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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, counhies 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 ind~vidual 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 

Afghanistan 

Fiscal Year 

21 March 2004 to 20 March 2005 

Cook Islands (before 1990) 1 April 1990 to 31 March 1991 
Cook Islands (after 1990) 1 July 2003 to 30 June 2004 

Hong Kong, China 
India 
Myanmar 
Singapore 

Indonesia (until 1999) 

Bangladesh 
Bhutan 
Pakistan 
Samoa 
Timor-Leste 
Tonga 

Taipei,China (until 1999) 

Nepal 

1 1 April 2004 to 3 1 March 2005 

1 April 2000 to 3 1 March 2001 

1 1 July 2003 to 30 June 2004 

1 July 1999 to 30 June 2000 

16 July 2003 to 15 July 2004 

Lao PDR 
Marshall Islands 1 October 2003 to 30 September 2004 
Micronesia, Fed. States of 
Palau 

Year Caption 

2004 



Data not available at cut-off date 
Magnitude equals zero 
Magnitude is less than half of unit employed 
ProvisionaVPreliminary/Estimate/Budget'figure 
Marked break in series 
not elsewhere stated 
not indicated elsewhere 

Unless otherwise specified, " $  refers to US dollars. 

cent 
n. cubic meter 

hectare 
kilogram 

? kilogram of oil equivalent 
kiloliter 
kilometer 
kilowatt-hour 

mn 
mscf 
m.t. 
PC 
sq krn 
sq m 
'000 
toe 

million 
million standard cubic feet 
metric ton 
piece 
square kilometer 
square meter 
thousand 
ton of oil equivalent 
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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 a nuisance, an unemployed worker a tragedy. 

Paul Krugman (1999, p. 15) 

loping member countries (DMCs) of the Asian 
ent Bank (ADB) have made considerable 
in improving the standard of living of their 

ons. However, far too many Asians continue to 
verty. In terms of the $2-a-day poverty line-the 
ally used in low- to middle-income countries to 
the extent of poverty-1.9 billion people, or 60% 

's population, were poor in 2002 (ADB 2Wa).  
r, this poverty is widespread across Asia. Thus, 
incidence of $2-a-day poverty is extraordinarily 

onth Asia, d i e t i ng  nearly 80% of the subregion's 
, it is by no means insubstantial in other parts of 
. A case in point is Indonesia, where $1-a-day 

.has been estimated in single digits (7.5% in 2002). 
ere $2-a-day poverty afflicts the majority of the 

n (52.4% in 2002). Even in Thailand, which has 
ed in pushing $1-a-day poverty to the low single 

lust under a third of the population subsists on less 

can Asia help its poor climb out of poverty? 
ere are many causes of poverty, ultimately 

r are poor because they earn too little from the 
t they do" (Fields 2004a). Regardless of whether 
self-employed, helping on the family farm or 

e, or working for wages, most of Asia's workers 
'r incomes, and therefore sustain themselves and 
ies, by using their labor. From this point of view, 
labor market opportunities for workers is the 

reducing poverty and improving standards of Living 
majority of Asia's workers and their families. 
uction requires helping people as workers. 

of all the problems that beset DMCs today, the 
ent problem is prohahly the central one. 

challenge for Asia's policy makers is not just 
creating jobs for the unemployed and for the 

trants to the labor force (of whom there will be 

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 h t  is 
considerable underutilization of labor, which manifests 
itself in unemployment and underemployment. While 
unemploymentis easily understood (i.e., aperson who lacks 
a job and is looking for one), underemployment is a much 
more subtle problem. Moreover, it is not confined to nual 
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 pnority 
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 



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 undemtilized. 
Therefore, full employment in the developing country 
context is about reducing unemployment as well as 
reducing underemployment-a far more pressing problem 
than unemployment in most DMCs. 

It must beadded that the objective of full employment is 
nut 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 foilow Pasinetti (1993), for whom full employment means 
zero involuntary u'nemployment, i.e., no one who is ready and 
willing to woh  full dme (it also refers to zero involuntary part- 
time emolovment and underemoiwment) for an aoomoriate . , . . . .  , 
wage IS jobless. m s 1% 0 flerent tmm the nottons of the uat~ra l  
rate of -oenp.o,nent \?I or th? nonaccelemt ng lnflaton 
rate of unemployment (NAIRU). While achieving zero in~luntary 
unemployment is virtually impossible, it does not mean that 
governments shwid not strlve to achieve it. That is why in the 
text, reference is made to minimizing(invo1untary) unemployment 
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.2 

Governments also need to 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,3 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 comespond, in 

general, to  the first type of underemployment mentioned above 
(workeen i~lvoluntariiy working less than full time). Statistics of 
the second and third types of underemployment (due to skills 
mismatch and to overstamng) are not published. The fourth 
type of underemployment (due to work with few complementary 
inouts) is Dotentiailv the most difficult to measure. but not . .  . 
impossible. In its extreme form, this m e  of underemployment 
can be approximated through sfatistics on poverty. 

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



workers can lead a l i e  of dignity even when their earnings 
are low. Moreover, better and fairer working conditions, 
along with the abtlity 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 

I &a, unless these three objectives become a fundamental 
I part of the macroeconomc agenda of DMCs, it is easy to 

conceiveof aregion, say 25 years fromnow, which, despite 
continuous growth, will still harbor most of the world's 
poor. For this reason, DMC governments must devise time- 
b a d ,  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 , reductng, and potentially eliminating, unemployment and 

1 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 econoiluc 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 c~edible.~ Ftnally, 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.5 

/ Whatgovemmentpolicieswillpromotefull,productive, 
and decent employment? Figure 1.1 summarizes a 

' blueprint for this, intended to be a guide for policy action. 
I 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- 

hand side of Figure 1.1 shows that policy maken must give 
maximum priority to the achievement of full, productive, 
and decent employment. The blockin 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 impl~cations. Exarmnation 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 
skills and commandhigh wages) in theindustry and senices 
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 agrtcultnre--a situation that also characterizes 
many other subregions in Asia. 

In addition, the empirical evidence on the relationship 
between employment and productivity growth indtcates 
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 theorettcal level, it also argues that under 
a wage-led regime--a regime under whtch 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 
trapslate increases in productivity into higher real wages 
and aggregate demand. 

4 h ~ s  is the case of the Phlllpplnes' Medium-Term Phlllpplne 
Development Plan 2004-2010. See Fellpe and  Lanzona 
(2005). 

5 One ooss~bll~tv Is, for examole. to dev~se a comooslte ~ndex of 
boti~nernol&nent and undererplo)ment ~ e &  nl), thfs cal,s 
for an ~rnprovemcnt n the unernployrnenr ano Lnderemployment 
Statsrcs. As note0 n an eardar focmore. , I #  most DhlCs. srat~st cs 
cover only one of the four types of underemployment. 

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 chaptcr, 
however, argues that such labor market reforms are by 
no means a panacea for labor markets in the region. A 
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2. Labor Market Outcomes 
In Asia: An Overview 

I l l i s  section provides an overview of labor market 
outcomes in the region. It is worth noting at the outset that 1 , 
comnaring labor market outcomes across Asian countries ?:?.S: . - 
I, riot as straightforward as it may seem. While virtually 
'ill DMCs cany out labor force surveys-the single 
berl source for most labor market data-the frequency, 
co~r~age,  scope, and definitions of labor market variables 
~ i ~ i f e ~  across surveys. Nevertheless, the available data do 
dllo\\ an understanding of the broad contours of conditions - 

markets across the region. 

L Labor Force 

proximately 1.7 billion,Asia'slaborforceisenomo~~r 
6c&nting for 57.3% of the world's labor force. A la 
share live in Asia's two g ian t s the  People's Republic ,, 
$him (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.)6 

Asia's labor force is growing. Assuming unchanged 
rates of labor force participation within individual 
countries, projections of the population of those of 
working age ( 1 5 6 4  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%). 
6 Computingcomparable 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 ail 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 

I versus those 1 5  years and older in Indonesia); the reference 
period over wh~ch labor force status is determined; and definition 
wed for identifying labor force status and respondents. The labor 
tDrce estimates provided for 2005 here are computed by applying 
aojections of recent labor force participation rates, primarily 
%om Worid Bank (2005a) (but augmented from 110 (2003a) 
and country sources for particular countries) to projections of the 
aWrMng-age populations (1564)  for 2005 from United Nations 
42005). As a result, the labor force estimates presented here 
'may differ hom those based on other sources, including country 
Wurces. 



I lndicatnrs nf Developing Asian and Pacific Countrip 

nsciassified either a 
period of reference, Employment Classifidion 

Labor force participation rate-the n e Wage and salaried worherothose engaged in paid employment 
 bar force as apercentage of the work e jobs with explicit or implicit employment contracts that give them a 
grking-age population is the population a e basic remuneration that is not directly dependem upon the rew2nue 
g e l 5  yean old and Qver. 1564 ,  etc. of the unit for whioh they work. Persons in 'paid employmentjobs" 

are typically remunerated by wages and salaries, but maybe paid 
EmpiQYed pemns--all persons above a specific age who. by commission from sates; by piecwates, bonuses or in-kind 

uringaspecified period, either 1 w M o r  iday, wereunder (i) Paid payments such as food, housing or training. 
mployment, i.e, they performea some wo* for wage Qr salafy, 

In cash or in kind, or they have a job but were temporarily not at Self-employed-those engaged in jobs whereiheremuneration 
WoiK; (ii) self-employmen$ i.?:, they performed someworkfor~rofit is directly dependent upon the prom (or the potential forpbfits) 
or family gain,.in cash or in kind.,, or if they have an enterprise and derived from the goods and services produced (where own 
were temporarily not at work. "Some work" may be interpreted consumption is considered to be part of.profits). 
as work for at, least 1 hour. The self-employed include employers, 
-wn-account workers, and contributing.family workers. Emplbyers-those workers who, worbngon their awn account 

or with one or a few partners, hold the type of job defined as a 
Emptoyment rateratio of employed to total labor force. "self-employment job" and, in this oapacity, on a continuous basis 

