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INTRODUCTORY NOTES

The data series are compiled from two major sources, namely, the developing member countries (DMCs) of
ADB and international statistics agencies. The data obtained from the DMCs are comparable to the extent that the
individual countries follow the standard statistical concepts, definitions, and estimation methods recommended
by the United Nations and other applicable international agencies. However, countries invariably develop and
apply their own concepts, definitions. and estimation methodology to suit their individual conditions and these
may not necessarily conform with the recommended international standards. Hence, although attempts are made
to present the data in comparable and uniform format, they are subject to variations in the statistical methods used
by individual countries. These variations are reflected in the footnotes of the country tables.

General Guidelines

The cut-off date for the data to be included in this issue was 30 May 2005.

Nineteen countries have varying fiscal years not corresponding to the calendar year. Whenever the statistical
series, e.g., national accounts or government finance. are compiled by fiscal year, these are presented under single
year captions corresponding to the period in which most of the fiscal year falls, as follows:

Developing
Member Country Fiscal Year Year Caption
Afghanistan 21 March 2004 to 20 March 2005 2004
Cook Islands (before 1990) I April 1990 to 31 March 1991 1990
Cook Islands (after 1990) 1 July 2003 to 30 June 2004 2004
Hong Kong, China
India
Myanmar 1 April 2004 to 31 March 2005 2004
Singapore
Indonesia (until 1999) 1 April 2000 to 31 March 2001 2000
Bangladesh
Bhutan
Pakistan I July 2003 to 30 June 2004 2004
Samoa
Timor-Leste
Tonga
Taipei.China (until 1999) I July 1999 to 30 June 2000 2000
Nepal 16 July 2003 to 15 July 2004 2004
Lao PDR
Marshall Islands I October 2003 to 30 September 2004 2004

Micronesia, Fed. States of
Palau
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A merchant may sell many things, but a worker usually
has only one job, which supplies not only his livelihood but
often much of his sense of identity. An unsold commodity
is @ nuisance, an unemployed worker a tragedy.

1. Introduction

The developing member countries (DMCs) of the Asian
Development Bank (ADB) have made considerable
progress in improving the standard of living of their
populations. However, far too many Asians continue to
live in poverty. In terms of the $2-a-day poverty line—the
one typically used in low- to middle-income countries to
measure the extent of poverty—1.9 billion people, or 60%
of Asia’s population, were poor in 2002 (ADB 2004a).
Moreover, this poverty is widespread across Asia. Thus.
while the incidence of $2-a-day poverty is extraordinarily
‘high in South Asia. afflicting nearly 80% of the subregion’s
population. it is by no means insubstantial in other parts of
the region. A case in point is Indonesia. where $1-a-day
poverty has been estimated in single digits (7.5% in 2002),
but where $2-a-day poverty afflicts the majority of the
population (52.4% in 2002). Even in Thailand, which has
succeeded in pushing $1-a-day poverty to the low single
digits, just under a third of the population subsists on less
than $2 a day.

How can Asia help its poor climb out of poverty?
While there are many causes of poverty, ultimately
the “poor are poor because they earn too little from the
work that they do™ (Fields 2004a). Regardless of whether
they are self-employed. helping on the family farm or
enterprise, or working for wages, most of Asia’s workers
derive their incomes, and therefore sustain themselves and
their families, by using their labor. From this point of view,
improving labor market opportunities for workers is the
key to reducing poverty and improving standards of living
for the large majority of Asia’s workers and their families.
Poverty reduction requires helping people as workers.
Indeed, of all the problems that beset DMCs today. the
employment problem is probably the central one.

The challenge for Asia’s policy makers is not just
one of creating jobs for the unemployed and for the
new entrants to the labor force (of whom there will be

Paul Krugman (1999, p. 15)

many more in the years ahead) but also about improving
the productivity and earnings of the available jobs. As
elaborated throughout this theme chapter, Asia’s labor
markets suffer from two main features. The first is
considerable underutilization of labor, which manifests
itself in unemployment and underemployment. While
unemploymentis easily understood (i.e., a person who lacks
a job and is looking for one), underemployment is a much
more subtle problem. Moreover, it is not confined to rural
labor markets since it affects urban labor markets as well,
especially in the informal economy. where many migrants
from rural areas and longtime urban residents work hard
to eke out a very basic living. Underemployment takes
mainly the following four forms: (i) workers involuntarily
working less than full time; (ii) highly skilled workers
forced to take up low-paying jobs that require. at best,
modest levels of skill (this causes a mismatch in the labor
market); (iii) underutilization of employed workers due to
overstaffing: and (iv) workers utilizing their raw labor and
assisted with few complementary inputs, especially capital,
which results in low productivity and meager earnings.

The second main feature of Asia’s labor markets is that,
while some countries have managed to achieve relatively
high growth rates of output, the corresponding growth
rates of employment have been somewhat disappointing
(Box 1.1).

