work. Yet, traditional farming
and self-employment remain dominant in many countries.

orldwide, more than 3 billion people
have jobs, but the nature of their jobs
varies greatly. Some 1.65 billion have

regular wages or salaries. Another 1.5 billion
workin farming and small household enterprises,
or in casual or seasonal day labor. The majority
of workers in the poorest countries are engaged
in these types of work, outside the scope of an
employer-employee relationship. Another 200
million people, a disproportionate share of them
youth, are unemployed and actively looking for
work. Almost 2 billion working-age adults are
neither working nor looking for work; the
majority of these are women, and an unknown
number are eager to have a job.!

The jobs challenge facing the world is multi-
faceted, ranging from improving aspects of the
work people do, to supporting the reallocation
of people to better jobs, to creating jobs for
those who want to work. Youth bulges in some
countries are bringing in millions of new job
seekers. Sub-Saharan Africa’s labor force grows
by about 8 million people every year. South
Asia’s grows by 1 million people every month.
Elsewhere, the working population is rapidly ag-
ing, and more and more workers are putting off
retirement. By 2020, more than 40 million ad-
ditional jobs will be needed for people 65 years
and older.?

Structural and technological changes are
moving more people from rural areas to cities.

In the next 15 years, half of the population in
developing countries will reside in urban areas,
the result of a migration that is rapidly shifting
work from the farm to the factory or the street.
The rural-urban shift generally improves indi-
vidual well-being, especially for those who find
wage employment. Still, workers’ share of global
income may be declining, a pattern attributed in
part to globalization and technological change.
Wages for the same occupation are converging
across countries, but a higher premium is paid
for more skilled occupations. Women’s earnings
still lag behind those of men, and the fraction of
them who work varies enormously across coun-
tries. While women’s labor force participation
exceeds 75 percent in Vietnam, it is only 28 per-
cent in Pakistan.

As the world changes, so do jobs. Despite im-
provements in workers” education levels, many
firms report that they have difficulty finding the
skilled workers they seek. Part-time and tempo-
rary work appear to be increasing. In India and
South Africa, for example, there has been a
sharp rise in the number of temporary employ-
ment services and labor brokers. Outsourcing
was once concentrated in manufacturing, but
new technology is now enabling the splintering
of tasks in services. Meanwhile, new platforms
on the internet and mobile phones offer innova-
tions for matching workers and employers, and
not only for highly skilled jobs.



A job, but not always a salary

To many, the word job brings to mind a worker
with an employer and a regular paycheck. Yet,
this narrow definition excludes nearly 1.5 billion
people who work for a living. The concept of a
job is actually much broader than wage employ-
ment. Jobs are activities that generate actual or
imputed income, monetary or in kind, formal or
informal. But not all forms of work can be
deemed jobs. Activities performed against the
will of the worker or involving violations of fun-
damental human rights should not be consid-
ered jobs. Some other activities that entail work
effort, such as cooking and cleaning at home, are
not considered jobs unless they are performed by
people hired and paid for the work.

Multiple forms of work

Defining and measuring jobs is challenging be-
cause the ways people spend their time and work
are diverse (question 1). Economists usually dis-
tinguish between work and leisure, but the real-
ity is more complex. Time can be allocated to
nonproduction and production activities. The
first category includes time spent eating, sleep-
ing, schooling, and at recreation. Production in-
cludes both market and nonmarket work.
Whether an activity is considered production
can be assessed based on a third-person test: “if
an activity is of such character that it might be
delegated to a paid worker, then that activity
shall be deemed productive.”

Patterns in time allocated to production dif-
fer across countries and over time. Jobs that
span eight hours a day, five days a week, with
paid vacation, are not the norm in developing
countries. Some jobs involve a few hours of
work during certain days of the week or certain
weeks of the year; others entail long hours most
days of the week almost every week of the year.
Some people have had only one job in the pre-
vious week, while others have engaged in two
or more jobs. In 2011, temporary employment
represented more than one-fifth of total wage
employment in the Republic of Korea and Spain,
but around 5 percent in Australia and the Slovak
Republic.*

The measurement of unemployment or un-
deremployment is equally challenging. Some

people would like to work more hours, whereas
others would rather not. More than 15 percent
of those employed in Armenia, Colombia, Gua-
temala, and Peru, but less than 3 percent in
Hungary, Pakistan, Portugal, and the United
States worked fewer hours than desired.> Some
people who would like to work have no job.
Unemployment rates vary over the business cy-
cle; around 2009 and 2010, when the worst of
the international crisis hit most countries in
the world, they ranged from more than 20 per-
cent in South Africa and Spain to less than 5 per-
cent in Austria, Korea, Malaysia, Singapore, Sri
Lanka, and Thailand.®

The world of work is more diverse in devel-
oping countries than in developed countries.
This diversity refers not only to the number of
hours worked and number of jobs available,
usual yardsticks in developed countries, but
also to characteristics of jobs. Two main aspects
stand out. First, there is prevalence of self-
employment, which often makes measures of
unemployment and underemployment inade-
quate.” Second, the coexistence of traditional
and modern modes of production leads to
large variations in the nature of work, from
subsistence agriculture and menial work to
technology-driven manufacturing and services.

Work across the developing world is charac-
terized by a high prevalence of informality,
whether defined on the basis of firm registra-
tion, social security coverage, or a written em-
ployment contract. Informal employment is
not under the purview of labor regulations, ei-
ther because of their limited scope or because
they are deliberately avoided or evaded. Re-
gardless of the specific definition used, infor-
mal employment is generally associated with
lower productivity. However, this does not nec-
essarily mean that firm registration, social secu-
rity coverage, or a written contract would result
in greater efficiency. Informality can be a symp-
tom of lower productivity as much as it can be
a cause of it.

Different places, different jobs

Self-employment and farming represent almost
half the jobs in the developing world. The vast
majority of those in self-employment work
in small enterprises with no paid employees.?
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FIGURE 1.1 A job does not always come with a wage
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But shares of wage work, farming, and self-
employment differ greatly by gender and across
countries. Nonwage work represents more
than 80 percent of women’s employment in
Sub-Saharan Africa, but less than 20 percent in
countries of Eastern Europe and Central Asia
(figure 1.1).

Gender differences are also striking.” World-
wide, less than 50 percent of women have jobs,
whereas almost 80 percent of men do. Roughly
50 percent of both working men and working
women are wage earners, but this statistic hides
substantial variation across countries and re-
gions. Women are significantly underrepre-
sented in wage employment in low- and lower-
middle-income countries, but are more likely
than men to work for wages in middle-income
countries. In countries such as Pakistan, where
28 percent of women but more than 82 percent
of men participate in the labor force, wage em-
ployment is a much lower share of total employ-
ment among women than among men. Even in
countries such as Tanzania and Vietnam, where
participation rates are above 75 percent for both
men and women, wage employment still lags
behind for women. Beyond these stark con-
trasts, women continue to earn significantly less
than men. And these differences are not fully

Sub-Saharan
Africa

explained by education, experience, or sector of
work.

A growing share of youth, typically defined
as people ages 15 to 24, is in schooling or in
training. Still, youth unemployment reaches
alarming levels in some countries (above 40 per-
cent in South Africa since early 2008 and above
50 percent in Spain in early 2012).!° Even in
countries where it is relatively low, the youth un-
employment rate is twice or more the national
average. In addition, a large share of young peo-
ple are considered “idle”—not in education, not
employed, and not in training or looking for
work (figure 1.2).!! In some countries, more
than one-third of 15- to 24-year-olds are idle; in
most countries, unemployment rates are small
compared to idleness rates.'” In many cases,
when youth work they do so in unpaid jobs. If
paid, they are less likely to have access to social
security.'

Although child labor is in decline, it still af-
fects 1 in 8 children (1 in 14 in the case of haz-
ardous work). The International Labour Orga-
nization (ILO) defines child labor as any work
by a child under age 12 or, for a child above
age 12, any work that impedes education or is
damaging to health and personal development.
Worldwide, 306 million children were at work in



2008. Of these, 215 million were engaged in ac-
tivities that constituted child labor, and 115 mil-
lion were involved in hazardous work.'* Most of
these children are unpaid family workers or par-
ticipate in farming. More than half live in Asia
and the Pacific; but the share is highest is in Sub-
Saharan Africa, where child labor affects 1 in 4
children (or 65 million of them).

Youth bulges, aging societies,
and migrant nations

Demographic shifts can be massive, but they do
not always go in the same direction. The most
populous countries in the world have experi-
enced very large increases in their labor force:
nearly 8 million new entrants a year in China
and 7 million a year in India since the early
1990s. (These rates are now decelerating rapidly,
particularly in China.) Many smaller countries
face large relative increases, even if the absolute
numbers are less astounding. In other countries,
the overall population and the labor force are
shrinking. For example, Ukraine’s labor force is
estimated to decrease by 0.75 percent annually,
the equivalent of approximately 160,000 fewer
people every year.!

A simple conceptual exercise illustrates the
challenges raised by these dramatic demographic
transitions. To keep the ratio of employment to
working-age population constant, in 2020, there
should be around 600 million more jobs than in
2005. More than 175 million of them, or nearly
1 million a month, would be needed in East Asia
and the Pacific as well as in South Asia (figure
1.3). The number of jobs in Sub-Saharan Africa
would have to increase by about 50 percent,
which translates into employment growth of 2.7
percent a year. But in Eastern Europe and Cen-
tral Asia, where populations are aging, only 2.4
million new jobs would be needed during the
same period.

The age structure of the labor force, not sim-
ply its size, matters as well. Youth are staying in
school longer and entering the labor market
later, whereas adults are living longer and
healthier lives. The labor force participation rate
of people 65 years of age and older has remained
relatively stable over the past two decades. Even
with a stable participation rate, however, close to
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FIGURE 1.2 Among youth, unemployment is not always
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42 million jobs will have to be generated by 2020
to cope with the growth in the number of older
people. One-quarter of these jobs will need to be
in China, even though the size of the Chinese
labor force will have started to decline in abso-
lute terms.'®

International migration is also changing the
size and composition of the labor force in many
countries. At the turn of the century, there were
more than 200 million international migrants
worldwide, and nearly 90 million of them were
workers. If international migrants constituted a
nation, theirs would be the fifth-largest in the
world, ahead of Brazil. Precise estimates diverge
but there is agreement that migrants represent
nearly 3 percent of the world population.'”

These aggregate figures hide important dif-
ferences across countries. Some are large migra-
tion recipients either in absolute numbers (for
instance, the United States) or in relative terms
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FIGURE 1.3 Employment growth is needed to cope with population growth
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(Jordan and Singapore). Migrants from coun-
tries such as Bangladesh, India, and Mexico rep-
resent a large share of total migrants worldwide;
countries such as Fiji, Jamaica, and Tonga have a
large share of their population overseas. Figures
for some of the smaller countries are striking.
For instance, nearly one-fifth of all Salvadorians
live abroad, while more than three-fifths of the
population in Kuwait, Qatar, and the United
Arab Emirates is foreign-born.!

Cities, wages, and women

Economic development brings significant
changes in the composition of the labor force, a
process known as structural transformation.!®
Before 2020, more than half of the total popula-
tion in developing countries is expected to be
living in cities and towns.?’ That means that the
growth of the nonagricultural labor force will
vastly exceed the growth of the agricultural la-
bor force.”! Urbanization derives from growth
in agricultural productivity that sustains higher
standards of living. It can also be associated
with rapid economic growth at the aggregate
level, because urban jobs tend to be more pro-
ductive than rural jobs. But that has not always

been the case.”? Population movements away
from agriculture were indeed associated with
rapid economic growth in East Asia; much less
so in Sub-Saharan Africa (figure 1.4).