(includingthe reference period) have engaged one or more persons 
Unemployed persons--all Persons in the labor force above to work forthem in their business as wage or salaried wofiers. 

specified age who during the reference period were: (i) without 
work, i.e., wimaut paid employment or self-employment; (ii) currently Own-account workers--those workers who, working on their 
available forwork and Jii) "seeking work? i.e., had taken Specific own account or with one or more partners, hold the type of job 
BPS in a specified recent period to seek paid employment or defined as a "self-employment job," and have not engaged on 8 
slf-employment. continuous basis any "employees" to  vork for them during the 

reference period. 
Unemployment rate--ratio of unemployed M total labor 

me, Contributing family workers-those workers who hold a ^self- 
employment" job in a market-oriented establishment opeiated by 

Underemployed PerSQns.Nme-based)-PersonsinemPioYment a related person living in the same household, who. cannot be 
'hose hours Of work were below a certain CutnQff Point and regarded as a partner, because their degree of commitment to 
?potted involuntalyreasonsforwo~ingfewerthan'fu~l-lime hours, the operation of the establishment is not at a level comparable 
r who wanted to work additional hours, or who sought to work to that df the head ~+ - t f i ~  establishment. 
dditional hours. 
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Box 2.2b: Child Labor 
, . :>~>,;&*::?~<~,+~*$~.>: . : .>~&7;~~0-  .. . .. . , . . .  e>M: 

5-5-4 were en@@ in economic &fivity in 2000 toCWffmst hazardous W0rk with the more "benign" type of ch@d 
etatia: also indlcate that 127 million, or 19?%.,af at1 labm,,hich can allow chlldren t~ accumulate ~Uills and experience 

were inuohd in paid Or .mipaid work. MoI.eover, useful for theiF adult lives. .hawrdaus work, %y its nature o i  type 
account@ for 60% of all wrking children in the has, or leads to, adverse .effects an the child's safety, health 
abmit the welfare of children haw led to calls (physic.9 or mental), and moral deuelopment" (It0 2002b, p. 
n of child labor. 33). A key isue in ch~ld labor shouiil Oe the elimination of all 

hazaraOos forms of cnild labor. Buf a direct polky intervention, 
ms :are rooted in large part in the view .mat such the outript banning of child laba, .might have mwe 
or wM child abuse, or tM-most child wdrKiars a&@ implicetiins for chil&g~. In patiicular,.this might push 
establishmms in hazamWs work ConditiQns. children into m s e  forms of &Id I@bw or lead them into acute 

nt study by Edmonds and Pavnik (2W5) shows hunger or starvation (Edmds  and Pavnik 2005. Base 4999). 
this popular view, mmt child workeP$gre actually lmead, policy measures to address chi& labor should ftms on 

d i + i ? e $ ' ~ a r e n t s  rather than &meed in somekindof oald imorovha sccess to schrrolina thmueh better infrastructure and I 
iind that 85% of chlldren ;EL 5-14 are enm& m lo& mCOst6 and on exasndlr% the b r t u n l t l e a  for oarents to 1 ~ ~ -~~ ~ - ~ - ~  . ~- . , ~ ~  ~~ .~~ ~ ~ ~ ~~,~ ~ ~ 

(hodsehold cnorcr, in one s oijn w e h o l d .  awl access the emp oymcnr that proildcs an adecluare elcome. 8eeele 
in pad, Lnpald, famlly ksmess, w farm et al. (M04) aiso find that m t  oniy 1s ch1.d labor more prevalent 

work). Mosr chiiaren lnvolw in rrarker wwk are among housenolds that are f u m r  m:ay from schools. o ~ t  also 
I 

parents. Only a small proponton of children, among tnose that h s ~ e  higher borrowng costs, which imp8ras that 
do pa.d cork. Most economically raa~csng chlld labor also rdqutres facii~tat~r~g access to crealt ana 

ren are a so in agriculture, wt~,ch accounted for 73% of enco~raglng parents to ne Inore toward-iooktng to appreciate tne 
2001. 6790 :n Paklstan in 1996. beneftts of scnool nl. - 

a8 &wu% w . W  2- .: . :. . . . , . . . . 
@' . 
6 2 ;  ... . 

Box Table 2.2b: Regional Estimates of Economioally Active Children (aged 5-14), 2000 

ntials in the growthmtesof the labor translates into a higher proportion of workers and a lower 
simply reflect the varying pace of the proportion of dependent population. This raises the 

fion across Asia. Since the transition prospects of increased rates of savings and investment, 
furthest in East Asia and some other and higher investment in human capital of the young. 

in Southeast Asia, Sn Lanka in Of course, the demographic dividend is not guaranteed 
tan in Central Asia, the share of and, among other things, depends critically on whether 

on made up by the young (14 years countries can mobilize sufficient capital to employ 
e around 20% or a little higher.7b8 In productively the growing share and number of potential 

to 
Whether or not these countries are successful in harnessing 

will be many more potential workers 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 %hat will see rapid growth in their labor already facingthe prospacts of an agingpopulation. Forexample, 

spects of a "demographic dividendJ'- in Korea about 4.5 million people belong to the age group of 
d o n  of the working-age group 65 and above, accounting for 9% of the population. The PRC 

has about 100 million elderly people, equal to 8% of the total 
ectlons of the age distribution as a populahon. More broadb, the DMCs are aging faster than they 

are developing. In other words, the time lee to establish effective 
Infant moltality rates remain fairiy and sustainable programs suited-to an aging society Is growing 
are less than 2.1 (i.e.. replacement short. See ADB (2002a) for a detailed discussion on these and 

related points. 



ofpopulatkln W h  mstttute B problem for developngmntnes deolde to work harderm provide fM the addloonal children. Either 1 
because theybepress human wetfam, it sees popu~atKin gmwth 
a% u ~ ~ n e  UP nonrenewaw leu rces  and eausrna envlfonmental 
dehaditlon: ntdtrne Dressure on food suaol~s: leadine to 
ov&crowdlng in0 co;;gkstton tn cit,es; addlng'to tne emp1o)t~em 
prmern; and reducing tne sa*.n$s ratlo anu Otluting the qwmty 01 
capatal per person employed. In M a ,  for example, close to 1 hll.on 
pwple  IN^ in clt.es, di.ch amread) s~ffer from veg n.gh of 
aP pollutm and congestttm. On present trende, Asla WIII be the 
largest single source of  enhous house rnses" by 2015 

The pessmwtk approach to population growth originated 
whth Malthus' v ~ w  tW pol)ulatlon grows fastar than the means 
of subslsfenm (althouch h l  neeatwe vlews emlved over m a .  to 
 he pant where he a&!Iwe&ed that populaaon grown W I ~  
h w a  positive eaecf on society's WIMe), wlth the classical belef 
In Wfe law of dlmrwhlng retms, and wrth an undefwlmatmti of 
humanhand's response to the challenge d 6unmmhmng pmductrv19 
due to the expanstonof popu!sttonthrough ~ ~ r o n  and imwvatlon. 
Matthus #@ed that humetn b e ~ m  tend to repoduce f e r  than 
W r  ca~abllltv to feed fnemselves ulcreases mu%. aithwm 
wsy C ~ I M  1s p o r e n t ~ ~ ~ y  a wvrtier, he w she pKtdUce~ less aMI 
lees addltmnal &uurtout. Technolaeical o r o m s  would not be r a m  - . -  
enough to offset the tendency. 

Ho*vwer, there are sold cwnterargumnts thaf pwulatlon 
@oloi*fn has benefits. Indeed, the aorld as a *note has becnme 
ncher wh 18 11s popblarlon has expanded. Moreoker, the pesslm~slerc 
nw, of paputatton gmwttt k rarety ba~ke~i by direct amplrlcd 
evldem. The m o t  of populatron g r o m  on swlngx, %+ emample, 
1s vety omplex, and m p l y  ae&argurngshat p~pllaoon grWrth reduces 
?4Ie saving5 mtro 1s imcfreot. T b  mvenmnal argument IS that 
W a t l o n  Wwth reduces society's savings aria by leadm&to a 
luah deoendencv rabo oT vouneer UEV~@ who Mnsume but do , 
noi cunirtbute to prod~cnon. Tne mpltcat,on of tile argdment is 
that a redun on In popdatm gowtn W lead to ~ I I  cncrease 
In me sanngs rat o by ralslng the age structure of the pow atlon. 
Aga~nst thgs, (t must be noted that many retlred people cors~me 
but do n a  produce a@ that me praportmn of retlred people 
to total powlaton rises as popu~atran growth slows. ~ h m ,  the 
a e savine ratlo wm depend on ho*, m cgmpo~men af 
me Ctal d e p e n m  ram wres and on the prqmstty to ww 
for &sew) of the hao growps pf dependmt%. If the i)mpensity to 
IssaveW those rered IS h W  than tkm of the wneer erouo ~~ ~ ~~~ ~ - , ., .. ~ . .  
me aEregate smngs ratw mlght fa1 r,rth a reaucuoi ,n p ~ ~ l  ation 
growth as the r,-rtred dcpcvloenQ (atlo 8ncreasL.r Tne mmplrcat~m 
of UIIS M.e! anblysls is that 11 <s wrong lo conclum mat coun!r.eS 
wVl Qn rates of popbiation growth .c%l~, all other trungs oe 1% 

equal, ha* lower sautngs ratm than oountrras with W r  rates of 
powlahon growth. Lnface In the h g  run, the savmgs rmo tends 
EO nse with the rate of population g m  as a w s e q u e m  of the 
wrease w the raw of atwe w nonmtve househcids. 

d related mt lo that the effect of children m a socWs 
tot@l Savings wolle3 plmartty through the famlly as a unit a& 

way, there need not be an adverse effect on siwmg. 

n la also lmpoltant to wnslder me relatlonshlp between 
pop@mn and pmductlaty growth. This is because t%w Increase 
ln popMion, and hence in the labor force, creates work and 
production Incentives that affecf output and produconty. There 
ffi emplncal evidence that supports this clalm. Why showid this 
be so? First, because an economy with a faster rate of  growth 
of &ployment and output may be able to learn W e r  and th~s 
Increases t s  rate Of t e c h n o l ~ w l  progress. Second, if there we 
economies of scale in production, faster ernplbyment and output 
wll lead to a faster raQ of gmwth of labor pwductmty. AM thlrd, 
there $re Illrely to be economtes of swle In the use of capbtal. 