In view of the large-scale unemployment and
underemployment that characterize Asia’s labor markets
and the difficulties inherent in accelerating the growth of
employment, a key message of this theme chapter is that
governments across the region must give maximum priority
to promoting full, productive, and decent employment
and to implementing credible and measurable policies to
achieve these three objectives.

What does full employment mean? In industrial
countries, where integrated formal labor markets exist, and
where employed workers are paid a market-determined
wage rate, the notion of full employment consists in
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The development literature recognizes that unemployment in urban
areas is only one aspect of the wider problem of unemployment,
underemployment, and poverty in developing countries. It may be
that the situation of the unemployed (many of whem are young
and educated) but supported by the extended family system, is no
worse than that of a fully employed poor farmer who works for a
subsistence wage. Unemployment must be linked with the general
problem of underutilization of resources and with poverty.

Nevertheless, unemployment in urban areas, in particular
affecting the 15-24 age group, has become a serious problem
in most developing countries. In 2004, unemployment in Metro
Manila (Philippines), for example, was around 16%, well above the
nationzl average; unemployment in the 15-24 age group stood at
above 20%. However, the Philippines managed to grow by about
6.1% in 2004. This indicates that the country is facing a chronic
rather than a cyclical problem,

The phenomenon of growth without employment has exposed
the problems of conventional development strategies based on
the “Lewis"-type of labor surplus models (see Section 2), which
rely on the assumption of a modern sector with the capacity to
lead the country’s industrialization. These models have seriously
averestimated the capacity of the modern sector to absorb the
unemployed and underemployed as well as the labor surplus in
the agriculture sector, and to be the engine of growth, Moreover,
the type of modern sector development that has taken place has
an urban bias, Is capital intensive, and has led to high wages and
productivity in some sectors and areas. It has exacerbated the
situation by further attracting migration toward urban areas without
their having the capacity to absorb new entrants.

Source: Ghatak (2003).

On the supply side, two factors have in particular contributed
to a rapid increase in the labor force: the high rate of population
growth and the “education explosion,” which has increased the
proportion of the young leaving rural areas to seek modern sector
Jjobs. The education system has a clear urban-academic bias. The
rapid spread of universal primary education has raised expectations
among the young to seek modern sector jobs, causing widespread
unemployment among primary school leavers. These two factors
operate against a background of significant Inequalities in land
holdings, which result in the inability of many, frequently large,
families to provide sufficient work and income for themselves, given
their lack of capital and knowledge of capital-intensive technigques.
Low and unstable prices of agricultural products, poor transport
facilities, and poor general infrastructure turn the terms of trade
against the rural sector.

On the demand side, the capital-intensive nature of the modern
sector has meant that output has grown faster than employment.
The presence of multinational corporations plays an important
role in explaining why this has happened, as they determine the
nature of the technologies being used. This is because these
technologies are devised in industrial countries, where most of the
research is carried out. Hence, they tend to reflect the conditions
and relative prices there.

Finally, the rural-urban differential is a key factor explaining the
constant and high rate of migration from rural to urban areas. Thus,
employment policies will have to consider this issue explicitly.

minimizing the number of unemployed in the labor
force.! In developing countries, however, the meaning is
slightly different. The reason is that in these countries, an
important proportion of the labor force is underutilized.
Therefore. full employment in the developing country
context is about reducing unemployment as well as
reducing underemployvment—a far more pressing problem
than unemployment in most DMCs.

It must be added that the objective of full employment is
not enough in itself. Indeed, the employment created must
be productive. This is to avoid governments succumbing
to the temptation to solve the unemployment problem by
creating hundreds (or even thousands) of unneeded jobs
in, for example, state enterprises. This might offer no more
than a temporary palliative to the unemployment problem
that would, however, exacerbate the underemployment

1 We follow Pasinetti (1993), for whom full employment means
zero involuntary unemployment, i.e., no one who is ready and
willing to work full time (it also refers to zero involuntary part-
time employment and underemployment} for an appropriate
wage |s jobless. This is different from the notions of the natural
rate of unemployment (NRU) or the nonaccelerating inflation
rate of unemployment (NAIRU). While achieving zero involuntary
unemployment is virtually impossible, it does not mean that
governments should not strive to achleve it. That is why in the
text, reference is made to minimizing (involuntary) unemplioyment
rather than eliminating it.

problem. For example, state enterprises may hire many
qualified people, such as engineers to run electricity
companies. However. they may hire so many of them
that, for all practical purposes, these engineers are
underutilized.?

Governments also need 1o ensure that employment is
decent. This means that employment provides workers with
basic rights (such as the freedom of association, protection
from forced or compulsory labor, and elimination of
discrimination) and security. This is most critical in the
informal sector, i.e., that part of the economy largely
outside the purview of government regulations,” where
the absence of basic rights at work and inadequate social
protection is most pronounced (ILO 2002a). Protecting
the basic rights of workers and giving them a say in the
decisions that affect their lives are key to ensuring that

2

DMCs have statistics of underemployment. These correspond, in
general, to the first type of underemployment mentioned above
(workers involuntarily working less than full time). Statistics of
the second and third types of underemployment (due to skills
mismatch and to overstaffing) are not published. The fourth
type of underemployment (due to work with few complementary
inputs) is potentially the most difficult to measure, but not
impossible. In its extreme form. this type of underemployment
can be approximated through statistics on poverty.