Technological change induces families to in-
crease market production in place of home pro-
duction.? Structural change has increased the
time devoted to consumption or investment
activities but it has also meant more work. In
some cases, structural change has even led to
reduced leisure,? particularly for workers who
shift to market jobs with low productivity.? In
the past, this process of structural change often
took decades, but in many developing coun-
tries, it is transforming lives within a generation
(box 1.1).

The shift from home to market production is
not gender neutral, because women have tended
to specialize in home production whereas men
traditionally have focused more on market pro-
duction. As women move into jobs, they often
continue to work at home. When both jobs and
home activities are considered, women are gen-
erally busier than men. This is so in rich and
poor countries. Evidence from Sub-Saharan Af-
rica, Europe, and India shows that women spend
more time on production activities than men
do.%® But when they take on jobs—especially



FIGURE 1.4 Moving from farms to cities does not always bring economic growth
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Box 1.1 The nature of work and leisure change as cities develop

The process of structural transformation can be seen today in small
and medium-size cities throughout the developing world. The pro-
cess has been so fast that most people, even young ones, remem-
ber the old rural setting. As they have embraced the traits of mod-
ern urban life, their jobs and their leisure have changed so much
that they do not contemplate returning to the old mores.

A neighborhood of 5,000 outside the city of Tangerang, Indone-
sia, started coming to life 25 years ago, when iron, rubber, garment,
and thread factories sprang up in the surrounding areas. Some in
the neighborhood still work as farmhands. But most women and
men earn their living in the factories, as well as in a variety of jobs
that rose up alongside them. Many men drive ojeks (motorcycle
taxis); women sell sweets and other items by the gates of the facto-
ries. Residents also make a living through home-based garment
piecework, handicrafts such as broom-making, and construction
work; some are civil servants and teachers. Poorer women collect
and resell scraps of fabric. The flow of newcomers has also offered
an income-generating opportunity to local families from renting
rooms for lodging. Seemingly everyone in the neighborhood has a
cell phone and gets around on their own motorcycle.

A 28-year-old steelworker and father of one said that getting
factory work used to be a lot easier when the community was
newer. Junior high school graduates were still accepted for work
then. Now, he said, production workers must have at least a senior
high school degree, and vocational school graduates under age 30

Source: World Bank 2011a.

are preferred. Practices surrounding recruitment have also become
tighter. “It is public knowledge,” he added, “that to be accepted in
the company, candidates must have an inside connection because
more and more people need work, while the number of job oppor-
tunities is limited.” Many factory workers in the neighborhood
work on a six-month contract and hope for its renewal. The best
local job available is often reported to be running one’s own busi-
ness. Even when faced with possible unemployment, a 41-year-old
noted he had “never thought of returning to the village. That is
desperate. Don't be desperate. Find another job and don't get
picky.”

Comparing the situation now to the early days, a local official
described the neighborhood’s busy market as “cleaner and more
strategic now, and there are more sellers or merchants, so there are
more options. Public transportation to the market is more accessible
now. It used to be hard to find, and the streets used to be muddy.”
He estimated that poverty in the neighborhood had fallen by half,
from 20 percent at the turn of the century to around 10 percent now.
He indicated that the neighborhood had weathered the global
financial crisis well and that factory workers had been able to keep
their jobs. These changes to work come with changes in leisure.
Young men now spend time on computer chats and playing video
games. “We used to send letters through the post office,” recalls
a 22-year-old. “Now, nobody wants to go to the post office. . . .
It's beneath them. Now everyone has cell phones.”
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BOX 1.2 Jobs bring earnings opportunities to women, but also new difficulties

Jobs can transform women'’s roles in households and in society
more broadly. In a community of 3,000 inhabitants outside Durban,
South Africa, 80 percent of the women were estimated to be work-
ing outside their home, mainly as teachers and nurses but also in
offices and retail outlets or with the police. Women did not have
such opportunities 10 years ago. “Women are no longer regarded
as housewives,” a young woman remarked in a Durban focus
group.

In a bustling neighborhood in East Jakarta, in Indonesia, women
work as street sellers, peddling food, glasses, plates, and carpets.
Young women explained that selling carpets is hard work that
women do “because they have to help support their families. Their
husbands’ jobs don’t generate enough income.” With more educa-
tion than their elders, young women in this area of Jakarta are more
likely to be working in the nearby ceramic factory or in one of the
shops or beauty salons in the neighborhood’s markets or at the new
shopping malls in the city.

In a poor neighborhood of Santiago de los Caballeros, the
second-largest city in the Dominican Republic, only a few women
sold clothes and sweets in the streets a decade ago. Many are now
earning incomes from activities such as selling lottery tickets or run-
ning small clothing stores and beauty salons. The incomes of these
women are vitally important to their families because men are
struggling. Factory opportunities and other jobs associated with
the city’s free trade zone have been shrinking in recent years. Par-
ticipants in a Santiago focus group said that women found work

more easily than men because employers have “more confidence in
them [the women].”

Increased labor force participation is not without challenges.
The women in Santiago worry about their safety because of assaults,
theft, and gang violence; many think it is too dangerous to work at
night. Despite the expansion of work opportunities, mobility con-
tinues to be a constraint not only because of poor transportation
and safety risks but also because of the roles women play as income-
earners and as caregivers in the household. In rural areas, women
face difficulties in traveling for farm work and other jobs outside
their villages because of traditional cultural and gender norms.

In a semi-urban area outside Cuzco, in Peru, large numbers of
women are now engaged in home-based handicrafts, sewing, and
diverse agricultural activities. Outside the home, they take up farm
jobs, run their own small shops or restaurants, or work for hire in
these places. The women explained, however, that they consider
home-based activities (such as raising livestock) to be better jobs
than jobs outside the home, because “it's peaceful work, and we can
look after the kids.”

Women encounter many difficulties in commuting across cities
for work. In Lautoka, an urban area in Fiji, the local economy is stag-
nant, and women are working in much larger numbers to help their
households cope. Focus group participants explained that only men
“can take up jobs in a different town . . . but not the wife because
she has responsibilities at home to look after the kids and in-laws.”

Source: World Bank 2011a.

those that are outside the household setting—
their economic role changes (box 1.2).

Jobs are changing in surprising ways

New technologies, globalization, and structural
transformation have brought about remarkable
improvements in efficiency. Some developing
countries have managed to narrow the produc-
tivity gap with industrial countries in only a few
decades.?” But others have failed to catch up and
the gap remains considerable for all developing
regions (figure 1.5).

The nature of work is changing as well.
Industrial countries are experiencing a sus-
tained shift away from primary and traditional
manufacturing industries toward services and
knowledge-intensive jobs. At the same time,
technology improvements and greater reliance
on outsourcing to developing countries is lead-
ing to a decline in middle-skilled jobs.?® Technol-
ogy has allowed production tasks to be splintered
and therefore performed in different locations.”

Transnational companies have built integrated
value chains and can tap into national skill pools
around the world.*® Outsourcing is occurring in
services as well as manufacturing. The share of
developing countries in exports of world services
rose from 11 percent in 1990 to 21 percent in
2008.%! India has led the way in the information
technology (IT) sector, but other countries, such
as the Arab Republic of Egypt, have begun to fo-
cus attention on exporting services.*?

This changing landscape of global produc-
tion has also brought about shifts in skills en-
dowments and in the distribution of top talent
across countries. India and China rank high in
perceived attractiveness as hubs of outsourcing
because of their exceptionally high ratings in
people skills and availability.*® India has close to
20 million students in higher education, nearly
as many as the United States; both countries are
outpaced by China, with 30 million postsecond-
ary students.** The United States still accounts
for a large share of international top scorers in
student assessments, but Korea has the same
share as Germany, and both are closely followed
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FIGURE 1.5 Labor productivity remains low in developing countries
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by the Russian Federation. The number of high-
performing students in the city of Shanghai
alone is one-fifth of that of Germany and about
double that of Argentina.*

Skills are not one-dimensional, however. Dif-
ferent jobs require different combinations of
manual skills (needed for physical tasks), cogni-
tive skills (needed for mental tasks), and social
skills (needed to interact with others). The dis-
tribution of employment by occupation can be
used to estimate the skill intensity of produc-
tion. As incomes rise, countries tend to use fewer
manual skills in production, and more nonrou-
tine cognitive skills. * However, even for a given
level of gross domestic product (GDP) per cap-
ita, countries can use nonroutine skills to vary-
ing degrees (figure 1.6).%7

Technological progress expands the possibili-
ties for emerging and even low-income coun-
tries to create jobs in higher-skilled production
activities as well as to link to international value
chains in services and manufacturing. In other
words, technological progress enables countries
to diverge from a linear evolutionary path from
manual skill intensity to the use of higher-order
cognitive and social skills.* India and China top
the list of countries in an index measuring their

attractiveness as hubs for the outsourcing of ser-
vices. Ghana and Senegal, ranked 26th and 28th,
come in significantly ahead of emerging market
powerhouses like South Africa or Turkey.
High-skilled niches are developing the world
over. They tend to be located in close proximity
to centers of higher education in metropolitan
areas with good infrastructure, from Cairo’s
Smart Village Business Park to Ghana’s IT En-
abled Service Industry cluster. *° Bangalore and
Chennai in India and Suzhou in China have
emerged as global research and development
hotspots.

Technology itself is changing the way work-
ers and firms connect, through their access to
much larger, even global, marketplaces for em-
ployment. Some of these marketplaces operate
through the Internet; others use mobile phone
technology.*! These changes are affecting work-
ers in developing countries and not just those in
high-skilled occupations. Babajobs, for example,
was launched in 2009 and is now the largest
digital marketplace for blue-collar jobs in India,
with more than 320,000 job listings and more
than 80,000 job seekers.

With changes in technology and the organi-
zation of work, permanent jobs are becoming
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FIGURE 1.6 The skills mix changes with economic development
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less common. Part-time and temporary wage
employment (also called nonstandard employ-
ment) is now a major feature of industrial coun-
tries. More than half the firms in the United
States expect to raise the share of their part-time
and temporary employees over the next five
years.* The trend is also evident in developing
countries (box 1.3).

People’s jobs may not match their aspirations.
Surveys in high-income countries show that as
many as half of all workers—among both self-
employed and wage employees—would prefer
to be their own bosses.** Percentages are lower
in low- and middle-income countries, where
a larger fraction of the labor force works in
household enterprises or on farms. On average,
about one-fourth of adults from 35 countries in
Eastern Europe and Central Asia prefer self-
employment, but the rate varies from 10 percent
in Azerbaijan and Hungary to 43 percent in
Belarus and Turkey.* In poorer countries, self-
employment is often a choice of last resort, in
part because of the inability to find salaried em-
ployment.* Owning a small business is a goal to
which the poor do not always aspire.*

T 1
2,000 20,000
GDP per capita, constant 2000 US$

Prosperity, but a changing
distribution of earnings

Earnings from work increase with economic de-
velopment, and the benefits associated with jobs
improve as well (figure 1.7). The relationship is
not mechanical, but growth is unambiguously
good for jobs. Part of the change in earnings and
benefits stems from the higher average skills that
economies gain as they become more devel-
oped; part comes from workers with the same
skills enjoying better opportunities.