The conc~uuon 1s that popblatton growth preaenrs a pefaooh. 
On me one stde. ' e a s e s  n popLlauon ma) reouce lwlngstandards 
o w  to the adverse effect of popdlaton growth on soblngs and 
capltal p r  head. Derreaslng ammnrs of capltal per worker Imply 
a negatlve rclatIonsh!p botween popueatlon gravrn and per caplta 
& lw t  mwfrl .  so that outpbt per head 1s ,ewer than 11 would 
otherwise be 8s the populatron increases. On the ather, Increases 
In m l a t l o n  and in the labw force Carl rase  llvlngstandards wa 
leamw effects and economtes of scale. The ~oss~b~l~tvaf  lncreaslne - - 
retdrns lmplles a pas tlve relatlomh8p between popJlatlm growIn 
and per Lap.ta obtpur growm, so that llvlng standaros increase 
as the populatlon grows. 

The theoretwd tmpllcatm IS that, if the relat~ohsh~p between 
populatlon lonnn and the groMn rate of per caplta outp~t is 
negabve, then populatm grumrh WIH prcvent tne r.se of ding 
starmaras lf. nowever, the relauunsn.c 19 wsltwe. the effect of 
oo~u{atIon erowth on t h e m h  ofout~ut and oer caolta outout w~ll 

gr&h and tne rate of capital icc~mulatl& are nvcr i~ l~~e la tco.  
m s  decreases thc growth of labor product!, ry. Howcver, growth 
and tesllnolo#cal pragress are pos twel, related. mls Increases 
the groM! of labor proaJctrnty. The t ~ o  ellects rend lo offset 
e c h  other, thus leav~ng the totat effect of pwulatlon growth on 
the growth o P w  capita output roughlyneutral. Indeed, correl.$f~on 
moss a a w s - s s t m  of wuntfles Of muulatm ~fowth and the 
growth of per capta output tents fo he ins~gnlficant. I 

Thts lack of emprrlcal ewdew Is not to dany that decreasing I 

papulatmn $mwth may be desirable fw aome of the masons 
mennoned above, for emple ,  to retlws ovewowdlng and halt 
w .wen turn back enwmnaenal degrati8tlon. And certallnly ~t does 
nc% d lmss  the s%kvance of populatton-management programs. 
Qultethe opp~$e--gnen the emb~guKy ofthe reltrtronship between 
populat~cmgowth antf per s a w  output and the relevance of the 
otter arguments for pwlat ton management the most ~wd~nous 
sBirt@gy IS to pursue these programs on the hypothesn that 
pwlatwn manwment does kad to increases III per c w t a  
o m .  



:.2 .&~rnpl~yrn@@~ and Underemploymen% y~ 

What is the track record of Asian countries in employing 
iheir labor forces productively? An examination wf 
,unemployment rates in the region may suggest that it is 
hot a bad one. Indeed, the unemployment rates reported 
In Table 2.2 support Amartya Sen's observation that 
memployment statistics in low-income countries can be 
*low enough to put many advanced countries to shame" 
@en 1975). Compare, for example, the unemployment rate 
&Bangladesh with that of Hong Kong, China (3.6% versus 
5.9%).10 Unfortunately, low to modest unemployment 

tes in many DMCs are a reflection of the fact that a high 
oportion of the labor force is poor. For the most part, the 

oor cannot afford not to be engaged in economic activities 

In many cases, recent unemployment rates represent 
er large increases over those prevailing 5-7 years ago. 
re 2.2 displays the change in unemployment rates 
elected DMCs between 1996, the year prior to the 
reak of the economic and findncial crisis affecting East 

d Southeast Asia, and 2003. As can be seen, recent 
oyment rates typically remain well above precrisis 

els for East Asian and Southeast Asian economies. But 
eases in unemployment rates are not just a feature of 
subregions. Unemploymnt rates have also increased 
antially over the same, or similar period, for DMCs 
as Azerbaijan, Pakistan, and Uzbekistan. 

To have a better appreciation of the actual situation 
, undere~nployment must be 

resulting from unemployment. As mentioned above, 
itself mainly in four forms. 

a worker may be involuntarily working less than 
fime. This form of undere~nployment is also known 

e-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 
farced to take up low-paying jobs, which require at best 

a bus conductor or messenger 
econd sense of the term. The 

rm of underemployment is overstaffing. Public 
ses employing multiples of the staff needed from 
cal point of view represent an example of this type 
employment. The fourth form is associated with 
who have to make do with their raw labor and are 

unemployment rates are not fully 

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 himself and his 
family is an example. 

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



urban areas. As BoxTable 2.4 shows, around 75% of the total consmuted 4'6% of the total rural wor  in 2000. rn 
I poor in lnd~a llved in iural areas in 1999 In Thalland and Via 

Nam, rural poverty has accounted for around 90% of total poverty The urban counterparts of the amcultural laorers oi small I 
~n recent years. farm cultwaton are those employedas dally-wag6 laborers an 

the self-wplayed. Aga~n In Indra, the data tndlcate that 1 4  
The preponderance Of powty in rural areas is do8 to two ef hous5l)olds reparted thelr primary engagement as dally-wa 

factors. First. rural areas account for a laree DroDortlon of tha MIOrkm 1"casuaI labor"). SUdl households however. scmunted 

I population in these DMCs (for example, the' rural population almost 30.2% of poor households. But the largest contflbutor 
accounts for more than two thlrds of the total population wt pow howenolds comprised households chescnbed as sel+emgt0yed 
many large DMCs, mcluding Bangladesh, Indla, Thalland, and VI& Whrle such households made up 34.5% of all urban households 
Nam; it accounts for between one half and two thlrds of the tot# they accounted for 38.7% of poor wrban households. 
populauon In PRC, Indonesla, Pakistan, and Phillpplnes). Second, 
urban poveny rates are almost always lower than rural poverLy Data horn other countries' 
rates (as can be seen from Box Table 2.4). paem. h Bangltsdesh, casual w 

PO% ofme m l a t l o n ,  but 3% of 
In the rural semr, the poor are tydtoally fcund among theself-emDpoyed in 1998199 w e  

landless agrtwlture Mborers. In India for example, data from of tne t m l  urbm populstion, hu 
the 1999f2000 household expenmure wmy weals that wh& thfs group a c w t e d  fof 21.4% of 
householUs enrraeed oomanlv 8s aencurtwal laburers accounted 

I 
~ ~ .~ , .~ ~" ~~ ~~ ~ ~~~ ~ ~ ~~~~~ ~~~ 

fur 32.2% of 81. rural nouseholds, they represented 48% of p a r  The slgn.Rcance of ma findlng that a large proponon o f t  
households. Hodseholds culrcmting Me11 o w  a n 0  were lass tw self-employed arr! among me pmr is tnol tt conf rms that a 
to ke poor: even U a g h  such nhseholos ma& ~p 32.79: of rota( pan of self-employment s a coplng mecnanlsm. onc explalncd 0 
rural househo~os, they accounteu for 25% of poor hwsenolds. the paucity of better earn ng o p p a ~ n ~ t  es, whlcn eads horkers t 

I engage n poor(y remuneratsd (and low-producuwo,) job .  
This panem, m r e b y  b n d l w  agr~wItural wotkers are the 

POOI~S~  among all labor f w e  partto~pants. 1s repeated e+sewhere. I 



a me numben bestde the ban refer to tf 
b Change m 1991-199  average and 20 

rates here for lndanesta refer to the old definltron. 
c Change beween 1993 and 1999. 

,nmg Commlsson (2001) for lndla: Fellpc and Lanrona (20051 1: 
r..,, pp,ncs: Oey Gardjner and TnsswaU (2005) for lndonezra. Stale S 
Cnnm.nee ( "a ,  tor Tajaslen: ADB SOBS far o w r  e,altr cs 
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Reflecting the low productivity and earnings 3 examine this issue more closely, the structure of labor 
riculture, the association between the share of .-larkets in urban areas is now discus~ed.'~ 

ment in agriculture and low per capita incomes at 
onal level is strong. As Figure 2.4 indicates, the 

of employment in agriculture tends to be largest 2.3 Urban Labor Markets and Dualism 
ian countries with the lowest income. As per capita 
e increases from left to right across the economies Employment in urban areas essentially entails work in the 

gure, a general decline in the share of employment industry and services sectors. While on average, conditions 
ulture can be seen. The sector continues to account of work in these two sectors are better than work in 

the majority of employment in low-income DMCs agriculture, there is a great deal of heterogeneity in labor 
as Bangladesh, India, and Nepal in South Asia, and market conditions within both sectors, especially services. 
odia in Southeast Asia. The share of employment in Thus, for example, while the services sector includes well- 
lture is lowest in Korea and Taipei,China (if Hong paid accountants and lawyers, it also includes low-paid 

g, China; and Singapore are excluded). domestic servants. Indeed, Arthur Lewis' description of 
many nonagriculture jobs that he observed in developing 

The inverse relationship between per capita incomes economies in the 1950s illustrates the point well: 

hin countries. In DMCs, there has been a reduction in Another large sector to which [the phenomenon of 
share of employment in agriculture over the last three surplus labor] applies is the whole range of casual 
ve decades as economies have grown. jobs--the workers on the docks, the young men who 

rush forward asking to carry your bags as you appear, 

Given that the agriculture sector is where productivity the jobbing gardener, and the like. These occupations 
usually have a multiple of the number they need, each 

Is and earnings are the lowest on average, the transition of them earning very small sums from occasional 
from agriculture is welcome. However, two features employment.. . 
s transition are troubling. First, as Figure 2.5 indicates, 
moved at very different speeds across DMCs. Thus, (Lewis 1954, p. 141) 

it was fastest in Korea and Taipei,China during the 
s-1990s, it has been very slow in some other DMCs, 12 The focus on the urban sector should not be taken to imply that 
ally in South Asia. Second, all too often the jobs industry and sewices sector activities take place only in urban 

areas. In fact, as increasingly acknowledged, industry and services 
g created in the industry and services sectors are not sector activities are an important component of economic activity 

cantly better than the agricultural jobs left behind. in rural areas. 