3 Common features include evasion of taxes, lack of enforcement
of labor laws, and a nonexistent contract system.



workers can lead a life of dignity even when their eamings
are low. Moreover, better and fairer working conditions,
along with the ability to draw upon mechanisms of social
protection, can also enhance workers™ productivity.

This theme chapter is not claiming that the achievement
of full, productive, and decent employment is an easy task
for policy makers. The message that it aims to convey is
that, unless these three objectives become a fundamental
part of the macroeconomic agenda of DMCs, it is easy to
conceive of a region, say 25 years from now, which, despite
continuous growth, will still harbor most of the world's
poor. For this reason, DMC governments must devise fime-
bound, feasible, credible, and measurable strategies, which
should be incorporated as part of the countries” development
plans, to reduce unemployment and underemployment
in a sensible manner. That the plan must be time-bound
means that policy makers must commit themselves to
reducing, and potentially eliminating. unemployment and
underemployment within a reasonable amount of time.
say 25 years (not necessarily the same in each country).
This objective must be broken down into partial objectives
for decades, 5-year periods, and years. For the plan to be
feasible it must be consistent with the broad contours of
a given country's economic policy and economic context.
A credible plan means that policy makers must avoid
“populist”™ measures. Constituents will not be fooled by
plans that are not credible.* Finally, the plan must be based
on measurable indicators. This will enable policy makers
to provide appropriate policy responses. It was indicated
above that policy makers must follow the evolution of both
unemployment and underemployment.?

What government policies will promote full, productive,
and decent employment? Figure 1.1 summarizes a
blueprint for this, intended to be a guide for policy action.
The figure is divided into three blocks, The left-hand side
shows the labor market outcomes across most DMCs—
unemployment and underemployment. They are the main
causes of poverty and informality in the region. These
outcomes are the result of the dynamics and interaction of
labor supply (population growth) and demand (investment),
which operate within each country’s particular context of
labor market policies and institutions as well as within the
general context of a world characterized by globalization,
technological progress, and competitiveness. The right-

4 This is the case of the Philippines’ Medium-Term Philippine
Development Plan 2004-2010. See Felipe and Lanzona
(2005).

One possibility is, for example, to devise a composite index of
both unemployment and underemployment, Certainly, this calls
for an improvement in the unemployment and underemployment
statistics. As noted in an earlier footnote, in most DMCs, statistics
cover only one of the four types of underemployment.

in

hand side of Figure 1.1 shows that policy makers must give
maximum priority to the achievement of full, productive,
and decent employment. The block in the middle highlights
three types of policies required to move from today’s
labor market outcomes to these objectives—labor market,
growth-promoting, and human capital policies.

This chapter conveys a series of very important key
messages with policy implications. Examination of labor
market outcomes shows that while some parts of Asia—in
particular, the newly industrialized economies of Hong
Kong, China; Republic of Korea (hereafter Korea):
Singapore: and Taipei,China—have done exceedingly well
in terms of employing their labor forces productively and
in generating many “good jobs™ (or jobs that demand high
skillsand command high wages) in the industry and services
sectors, other parts of Asia have generally failed to do this.
In these other parts, labor markets continue to operate with
considerable unemployment and underemployment. In
South Asia in particular, the movement of workers out of
low-productivity employment in the agriculture sector has
been protracted. Moreover, many of the new jobs in South
Asia being created outside agriculture are in the informal
sector and are not necessarily significantly better than
those in agriculture—a sitwation that also characterizes
many other subregions in Asia.

In addition, the empirical evidence on the relationship
between employment and productivity growth indicates
that, overall, countries across the region are not doing very
well when it comes to employment growth. While many
countries have achieved very high output and productivity
growth rates, corresponding employment growth rates are
far lower. This theme chapter argues that increasing returns
to scale and technological progress are responsible for this
outcome. At the theoretical level, it also argues that under
a wage-led regime—a regime under which an increase
in the share of labor leads to an increase in aggregate
demand—wage increases need not lead to decreases in
employment, as standard neoclassical models suggest.
The problem, however, is that wage-led economies are
not well prepared to absorb technological progress, and
productivity increases lead to lower employment. Hence.
the challenge for policy makers in DMCs is how to
translate increases in productivity into higher real wages
and aggregate demand.

Proponents of globalization and market-oriented
reforms have argued that the solution to these problems is
labor market reform. essentially geared toward fostering
greater labor market flexibility. This theme chapter.
however, argues that such labor market reforms are by
no means a panacea for labor markets in the region. A
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Figure 1.1: Blueprint for Full, Productive, and Decent Employment

Labor Market Outcomes Today

> Policies >

Objectives

Growth Promoting

Human Capital

L Labor Iv'iarket ;— - -{

[

Labor Market Reforms

Supply Demand Improving Industrial
of Labor for Labor ‘ngomT-‘Si : Pa!icn;si) Improvement
] * Rura Export Push rivate-Public in Quality of
Well-Functioning Economy ik Coordination; s Sui'oply
Labor Market: * Urban Diversification,
» Resource Allocation Informal and
*Income Allocation Sector Restructuring
1L * Risk Allocation l

Domestic Context:

Labor Market Policies
and Social Protection

v

Labor Market Qutcomes:

Unemployment,

==

Full, Productive, and Decent

Underemployment

Paverty, Informalization

?