Poverty has declined in the developing world,
to a large extent through jobs. The share of the
population of the developing world living on
less than US$1.25 a day (in purchasing power
parity, or PPP) fell from 52 percent in 1981 to 22
percent in 2008, or from 1.94 billion to 1.29 bil-
lion people.*” This reduction is the result of
multiple factors, but the creation of millions of
new, more productive jobs, mostly in Asia but
also in other parts of the developing world, has
been the main driving force.*® More people have
jobs now than ever before, and those jobs pro-
vide generally higher earnings.
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Box 1.3 The temporary staffing industry is growing in developing countries

A decade ago, the temporary staffing industry was seen as irrele-
vant outside of high-income countries. But it is now growing rapidly
in some developing countries, even beyond large cities.? This
growth is often viewed as a response to the complex regulatory
framework facing employers. Temporary staffing also allows more
flexibility in the management of peak workloads and in adjusting
staffing levels up or down in line with business demands.
Depending on the context, the temporary staffing industry
employs different types of workers, from mainly entry-level, previ-
ously unemployed workers seeking to gain experience to highly edu-
cated, mid-level career employees looking to fast-track their careers.
In South Africa, temporary workers make up about 7 percent of
the labor force; the temporary staffing industry provides employ-
ment to an average of 410,000 workers a day.? Finance—the sectorin
the statistics that includes temporary staffing—was a close second
to retail in employment growth from 1994 to 2009. Unskilled jobs
and service-related occupations dominate the employment distri-
bution within the labor brokering subsector. A worker employed in
temporary staffing services is less likely to contribute to pension
funds or health insurance and is generally seen as more vulnerable.
Temporary forms of employment have existed in India for
decades, partly as a way to circumvent rigid labor laws.© However,

the modern industry of temporary staffing is only 15 years old,
and is developing rapidly. The number of temporary workers
recruited by labor brokers grew more than 10 percent in 2009 and
18 percent in 2010. According to some media reports, workers are
quitting permanent jobs to move into more attractive temporary
roles. Some firms claim that as many as 15 percent of new recruits
are permanent employees switching to temporary jobs.d Competi-
tion in the Indian temporary staffing industry is strong. Agencies
have introduced lower recruitment fees to gain more market share
and to drive growth. Large temporary staffing firms are entering
niche activities such as business consulting (Manpower) and train-
ing (TeamLease).®

As temporary staffing grows, so do calls to examine the regula-
tory framework of the industry.” Some of those calls focus on
addressing vulnerability. Workers in these jobs typically face lower
earnings (because a portion of the pay is diverted to temporary
staffing agencies). They also face a lack of benefits, coverage by
labor laws, and job security. Other efforts focus on professionalizing
the industry. For instance, in 2011 TeamLease and seven other staff-
ing firms formed the Indian Staffing Federation to advocate for
changes in labor laws and more acceptance for the industry in a
country where a vast majority of the labor force is unorganized.
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Source: World Development Report 2013 team.

a. Dourgarian (2011) remarks that it is not the Group of 8 countries that led the pack in the growth in the staffing industry in 2011, but the BRICs (Brazil, India, the Russian
Federation, and China), along with Indonesia, Mexico, and Pakistan.

b. The discussion on South Africa is drawn from Bhorat (2012) for the World Development Report 2013.

c. World Bank 2011b.

d. TeamLease 2010.

e. Bajaj 2011.

f. 1LO 2011; Musgrave 2009.

FIGURE 1.7 Jobs provide higher earnings and benefits as countries grow
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Yet in a majority of countries, both indus-
trial and developing, the share of labor in total
income is declining.* This trend, which has
been observed since the mid-1980s and early
1990s, has been attributed to various forces,
from technological progress biased toward
skilled workers to global competition under-
mining workers’ bargaining power. The en-
trance of China and India in world trade has
doubled the size of the globalized labor force,
hence reducing the price of labor relative to that
of other factors of production.*

Changes in the distribution of income in
recent years have actually taken place not only
between factors of production but between
workers. Two distinctions are relevant in this re-
spect: between high- and low-skill workers, and
between those who work in tradable sectors and
those who do not. Tradable sectors produce
goods and services that can be exported or im-
ported, such as shirts or computers. A turning
point came in the mid-1990s, when labor earn-
ings in developing countries started to grow
faster than those in industrial countries, regard-
less of level of skill. But the trend is more pro-
nounced in tradable sectors, whereas low-skill
workers in nontradable sectors continue to be
the most disadvantaged (figure 1.8).

The relatively lower wages among low-skill
workers compared with high-skill workers, par-
ticularly in nontradable sectors in developing
countries, are consistent with an increase in re-
turns to education. Returns to education mea-
sure the wage premium on higher educational
attainment for workers of the same sex with the
same age and work experience. In all regions,
more schooling is associated with higher labor
earnings, but the gain is not linear. The labor
earnings of workers with tertiary education are
double or more than those of workers with sec-
ondary education only. However, workers with
only a secondary education earn little more than
those with elementary education. The education
premium is generally higher the lower the in-
come level of the country (figure 1.9).

The role of the private sector

The solution to all these demographic and
technological challenges rests with the private
sector. That does not mean that the government

does not have a role to play. The quality of the
civil service is critically important for develop-
ment, whether it is teachers building skills, agri-
cultural extension agents improving agricul-
tural productivity, or urban planners designing
functional cities. Public works programs or em-
ployment programs for the demobilization of
combatants are also justified in some circum-
stances. But the private sector is the main en-
gine of job creation and the source of roughly
nine of 10 jobs in the world. Between 1995 and
2005, the private sector accounted for almost 90
percent of jobs created in Brazil. In the Philip-
pines and Turkey, the fraction reached 95
percent.’!

But the most remarkable example of the
expansion of employment through private
sector growth is the case of China. In 1981,
private sector employment accounted for 2.3
million workers while state-owned enterprises
(SOEs) had 80 million workers. Two decades
later, employment in private sector firms ac-
counted for 74.7 million workers surpassing,
for the first time, the 74.6 million workers in
SOEs (figure 1.10).3

In contrast to the global average, in some
countries in the Middle East and North Africa,
the state keeps a leading role as an employer—a
pattern that can be linked to the political econ-
omy of the post-independence period and, in
some cases, to the abundance of oil revenues.>
For a long period, public sector jobs were of-
fered to young college graduates. In recent years,
however, the fiscal space for continued expan-
sion in public sector employment shrank, and
“queuing” for public sector jobs became more
prevalent, leading to increasing transitions into
informality, a devaluation of education creden-
tials, and forms of social exclusion.** A relatively
well-educated and young labor force remains
unemployed, or underemployed, and labor pro-
ductivity stagnates.

Vulnerability on a global scale

Jobs are vulnerable to economic downturns—
and much more so in the private than in the
public sector. Short-term crises may wipe out
years of progress. They may start in a single
country and through globalization spread over
entire regions or, as in the recent one, to the
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FIGURE 1.8 Wages in developing countries are catching up

a. Relative wages in nontradable sectors b. Relative wages in nontradable sectors
50 50
R X
@ @
& 40— g 40
© ©
2 2
=) i S 30 +
S %0 2
o )
(o)) (o))
g 20 g 20 A
= 2
5 10 s 10+
c c
0 T T T T 0 T T T T
1985 1990 1995 2000 2005 1985 1990 1995 2000 2005
=== |ow skilled (laborer in construction) === |ow skilled (sewing machine operator)
=== high skilled (accountant) === high skilled (chemical engineer)
c. Dispersion of wages in nontradable sectors d. Dispersion of wages in tradable sectors
1.4 14 -
© —
25 12 55 121
EE g8
v © o— E
o > g >
$% 1.0+ £5 10 -
£ 25
se G
IS % 3E
Yo 08 - o g 08 4
B VY]
© Q
v v
06 T T T T 0‘6 T T T T
1985 1990 1995 2000 2005 1985 1990 1995 2000 2005
=== |ow skilled (laborer in construction) === |ow skilled (sewing machine operator)
=== high skilled (accountant) === high skilled (chemical engineer)

Source: Based on Oostendorp 2012 for the World Development Report 2013.

Note: The database used to construct this figure contains wage data by occupations for an unbalanced panel of more than 150 countries from 1983 to 2008. The data are derived
from the International Labour Organization (ILO) October Inquiry database by calibrating the data into a normalized wage rate for each occupation. For a description of the data,
see Freeman, Oostendorp, and Chor 2011. The vertical axis in panels a and b represents the ratio between U.S. wages and non-U.S. wages. The vertical axis in panels c and d repre-
sents the coefficient of variation of wages—a measure of wage inequality—across all countries in the sample.

whole world. In 1995, a financial crisis in Mex-  rea. In 2007, an alarming rise in food prices be-
ico engulfed most of Latin America as well as  got problems with food supply and inflation,
other emerging countries. In 1997, a speculative  increasing poverty and reducing real wages in
attack on Thailand’s currency severely affected  parts of the developing world.>

the economies of Indonesia, Malaysia, and Ko-
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FIGURE 1.9 Returns to education are higher in poorer countries
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Source: Montenegro and Patrinos 2012 for the World Development Report 2013.
Note: Reported figures are unweighted averages of country-level private returns, for the most recent year within the period 2000-10 in a sample of 69 countries.

FIGURE 1.10 In China, employment growth is led by the private sector
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In 2008, the bursting of asset price bubbles  creating 22 million new unemployed in a single
and the resulting collapse of financial institu-  year. Growth in total employment, which had
tions in the United States and some Furopean  been hovering around 1.8 percent a year before
countries initiated a crisis of worldwide span, 2008, fell to less than 0.5 percent in 2009, and by
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FIGURE 1.11 In developing countries, the crisis affected earnings more than employment

East Asia and Pacific

Europe and Central Asia

8

change in growth rate, %
|
(o)}
1

—-10

-12 -

B GDP growth

Source: Khanna, Newhouse, and Paci 2010.

B employment growth B earnings growth

Note: GDP = gross domestic product. The vertical axis measures the difference in growth rates before and after the beginning of the crisis.

2011 had not yet returned to its pre-crisis level.””
As Europe struggles with high levels of public
debt, vulnerabilities in its banking sector, and
uncertainties about the euro, and as growth de-
celerates in China and India, it is by no means
clear that the global crisis is over.

The impact of the 2008-09 crisis varied
across developing countries. Some, such as the
Baltic countries, the Kyrgyz Republic, Mexico,
Romania, Russia, South Africa, and Turkey, had
absolute declines in employment; other coun-
tries such as Brazil, China, and Indonesia expe-
rienced only a brief deceleration. Country-
specific studies shed further light on employment
impacts across different population groups. For
example, it is estimated that the crisis cost China
between 20 million and 36 million jobs, particu-
larly among migrant workers in export-oriented
sectors.”® In Mexico, it caused a decline of half a
million jobs between 2008 and the second quar-
ter of 2009, particularly among women, youth,
and older workers, as well as a 10 percent drop
in real wages.”® In Indonesia, although the ef-
fects of the crisis were mild, young, casual, and
informal workers were affected.®® Across coun-
tries, the young bore the largest brunt.®!