,. 
r refers to saclal avertlead and capital (sslvlces and electncq, gagas, water, and eonstructlon). 

Ba!lgaoesh BLreac of Sta!,*l.c\ (dnr;ous yean); Natlonal Burcab d Siat s:fcr, PRC wanous years), Sunawm (19871 an0 CraoPd ana Sanu 
(?0021. cneo n Anaw e: ai (20051: Naltonal StattnlcJ met., n J w  'np: ~lcoss.mo.go.kr/c~-b1n/s~)~888~cg: Feoeral aread of S t m a  
Pawstan (warlous years). ffiW (vanaus years): Wortd Bank (2005iB) 

dis suggested by Lewis' observation, an important of enterprises below a certain threshold size or may stem 
reof theurban labormarkets of mostAsiandeveloping from the lack of enforcement of these regulations in small 

sector is typically 
'with the "traditional" or "inf0rmal."~3 

ptiug the informal-formal terminology, the The formal sector, in comparison, is dominated by 
al sector is characterized by much self-employment. large h s .  Moreover, in the case of South Asia and the 
labor, when used in this sector, typically exists transition economies of Asia such as PRC and Viet Nam, 
context of small firms employing 10 or fewer it is also dominated by government employment. Indeed, 

s. Work arrangements are flexible, and wage and of the increase in total wage employment over a two- 

work on small farms and agricultural wage workers employed 
without well-defined and explicit contracts. 
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and 33%. respectively, in Taipei,China (1965-1985) and 
Thailand (1963-1983). In sharp contrast, the public sector 
accounted for 71% of the corresponding increase in India 
between 1960 and 1980. In Sri Lanka, the importance 
of the public sector was even higher: between 1971 and 
1983, it accounted for 87% of the increase in total wage 
employment (World Bank 1993, p. 269). 

The operation of enterprises in the formal sector is 
regulated by the government in many dimensions One 
of these relates to the terms governing the use of labor. 
In particular, the formal sector is characterized by well- 
defined wage and employment contracts. Among other 
things, these contracts provide workers not only with 
much better wages and salaries than similar workers in 
the informal sector (is., workers of a similar age and 
educational characteristics and the same gender), but also 
with much greater job security. In addition, they offer 
protection to workers in terms of both formal mechanisms 
of insurance as well as coverage under and recourse to the 
labor regulations of the country. Labor regulations may 
also protect the right of workers to form labor unions to 
represent them in discussions with firms' management. 
Finally, a large part of the enforcement machinery of the 
government is targeted at the formal sector. 

Presenting comparable statistics across DMCs on the 
number of jobs in the formal versus informal sector is not 
easy due to the different definitions used to distinguish 
between the two sectors and to measure employment. 
A key difference in definitions is whether enterprise 
characteristics or employment status form the basis upon 
which distinctions between the two sectors are made.15 
Appendix 2.3, based primarily on Amin (2002), provides 
definitions used in selected DMCs. In India, for example, 
informal sector workers are those who are not employed by 
the public sector, by recognized educational institutions, 
or by firms registered under a variety of legislative acts. 
In Indonesia though, the typical practice is to classify the 
self-employed and unpaid family workers as belonging to 
the informal sector. While the self-employed and unpaid 
family workers are part of the informal sector in India and 
Indonesia, a big d~fference could arise from the treatment 
of wage and salaried workers since, although Indonesian 
practice seems to place all wage and salaried employees in 

While the 110 offers a common operational deflnttlon of informal 
sector workers as the sum of nonprofessional self-employed, 
domestic workers, unpaid (family) workers, and workers in 
enterprises employing five or fewer workers, applyingthe definition 
to the data is not easy due to the way labor force statistics are 
collected at the country level originally. In particular, enterprise 
characteristics are rarely canvassed from respondents of labor 
force sulveys in Asia. Thus there is no direct way to determine 
whether a wagelsalaried worker is emploved In a formal sector 
enlerprise. ~ n i  *nay be controsteo w1h iorious Ar n American 
countncs .:nere aoor force s.r.cys are able to probe deeper into 

: Countries 

the formal sector, this is not so in India. In India, only wage 
and salaried workers employed in registered enterprises are 
categorized as employed in the formal sector. The rest are 
categorized as informal sector workers. It is clear therefore 
from these two examples that comparability of estimates 
of informal and formal employment between these two 
countries may well be weak. 

Subject to this caveat on comparability, the data 
indicate that informal sector employment (as a share of 
nonagricultural or urban employment) tends to be lower 
the higher per capita income is, as may be seen in Figure 
2.6. This would suggest that as Asia's economies grow, 
the importance of the informal sector in employment 
declines. However, this is not necessarily happening. 
In India for example, the share of the informal sector in 
total uonagricultnral employment increased from 80.5% 
to 83.2% between 1993194 and 1999/2000. Over the 
same period, per capita GDP grew by around 4.7% per 
annum.16 

The informal sector also appears to be expanding in 
fast-growing transition economies such as the PRC and 
Viet Nam. Though hard numbers such as those available for 
India are difficult to find, in both countries the retrenchment 
of workers in formal enterpr isesaven by the situation 
in state-owned enterprises-combined with some easing of 
rural-urban migration appears to he increasing the extent 
of informal sector employment (Amin 2002). 

Where growth has been less robust, the extent of 
informalization may be even greater. The maln example 
of this is Indonesia. Classifying the self-employed and 
unpaid family workers as informal sector workers, recent 
labor force survey data show that since 1997, the year 
Asia's economic and financial crisis broke, employment 
has become markedly more informal." As may be inferred 
from Figure 2.7, in 1998 there were 54 million informal 
sector workers in Indonesia, accounting for 65% of the 
total number of workers. By 2003, the number had grown 
to 64 million, or 71% of total workers (Oey-Gardiner and 
Triaswati 2005). 

Similar to the case of Indones~a, though less 
dramatically, the crisrs seems to have reversed a trend of a 
declining share of informal sector employment elsewhere. 
In Thailand, for example, Amin (2002) reports that while 
the share of informal sector in urban employment declined 
from 65.2% in 1976 to 58% in 1994, it had increased to 
59.9% by 1999. In the Philippines, self-employed and 
unpaid family workers grew as a share of total employment 

l6 The growth of per caplta GDP IS based on data from World Bank 
(2005b). 
Due to data avallabllty, the reported numbers cover agriculture 
as well as nonagrlcuiture sectors. respondents' engagement in the formal or Informal sector. 



sectors other than agriculture from 30.6% in 1998 to 
96 in 2004.'8J9 C 

At the same time, the nature of formal sector 
loyment is changing. While previously, formal sector 
loyment was synonymous with "regular" contracts, 

offered considerable job 
t the case. For example, data 

anufactufing enterprises reveal 
g use of contract labor: its share has grown from 

es of enterprises with fewer than 10 
nted in informal sector employment. 
series in 2000. 

approximately 7% of total person-days worked in 1984 
to 21% in 1998. Similarly, a 5-year survey by the Bureau 
of Labor and Employment Statistics in the Philippines 
of no~egular workers in establishments employing 10 
or more workers shows that the proportion of nonregular 
workers in total employment increased from about 20% in 
1991 to about 28% in 1997 (Figure 2.8). Put differently, 
the distinction between formal and informal sectors in 
terms of desirable job characteristics (from a worker's 
perspective), in particular, bas become somewhat blurred. 
Nevertheless, formal sectorjobs are still coveted. (Box 2.5 
explains the challenges of moving from the informal to the 
formal sector.) 



2.4 Summary 

This section's overview of labor market outcomes in Asia ; 
highlights several important development challenges that 
the region faces. First, Asia's labor force is not only large, 
it is also growing. Based on available projections for the 
working-age population, Asia's labor force is expected to 
grow by 14% over the next 10 years and by 24% over the 
next 25. This is on the assumption that recent estimates 
of labor force participation rates continue to apply into 
the future. If, however, labor force participation rates 
increase-driven. for example by greater participation of 
women-the future labor force will be even larger. Second, 
ensuring that this labor force is utilized productively will 
not be easy and, while some parts of the region have done 1991~ . 1992 1993 1~94 , p9vs 1996 199 

an excellent job in this regard, large parts continue with ,,,d,,,mcunute, forest*: and fishen~s: b.Asfhe Suw Spe 
a vast pool of underutilized labor. This is most evident Gmups o f  Wvkers was temimted in 19% 1997 presents the latest 

; available data. in South Asia where the large majority of the labor force 
is employed in agriculture and where low productivity 

years a). 
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led to unacceptably high rates of poverty. engaged in the informal sector.z0 Given the low earnings 
e a transition out of agriculture into industry and low productivity of many informal sector jobs, these 
s holds the key to improving labor market trends show the enormity of the challenge that lies ahead 
nonagricultural work in Asia presents some for Asia's policy makers. 

es. For example, a very large proportion of 
workers continues to be employ* in the 20 There is also evidence of an increase in the share of formal sector 

ector. Additionally, recent trends reveal either workers engaged in nonreguiar work with few of the benefits that 
or even an increase in the share of workers formal sector worwers typically receive. 
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3. Labor Markets in a Globalizing 
World 

This section provides an overall overview of labor markets 
in a globalizing economy. It starts by arguing that a 
country's labor market outcomes are greatly influenced by 
the effects of the interplay of globalization, technological 
progress, and competitiveness; and documents the 
impact of the increase in worldwide employment due to 
the incorporation of the PRC, India, and the countries 
of the ex-Soviet bloc into the global economy. It then 
discusses the major functions of the labor market- 
allocation of resources, income, and risk. These form an 
important component of the policies to achieve the full 
and productive employment objectives. An evaluation of 
the arguments for labor market reform follows, from the 
perspective of mainstream economists who are calling for 
increasing labor market flexibility. It is argued that this 
call is a consequence of the theoretical models used by 
mainstream economists to explain unemployment, and of 
the fact that competitiveness is a major policy objective 
of countries in today's world. Next, the section presents 
an empirical analysis of the relationship between growth, 
productivity, employment, and technological progress. It 
is found that employment elasticities across the region 
are low and that, in general, they decreased in the 1990s 
vis-8-vis the 1980s. This, it is argued, is the result of the 
interaction of increasing returns to scale and labor-savmg 
technological progress. The section ends with a bnef 
theoretical interpretation of this empirical evidence based 
on the notion of wage-led employment. 