International Context:

= Globalization
= Technological Progress
» Competitiveness

detailed examination of labor market policies in Asia,
evidence from cross-country comparisons of labor market
regulations, and stocktaking exercises for four countries—
India, Indonesia, Philippines, and Viet Nam—Iead to
the conclusion that. in general. labor market regulations
governing hiring and firing and minimum wage laws are
not the binding constraint on employment generation. This
chapter argues, however, that there may be some aspects of
labor market regulation in some countries that do indeed
constrain employment growth and that must therefore be
addressed. For example, in some cases regulations that
make it difficult to reallocate workers may need to be
modified. Where this is deemed necessary. labor market
reforms will have to be complemented with reforms in
other areas. This conclusion undermines the case for
across-the-board labor market reforms and advocates in-
depth case studies to identify the specific policies that, in
each country, constrain employment creation.

At the same time, labor regulations covering basic
rights of workers are conspicuous by their absence—
due either to deliberate policy or to weak enforcement
of regulation—for the large majority of workers in the
informal sector. These workers are also poorly protected

Y

Employment

from the many risks they face due to the weaknesses of the
systems of social protection, Labor market reforms will
have to provide basic rights and effective systems of social
protection to achieve decent employment.

If labor market reforms represent only one piece—and
not the key one—of the problem of creation of productive

jobs in DMCs (and in particular for generating rapid

growth of “good” jobs), where should policy makers focus
their efforts to meet the objectives of full and productive
employment? This theme chapter proposes a broad range
of growth-oriented policies for Asia’s DMCs to meet
these objectives. These fall into two groups: growth-
promoting policies and human capital policies. Under
the first, the theme chapter discusses the following:
(i) policies to improve incomes in the rural areas.
including those generated by nonfarm enterprises, and
in the urban informal sector; (ii) policies to promote an
export push; and (iii) industrial strategies and policies to
achieve coordination between public and private sectors,
diversification, and restructuring.

The rest of the theme chapter explores these arguments
in greater detail, in six sections.




2 Labor Market Outcomes
in Asia: An Overview

This section provides an overview of labor market
outcomes in the region. It is worth noting at the outset that
comparing labor market outcomes across Asian countries
is not as straightforward as it may seem. While virtually
all DMCs carry out labor force surveys—the single
best source for most labor market data—the frequency,
coverage, scope, and definitions of labor market variables
differ across surveys. Nevertheless, the available data do
allow an understanding of the broad contours of conditions
of labor markets across the region.

2.1 Labor Force

Atapproximately 1.7 billion, Asia’s labor force is enormous,
accounting for 57.3% of the world’s labor force. A large
share live in Asia’s two giants—the People’s Republic of
China (PRC) and India. As can be inferred from the first
column of Table 2.1, these two countries together account
for 71% of Asia’s labor force. (Box 2.1 gives definitions of
commonly used labor market-related terms.)®

Asia’s labor force i1s growing. Assuming unchanged
rates of labor force participation within individual
countries. projections of the population of those of
working age (15-64 years) indicate that Asia’s labor force
will increase by 14%. or 245 million by 2015 relative
to 2005. (See Box 2.2a on labor force participation of
adults and Box 2.2b on child labor.) While the PRC will
account for a large percentage of this increase due to its
sheer size, the increase in its labor force as a share of its
current labor force will actually be quite low. In fact, as
Figure 2.1 shows, the PRC’s labor force 10 years from
today is forecast to be around 7% greater than it is today.
By contrast, the labor force will be far higher in countries
such as Pakistan (around 30%), Bangladesh (25%). and
the Philippines (24%).

&  Computing comparable estimates of the size of labor force across
countries for a common reference year—such as 2005, for
example—is a difficult task. In the first place, not all countries
carry out labor force surveys or reasonably informative population
censuses every year. More significantly, there are differences
across countries in the scope and coverage of the survey; the
reference population (for example, 10 years and older in Pakistan
versus those 15 years and older in Indonesia); the reference
period over which labor force status is determined; and definition
used for identifying labor force status and respondents. The labor
force estimates provided for 2005 here are computed by applying
projections of recent labor force participation rates, primarily
from World Bank (2005a) (but augmented from ILO (2003a)
and country sources for particular countries) to projections of the
working-age populations (15-64) for 2005 from United Nations
(2005). As a result, the labor force estimates presented here
may differ from those based on other sources, including country
sources.