Adjustment patterns, in terms of jobs lost or
earnings declines, also varied in developing

countries. The less formalized the labor market,
the more earnings shrank and the less employ-
ment numbers gave away. In Central and East-
ern Europe, where the labor market is largely
formalized, the growth rate of GDP dropped on
average by 12 percentage points, employment
contracted by 3 percent, and earnings fell by
more than 8 percent (figure 1.11).%% In East Asia,
where formal employment rates are very low,
the average decline in GDP growth was 5.5 per-
centage points and total employment numbers
barely changed.®®

The policy response to the crisis was unprec-
edented in its scale, but it also involved different
combinations of instruments, with potentially
different implications for jobs. Fiscal stimulus
across the world amounted to US$5.5 trillion
in purchasing power parity, with China, Japan,
and the United States accounting for more than
70 percent of it.% Of 77 countries for which
data are available, 80 percent used fiscal ex-
pansion. Higher-income countries favored tax
cuts, higher unemployment benefits, and di-
rect support for enterprises. Low- and middle-
income countries boosted expenditures, includ-
ing spending on training and income-support
measures.®® Across countries, responses mainly
aimed at preventing or mitigating employment

Latin America and the Carribean
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BOX 1.4 Responses to the crisis went beyond income support for the unemployed

Countries worldwide used an array of policy responses to confront
the jobs crisis. Macroeconomic stimulus and targeted sector policies
were supplemented by policies to strengthen income support for
those affected; measures to boost labor demand through wage
subsidies, credit policies, and public works programs; and invest-
ments in skills and tailor-made employment services for those most
affected.

Globally, unemployment insurance played a minor role. Only
15.4 percent of the unemployed received benefits during the crisis,
because of the low effective coverage of unemployment insurance
programs. In 23 countries in the Organisation for Economic Co-
operation and Development, Central Europe, and Latin America, the
duration of benefits was extended. Countries with large informal
sectors or without unemployment schemes relied on a mix of cash
transfers and public works schemes to provide additional income
support for those in need. Colombia’s Familias en Acciéon—a pro-
gram focusing on strengthening nutrition and education for chil-
dren—increased its coverage from 1.8 million to 2.7 million families.
Argentina expanded the coverage of family benefits to all informal
sector workers.

Countries across all income levels took measures to boost labor
demand. Of the resources devoted to creating and protecting jobs,
high-income countries spent more than half (56 percent) on credit
policies for firms. They also implemented work-sharing arrange-
ments to cushion the impact of the crisis. Take-up rates for these

Sources: ILO and World Bank 2012.

initiatives reached 3.3 percent of the employed in Italy, 3.2 percent
in Germany, and 2.7 percent in Japan.

Low- and middle-income countries spent 67 percent of their
resources on direct job creation measures and public works pro-
grams. Mexico, for example, extended its temporary works program
to around 250,000 workers, or 0.5 percent of the labor force. Wage
subsides were popular in Europe. They were most often imple-
mented through a reduction in social security contributions and
were targeted to small and medium enterprises or to disadvantaged
groups such as long-term job seekers and the young. To reach an
effective scale in a timely manner, though, countries needed to have
had such programs in place before the crisis.

In comparison, efforts to ramp up training, employment ser-
vices, or specific support programs for vulnerable groups were rela-
tively modest in scope and scale. Building or maintaining skills took
the lion's share of the budget in this category, with Chile, Italy, Mex-
ico, Turkey, and the United States spending the most.

Overall, countries with more mature social protection systems as
well as established employment programs were able to respond
quickly and reduce the impact of the crisis on jobs. With few excep-
tions, though, little is known about possible unintended effects of
their programs such as whether preserving some jobs came at the
expense of destroying others. Careful impact analysis is only in its
initial stages.

losses, rather than trying to offset earnings
shortfalls (box 1.4).

Demography, urbanization, globalization, tech-
nological progress, and macroeconomic crises
bring about formidable jobs challenges. Coun-
tries that fail to address them may fall into vi-
cious circles of slow growth in labor earnings and
job-related dissatisfaction affecting a sizable por-

tion of the labor force.®® Youth unemployment
and idleness may be high, and women may face
limited job opportunities, leaving potential eco-
nomic and social gains untapped.”’ A repeating
pattern of small gains in living standards, slow
productivity growth, and eroding social cohe-
sion may emerge. In contrast, countries that suc-
cessfully address these job challenges can develop
virtuous circles. The results—prosperous popu-
lations, a growing middle class, increased produc-
tivity, and improved opportunities for women
and youth—may then be self-reinforcing.



The world of work is diverse, especially in devel-
oping countries, and it is changing rapidly.
Against this backdrop, the diversity of the words
used to describe what people do to earn a living
across countries and cultures should not be sur-
prising. Even people who speak the same lan-
guage can have vastly different interpretations
of the meaning of a job. For some, the word
conjures up an image of a worker in an office
or a factory, with an employer and a regular
paycheck. Others may think of farmers, self-
employed vendors in cities, and caregivers of
children or elderly relatives.

Work matters and words matter

The varied interpretations capture the different
aspects of jobs that people value. A woman in
Hanoi, Vietnam, explained, “an old woman who
just sells vegetables can gain respect from others
and people listen to her”® A man who had
worked his way out of poverty in Satgailijhara,
Bangladesh, linked the value of his job as a rice
farmer to being able to invest in his children, “I
have been able to get my children educated.
That’s the best achievement in life.”*

Ela Bhatt, a lawyer and the founder of Self
Employed Women’s Association (SEWA) in In-
dia, described her struggle with the language of
work, given the multiplicity of tasks that people
do every day and over time: “A small farmer
works on her own farm. In tough times, she also
works on other farms as a laborer. When the ag-
riculture season is over, she goes to the forest to
collect gum and other forest produce. Year
round, she produces embroidered items either at
a piece rate for a contractor or for sale to a trader
who comes to her village to buy goods. Now,
how should her trade be categorized? Does she
belong to the agricultural sector, the factory sec-
tor, or the home-based work sector? Should she
be categorized as a farmer or a farm worker? Is
she self-employed or is she a piece-rate worker?””°

These questions are not merely semantic.
The words and categories that are used to de-
scribe work have tangible implications. Views

on what a job is and what it means almost inevi-
tably influence views on what policies for jobs
should look like. Those for whom the word job
is associated with the image of a worker in an
office or a factory, with an employer and a pay-
check, may focus on a supportive investment
climate for firms. Those for whom the word also
encompasses farming, street vending, waste
picking, and domestic employment may think
of jobs policies as including land reform, agri-
cultural extension, urban policies, or the provi-
sion of voice to the most vulnerable workers.

According to the International Conference of
Labour Statisticians (ICLS), which sets standard
definitions for official use across countries, a job
is “a set of tasks and duties performed, or meant
to be performed, by one person, including for an
employer or in self-employment.””! Under this
definition, a job is not the same as employment.
The existence of job vacancies and people with
more than one job means that the number of
jobs is greater than the number of people em-
ployed. The existence of unemployment means
that people do not find the jobs they want. Jobs
refer to tasks, while the wage employed, farmers,
and the self-employed refer to the people who
do them.

Some gray areas

The ICLS definition excludes some forms of
work from official employment statistics. The
employed are part of the economically active
population, defined as people who contribute to
“the production of goods and services as de-
fined by the United Nations systems of national
accounts and balances.””? The system of national
accounts (SNA) includes “all production actu-
ally destined for the market, whether for sale or
barter,” as well as the production of goods for
one’s own use, but “excludes all production of
services for own final consumption within
households.”” This definition thus leaves out of
official statistics activities such as child-rearing,
care of the elderly, or home cooking, as well as
traveling to work.
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Some countries are starting to develop esti-
mates of these other types of activities. The
SNA offers guidelines to countries for produc-
ing satellite accounts reflecting forms of house-
hold work that are not considered jobs. Ac-
cording to these guidelines, “a job can refer
to unpaid household service and volunteer
work performed by one person for a household
outside the SNA production boundary but
within the general production boundary.”7*
Mexico, for instance, has used this guidance to
estimate the value of unremunerated activities
in households, such as housekeeping and child
care. These activities represented nearly a quar-
ter of Mexican GDP between 2003 and 2009
and were equivalent to about two-thirds of

Informality is another important gray
area. After nearly four decades of debates
about the concept of informality, there is still
no consensus on what is meant by informal
jobs. Some schools of thought link informality
to characteristics of firms—whether the busi-
ness is registered or pays taxes. Others focus
on characteristics of workers—whether they
are covered by social protection or have an
employment contract. And yet others stress
modes of production and levels of productiv-
ity to define informality. A consensus is start-
ing to emerge on how to measure informality,
but the definitions used still leave out types of
work that some consider informal. Meanwhile,
relatively few countries produce regular statis-

worker wages and benefits.”

tics on informality (box 1.5).

BOX 1.5 Few countries produce statistics on informality

The concept of dual economies has an old lineage.? Based on the
recognition of dual economies and the Harris and Todaro two-sector
model, the term informality was first coined by a U.K. anthropologist
in a paper about Ghana. The concept gained popularity with a
widely cited report from a mission of the International Labour Orga-
nization (ILO) to Kenya.P Since then, studies on informality have pro-
liferated, and the concept has become standard in development
studies, labor economics, and other disciplines. Today the causes
and implications of informality are the subject of an intense aca-
demic debate and an extended research agenda aimed at under-
standing how labor markets function in developing countries.©

A variety of approaches can be used to measure informality,
informal employment, and the informal sector. Measurement be-
comes even more complex when informality is combined with
other concepts like illegal and underground activities or nonstan-
dard work. The lack of systematic country-level data on informality
has led researchers to construct their own estimates using similar
but not identical criteria, which sometimes lead to diverging
conclusions.

Recommendations on the measurement of informality were first
drafted in 1993 by the 15th International Conference of Labour
Statisticians (ICLS). Four years later, the United Nations created the
Delhi Group to document and recommend methods for defining
and collecting data on the informal sector. In 2003, the 17th ICLS,
through the document “Guidelines Concerning a Statistical Defini-
tion of Informal Employment,” introduced a definition of informal
employment and a series of rules for its measurement. Since 2006,

Source: World Development Report 2013 team.
a. Boeke 1942; Lewis 1954.

b. Harris and Todaro 1970; Hart 1973; ILO 1972.
c. A few among the most recent are Guha-Khasnobis and Kanbur 2006; Perry and others 2007; Kanbur 2009; Blades, Ferreira, and Lugo 2011; and Vanek and others 2012.
d. ILO Key Indicators of the Labour Market (database).
e. Vanek and others 2012.

the Delhi Group has been working with the ILO on a forthcoming
“Manual of Surveys of Informal Employment and Informal Sector.” In
2008, the newest version of the United Nation'’s system of national
accounts adopted most of the previous resolutions and recommen-
dations on the measurement of informality. That resulted in a broad
definition that includes both the informal sector and informal
employment. However, gray areas remain in relation to activities
such as farming, independent professionals, and activities among
rural workers in general.

Few countries produce regular official statistics on informality.
The dearth of data is apparent in global repositories such as the
ILO's Key Indicators of the Labor Market database, which, in its most
recent version, includes data on informality for only 60 countries.d A
report on informality across the world by the ILO and Women in
Informal Employment: Globalizing and Organizing (WIEGO) makes
systematic use of the most thorough definition of informality, cover-
ing informal employment and employment in informal firms, to
present data on 47 countries.® The ILO-WIEGO report shows infor-
mality rates ranging from 40 percent in Uruguay and 42 percent in
Thailand to 75 percent in Bolivia and 80 percent in India.