3.1 The Economic Context in which Labor 
Markets Operate 

The economic landscape in which labor markets operate has 
been undergoing tremendous changes over the last decade 
and a half. Today we live in a world characterized by the 
interplay of three factors, namely, globalization, technical 
change, and competition (ADB 2003a, pp. 205-272). Their 
interaction is rapidly turning a segmented worldwide labor 
market into a very mtegrated market. At the same time, the 
global supply of labor has ~ncreased rapidly and continues 
to do so. In part, this is the result of the demographic 
transition experienced by many developing countries, 
especially in Asia. But it is also due to the integration of 
more economies, especially the PRC and increasingly 
so India, into the international economy. Many countries 
are pushing for reforms so as not to miss the train of 
the new economic order imposed by globalization and 
competitiveness. The objective is, ultimately, to try to attain 
growth rates as high as possible with a view to reducing 
poverty and catching up with the industrial world. Growth 

igure 3.1: Near HaMng ot the Dlobal Capital-Lab 
Ratio, 1990 and 2000 =S.%: :.+.>.. >y&*$ 

Lk*, 

is seen as the key to poverty reduction and, ultimately, 
to the achievement of the M i l l e ~ i u m  Development 
Goals and broad development.21 Consequently, in order 
to become more competitive, developing countries have 
been advised to dismantle their trade barriers, abolish their 
legal monopolies, privatize their state-owned enterprises, 
and reduce overstaffing in their bloated bureaucracies 
and, lately, to reform their labor markets. The focus on 
competitiveness questions is clear in policy discussions 
throughout the developing world. 

Crucially, the increase in the effective size of the global 
labor force has not been accompanied by a concomitant 
surge in capital for investment. Figure 3.1 provides 
estimates of the impact on the capital-labor ratio of the 
increase in employment due to the incorporation of the 
PRC, India, and the ex-Soviet bloccountries into the global 
economy. Using data from the Penn World Table, Richard 
Freeman has estimated that the collapse of communism, 
India's turn from autarky, and the PRC's shift to market 
capitalism have increased the global workforce from about 
1.46 billion workers (excluding t h ~ s  group) to about 2.93 
billion (including this gr0up).~2 He has estimated the 
world's capital-labor ratio at $53,500 in 1990 (excluding 
it), and at $29,800 (including it). By 2000, the world's 
capital-labor ratio stood at $61,300 (excluding it) and 
$37,600 (including it). These are rough estimates but serve 
to highlight the issue. 

21 It is worth mentioning that the Millennium Development Goals 
make scant reference to the immrtance of em~lovment creation or I 
making it central to macroecinomic policy to reduce poverty. 

22 These figures were provided by Richard Freeman, Haward 
Universitv (personal communication). His contribution is mtefullv 1 - 
acknowledged. 



tience of the d e c l i g  capital-labor ratio 
on of a "race to the bottom" whereby 
may be forcing workers to compete to 
Liy accepting lower wages, inferior working 
both. Indeed, it seems that globalization has 

world closertogether, by making it smaller and 
eneous. But the same forces have fragmented 

creating winners and losers. Globalization 
le worlds. The fear of most Asian countries 
o Asian giants (and indeed of other countries 
is that the PRC and India have the capacity to 
of this limited pool of available capital, which 

e other countries' capacity to generate new 
as to absorb their increasing labor supply. 

the following subsections discuss how these 
to be affecting the evolution of labor market 

broad terms. They also examine the interplay 
ese factors and labor market regulations. 

t does not operate in an institutional 
governments intervene to make it 

ader context of achieving full, 
nt. Of course, the nature 

es widely across the 
possible that in some cases, these interventions 

sly interfering with the full and productive 
t objectives, especially in the wntext of 
, technological change, and competition. In 

, reform of labor market regulations might be 
.However, reform must not entail indiscriminate 

of labor regulations. Instead, reform requires 
which specific elements of labor regulations 
g with efficiency and fairness, and therefore, 

ents are candidates for removal or adjustment. 
tieform of labor market regulations involves 

elements of labor regulations that are 
s by their absence, for example, protection 

are Asia's policy makers grappling with the labor 
blems they face? One way or another, market- 
onomic reforms play a central role. Developing 

-especially in Latin America, have been advised 
{time (particularly since the 1980s) to reform 

, along the lines of the "Washington 
ra l i t ion  of trade and inward foreign 

stment, privatization of state-owned enterprises, 
deregulation, strengthening of property rights 

taX reform, liberalization of prices (including 

rm Washington consensus was coined by John Williamson 

interest rates), introduction of a competitive exchange rate, 
and fiscal discipline. This package could be labeled "first 
generation reforms." The three key underlying ideas we: 
achieving macroeconomic discipline; putting in place a 
market economy; and opening to the world (at least with 
respect to trade and foreign direct investment). 

What does the record say about the success of these 
reforms in developing countries? Overall, results have been 
disappointmg, especially whenviewedfrom the perspective 
of most workers. F i t ,  several mses have occurred (e.g., 
the Mexican crisis of 1994 and the Asian crisis of 1997- 
98). While these crises may not have been the result of 
liberal policies concerning trade in goods and services 
per se, their occurrence was intimately connected to the 
broader process of globalization. The Asian crisis ended 
an era of high rates of economic growth and, while some 
crisis-affected countries have resumed economic growth 
(though below precrisis rates), in several cases the adverse 
impacts on labor markets persist. As may be recalled from 
Section 2, unemployment rates in several East Asian and 
Southeast Asian economies remain considerably higher 
than they were in 1996, prior to the crisis. As also noted in 
Section 2, the share of informal employment has increased 
since the crisis in countries such as Indonesia, Philippines, 
and Thailand. 

Second, although it is true that in some countries the 
economic and social transformations of the last decade 
have put their economies on a higher and more sustainable 
growth path, labor market outcomes, even there, have not 
improved systematically. Thus, in a number of countries 
where economic growth has been generally robust, 
problems with unemployment and underemployment 
are persistent, while informality appears to have 
grown-India offers a prominent example of this. And 
even in a manufacturing powerhouse such as the PRC, 
layoffs in state-owned enterprises have led to increased 
unemployment and a surprisingly large decline of around 
15% in manufacturing employment between 1995 and 
2002 (ILO 2004, p. 116). However, a group of workers has 
emerged-typically the most highly skilled and therefore a 
small minority of the workforce-for whom labor market 
opportunities have improved dramatically. In India, for 
example, an examination of earnings of workers versus 
supervisors in the formal manufacturing sector reveals a 
growing divergence since the early 1990s (Figure 3.2). 

The real problem in labor market outcomes of many 
developing countries is not a failure to create jobs; rather, 
that growth in the number of entrants into the labor market 
is outpacing that of jobs being created, particularly jobs in 
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the formal (or modem) sector of the henomy.% Indeed, 
of all the jobs being created, a large, and in several cases 
growing, share is accounted for by the informal sector 
(as, for example, nonagricultural jobs in India and the 
Philipptes). Certainly, the informal sector encompasses a 
wide variety of workand not all informal sector workers are 
there involuntarily. Nevertheless, on average, conditions 
of work and labor market opportunities in the infonnal 
sector are worse than those in the formal sector. This is 
especially true in the services sector, where informal jobs 

-mgesDieUITq e X u i  W s i c a l  
labor (domestic servants, haulers, and rickshaw pullers, 
for example).= At the same time, it must be noted that 
not all formal sector jobs are desirable ~n all respects. 
Nevertheless, the terns and conditions of employment in 
formal sector jobs still make these jobs coveted. Indeed, 
greater job security, decent working conditions, and some 
social protection (access to subsidized health insurance, the 
chance to contribute to a pension program, etc.) are factors 
that impel many otherwise well-qualified workers to seek 
relatively low-skill tasks in the formal sector. An example 
of this would be a college-educated individual who takes 
up work as a waiter or waitress in a five-star hotel. 

At a broader level, the record of growth in the 1990s is 
disappointing as regards income inequality and, ulhmately, 
the distribution of labor earnings. Indeed, the experience 
offers some contrast to that of newly industrialized 
economies, such as Korea and especially Taipei,China 

24 For example, ~n 2004, the Phlllpplne economy created 977,000 
new jobs (67% in sewces, the rest equally dlvKled between the 
agriculture and Industry sectors), compared wth 574,000 in 
2003, whlle there were 1,289,000 new entrants. Thls implles 
that the MTPDP 2004-2010 was not achieved and that the 
system adoeo 312.000 new unempoyeo to The atread, hgn 
kvel of unemployment Between 1981and 1997, the Pnlllpplne 
economy generated a total of 11,815,000 newlobs (an average 
of about 695,000 a year), out of which 2,779,000 were in 
agriculture, 2,673,000 in industry 11,104,000 in manufacturing), 
and 6,399,000 in senices. Over the same period, 13,087,000 
new workers Join4 the labor force. This means. that, between 
1981 and 1997. unemployment increased by 1,272,000. Over 
the period 1999-2003 (far the reasons stated above 1998 is 
excluded), the economy generated a total of 4,011,000 new 
jobs (an average of about 1,000,000 a year), out of which 
1,141,000 were in agiculture, 298,000 in industry (225,000 
in manufacturing), and 2,572.000 in services. Over the same 
period, 4,897,000 new workers joined the labor force, leading 
to an increase in unemployment of 886,000. 