East Asia
China, People’s Rep. of ?85,945 842,388 812,930
Hong Kong, China 3,662 3,996 3,820
Korea, Rep. of 24,072 25,063 21,994
Mongolia 1,425 1,702 1,975
Taipei,China 10,127 10,419 9,119
Southeast Asia
Cambaodia 7,042 8,830 11,642
Indonesia 106,310 121,642 136,358
Lao PDR 2,759 3,630 5,080
Malaysia 10,682 13,187 15,685
Myanmar 26,105 30,297 33,174
Philippines 34,126 42,451 52,267
Singapore 2,125 2,418 2,134
Thailand 37,119 40,141 40,779
Viet Nam 44 027 53,026 60,044
South Asia
Afghanistan 10,464 14,917 24,021
Bangladesh 68,026 85,322 108,290
Bhutan 932 1,225 1,692
India 460,174 550,809 654,272
Maldives a7 136 190
Nepal 11,211 14,642 19,582
Pakistan 57,795 75,444 101,620
Sri Lanka 9,354 10,133 10,355
Central Asia
Azerbaijan 3,913 4,536 4,550
Kazakhstan 7,534 7,820 7,325
Kyrgyz Republic 2,396 2,860 3,218
Tajikistan 2,625 3,408 4,334
Turkmenistan 2,265 2,780 3,223
Uzbekistan 12,071 15,084 17,962
Pacific DMCs
Fiji Islands 332 368 395
Papua New Guinea 2,641 3,476 4,562
Solomon Islands 237 318 448
Tonga 36 40 39
Total 1,747,630 1,992,499 2,173,076

Notes: To derive the labor force estimates, the United Nations'
projections for working-age population (15-64) have been
multiplied by the labor force participation rates from World Bank
(2005a), except for (i) Afghanistan, Bhutan, Maldives, Fiji Islands,
Solomon Islands, and Tonga, in which the source for labor force
participation rates is ILO (2003a); and (i) Taipel,China, where
estimates have been derived using own-country labor force and
working-age population data for 2005, 2016, and 2031,

Saurces of basic data: ILO (2003a); DGBAS (2004); United Nations
(2005); World Bank (2005a).
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Labor Market Indicators

Labor force—persons classified either as employed or unemployed
during @ specified period of reference, usually a day or a week.

Labor force participation rate—the number of persons in the
labor force as a percentage of the working-age population. The
working-age population is the population above a certain reference
age—15 years old and over, 15-64, etc.

Employed persons—all persons above a specific age who,
during a specified period, either 1 week or 1 day, were under (i) paid
employment, i.e., they performed some work for wage or salary,
in cash or in kind, or they have a job but were temporarily not at
work; (i) self-employment, i.e., they performed some work for profit
or family gain, in cash or in kind, or if they have an enterprise and
were temporarily not at work. “Some work” may be interpreted
as work for at least 1 hour. The self-employed include employers,
own-account workers, and contributing family workers.

Employment rate—ratio of employed to total labor force.

Unemployed persons—all persons in the labor force above
a specified age who during the reference period were: (i) without
work, I.e., without paid employment or self-employment; (i) currently
available for work; and (iii) “seeking work,"” |.e., had taken specific
steps in a specified recent period to seek paid employment or
self-employment.

Unemployment rate—ratio of unemployed to total labor
force.

Underemployed persons (time-based)—persons in employment
whose hours of work were below a certain cut-off point and
reported involuntary reasons for working fewer than full-time hours,
or who wanted to work additional hours, or who sought to work
additional hours.

Sources: ILO (2003a, 2003b).

Underemployment rate (time-based)—ratio of underemployed
to either total labor force or total employment.

Employment Classification

Wage and salaried workers—those engaged in paid employment
jobs with explicit or implicit employment contracts that give them a
basic remuneration that is not directly dependent upon the revenue
of the unit for which they work. Persons in “paid employment jobs"
are typically remunerated by wages and salaries, but may be paid
by commission from sales, by piece-rates, bonuses or in-kind
payments such as food, housing, or training.

Self-employed—those engaged in jobs where the remuneration
is directly dependent upeon the profits (or the potential for profits)
derived from the goods and services produced (where own
consumption is considered to be part of profits).

Employers—those workers who, working on their own account
or with one or a few partners, hold the type of job defined as a
*self-employment job” and, in this capacity, on a continuous basis
(including the reference period) have engaged one or more persons
to work for them in their business as wage or salaried workers,

Own-account workers—those workers who, working on their
own account or with one or more partners, hold the type of job
defined as a “self-employment job,” and have not engaged on a
continuous basis any “employees” to work for them during the
reference period.

Contributing family workers—those workers who hold a “self-
employment” job in a market-oriented establishment operated by
a related person living in the same household, who cannot be
regarded as a partner, because their degree of commitment to
the operation of the establishment is not at a level comparable
to that of the head of the establishment.




Figure 2.1: Percentage Change in Labor Force Projections,
2005-2015
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Key Indicators of Developing Asian and Pacific Countries

Not all of those in the working-age groups participate in the
labor force. Women in South Asia, In particular, are less likely to
participate in the labor force than their counterparts elsewhere in
the region. In Pakistan, for example, only 39.3% of working-age
women are included in the labor force. This contrasts with female
labor force participation rates of 75-85% in countries such as
Cambodia, PRC, Lao People's Democratic Republic, Thailand, and
Viet Nam, and 60-70% In the Central Asian republics.