The extent of informality varies with differences in productivity
across firms and workers, as well as with differences in the nature of
regulations and the degree to which they are enforced. Whether
informality is the result of exit, exclusion, uneven enforcement, or
low firm productivity is still a matter of debate. Better measurement
can provide information on the magnitude of informality and pro-
vide more data for the advancement of studies in this area.



What is not a job?

While views about what a job means vary, a
broad consensus exists on the types of activities
that should never be considered a job. Interna-
tional norms define basic human rights as the
boundaries of what is unacceptable. The United
Nations Universal Declaration of Human Rights,
which the UN General Assembly embraced
unanimously in 1948, provides for the right to
work and protection from discrimination.”® The
Declaration on Fundamental Rights and Princi-
ples at Work adopted at the ILO conference in
1998 further specifies core labor standards that
call for an end to forced and compulsory labor,
child labor, and labor discrimination, and that
provide for freedom of association and collec-
tive bargaining.”” Most countries have ratified
the conventions on forced labor, child labor, and
discrimination; fewer have ratified the conven-
tions on freedom of association and collective
bargaining (figure 1.12).78

While international agreements help define
what forms of work are unacceptable, in prac-
tice many people work in activities that violate
their rights. Some 21 million people are esti-
mated to be subject to forced labor, and around
1 million to trafficking.” In many cases, forced
labor is inflicted upon minorities or groups that

are discriminated against, such as migrants,
women, and indigenous people. Migrant work-
ers in sweatshops in Latin America, child sol-
diers in conflict-afflicted areas of Africa, people
trafficked for sexual exploitation in Europe and
Asia, and temporary migrant workers under
sponsorship contracts in the Middle East are
the subjects of the most conspicuous forms of
forced labor and trafficking in the world.

Child labor provides another striking exam-
ple (box 1.6). Although it is covered by the core
labor standards and many countries have rati-
fied the relevant ILO conventions and the UN
Convention on the Rights of the Child, the ILO
estimates that 115 million children worldwide
were involved in hazardous work in 2008. Mea-
surement is complicated by legal and moral
concerns, as well as by the flawed design of sur-
veys that may induce parents to misreport chil-
dren’s work.®’ These statistics may actually rep-
resent only a lower boundary on the size of the
problem.

Recent research shows that children work for
diverse and complex reasons.®! They range from
household poverty to the relative accessibility
and affordability of schooling and from the
preferences of families and even children re-
garding work and play to the influence of tech-
nological change, international trade, and ur-

FIGURE 1.12 A majority of countries have ratified the core labor standards
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Box 1.6 Not all child work is child labor

According to the International Labour Organization (ILO), children engaged in
child labor include “all persons aged between 5 and 17 years who during a
specified time period were engaged in one or more of the following activities:
(@) hazardous work; (b) worst forms of child labor other than hazardous work;
and (c) other forms of child labor (depending on age of the child and weekly
hours worked).” The “worst forms of child labor” include any work that jeopar-
dizes the health, safety, or morals of a child. Such work is determined to be haz-
ardous depending on its specific nature, the demands on children in particular
industries, and the general working conditions. Apart from hazardous work,
the worst forms of child labor include all forms of slavery, bondage, military
conscription, trafficking, and using, procuring, or offering children for prostitu-
tion, pornography, or other illicit activities.

This definition of child labor is governed by two ILO Conventions (132 and
182), two ILO recommendations (146 and 190), and the UN Convention on the
Rights of the Child. However, international standards also provide countries
with some latitude in setting allowed boundaries for the involvement of chil-
dren in productive activities (regarding ages or the definition of hazardous
work, for example). The standards also permit limited work in the performance
of household chores or in light productive activities that are not considered
harmful.

Source: World Development Report 2013 team.
a. ILO 2008a.

banization. Children in wealthier households
may, in some settings, be engaged in child labor
if household assets and access to finance, land,
or other resources generate more demand for
work from household members.®? Child labor

may affect schooling, health, fertility, and behav-
ior, although establishing these links has been
challenging. Rarely is there a one-to-one trad-
eoff between school and work. In many places,
the majority of children who work are also at-
tending school. Moreover, a child may have
dropped out of school for reasons unrelated to
child labor. The participation of children 12
years and older in family farming and small
household enterprises can in some cases con-
tribute to the acquisition of skills.®?

In sum, jobs are activities that generate actual
income, monetary or in kind, and do not violate
fundamental rights and principles at work.
This definition includes the categories of work
covered by ICLS guidelines: wage or salary em-
ployment, employers, members of cooperatives,
family workers (including unpaid family mem-
bers), and the self-employed. In many instances,
however, these categories may fail to uniquely or
clearly classify certain individuals. For instance,
small farmers are sometimes wage employed or
self-employed, but they may also be employers
if they hire unpaid family workers. Jobs include
labor activities that generate income for the
household, even if no income measure can be at-
tributed to a person’s specific labor, as in the case
of household enterprises and farming.

By this definition, jobs are much broader
than just working in an office or a factory, with
an employer and a regular paycheck.



Garimpeiros (independent prospectors) at the Serra Pelada gold mine, in Brazil
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Jobs are transformational



Introduction to Part 1

conomic development is about improve-

ments in living standards supported by

productivity growth. It also involves so-
cial change associated with urbanization, inte-
gration in the world economy, and the drive
toward gender equality. All of these transforma-
tions are related to jobs. The development pro-
cess is about some jobs becoming better and
others disappearing, about people taking jobs
and changing jobs, and about jobs migrating
to other places within and across countries.
Development often entails the movement of
labor from rural, agricultural, and mostly sub-
sistence activities to urban, nonagricultural, and
mostly market-oriented activities. This move-
ment transforms the lives of families and com-
munities, the organization of firms, and the
norms and values of societies. It can boost pro-
ductivity and improve living standards and also
affect the cohesiveness of society. Jobs are thus a
key driver of development.

e Living standards: Jobs provide earnings op-
portunities to lift people out of poverty, raise
their consumption, and contribute to indi-
vidual well-being more broadly.

* Productivity: Through job creation and de-
struction within sectors and reallocations
across sectors and countries, jobs are also at
the root of economic growth.

* Social cohesion: Jobs define who people are
in many ways; by shaping values and be-

LIVING
STANDARDS

PRODUCTIVITY|

haviors, they can influence trust and civic
engagement.

Distinguishing these three transformations pro-
vides an understanding of how jobs contribute
to development. People’s well-being is the ulti-
mate goal, and the transformation of living
standards captures this link directly. But sus-
tained improvements in living standards are im-
possible without productivity growth or when
resources are wasted through confrontation.
That is why it is necessary to look at the three
transformations jointly.

SOCIAL
COHESION
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Jobs and living standards

Jobs are the main source of income for the majority of households and a
key driver of poverty reduction. But their contribution to well-being goes

beyond the earnings they provide.

obs are the most important determinant
of living standards around the world. For
the vast majority of people, their work is the
main source of income, especially in the poorest
countries. And jobs-related events are the most
frequent reasons for families to escape or fall
into poverty. Furthermore, as earnings increase,
individual choices expand—household mem-
bers can opt to stay out of the labor force or to
work fewer hours and dedicate more time to
education, retirement, or family. Opportunities
for gainful work, including in farming and
self-employment, offer households the means to
increase consumption and reduce its variability.
Higher crop yields, access to small off-farm en-
terprise activities, the migration of family mem-
bers to cities, and transitions to wage employ-
ment are milestones on the path to prosperity.
In addition to their fundamental and imme-
diate contribution to earnings, jobs affect other
dimensions of well-being, positively and nega-
tively. Not having a job undermines mental
health, especially in countries where wage em-
ployment is the norm and the lack of employ-
ment opportunities translates into open unem-
ployment rather than underemployment. But a
job prone to occupational accidents or work-
related diseases can damage physical health or
worse. More generally, monetary, nonmonetary,
and even subjective characteristics of jobs can all
have an impact on well-being (box 2.1).

Jobs also influence how workers see them-
selves and relate to others. Most people feel that
jobs should be meaningful and contribute to so-
ciety. Together with other objective job charac-
teristics, the self-esteem a job provides is an im-
portant determination of satisfaction with life.

Jobs improve material well-being

Over the course of a country’s development,
higher productivity and labor earnings allow
households to allocate more time to invest-
ment and consumption activities and less to
production. Thus, schooling and retirement
gain importance relative to work. For the past
century or so, the number of hours worked by
youth in industrial countries has declined
steadily as access to education has increased.
Similarly, the number of years in retirement
has increased in parallel with longer life expec-
tancy.! Higher earnings also facilitate longer
periods of job seeking, especially among
younger household members, often leading to
higher unemployment rates. Among men and
women of prime age (25 to 54), total working
hours (market and nonmarket) have remained
relatively stable, with the main change being
the growing share of market activities among
women (figure 2.1). These general trends are
not ironclad, however.



Jobs and living standards

Box 2.1 There are many dimensions of living standards and many ways to measure them

Debates on how to define and measure living standards go far back
in social sciences. The work by Rowntree and Booth in late 19th cen-
tury England is usually mentioned as seminal, especially in relation
to the measurement of poverty. In the 1930s, the creation of the Sys-
tem of National Accounts concentrated on measuring the total mar-
ket value of the goods and services produced in an economy and
made gross domestic product (GDP) per capita the main indicator
of living standards in general. By the 1970s and 1980s, there was a
growing agreement that important aspects of well-being, such as
health status, or exposure to crime, pollution, and urban conges-
tion, were not fully accounted for in GDP. Research also showed that
the distribution of material amenities affected individual well-
being. There is now consensus that living standards depend not
only on average incomes and consumption but also on access to
benefits as diverse as health and education, sanitation and housing,
and security and freedom.2

There are ongoing systematic efforts to collect individual,
household, and community data to better understand and com-
pare living standards in developing and developed countries. Com-
plete poverty profiles for different groups of the population within
a country, based on the comparison of income or consumption
aggregates to international or national poverty lines, have prolifer-
ated. Microdata collection efforts have allowed a close monitoring

of standards of living and poverty reduction worldwide. Advances
toward the first Millennium Development Goal (Eradicate extreme
poverty) have been documented using global monetary poverty
measures. The availability of richer datasets, in turn, has supported
the emergence of newer measures of living standards, many of
them multidimensional in nature. These measures combine both
monetary and nonmonetary indicators of well-being, as well
as information on their distribution across different population
groups.?

Despite this progress, important controversies remain, particu-
larly on which indicators are more appropriate for gauging each
dimension of well-being and on the weights that should be attrib-
uted to each. Some recent proposals even suggest a revamping of
statistical systems to formulate better measures of production that
take into consideration changes in the quality of goods, govern-
ment services, and time allocated to home activities and leisure.
There are also proposals to include among measures of living stan-
dards subjective indicators of well-being and indicators on the level
and sustainability of human, physical, and environmental assets.
Other proposals emphasize subjective indicators building on a phil-
osophical point of view.? Aggregating indicators and comparing
them over time and across space becomes more intricate in this
case, because of differences in values and beliefs.

Source: World Development Report 2013 team.

a. Adelman and Morris 1973; Chenery and Syrquin 1975; Nordhaus and Tobin 1973; Sen and Hawthorn 1987; Steckel 1995; Streeten 1979.

b. Among these indicators are the Human Development Index (UNDP 1990), the Human Opportunity Index (Paes de Barros and others 2009), and a large variety of multi-

dimensional poverty indexes (Alkire and Foster 2011; Bourguignon and Chakravarty 2003; Kakwani and Silber 2008). See also OECD 2011.

c. Fitoussi, Sen, and Stiglitz 2010.

d. This is the case, for instance, of the measures of Gross National Happiness in Bhutan by the Center for Bhutan Studies.