25 In countries such as the Philippines or india, call centers and 
soffware develoment are also Dart of the mushroomine of iobs - .  
In the formal service sector Rut tnese )obs, utf ch na\e rece ved 
much attenhon by the medla, are all too few. Far example, ever1 
a fourf0.d Increase n tne ncmber of nfmmat or technolorn (IT) 
jobs (ranging from call-centw work to soflware development) 
between 2004 and 2008 m lndla would leave the sector 
accounting for only 0.8% of the labor force, as calculated from 
4 mlllion IT lobs [based on oroiectlons bv NASSCOM 120021. 
India's main-chamber of commerce for IT industry), dlvldea 
c/ a pro.ected 'abor force of 485 mllllor in 2008 (based on thc 
pmjectlon lmpllclt in Table 2.1) 

during their phase of robust and rap~d growth (the 19Gu~ 
the mid-1990s). In T;upei,China, the Gini index remained 
both low and stable, ranging from the low 30s to the high 
20s (Dollar and Kraay 2002). In Korea, the Gini index 
was a little higher, generally in the low to mid-30s in the 
I%&, 1980s, and mid-1990s. Although it hit the high 30s 
at various points in the 1970s in Koreb as Fields (1984, 
p. 79) points out, the "data supporting this conclusion are 
open to serious question." 

The case of other DMCs is different. The PRC, for 
example, recorded an almost 13 percentage point increase 
in the Gini index between 1981 and 2000 (Ravallion and 
Chen 2004). In India robust economic growth in the 
1990s was associated with growing inequality between 
mral areas-where the majority of India's poor work- 
and urban areas (Deaton and Dreze 2002). Inequality has 
increased within urban areas as we11.26 In the meantime, 
the incidence of poverty measured in terms of the national 
poverty line has gone down, but by much less than if 
growth had been more equitable. Indeed, decomposition of 
poverty reduction into growth and distribution components 
using household expenditure survey data reveals that 
distributionally neutral growth in household expenditure 
would have been associated with a l percentage point 
reduction in urban poverty per annum between 1993 and 
1999. However, worsening distribution meant that poverty 
reduction amounted to a little less Ulan two thirds of a 

26 A palt~cularly stark manlfestatlon of the latter s the finding 
(from lncorne Qx records) that real incomes of the top 1% of 
Income earners ~ncreased by 50% In real terms whlie the real 
Incomes of the top 1% of 1% Increased by 300% dunng the 
1990s (Banegee and PIketty 2001). 



tage point per annum (ADB 2Wa).27 What has 
reasing inequality in labor market outcomes? It 
to isolate the exact cause. However, the interplay 

lization and technology are probably important 
. Especially in the context of an inegalitarian 
ution of skills acquired through education, it is 
le that only a minority is gaining from the adoption 

Functions of the Labor Market 

labor market is one of the main channels through 
globalization'is affecting developing countries 
2003). First, employment shocks resulting from 
a1 reforms are dealt with in the labor market. 
, a labor market that makes possible job creation 

to increases in productivity is a key element of 
pment of a business climate where new firms are 

and where innovation is fostered. Finally, labor is 
e only asset that poor people have. 

of the pillars to achieve the objectives of full, 
ve, and decent employment is the development of a 

et that is well functioning. A labor market is said 
on "well" if it achieves the two primary objectives 
?zcy and fairness. If these two objectives are met, 

market will adequately perform the following 

are not fair. For this reason, it is important to clarify what 
a fair wage is. For economists, fairness is measured in 
tenns of whether a worker is paid what he or she is worth, 
and this is measured in terms of a worker's productivity. 
Thus, a fair wage is one that is related in some sense to 
that worker's productivity. Indeed, at the most intuitive 
level, the statement that wage rates cannot outstrip labor 
productivity (a least for a s~gnificant amount of time) is a 
very general economic principle; otherwise no firm could 
survive. Fundamental to the process of growth of any 
economic unit is the concept of economic surplus, and the 
use to which such a surplus is put in allocating resources 
over time. The surplus can be defined as the difference 
between the value of output (Q) and its cost of production, 
measured at constant prices. Labor is often the primary 
input in the process. The cost of labor is the total wage 
bill (W). In per worker terms, the surplus is the difference 
between the productivity of labor (en) and its real wage 
rate (w/P). Hence, the survival of the finn requires that 
(Q/L) z (w/F').*~ 

Risk Allocation. The third major function of the labor 
market is to allocate risks, mostly related to losing one's 
job. A well-functioning market protects workers against 
the risk of income loss. If workers can find a new job 
quickly (the resource allocation function), income loss is 
kept to a minimum. For those who become unemployed, 
unemployment insurance provides a temporary solution. 

e Allocation. An important role of the job market 
h workers with jobs. In an &dent labor market, 
rs willing to work arelikely to find jobs that match 
s (this is one of the aspects of underemployment 
above), and no vacancies should be left unfilled 

1). Moreover, workers are likely to have the right 
ven their education, skills, experience, and needs 

e marketplace. Finally, in an efficient labor market, 
s should be able to find employment fast. 

e Allocation The second function responds to the 
n of whether workers are paid a fair wage. Here 

t to make a clarification, namely, that there 
to argue that when wages are "low," they 

3.3 The Mainstream Argument for Labor 
Market Reforms 

Labor market reforms are a reaction to the alleged 
excessive regulation of the labor market that takes the 
form of labor codes that prevent the normal working of 
supply and demand. Why do governments regulate labor 
markets in the first place? The answer would seem to be 
that they aim to achieve a well-functioning labor market. 
Labor markets are often not competitive due to uneven 
market power between the two main participants, workers 
and employers. This is the result of imperfect mobility of 
workers and asymmetric information. These imperfections 
lead to unfair and inefficient outcomes in the form of 
undernaid workers. hazardous working conditions. or - 

Blrdsall and de la Tone (2001) have proposed a Progmm that discrimination against certain groups of workers (women, 
alms to complement the Washington consensus by llstlng a set 
of reforms Intended to improve r m m e  distribution and reduce for when their bargaining position is we*' In R byerty w~mout reduc~ng growth. These ~nclude: an Income floor general, private markets, if left to themselves, tend to do a 
tOr workers and middle-class households during slumps, greater 
.pblic spending on preschools, anti-tax-evasion efforts, better 
worker protection, rural land reform, and improvements in public 

I@anh. 
tNew technoloeies need not be skills-biased for this result to t 
prevafl. As long as the more skilled have an advantage in 
Utlllzlng new technologies more effectively, then the skllled 
Will draw a dlsDroDortlonate beneflt from the adootlon of new 

poor job of protecting unemployed workers. Governments 
typically intervene to correct these failures. 

'" h e  relat orsn p bctween wage rates JI d proaJcrlvlty dlrectiy 
relates to tne a str,oJtlon of ncome oet ncn f~rms and wor6ers 
The kav suestion 1s about how the firms and workers distribute 
produetivlty gains. 
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However, labor market reforms tend to he a thorny issue 
for three reasons. First, from a technical point of vlew, to 
be snccessful, they need to be coordinated with reforms in 
other markets. Second, from a political potnt of view, some 
groups resist change the  vested interests. These tend to 
be the ones that perceive the reform as a threat to the status 
quo (e.g., reforms to reduce employment protection). In 
fact, labor market reforms are probably more difficult to 
implement than reforms in any other economic area. It is 
possible that this happens because labor unions oppose 
them. However, another reason is worth considering. 
This is the existing public perception about the effects of 
reforms, for they are associated with deregulation and a 
tendency toward "free markets" and a laissez-faire view of 
the economy. Convincing the public in general, and certain 
groups of workers in particular, that reducing labor secunty 
and facilitating the firing process will improve labor market 
conditions is not easy. This is because the direct impact on 
those directly affected is very transparent and immediate 
In the words of Freeman: "When workers decide, rightly 
or wrongly, that reforms are undesirable, there is a danger 

that they will protest and attempt to overturn the program" 
(Freeman 1993, p. 137). "Selling" a labor market reform 
on the grounds that it will benefit the economy is a much 
more difficult task than selling reforms in areas such as 
trade or taxes. For this reason, designing labor market 
reform programs needs strong political support. 

The third reason is that the economics profession is 
divided between those who see protective labor market 
interventions as a hindrance to development and those 
who argue that they have positive effects (for example, 
Freeman 1993, Forteza and Rama 2002). The first group 
argues that the success of economic reforms depends, in 
general, on whether labor costs can vary freely in response 
to changes in labor demand. This is because reforms entail, 
one way or another, a process of labor reallocation. The 
time this takes depends on how flexible the labor market 
is; the longer it takes the worse. In broad terms, the first 
group's criticism of labor market interventions rests on the 
following: they misallocate labor; they waste resources 
through rent seeking; they impair adjustments to economic 



. ~ . . 

and they deter investment, thereby reducing rates and Gintis (1995) "attention has shifted fmm the effect of 
egalitarian policies on aggregate demand to their effect on 
"competitiveness" which is to say on costs andpmductivia 

according to proporients of market-oriented [...I and the growing focus on questions of wages and 
@ox 3.2) a problem may arise if government productivity under the general rubric of competitiveness 
ons are poorly designed, in terms of, for example, has supported a near consensus that wage restraint and the 
, ~xcessive protection to a minority of formal limitation of social expenditures are necessary conditions 
siders." For example, the protection of workers* for adequate economic performance. Society might still 

extremely costly dismissal clauses can opt for egalitarian measures on moral grounds, many now 
rs from responding to changes in product believe, but at the cost of leaving even the poor to suffer 

ditions, such as those of that would result from in the long run" (Bowles and Gintis 1995, pp. 409-410; 
alization. It would also make employers reluctant emphasis added). To increase competitiveness, runs 

workers, effectively pushing those who are not the argument, it is imperative to reform labor markets 
.,the informal sector, or into unemployment. In (Appendix 3.1). 

wbile governments intervene in the labor market 
:a balance between the two primary objectives Conversely, those who argue that interventions in the 
cy and fairness, inappropriate interventions can lahor market play an important and positive role (Box 3.2) 

base their case on: (i) a rejection of standard neoclassical 
analysis, from which most of the case for reform draws, in 

ently, calls for reforms of the labor market the sense that the models used do not correspond to reality; 
nts of market-oriented reforms argue that and (ii) the belief that the more equal the distribution of 
m are necessary to maintain, if not increase, adjustment costs, the shorter and weaker the resistance to 

. The contrast in this way of thinking economic reforms. They argue that adjustment programs 
policy with that in the first three decades must be complemented by mechanisms to compensate 

rld War 11--described as the "golden age of the workers a£Fected by the reforms. These include job 
onomic policy"-is stark. As noted by Bowles separation packages, early retirement programs, and 

unemployment benefits. In general, these economists 
sthat labor market interventions have argue that the enforcement of labor standards and legally 

adversely affect saving6 and investment (for example, trainhg and technical innovation). 

do not affect efficiency. Even distolflonist criticisms of is a consequence of the theoretical model used by wages involve more than applying optimizing calculus 
stomonist arguments are not the final word of economic the economists who favor them, namely, the neoclassical 

ry " (Freeman 1993. p. 120). framework. The way in which these economists argue about 
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(and the solutions they propose for) the unemployment 
problem is a function of what they believe causes it. 
Mainstream explanations of unemployment share the 
idea that wages are set above market-clearing levels for 
different reasons. This is what gives rise to unemployment. 
What these theories presume is that a market economy, if 
left undisturbed, has the mechanisms to produce a wage 
rate that clears the lahor market (i.e., all those who want to 
work find jobs). 