One reason for the lower labor force participation rates of
women in South Asia is cultural. Another reason, which applies

East Asia
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Hong Keng, China
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Philippines
Singapore
Thailand
Viet Nam

South Asia
Afghanistan
Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan
Sri Lanka
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Kazakhstan
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Fiji Islands
Papua New Guinea
Solomon Islands
Tonga

more broadly in low-income countries, has to do with the fact that
women take principal responsibility for housework and that this
housework consists of the production of goods and services that
would be purchased in the market in higher-income countries. In
particular, housework in low-income countries includes the collection
of free goods such as drinking water and firewood, as well as
activities such as knitting, tailoring, and weaving for the use of
the household. Indeed, some estimates of labor force participation
rates based on allernative definitions of economic activity reveal
fernale participation rates in India marginally higher than those of
men (Ghoss 2004).
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b Refers 10 1995.
¢ Refers to 1996.

Sources: World Bank (2005a), except for Afghanistan; Bhutan; Maldives; Cook Islands; Fiji Islands; Taipel,China; Solomon Islands; and Tonga, for which

the source is ILO (2003a).




0 recent estimates, about 211 million children around
d aged 5-14 were engaged in economic activity in 2000
D02b). Data also indicate that 127 million, or 19% of all
ia, were involved in paid or unpaid work. Moreover,
2gion accounted for 60% of all working children in the
erns about the welfare of children have led to calls
jon of child labor,

concerns are rooted in large part in the view that
d labor with child abuse, or that most child workers
loyed by establishments in hazardous work conditions.
cent study by Edmonds and Pavnik (2005) shows
 this popular view, most child workers are actually
heir parents rather than engaged in some kind of paid
d that 65% of children aged 5-14 are engaged in
‘(household chores in one's own household) and
6 i nvolved in paid, unpaid, family business, or farm
. market work). Most children involved in market work are
d by their parents. Only a small proportion of children,
are actually hired to do paid work. Most economically
are also in agriculture, which accounted for 73% of
en in Cambodia in 2001, 67% in Pakistan in 1996,
Viet Nam in 1998 (Edmonds and Pavnik 2005).
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\merica and the Caribbean 108,100
st and North Africa 87,900

an Africa 166,900

ion Economies 62,400
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To better understand why child labor exists, it would be useful
to econtrast hazardous work with the more “benign” type of child
labor, which can allow children to accumulate skills and experience
useful for their adult lives. Hazardous work, “by its nature or type
has, or leads to, adverse effects on the child's safety, health
(physical or mental), and moral development” (ILO. 2002b, p.
33). A key issue in child labor should be the elimination of all
hazardous forms of child labor. But a direct policy intervention,
such as the outright banning of child labor, might have more
adverse implications for children. In particular, this might push
children into worse forms of child labor or lead them into acute
hunger or starvation (Edmonds and Pavnik 2005, Basu 1999).
Instead, policy measures to address child labor should focus on
improving access to schooling through better Infrastructure and
lower costs, and on expanding the opportunities for parents to
access the employment that provides an adequate income. Beegle
et al. (2004) also find that not only is child labor more prevalent
among households that are further away from schools, but also
among those that have higher borrowing costs, which implies that
reducing child labor also requires facilitating access to credit and
encouraging parents to be more forward-looking to appreciate the:
benefits of schooling.

127,300
2,500 2 1.2
17,400 16 8:2.
13,400 15 6.4
48,000 29 22.7
2,400 4 1.4
211,000 18 100.0

These wide differentials in the growth rates of the labor
ree across DMCs simply reflect the varying pace of the

graphic transition across Asia. Since the transition
cess has moved furthest in East Asia and some other
s such as Thailand in Southeast Asia, Sri Lanka in
h Asia, and Kazakhstan in Central Asia, the share of
countries’ population made up by the young (14 years
below) tends to be around 20% or a little higher.78 In
t, in many other DMCs the young constitute close
third or more of the total population. Needless to say,
1015 years there will be many more potential workers
e couniries.

The DMCs that will see rapid growth in their labor
e face the prospects of a “demographic dividend”—
i8, an increased proportion of the working-age group

‘See Appendix 2.1 on projections of the age distribution as a
‘share of total population.

In the case of Kazakhstan, infant mortality rates remain fairly
“high while total fertility rates are less than 2.1 (i.e., replacement
fertility).

translates into a higher proportion of workers and a lower
proportion of dependent population. This raises the
prospects of increased rates of savings and investment,
and higher investment in human capital of the young.
Of course, the demographic dividend is not guaranteed
and, among other things. depends critically on whether
countries can mobilize sufficient capital to employ
productively the growing share and number of potential
workers (Box 2.3).9

2  Whether or not these countries are successful in harnessing
the dividend, the dynamics of demographic change predict that
eventually, the demographic “dividend” becomes a burden. As
the “bulge” population ages, the relative share of old people
increases. Several DMCs, especially those in East Asia, are
already facing the prospects of an aging population. For example,
in Korea about 4.5 million people belong to the age group of
65 and above, accounting for 9% of the population. The PRC
has about 100 million elderly people, equal to 8% of the total
population. More broadly, the DMCs are aging faster than they
are developing. In other words, the time left to establish effective
and sustainable programs suited to an aging society is growing
short. See ADB (2002a) for a detailed discussion on these and
related points.