The nature of production, consumption,
and investment activities varies across coun-
tries as well. In some, low hours of work among
youth are associated more with idleness than
with schooling; in others, schooling has pro-
ceeded at an accelerated pace. Similarly, job
characteristics change with development. In
rural economies where agricultural activities
predominate, the purpose of household pro-
duction is often direct consumption. Less de-
veloped economies tend to be characterized
by more working time dedicated to jobs with-
out wage payments, including farming and
other types of self-employment. Development
changes the organization of work from home
to market production.? As economies develop,
more work is remunerated through wages and
salaries. This reallocation is usually accompa-

nied by higher market participation among
women.’ Developed and developing econ-
omies allocate a similar share of the day to
work. But women allocate a larger share than
men to activities not directly generating income
(figure 2.2).

Jobs do not automatically guarantee sus-
tained improvements in earnings and well-
being. Working people often remain mired in
poverty. In many countries, adults in poor
households are more likely to be working than
those in nonpoor households. The poor are not
usually characterized by lack of jobs or hours of
work; they often have more than one job and
work long hours, but their jobs are poorly remu-
nerated (box 2.2).

In more affluent societies, a larger share of
income is derived from capital, transfers (social

n
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FIGURE 2.1 Working hours vary across ages
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assistance), or savings (social insurance and
pensions). Still, the majority of households
worldwide make their living through their work,
and labor earnings represent the largest share of
total household income (figure 2.3). The main
change that comes with development is the
composition of labor income.*

Job-related events are the main escape route
from poverty in developing and developed
countries alike. More than two decades of re-
search on poverty dynamics, spanning countries
as different as Canada, Ecuador, Germany, and
South Africa, show that labor-related events
trigger household exits from poverty (figure
2.4). These events range from the head of a
household taking a new job, to family members
starting to work, to working family members
earning more from their labor. In a large set of

qualitative studies in low-income countries, get-
ting jobs and starting businesses were two of the
main reasons people gave to explain their rise
out of poverty.> Conversely, a lack of job op-
portunities reduces the ability of households to
improve their well-being.®

Jobs are not the only force that determines
whether a household escapes from poverty. De-
mographic changes, such as the arrival of a new-
born, relatives moving in, or a family split be-
cause of death or separation, affect expenditures
per capita, hence the household’s poverty status.
The same is true of changes in nonlabor income
from assets or transfers, be they private remit-
tances, public social assistance, or pensions.
These developments may all interact and often
occur simultaneously. For example, the migra-
tion of family members to a city for a job may



Jobs and living standards

FIGURE 2.2 Women spend more time in activities not directly generating income
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improve the well-being not only of the migrants
but also of those who stay in the rural village. In
addition to receiving remittances, those who stay
behind may have access to the migrants’ land to
cultivate and work more as a result.”

With all these changes occurring at the same
time, gauging the contribution of labor earnings
to poverty reduction is difficult. However, recent
methods allowing to decompose changes in pov-
erty by sources of income confirm the funda-
mental contribution of change in labor earnings
(figure 2.5). In 10 of 18 countries considered for
the analysis, labor income explains more than
half of the change in poverty, as measured by the
US$2.50-a-day poverty line. In another 5 coun-
tries, it accounts for more than a third of the
reduction in poverty.? A further decomposition
of the contribution of labor income to poverty
reduction in Bangladesh, Peru, and Thailand
found that changes in individual characteristics

(education, work experience, or region of resi-
dence) were important, but that the returns
to these characteristics mattered more. Among
those returns is the relative price of labor.’

The connection between jobs and poverty
reduction is not mechanistic, and not all transi-
tions out of poverty require a change in the type
of work undertaken. Changes in the productiv-
ity of the same job may also be at play. In Ban-
gladesh and Vietnam, for example, poverty tran-
sitions have been dominated not by changes in
income sources from farm to nonfarm income,
but by higher income within the same sector.!

Richer insights on the connection between
labor-related events and transitions out of pov-
erty can be obtained from studies that follow
the same households over extended periods of
time. Studies in several countries in Asia and in
Sub-Saharan Africa show that farming and off-
farm activities are intricately related and not

19
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BOX 2.2 Most poor people work

It is not lack of work that defines the poor. This realization has
brought to the fore the concept of the working poor, and questions
about who they are, and why they remain poor even when they
have jobs. First studied by researchers in some countries such as the
United States, this concept of the working poor is now recognized
globally. The International Labour Organization (ILO) has included
the working poor in its statistics since the mid-1990s, and measure-
ments of this group have been added as a Millennium Development
indicator.

The working poor are defined as employed persons in house-
holds whose members are living below one of the two international
poverty lines—either US$1.25 or USS$2 a day.? Household expendi-
ture surveys allow for a classification of the population as poor and
nonpoor, based on the level of consumption per person. These sur-
veys also provide information on household members who work.
According to the ILO’s most recent estimate, 910 million workers—
nearly 30 percent of total global employment—were living on less
than US$2 a day. The incidence is much higher among low-income
countries. It reaches 63.7 percent in Africa and 54.2 percent in Asia.c

Source: World Development Report 2013 team.

Caution is needed in interpreting this concept, however. Outside
the group of the working poor, there may be individuals who have
very low labor earnings but whose expenditures are above the pov-
erty line because they have other sources of income such as private
transfers or earnings from social insurance or social assistance pro-
grams. In other words, being excluded from the category of working
poor does not mean one has high labor earnings.

Another concept that indicates whether job earnings are
sufficient to ensure an adequate standard of living for a person
or a household is the living wage. This is the level of earnings
that would provide a satisfactory standard of living to workers
and their families. But moving from this definition to measurement
is difficult. With more than half of all working people engaged
in nonwage work, accurate measures of labor earnings may not
be available. Moreover, there are diverse interpretations of what
constitutes a standard family and a lack of consensus on computa-
tion methods.? An alternative is measuring the percentage of the
population that cannot reach the poverty line with labor incomes
only, as the Poverty Labor Trend Index in Mexico does.®

Notes: For a review of the working poor in developed countries, see Blank, Danziger, and Schoeni (2006) and Brady, Fullerton, and Cross (2010); for developing countries, see Fields
(2011). The content and scope of the Millennium Development Goals can be found in United Nations, “We Can End Poverty, 2015: Millennium Development Goals, United Nations,
New York.

a. Indicator 18, "Poverty, income distribution and the working poor, KILM (Key Indicators of the Labour Market) (database), 7th ed. 2011, International Labour Organization, Geneva.
b. ILO 2011, 41-42.

c. Estimates are for 2009 for a selection of low-income countries from the ILO KILM.

d. Anker 2011.

e. Poverty Labor Trend Index, National Council for the Evaluation of Social Development Policy (CONEVAL), Mexico City.

FIGURE 2.3 Jobs are the most important source of household income

100 -
90
80
70 -
60
50 -
40
30 -
20 -

:::::D::EE:::=:

percentage of household income

S O & &
O & OO

S

N

B self-employment B wage employment transfers ] other

Source: Covarrubias and others 2012 for the World Development Report 2013.



Jobs and living standards

FIGURE 2.4 Jobs take households out of poverty, especially in developing countries
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during a poverty reduction spell among a set of mutually exclusive categories of events such as changes in family structure, in sources of income, and in needs of the household.

necessarily substitutes for each other. Access to
land, increases in farm yields, and access to mar-
kets are fundamental for the growth of off-farm
jobs and hence for diversification in family in-
comes.'! Simply having work is not what mat-
ters most, according to these studies, since most
people work in rural economies. What is impor-
tant for escaping poverty is deriving greater
earnings from work.

Other factors of production are critical for
explaining poverty reduction through jobs,
particularly in rural areas. Studies from Uganda
and Pakistan, using rural data spanning 4 and
10 years respectively, show that higher agricul-
tural productivity, the growing commercializa-
tion of agriculture, and an increase in cash crop
production contributed substantially to pov-
erty reduction. The increase in the price of cash
crops over this period also helped.'? Improve-
ments in land rights and better access to input
and output markets, due to infrastructure in-
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vestments, also raised the odds of escaping pov-
erty, particularly in Uganda. All of these factors
affect the labor productivity of farmers but
originate in land markets or food markets
rather than labor markets.

The largest poverty reductions documented
are associated with jobs in agriculture. The cases
of China and Vietnam, in the 1980s and 1990s
respectively, testify to the importance of agricul-
tural productivity and the forces unleashed by
land reform, investments in rural infrastructure,
and off-farm job opportunities.'® In rural China,
poverty reduction was associated with off-farm
activities, but the workers engaged in these ac-
tivities tended to be those who had benefited
from increased farm incomes and by obtaining
more education.' Furthermore, easier access to
off-farm employment and opportunities for mi-
gration reduced the exposure of households to
income shocks. A similar pattern of events has
been documented in other Asian and Sub-
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FIGURE 2.5 Jobs account for much of the decline in extreme poverty
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Saharan African countries. Whereas poverty re-
duction in rural areas in Asia is associated with
diversification into nonfarm activities, in Sub-
Saharan Africa, it may be more closely associ-
ated with increases in farm productivity.'

Jobs and relapses into poverty are also con-
nected. Widespread shocks such as droughts,
floods, and conflicts can drive households into
poverty or even chronic poverty. Events specific
to individuals, such as illness or poor health of
the head of household, can have the same effect.
In these cases it is not joblessness per se that
pushes families into poverty but rather the de-
struction of personal and household assets.'®
And even taking these shocks into account, job
loss of the head of household remains a critical
determinant of a fall into poverty.'”

The poor clearly rely on their labor to make
a living. The death or disability of an income
earner significantly increases the odds of falling
into poverty or remaining poor, particularly

among households with few assets. Studies from
Uganda and Pakistan show that the share of
household members who work also has a con-
siderable impact. Households with rising de-
pendency ratios were more likely to remain
poor or fall into poverty, while households
whose share of working-age adults increased
were less likely to fall into poverty or remain in a
state of poverty.'®

Jobs are more than just earnings

Jobs have consequences beyond wages and earn-
ings. Other aspects such as workplace safety,
stability, commuting time, learning and ad-
vancement opportunities, entitlements to pen-
sion benefits, and other amenities are highly val-
ued by some workers. However, quantifying the
monetary value of these other aspects of a job
is not easy. Comparable surveys in Jianyang,
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Box 2.3 The value of job attributes can be quantified through hedonic pricing

Workers place a value on jobs that goes beyond income. At the indi-
vidual level, people assess the impact a job might have on their
physical and mental well-being, as well as on their families. In addi-
tion to the earnings the job provides, they can value the stability of
ajob, its earnings, the possibilities of advancement, or the flexibility
of working hours. Workers might also value how well a job connects
them to society, the prestige associated with it, or its contribution to
social goals.

Hedonic pricing assesses how people value specific job charac-
teristics through their job satisfaction or happiness more broadly.
Indicators of subjective well-being are linked through statistical
analysis to various job characteristics, including earnings. Statistical
methods can be used to assess the contribution of each of these job
characteristics to happiness or job satisfaction.