The neoclassical school areues that increases in real - 
wages will cause employment to decline, for two reasons: 
(i) higher wages induce firms to substitute other inputs for 
l a b e  and (ii) higher wages entail cost increases; which 
induce buyers to shift suppliers. From a policy perspective, 
adherents to this view contend that a competitive market 
has an internal mechanism that allows it to eliminate 
unemployment (in particular, that a market economy has 
a long-run tendency to full employment). This mechanism 
i~ the speedy adjustment of prices (wages) to their 
equilibrium level at which demand equals supply. Thus, 
existing unemployment is the result of workers refusing to 
accept the equilibrium wage rate as determined by lahor 
demand and supply. The policy implication and the solution 
to the unemployment problem is, they maintain, more 
competition and less government intervention in market 
processes through, for example, the setting of minimum 
wages or through ensuring job security. In competitive 
markets, the law of demand and supply ensures that 
eventually, in the long run, the demand for labor will equal 
the supply of lahor-so that the labor market will clear and 
there will be no unemployment. 

In these circumstances, the level of employment in 
equihbrium represents "full employment," that is, all 
those members of the lahor force who desire to work at 
the equilibrium real wage can do so. The market then 
clears. Classical full employment equilibrium is, therefore, 
compatible with the existence of voluntary unemployment, 
hut does not admit the possibility of involuntary 
unemployment. What is the most Important policy 
prescription of this paradigm to eliminate unemployment? 
In short, that real wages should he reduced by cuttlng the 
money wage rate (Appendix 3.2). 

What are the possible explanations for setting wages 
above the market-clearing level? One such explanation 
is provided by the "efficiency wage" model of wage 
rigidity and unemployment (Basu 1997, Chapter 10). 
This theory argues that employers prefer not to lower 
wages despite the existence of surplus labor because, this 
model assumes. in noor countries hieher wages lead to 

is competition among the unemployed to find jobs, it fails 
to lower wages because employers prefer to pay a higher 
wage. 

A second model that leads to wages above the 
market-clearing rate and that explains unemployment in 
developing countries is the ‘%allusive theory" (Basu 1997, 
Chapter 10). In this case, it is workers' refusal to undercut 
one another, since they fear that this will lower wages 
for everybody, not only now hut also in the future. Thus, 
they prefer to remain unemployed in the hope that in the 
next period they may he lucky enough to find jobs at the 
prevailing high wage rate. 

Finally, a third model that explains unemployment 
in a context of wages set above the market-clearing level 
argues that wages in the formal sector in many developing 
countries are set by a juxtaposition of institutional forces 
different from supply and demand (Fields 2004a). These 
institutional forces are minimum wages, lahor unions, 
public sector pay policies, multinational corporations, and 
labor codes. These forces create inflexible labor markets. 
The converse, labor market flexibility, refers to the 
capacity to change the quantity, quality, and price of lahor 
inputs to reduce production costs, and make output more 
adjustable to rapid changes in market demand (Sardaiia 
1998, p. 70). Inflexible labor markets are, therefore, 
those which do not allow these types of changes. Such 
inflexibility causes unemployment. Indeed, discussions 
in many developing countries today about making the 
labor market more flexible are based on the assumption 
that factors such as the increase in the bargaining power of 
labor unions are responsible for unemployment and, thus, 
policies designed to combat unemployment should focus 
on the labor market.31 These factors are called wage-push 
facturs as they increase the wage demands of workers. 
The literature distinguishes three types: (i) lahor costs, 
which include minimum wages, unemployment benefits, 
firing restrictions, and unionization of the labor force; 
(ii) functional flexibility, which involves the ability of 
firms to reorganize the lahor process as needed, and the 
adaptability of workers within the firm to different tasks 
as required by the production process; and (iii) numerical 
flexibility, which concerns the adjustment of working hours 
or the size of the workforce to output demand fluctuations, 
or in response to technological changes. According to this 
31 in the debate over job creation, nearly everyone agrees that 

flexibility is a good thing. It is certainly hard to argue with 
flexibility if the alternative is rigidity. But in the economist's 
lexicon, "flexibility' has a particular meaning: a market is flexible 
if short-run adjustments of prices and quantities (wages and 
employment) produce a match between demand and supply. In 
labor markets, this means that, with full information and negligible . .. - 

higher productivity. Employers behave this way because Cost, workers should move quickly and smoothly from onejob to 
another to land the best job, while employers should hire and 

output is a function of the wage that the worker receives. fire workers-again with full information and negliable cost-to 
Involuntary unemployment arises because, although there maximize profits. I 



the rise in unemployment is due to changes in 
&push factors. Hence, policies to increase labor 

bility are usually recommended, and include 
ployment benefits, reducing the minimum 
ning labor unions, and doing away with 

tection measures-in short, deregulating 
to achieve market flexibility and to bring 

to a perfectly competitive market. 

today's main mainstream explanation of 
ent is that labor market institutions are "too 

wages "too high." The theoretical model used 
pport these conclusions is the nonaccelerating 
te of unemployment, or NAIRU (Appendixes 

and 33. provide various views). The Organisation 
mic Co-operation and Development (OECD) 

International Monetary Fund (IMF) (1999, 
ple, have insisted for several years that, in 
rate growth, Europe has to reform its labor 

tomake them more flexible, following the US 
ut the argument over the need to reform labor 

also sweeping across developing countries, as 
y Heckman and Pagds (2004) shows.32 

gsponse from pro-reform policy makers and 
to the difficulties faced by many developing 

erms of generating enough employment has 
e technical point of view, namely, that they 

as incomplete. In particular, they contend 
a distorted market will not usually lead 

efficiency and growth unless the reform is 
ve and is accompanied by complementary 

n several fronts. For example, they put it that 
up theeconomy to international trade is unlikely to 

nificant investment if the physical infrastructure 
sand electric power) or the legal infrastructure 

&ontract enforcemeflt) is highly deficient. This 
labor market reforms were not part of the 

tion reform package, the recent purview of 
ented reforms has been expanded to cover 

of the labor market in what could be called 
neration reforms" (which also include a host of 

al reforms). Analogous to the case of deficient 
lmfrastructure, the pro-reform camp argues that 

of trade liberalization-including both "static" 
trade resulting from sectoral reallocation of 
in line with comparative advantage, as well as 
gains from trade resulting from improvements 

q-will not he forthcoming if existing laws and 
s make it difficult to shed or reallocate labor. 

mllection of vety crltical papers of 
r structural reforms of the labor market. 
the empirical work presented by OECD 

More spedfically, labor market reforms have often 
translated into a call for action on three fronts:33 

Wage-Setting Practices. These directly affect labor 
costs and, consequently, decisions of firms on the best 
combination of factor inputs, adoption of new technologies, 
and ultimately output growth. Reformers propose to make 
wage and labor costs more flexible by removing restrictions 
that prevent wages from reflecting local conditions and 
individual skill levels, in particular of younger workers. 

Regulations Affecting Hiring and Firing. These provide 
job security for covered workers. Reformers argue 
that overly strict regulations tend to (i) raise the cost of 
workforce reorganization, often required when growth- 
enhancing new technologies are adopted; and (ii) tilt 
incentives for firms to move into the informal sector. 
Reformers propose revamping such employment security 
provisions. 

Taxes on Labor and Social Security Contributions. 
Reformers maintain that unemployment and related benefit 
systems and their interaction with the tax system should 
be changed, such that societies' fundamental equity goals 
are achieved in ways that impinge far less on the efficient 
functioning of labor markets. 

These calls for action have led to recommendations 
that wages should he downwardly flexible, reflecting the 
demand for and supply of skills in local labor markets; 
that employment protection legislation should be limited 
or eliminated altogether; and, similarly, that social 
protection spending and regulations (passive labor market 
policies) should be scaled back or eliminated. The only 
possible exception to a free market approach would be the 
promotion of job search and worker training (active labor 
market policies). 

3.4 Growth, Productivity, Employment, 
and the Role of Technology 

Defenders and detractors of globalization disagree on the 
effects on globalization. While the former group claims 
that globalization has positive effects 011 society at lmge, 
the latter group emphasizes the negative effects. 