Key Indicators of Developing Asian and Pacific Countries

Population growth plays an ambivalent role in the development
process—it can act as both a stimulus and an impediment to growth
and development. The standard view is that high levels and rates
of population growth constitute a problem for developing countries
because they depress human welfare. It sees population growth
as using up nonrenewable resources and causing environmental
degradation; putting pressure on food supplies; leading to
overcrowding and congestion in cities; adding to the employment
problem; and reducing the savings ratio and diluting the guantity of
capital per person employed. In Asia, for example, close to 1 billion
people live in cities, which already suffer from very high levels of
air pollution and congestion. On present trends, Asia will be the
largest single source of “greenhouse gases” by 2015.

The pessimistic approach to population growth originated
with Maithus® view that population grows faster than the means
of subsistence (although his negative views evolved over time, to
the point where he acknowledged that population growth could
have a positive effect on society's welfare), with the classical belief
in the law of diminishing returns, and with an underestimation of
humankind’s response to the challenge of diminishing productivity
due to the expansion of population through invention and innovation.
Malthus argued that human beings tend to reproduce faster than
their capability to feed themselves increases. Thus, although
every child is potentially a worker, he or she produces less and
less additional output. Technological progress would not be rapid
enough to offset the tendency.

However, there are solid counterarguments that population
growth has benefits. Indeed, the world as a whole has become
richer while its population has expanded. Moreover, the pessimistic
view of population growth is rarely backed by direct empirical
evidence. The effect of population growth on savings, for example,
is very complex, and simply arguing that population growth reduces
the savings ratio is incorrect, The conventional argument is that
population growth reduces society’s savings ratio by leading to a
high dependency ratio of younger people who consume but do
not contribute to production. The implication of the argument is
that a reduction in population growth would lead to an increase
in the savings ratio by raising the age structure of the population.
Against this, it must be noted that many retired people consume
but do not produce and that the proportion of retired people
to total population rises as population growth slows. Thus, the
aggregate savings ratio will depend on how the composition of
the total dependency ratio varies and on the propensity to save
(or dissave) of the two groups of dependents. If the propensity to
dissave of those retired is higher than that of the younger group,
the aggregate savings ratio might fall with a reduction in population
growth as the retired dependency ratio increases. The implication
of this brief analysis is that it is wrong to conclude that countries
with high rates of population growth will, all other things being
equal, have lower savings ratios than countries with lower rates of
population growth. In fact, in the long run, the savings ratio tends
to rise with the rate of population growth as a consequence of the
increase in the ratio of active to nonactive households.

A related point is that the effect of children on a society's
total savings works primarily through the family as a unit and

Source: Thirlwall (2003).

depends on how each family reacts to the increase in the number
of children. On the one hand, there might be a substitution of one
type of expenditure for another. On the other, the family might
decide to work harder to provide for the additional children. Either
way, there need not be an adverse effect on saving.

It is also important to consider the relationship between
population and productivity growth. This is because the increase
in population, and hence in the labor force, creates work and
production incentives that affect output and productivity. There
i1s empirical evidence that supporis this claim. Why should this
be so? First, because an economy with a faster rate of growth
of employment and output may be able to learn faster and this
increases its rate of technological progress. Second, if there are
economies of scale in production, faster employment and output
will lead to a faster rate of growth of labor productivity. And third,
there are likely to be economies of scale in the use of capital.

The conclusion is that population growth presents a paradox,
On the one side, increases in population may reduce living standards
due to the adverse effect of population growth on savings and
capital per head. Decreasing amounts of capital per worker imply
a negative relationship between population growth and per capita
output growth, so that output per head is lower than it would
otherwise be as the population increases. On the other, increases
in population and in the labor force can raise living standards via
learning effects and economies of scale. The possibility of increasing
returns implies a positive relationship between population growth
and per capita output growth, so that living standards increase
as the population grows.

The theoretical implication is that, if the relationship between
population growth and the growth rate of per capita output is
negative, then population growth will prevent the rise of living
standards. If, however, the relationship is positive, the effect of
population growth on the growth of output and per capita output will
be positive. The empirical evidence seems to indicate that population
growth and the rate of capital accumulation are inversely related.
This decreases the growth of labor productivity. However, growth
and technological progress are positively related. This increases
the growth of labor productivity. The two effects tend to offset
each other, thus leaving the total effect of population growth on
the growth of per capita output roughly neutral. Indeed, correlation
across a cross-section of countries of population growth and the
growth of per capita output tends to be insignificant.