The weights associated with different job characteristics in the
estimated hedonic price function allow an assessment of the value
workers attach to each job characteristic. The monetary value of a
job characteristic can be assessed by comparing the corresponding
weight in the hedonic price function with the weight of earnings.
Thus, for instance, a hedonic function reveals the share of earnings
respondents would be willing to forgo in exchange for stability, or
for creativity at work, or for a job providing voice in the workplace.

Using surveys commissioned for this Report, hedonic valuation
of health insurance benefits range from 1.5 percent of hourly wages

in Colombia and China to 4.2 percent in Egypt and 5.1 percent in
Sierra Leone.? This is significantly lower than the explicit valuations
answered by those surveyed: 4.9 percent in China, 10 percent in
Colombia and Sierra Leone, and, at the highest, 25 percent in Egypt.
This indicates that the revealed preference of individuals for health
insurance benefits in the job are lower than the price they express
they would be willing to pay. Hedonic pricing can also identify the
revealed preference to pay for other less tangible job charac-
teristics. Salaried workers in Colombia, China, and Egypt would
forgo up to 1.5 percent of hourly wages for jobs that are “meaning-
ful.” In Egypt, salaried workers reveal a price tag equivalent of up
to 2.1 percent of hourly wages for jobs that are non-manual or
nonroutine.

This approach is especially relevant in the assessment of job
benefits. These benefits involve a deduction from earnings in ex-
change for access to a pension in old age, for instance. Jobholders
typically value these benefits, but they may value them less than the
associated deductions in earnings through social security contribu-
tions. If the expected value of the pension is low or uncertain,
they may prefer to remain in the informal sector. In contrast, a well-
designed program that allows longevity risks to be pooled with
other jobholders may be valued by the jobholder more than the
deductions associated with participation.

Source: World Development Report 2013 team.

a. Calculations by the World Development Report 2013 team of the FAFO (Forskningsstiftelsen Fafo [Fafo Research Foundation]) 2012 Survey on Good Jobs.

b. Recent examples are Hintermann, Alberini, and Markandya 2010 and Falco and others 2012.

China; Risaralda, Colombia; Cairo and Fayoum,
the Arab Republic of Egypt; and Port Loko and
Free Town, Sierra Leone, showed the limited
ability of respondents to attach a monetary value
to job benefits, despite expressing willingness to
pay.’? Among those who do give an explicit valu-
ation, the willingness to pay for pension benefits
goes from 5 percent of monthly wages in China
to 7 percent in Colombia and 13 percent in
Egypt. Lower values are given for transportation
allowances (2, 1, and 7 percent, respectively), but
having a permanent contract is valued more, es-
pecially in Egypt (3, 8, and 22 percent, respec-
tively) (box 2.3).

Characteristics of jobs have other less tan-
gible, but no less real, effects on well-being. In
particular, jobs can have a direct impact on
workers’ health, a key component of human
development and personal well-being (box
2.4). Exposure to hazardous substances causes
an estimated 651,000 deaths annually, mainly
in developing countries. Work-related acci-

dents and diseases kill an average of 6,000 peo-
ple a day, or 2.2 million a year. Most of these
deaths (1.7 million) result from work-related
diseases; the remainder is linked to fatal acci-
dents in the workplace and during commutes
to or from work.?® Every year, more than 400
million people (nearly 15 percent of the global
labor force) suffer from occupational accidents
or illnesses involving work-related diseases. In
some cases, the incidence is intolerably high:
half of slate pencil workers in India and 37 per-
cent of the miners in Latin America suffer from
some stage of silicosis (an occupational lung
disease caused by inhalation of silica dust).?!
Mental health can be threatened by abusive re-
lations between managers and workers and
sexual harassment. Health risks are not con-
fined to wage employment. Collecting and car-
rying water or cooking over open stoves, as
many self-employed workers do, poses risks,
and these risks are more likely to affect women
than men.?
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Box2.4 Work can pose risks to health and safety

Surveys of workers in garment factories in three countries underscore the
health and safety hazards they face in their jobs. Garment workers in Indonesia,
Jordan, and Haiti have reported physical stresses linked to work, including hun-
ger, thirst, and severe fatigue.

In Indonesia, more than half the workers surveyed reported that they had
experienced severe thirst often or every day. Heat is a likely contributor. Asked
whether the factory is too hot or too cold, only about half (52 percent) reported
that temperature was not a concern. Occupational safety is an issue for many:
59 percent of workers reported concerns about dangerous equipment; 73 per-
cent were concerned about accidents; 64 percent, about dusty or polluted air;
and 69 percent, about chemical odors.

In factories in Jordan, 37 percent of workers reported concerns about dan-
gerous equipment, and 45 percent reported concerns about accidents and

injuries.

In Haiti, 40 percent of workers reported that they had experienced severe
fatigue or exhaustion occasionally, often, or every day; 41 percent reported
frequent headaches, dizziness, backaches, or neck aches. A stunning 63 per-
cent of workers reported that they had experienced severe thirst often or

every day.

Source: IFCand ILO 2011.

Occupational accidents and work-related
diseases have economic costs. These costs are
difficult to compute because the estimates
ought to include spending on health care and
sickness benefits, as well as the forgone earn-
ings from workdays lost. Estimating these costs
is particularly difficult in the case of the self-
employed. The few studies that have tried to do
so suggest that the burden on society could be
high. In Spain, in the industrial sector alone,
these costs were estimated to amount to 1.72
percent of gross domestic product (GDP) in
2004. In Mauritius, the cost of work-related in-
juries represented around 2.8 percent of GDP
in 2003.2° Global estimates put the cost asso-
ciated with work-related sickness at around 4
percent of GDP.*

Opportunities to participate in labor markets
for people with disabilities vary across countries.
The employment ratio of people with disabilities
ranges from 70 percent, in Poland, to 20 percent,
in Switzerland and Zambia, lower than the ratio
for the overall population.”® Disabilities may be
preexisting conditions or the result of job-related
injuries or conditions. Different labor outcomes
among persons with disabilities stem from pro-
ductivity differentials, from disincentives created

by the system of social benefits, and from dis-
crimination. In any case, a lower employment
rate is one of the main channels through which
disability may lead to poverty.

In countries where wage employment is
the norm, joblessness may severely affect well-
being. Together with income, social status has
been recognized as an important factor in the
development and maintenance of mental
health.?® Studies document the detrimental ef-
fects of unemployment and the positive effects
when finding a job.” Medical research has as-
sociated unemployment with stress, depression,
heart disease, and alcoholism.?® Psychological
hardship, marital dissolutions, and suicide have
also been associated with job loss.* Depression
and stress-related illnesses are becoming more
common with the expansion of outsourcing,
labor informality, and mobility in the modern
workplace.*

The impact of unemployment on mental
health appears to occur independently of the
availability of social insurance or other mecha-
nisms of protection.’! This is because the psy-
chological hardship of unemployment is also
associated with social stigma. Studies show that
a worker who is unemployed or who has a vul-
nerable job faces less duress if the phenomenon
is more pervasive or if there is less inequality in
the incidence of unemployment or the distribu-
tion of vulnerable jobs. This finding demon-
strates the close interaction between a person’s
job and their place in society.>?

Jobs and life satisfaction

Happiness, both a personal goal and a social as-
piration, is related to employment status. A large
body of literature shows that unemployed peo-
ple report lower happiness and life satisfaction
than their employed counterparts.® For in-
stance, in Indonesia subjective well-being in-
creases when gaining a job and decreases when
losing it.** Some researchers argue that this dis-
content is transitory, but others point out that,
as long as concerns about job stability persist,
so does unhappiness. This “unhappiness effect”
is more typically reported in men than in
women, but evidence indicates that women are
affected by the unemployment of their spouse.



The lack of employment can lower the self-
esteem and undermine the social status of other
family members.*

When jobs are in short supply and unem-
ployment becomes a problem, people change
their expectations and attitudes. Data from the
World Value Surveys for a large set of countries
(both developed and developing) show that
higher unemployment rates are associated with
lower ambitions to do meaningful work, per-
haps indicating that a lack of available jobs im-
pels individuals to accept any job.

It is not only one’s joblessness that may be
important to life satisfaction. In the United
Kingdom, the unemployed are less unhappy in
districts in which the unemployment rate is
higher, suggesting that joblessness always hurts
but that it hurts less if there are many unem-
ployed people in the local area.* The effect on
happiness of not having a job seems to be par-
tially offset by the lower social stigma when
the lack of jobs is widespread. Joblessness also
leads to a loss of contact with people through
the workplace and to a contraction in related
social networks, which can erode social capital
and undermine the sense of engagement with
others.””

Simply having a job does not guarantee
higher life satisfaction. Feeling insecure at work
because of earnings variability, job instability, or
health and safety concerns also affects a person’s
sense of well-being (figure 2.6).®® For wage
workers, the type of contract and its duration
are important; part-timers and seasonal work-
ers express less job satisfaction. Even workers
with long-term contracts may feel insecure.” In
factories in Haiti, Jordan, and Vietnam, earn-
ings from work did not influence the reported
level of life satisfaction, but working conditions
did.** In more developed countries, jobs that
provide more autonomy are linked to higher life
satisfaction.*!

Most research on the links between jobs and
life satisfaction has been conducted in settings
where wage employment is the norm. A grow-
ing literature on life satisfaction in developing
regions, where a smaller share of those who
work are wage earners, shows that farmers have
the lowest levels of life satisfaction relative to
other workers and the unemployed (figure
2.7). Meanwhile, wage workers and the self-
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FIGURE 2.6 Workers often care more about job security

than about income
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importance of job security and job income on a scale from 1 to 5, with 5 = very important, 4 = important,
3 = neither important nor unimportant, 2 = unimportant, 1 = not important at all.

employed have higher levels of satisfaction
than the unemployed.

Whether the self-employed express greater
satisfaction than wage workers depends on the
context. In industrial countries and in Eastern
Europe and Central Asia, life satisfaction is, on
average, similar among both groups, but in
Latin America, it is substantially lower among
the self-employed.*?

Jobs contribute to how people view them-
selves and relate to others. Most people feel
strongly that their jobs should be meaningful
and contribute to society. A 2005 survey of 29
countries asked people about the characteristics
that they valued in their jobs.** Over three-
quarters reported that it is important to have a
job that is useful to society, and a similar share
agreed that it is important that their jobs help
other people. In nine countries, the share who
reported that it is important for jobs to be so-
cially useful was higher than the share reporting
that high income is important. While most of
these are high-income countries, preferences for
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and social norms. Notwithstanding this, other
health variables used as proxies of job satisfac-
tion such as absence of fear or sadness also
show an association with working conditions.
Research for Haiti, Jordan, and Vietnam finds
working conditions such as basic hygiene and

FIGURE 2.7 Life satisfaction is lower among farmers and the
unemployed
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socially useful and high-income jobs did not dif-
fer greatly in the Dominican Republic, Mexico,
or South Africa.

Job satisfaction and other measures of non-
material well-being such as happiness or iden-
tity may be affected by cultural differences

Jobs have an impact on the well-being of the
person who holds them, but they can also have
an impact on the well-being of others. Some
jobs bring more poverty reduction and, as
such, benefit those who consider eradicating
poverty to be a fundamental societal goal.
Some jobs promote higher employment rates
among women, giving more say on the way
household resources are allocated, typically
leading to greater spending on raising children.
Gender equality, much the same as poverty re-
duction, is a broadly shared societal goal. Jobs
that have these additional impacts do more for
development. Given such spillover effects, jobs
play a fundamental role in the well being of
individuals and entire societies. Jobs may thus
be the center piece of a development strategy
(Question 2).