This lack of empirical evidence is not to deny that decreasing
population growth may be desirable for some of the reasons
mentioned above, for example, to relieve overcrowding and halt
or even turn back environmental degradation. And certainly it does
not dismiss the relevance of population-management programs.
Quite the opposite—given the ambiguity of the relationship between
population growth and per capita output and the relevance of the
other arguments for population management, the most judicious
strategy is to pursue these programs on the hypothesis that
population management does lead to increases in per capita
output.




2.2

Unemployment and Underemployment

What is the track record of Asian countries in employing

their labor forces productively? An examination of

unemployment rates in the region may suggest that it is
not a bad one. Indeed. the unemployment rates reported
in Table 2.2 support Amartya Sen’s observation that
unemployment statistics in low-income countries can be
“low enough to put many advanced countries to shame”
(Sen 1975). Compare, for example, the unemployment rate
in Bangladesh with that of Hong Kong, China (3.6% versus
7.9%).10 Unfortunately, low to modest unemployment
rates in many DMCs are a reflection of the fact that a high
proportion of the labor force is poor. For the most part, the
poor cannot afford not to be engaged in economic activities
(Box 2.4).

In many cases, recent unemployment rates represent
rather large increases over those prevailing 5-7 years ago.
Figure 2.2 displays the change in unemployment rates
for selected DMCs between 1996, the year prior to the
outbreak of the economic and financial crisis affecting East
Asia and Southeast Asia. and 2003. As can be seen, recent
unemployment rates typically remain well above precrisis
levels for East Asian and Southeast Asian economies. But
increases in unemployment rates are not just a feature of
these subregions. Unemployment rates have also increased
substantially over the same, or similar period, for DMCs
such as Azerbaijan. Pakistan, and Uzbekistan.

To have a better appreciation of the actual situation
in the region’s labor markets, underemployment must be
considered—an underutilization of labor that is in addition
to that resulting from unemployment. As mentioned above,
underemployment manifests itself mainly in four forms.
First. a worker may be involuntarily working less than
full time. This form of underemployment is also known
as time-based underemployment. A construction worker
wanting to work 40 hours a week but finding employment
for only 20 is underemployed in a time-based sense.
The second form is seen when high-skilled workers are
forced to take up low-paying jobs, which require at best
modest levels of skill. A worker with a college education
involuntarily employed as a bus conductor or messenger
is underemployed in the second sense of the term. The
third form of underemployment is overstaffing. Public
enterprises employing multiples of the staff needed from
a technical point of view represent an example of this type
of underemployment. The fourth form is associated with
workers who have to make do with their raw labor and are

10|t should be noted that unemployment rates are not fully
comparable across countries. For rates based on labor force survey
data, differences in the scope and coverage of the survey, in
the definition of the reference population, in the definitions used
to define labor force and employment status, and in reference
periods all reduce the comparability of estimates.

assisted with few complementary inputs, including capital;
the result of their labor yields low productivity and meager
earnings. The rickshaw puller who transports heavy loads
but is barely able to make ends meet for himselt and his
family is an example.

As may be expected, statistics on the second. third,
and fourth forms of underemployment are difficult to
obtain. Nevertheless, a focus on the first type—time-based
underemployment—as shown in Table 2.3,

indicates

‘Unemployment  Unemployed
 Rate (%) (million)
East Asia
China, People's Rep. of 4.3 8.8002
Haong Kong, China 7.9 0.280
Korea, Rep. of 3.4 0777
Mangolia 3.5 0.033
Taipel,China 5.0 0.503
Southeast Asia
Cambodia 1.8 0.116%
Indonesia 3 5T 9531
Malaysia 3.6 0.370
Philippines 11.4 3.941
Singapore 4.7 0.116
Thailand 1.5 0.544
Viet Nam 1.7 0.700
South Asia
Bangladesh 3.6 2.200¢
India 7.3 30.0484.¢
Maldives 2.0 0.0020
Nepal 1.8 0.180¢
Pakistan 8.3 3.600
Sri Lanka 8.4 0.636
Central Asia
Azerbaijan 1.4 0.054
Kazakhstan 8.8 0.672
Kyrgyz Republic 8.6 0.170!
Tajikistan 24 0.047
Turkmenistan 2.6 0.057
Uzbekistan 0.4 0.0351
Pacific DMCs
Fiji Islands 12,1 0.041¢
Kiribati 1.6 0.001¢
Marshall Islands 30.0 0.005¢
Micronesia, Fed. States of 2.6 0.001¢
Palau 2.3 0.224¢

For urban sector only.

Refers to 2001.

Refers to 2000.

Unemployment rate refers to the “current daily status” definition used
by the National Sample Survey Organisation, India.

Refers to 1999,

Refers to 2002.

a-c o n

=

Sources: Oey-Gardiner and Triaswati (2005); ADB: 2004a; National
Statistics Office. Labor Force Survey 2003 for the Philippines,
cited in Felipe and Lanzona (2005); National Sample Survey
Organisation (2000); Planning Commission (2001); State
Statistical Committee, Tajikistan (n.d.); ADB SDBS accessed
6 June 2005. .