Rapid and sustained growth is generally viewed
as the main priority for developing countries,
and as a precondition for continued increases in
living standards and strengthened social cohe-
sion. Economic growth, living standards, and
social cohesion can indeed move together, and
they often do—as shown, for example, by the
remarkable experience of East Asian economies,
including the Republic of Korea and Singa-
pore.* Building on the East Asian experience,
the conventional wisdom is to focus on growth
and assume that increased living standards and
greater social cohesion will follow. This is the
main tenet behind “growth strategies,” “growth
diagnostics,” and “binding constraints analyses,”
all of which aim to identify and remove obsta-
cles to economic growth and to sustain it over
prolonged periods of time.

But transformations in living standards, pro-
ductivity, and social cohesion do not necessarily
happen at the same pace. Lags and gaps in rising
living standards can be illustrated by the differ-
ent impacts growth has on poverty reduction
across countries. A 2 percent annual growth rate
can reduce poverty rates by 1 percent in some
countries and by 7 percent in others.* Ethiopia,
Tanzania, and Zambia experienced periods of
economic growth with very little change in pov-
erty incidence.”” On the other hand, important
advances in poverty reduction have also hap-
pened during periods of slow growth, as oc-
curred in Brazil and Mexico during the 1990s
and the first half of the 2000s.”® And in some
cases, growth is not accompanied by increased
social cohesion—even though poverty may fall
and living standards improve for some, the ex-
pectations of others remain unfulfilled. Tunisia
is a clear example in this regard: its growth rate
is well above the average of the region, but it has
nonetheless experienced serious social and po-
litical tensions.*

The recognition of these lags and gaps has
led to more nuanced approaches to economic
growth in which the growth being sought is
“pro-poor;,” “shared,” or “inclusive.” In these
versions, it is not just the rate of growth that
matters but also the initial distribution of in-

come and the possibility of redistributing re-
sources through the growth process itself and
through government transfers.>!

Behind these sensible qualifiers, it is possible
to point to the role of jobs. Growth is “inclusive”
when higher earnings are driven by employ-
ment opportunities for the majority of the labor
force, particularly the poor. Recent studies show
that the impact of economic growth on poverty
reduction depends critically on the employment
intensity of different sectors.’?> Employment
opportunities also matter for social cohesion.
It is thus jobs that bring together the three
transformations.

Realizing the role jobs play implies going be-
yond the sequential view in which growth issues
are addressed first and employment follows
from increased demand. Instead, jobs are seen
as a medium that can make the development
transformations a reality. From a statistical
point of view, the relationship between growth
and employment (or unemployment) shows
substantial variation over time, across countries,
and across sectors. In light of this diversity, a
given rate of growth does not guarantee a given
level of job creation or a given composition of
employment (box 2.5).

When a growth strategy may not be
sufficient

Focusing on the aggregate relationship be-
tween growth and employment downplays
some of the most important channels through
which jobs connect to development. The very
notion of employment as derived labor de-
mand does not reflect the situation of the many
working people in developing countries who
are farmers and self-employed. The focus on
the labor market as the transmission chain be-
tween growth and employment also does not
capture the interaction of working people with
others in households, at the workplace, and in
society more broadly. Focusing solely on the
relationship between growth and employment
may fail to measure how jobs can foster gender
equality, support urbanization, or contribute
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Box 2.5 The relationship between growth and employment is not mechanical

The statistical connection between economic growth and employ-
ment is sometimes termed Okun'’s Law. In 1962 Arthur Okun found
that in the years immediately following World War Il, a 1 percent
increase in gross domestic product (GDP) in the United States
brought about a 0.3 percent decline in unemployment. Since then,
this empirical regularity has found support in a wide variety of coun-
tries. Recent research, however, suggests that Okun’s Law is not as
stable as its name implies.?

The debate on the stability of Okun’s Law sheds light on the char-
acteristics of economic recessions and expansions. A recent study
indicates that, in industrial countries, unemployment has become
more responsive to output declines over the past 20 years. This has
been attributed to institutional reforms that have made labor mar-
kets more flexible. Interestingly, economies that suffer financial cri-
ses and large housing price busts (such as the United States and
Spain in recent years) have deeper and longer increases in unem-
ployment than Okun'’s Law would have predicted; whereas econo-
mies with large short-time work schemes (like Germany, Italy, Japan,
and the Netherlands) show less unemployment than predicted.

While Okun'’s Law relates to unemployment, other studies focus
on the growth elasticity of employment. In its simplest form, this
elasticity is the ratio between the percentage change in employ-

Source: World Development Report 2013 team.
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ment and the percentage change in GDP. These elasticities show
great variability over time and space, too, making it difficult to fore-
cast net job creation over the course of development. For instance,
in Tanzania growth elasticities of employment declined from 1.04 in
the period 1992-96 to 0.27 in the period 2004-08. Similar trends
have been reported for Ethiopia, Ghana, and Mozambique.© In Latin
America, recent estimates show that growth elasticities of employ-
ment were much lower during the global financial crisis than in pre-
vious crises. In other words, the Great Recession produced compara-
tively less net employment destruction in that region.

While employment and unemployment are aggregates, growth
may also affect the composition of unemployment. Important con-
troversies, such as why manufacturing employment in India has
stagnated despite rapid growth in the sector can be interpreted in
this light.® Other studies show that, given their different labor inten-
sities, economic growth in some sectors like agriculture, construc-
tion, or services generates more employment than does economic
growth in manufacturing.f Investment projects in agribusiness in
Ukraine, in construction in India, and in tourism in Rwanda have had
large employment impacts, not only because of the direct jobs cre-
ated but also because of indirect job creation in their large network
of distribution channels.?

to peaceful collective decision making. Under-
standing how to enhance these positive spill-
overs from jobs might be difficult when only
aggregates are considered.

The case of urbanizing economies such as
Bangladesh may support the idea that the three
major transformations happen simultaneously.
Taking advantage of their abundance of rela-
tively low-skilled labor, such economies can
engage in world markets through light manu-
facturing. Wage employment is created in large
numbers, providing opportunities for rural mi-
grants, and cushioning social tensions at a time
of rapid social change. In Bangladesh, the ex-
pansion of the light manufacturing sector has
allowed for the integration of young women
into the labor market, at a time of falling fertility
rates. Employment opportunities for women
have in turn led to growing female schooling,
better human development outcomes, and
faster poverty reduction.

In practice, however, tradeoffs between the
three transformations can amount to more than
just lags and gaps. Depending on the nature of
the jobs challenges facing a country, tensions
may emerge between growth that generates jobs
for living standards and growth that generates
jobs for productivity growth or for social cohe-
sion. Examples abound:

* In agrarian economies, increasing productiv-
ity in smallholder farming is fundamental for
poverty reduction, given the share of the pop-
ulation living in rural areas. But urban jobs in
activities that connect the economy to world
markets and global value chains are necessary
for growth. With limited resources to support
both, a tradeoff between living standards and
productivity may arise.

* In resource-rich countries, massive invest-
ments in extractive industries support accel-



erated rates of growth and connections with
international markets but generate little di-
rect (or even indirect) employment and of-
ten little poverty reduction. Moreover, the
abundance of foreign exchange undermines
the competitiveness of other activities, mak-
ing it difficult to create productive jobs in
other sectors.

* In countries with high youth unemployment,
job opportunities are not commensurate with
the expectations created by the expansion of
education systems. And the active labor mar-
ket programs needed to defuse social tensions
in the short term may not do much for pov-
erty reduction because many of the jobless
come from middle-class families, and devot-
ing public resources to finance them may re-
duce economic dynamism.

* In formalizing economies, there is an effort
to support social cohesion by extending the
coverage of social protection to as many
workers as possible. Broad coverage regard-
less of the type of job is often seen as part of a
social compact. But extending coverage with-
out distorting incentives to work, save, and
participate in formal systems is difficult and
may have adverse impacts on productivity
and long-term growth.

When a jobs strategy may be appropriate

Tradeoffs between improving living standards,
accelerating productivity growth, and fostering
social cohesion arguably reflect a measurement
problem. While the contribution jobs make to
output can be quantified, some of the spillovers
from jobs cannot. Measured output does not
increase when jobs defuse social tensions, even
though these outcomes are valued by society
and may increase productivity in the future.
Conversely, measured output does not decline
when jobs in export sectors are replaced by jobs
producing for the domestic market, even
though the opportunities to acquire technical
and managerial knowledge through work tend
to be higher in the export sectors.

If the spillovers from jobs could be appro-
priately quantified, the tradeoffs would be fully
understood and an adequate evaluation of the
output and employment potential of a given
growth strategy would be possible. For example,

Jobs and living standards

fully accounting for the negative impact of cur-
rent pollution on workers’ future health would
make a more complete evaluation of the output
potential of a growth strategy based on a given
technology. Opting for defused tensions or
greater integration in world trade would lay the
ground for accelerating growth in the future in a
sustainable way, which a short-term evaluation
based on output growth alone would fail to con-
sider. If measures of growth captured the intan-
gible social benefits from jobs, a growth strategy
and a jobs strategy would be equivalent. How-
ever, when focusing on measured growth only,
spillovers from jobs can easily be overlooked,
and this is why a jobs strategy may be needed. By
focusing on the spillovers from jobs, a jobs strat-
egy highlights the different outcomes of interest
in a development process.

Considering a jobs strategy is a way to call
attention to the social value of jobs. A jobs strat-
egy assesses the types of jobs that do more for
development in a particular country context. It
relies on qualitative and quantitative analyses to
identify how jobs contribute to living standards,
productivity, and social cohesion. And it seeks to
identify where the constraints to the creation of
the jobs with the highest development payoff
lie in practice. In some cases, a jobs strategy will
focus on increasing female labor participation,
in others on creating employment opportuni-
ties for youth, yet in others on creating a sup-
portive environment for the creation of jobs in
cities, or jobs connected to global value chains.
This may not be too different from preparing
a more comprehensive growth strategy, except
that jobs would be center stage.

Jobs strategies are not needed under all cir-
cumstances. A jobs strategy is warranted only
when potentially important spillovers from
jobs are not realized, leading to tensions be-
tween living standards, productivity, and social
cohesion. When improvements in living stan-
dards, productivity, and social cohesion happen
together, as was the case in several East Asian
countries, and may now be the case in urbaniz-
ing economies such as Bangladesh, a growth
strategy may be more appropriate. Yet even re-
markably successful East Asian economies such
as Korea and Singapore, which undoubtedly de-
livered inclusive growth over many decades, also
had jobs strategies at specific points in their de-
velopment histories (box 2.6).
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Box2.6 Korea went from a growth to a jobs strategy, and Singapore the other way around

The Republic of Korea and Singapore are success stories combining
long-term economic growth with rapid poverty reduction and
strong social cohesion. But at different points in time, both coun-
tries relied on jobs strategies.

Singapore was confronted with a tense social situation at inde-
pendence, with both high unemployment and inter-ethnic tension.
Its first development strategy focused on jobs, housing, and wage
moderation. As unemployment subsided, the next strategy was
geared toward raising labor costs to encourage higher-value-added
activities. This cost drive resulted in a recession, however, and since
then Singapore has focused on growth, rather than jobs.

Conversely, Korea abandoned development planning in 1996,
but in 2010, it adopted a jobs strategy for the next decade as its
highest-level policy document. In Octobe