For the first group, globalization has brought a series of 
worldwide benefits, mostly through trade and finance. To 
name a few: (i) openness to foreign direct investment can 
contribute to growth by increasing the available amount of 
investment resources; (ti) openness to capital flows may 
increase opportunities for portfolio risk diversification and 

33 Drawn from OECD (1997, Box 3). 
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.35 However, there 
with a law capital- 

higher capital-output ratios than capital- 
ques. The empirical evidence gathered 
indicates !hat this is not true in general 

the employment and 
ves). Techniques canbe more labor intensive 

slthough money wages may be lower in 
.~ouutries, unit labor costs or efficiency wages 

e rate divided by labor productivity) may 
these circumstances, it is profitable to use 

c~ital-intensive technique. Fourth, capital 
be therreult of a skill constraint. Typically, 
e techniques require skilled labor, and 

ed labor, such that in These elasticities are largely consistent with the 
of skilled workers, regional estimates provided by Kapsos (2005, Tables 3.7 

and 3.8) for the 1990s. For East Asia, his es.timates are 
below 0.2; for Southeast Asia and the Pacific they range 

.finalIy, perhaps the most important factor is between 0.2 and 0.4; and for South Asia the range is 0.35 
are frequently imported to 0.5. In the case of East Asia, he aigued that the level of 
se techniques tend to be these elasticities, combined with high GDP growth rates, 

This siinply reflects the factthat technological implies that the region has experienced robust growth of 
dustrial countries saws on labor (since labor productivity (where pmductivity is measured by real GDP 
ly expensive factor of production). This is perworker). 

w e  of inappropriate technology. 
Kapsos (2005) also shows how employment growth, 

the empirical evidence reveal wifh regard output growth, productivity growth, and employmbnt 
ship between output, productivity, and elasticity are related theoretically. In countries with 
wth? F i t ,  employment elasticities have positive GDP growth and with an employment elasticity 
.e., percentage increase in employment of between 0 and 1, employment ,growth and productivity 

a 1 percentage point increase in GDP gmwth are necessarily positive. For this reason, the 
try. They are shown in Table 3.1. These relationship between employment and productivity growth 
two important features. The first is that across selected Asian countries is also examined. Figure 
y low, at about 0.5 and below. Interpreted 3.3 displays the scatter plots of the two variables for 11 
of view of Verdoorn's law, this provides DMCs in 1980-1989 and 19W2000. The second period 

ing retmns to ~cale.3~ The second is corresponds to an era in which Asia's economies pmbably 
ities of the 1990s arelower than those of the felt 'the fotms of globalization, technologicd change, and 
for Pakistan, Philippines, and Singapore. competitiveness in a bigger way. The two graphs reveal 

several interesting features. Rrst, with only one exception 
(the Philippines in 1980-1989). both employment gowth 
and productivity growth have been positive. Second, 
em*-&dispw&tiem- 

~ t h e p r ~ u c = ~  in labor productivity, especially in 1980-1989. Finally, 
labor requirement, i.e., as indicated by the slope of the =latimship, labor pmductlvlw (W. It is theoretically posible 

que with a high WY ratio can have a low WL ratio. employment growth has tended to be slower in countries 
hecase if the technique has law productivity, 1.e.. with higher pmdubtivity growth. This finding is consistent 

othesis that output growth causes a with the one that, while technologiwl .change raises 
ity. For a detailed erplanatlon, see productivity, it can have an adverse impact on employment 

1994, Chapter 2). growth. 
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One interpretation of the above evidence is that 
increasing retums to scale and technological progress have 
produced an adverse combination. Indeed, a faster rate of 
technical change (if it does not lead to faster outputgrowth) 
may actually lead to increasing unemployment (and greater 
informal employment). In these circumstances, faster 
output growth does not require a proportionate growth of 
employment (the situation is such that the growth of output 
is too low to absorb all the growth in the labor force).37 
Even if wages do rise as productivity increases, such 
productivity increases may not necessarily lead to higher 
output and employment (see next subsection). 

The relationship between employment growth and 
productivity growth in terms of annual growth rates for each 
country has also been examined. Once gain, employment 
growth and producti~ity growth ate both positive for the 
vast majority of cases (country-year observations). (Scatter 
plots for individual countries are given in Appendix 3.6.) 
There is also much less variation in employment growth 
than there is in output and productivity growth in each 
of the countries examined (Table 3.2).38 Moreover, in 
looking at these graphs, it is worth repeating that while 

37 Perhaps paradoxically, w ~ t h  constant retums to scale, the same 
growth of output would requlre a faster growth of employment. 

38 The vanance in em~lownent erowth is sulte hieh in two cases: 
Bangladesh dnd Malaysa oGr 199G2000. 6,s vanatcon IS. 

however, most Ihhclf U, bc a result of changes in the collecr~onl 
reponing of employment dam from 1991. 

countries in the region have managed to achieve substantial 
annual productivity growth rates of as high as 108, the 
employment growth rates are substantially lower. 

Finally, regression analysis indicates that, to the extent 
that the relationship between employment growth and 
productivity growth has changed across the two decades 
(in a statistically significant sense), it has often changed 
in the direction of lowering the elasticity of employment 
growth with respect to productivity growth. 

3.5 Wage-Led Growth 

lrismachinerythat hasimpoverishedlndia. By reproductng 
Manchester in India we shall keep our money at the price 
of our blood. 

Gandhi 

It was argued above that increasing retums to scale and 
technological progress may be partly responsible for the 
labor market outcomes described in this theme chapter. 
Indeed, a faster rate of technological change may actually 
lead to increasing unemployment. The reason is that faster 
growth of output does not require a proportionate growth 
of employment; or, put in different terms, the growth of 
output is too low to absorb all the growth in the labor 
force. 



bed in the previous paragraph 
Ite movement and David Ricardo. 

of  the nineteenth century, Ricardo 
ling in 'Yhe labouring 

of machinery is frequently 
, is not founded on prejudice 
le to the correct principles of . p. 392).s9 Most contemporary 

ts have disagreed with this view. 
take an open position on 
are useful to help explain 

tries, in particular developing 
ents can be valid if an economy 

oyment is wage led, that is, if 
,increase in the real warre or in - 

h e r  demand increases and so does 
the corresponding reduction 

$ inareduction in investment that 
consumption, the economy is said 

employment regime is defined 
e within which an exogenous 
increase in employment [. . .] 
demand regime an exogenous 
reases the level of aggregate 

er 1995, p. 145). The converse 
stofit-led employment and profit- 

eetively. A necessary condition 
~t regime is that the aggregate 

b . ( ~ i g u r e  3.7.1 in Appendix 3.7 
e-led employment) 

tive, wageled employment 
positive effects of the wage 

On Machlnely" to the thrrd (1821) 
Pdlitbal Economy and Taxation. 

on aggregate demand and employment These will be seen 
if income distribution (inequality) affects the demand for 
consumer goods; or, put another way, if a larger wage 
share supports a higher level of demand for consumer 
goods. However, proponents of wage-led productrvity 
growth strategies advocate wage increases as a means of 
sustaining a higher level of output per unit of input. But if 
productivity growth is strongly wage led, it is unlikely that 
wage Increases will lead to the creation of employment. 
In fact, a frequently heard objection to productivity- 
enhancing strategies is that if they am. successful, they will 
lead to reductions in employment. These are the strategies 
that labor unions and many labor advocacy groups fear and 
oppose.40 

Wage-led growth occurs when the impact of profits on 
investment is negligible; in this instance, an increase in the 
wage share leads to an increase in theequilibrium capacity 
utilization rate, which leads to a faster growth rate in the 
capital stock and an increase in growth. Wage-led growth 
occurs because the increase in consumption demand that is 
derived from the increase in the labor s h m  has a positive 
feedback effect on investment through raising the capacity 
utilization mte. On the assumption that investment is 
not too sensitive to profits, there is no dampening effect 
through changes in profitability from the labor share 
increase (Foley and M~chl 1999, Chapter 10). 

An important question to tackle is that of how wage- 
led economies react to productivity improvements. (A 
graphical representation of this is given in Figure 3.7.2 
40 BoMes and Boyer (1995) show how to test whether an economy 

is wage led. The econometric evidence they provide is for a 
group of industrial countries. These seem to be proflt led, The 
author3 of this theme chapter do not know of similar studies 
for developing muntriis. Preliminaly empirical evidence for the 
Philippines indicates that it is a wage-led economy. 



in Appendix 3.7.) In the short run, higher productivity 
is unlikely to lead immediately to real wage increases, 
especially in the context of unemployment. However, 
real wage increases lead to the elimination of jobs and, 
consequently, total wage payments decline. Then consumer 
demand will decline too. Eventually, investment and 
new capacity formation will also fall. What needs to be 
discovered, then, is whether the unemployment in a wage- 
led economy that potentially results from increases in 
productivity is a reason to prevent or control the diffusion 
of labor-saving techniques (Dutt 1984, Taylor 1991). The 
increase in productivity will eventually lead to increases in 
wages (though smaller than the increases in productivity), 
leading to a new position with lower unit labor costs. 
This, in turn, will most likely cause aggregate demand to 
drop.41 This will eventually lead to reductions in capacity 
utilization and the employment rate. The result is that, 
in general, wage-led economies are not well prepared to 
absorb technological change. 

To realize a complete picture of how the economy 
reacts to increases in productivity, one has to analyze how 
the economy evolves in the long run and tbuc see what 
happens to the growth rate of the capital stock in the 
new equilibrium. To this end, assume that investment in 
this wage-led economy responds negatively but weakly 
to higher unit labor costs (labor share) and positively to 
capacity utilization. In these circumstances, the lower 
capacity utilization effect dormnates the hlgher investment 
due to lower unit labor costs (higher caprtal share). Hence, 
the overall result is areduction in capital and output growth, 
and consequently in employment. This line of reasoning 
leads to the conclusion that, in a wage-led economy, the 
Luddite arguments also apply in the long run, a problem 
that is magnified in the context of globalization, where 
labor-saving technological advances are constantly being 
applied. The implication is that in the wage-led economy, 
arguments in favor of limiting labor-saving technological 
progress would seem to make sense.42 

The problem with this conclusion is that it presents an 
interesting paradox, namely, that growth in real wages and 
per capita incomes are impossible without productivity 
gains, themselves the result of technological change. The 
key question for developing countries, therefore, is not how 
to impede productivity gains, hut how to translate them 
into higher real wages and aggregate demand. (Section 6 
looks at this issue again.) 

41 This is because unit labor costs are, essentially, the share of 
labor in output. 

42 Fan and Felipe (2005) document the existence of technological 
progress in the PRC and India, and discuss the evidence for 
other countries. This seems to be what is known as Marx-biased 
technical change. This type of technical change increases 
labor productivity and decreases capital productiviv, iie.. i t  is 
simultaneously labor saving and capital using. 

4. Labor Market Policies in 
Asia 

This section provides a discussion on labor market policies 
in Asia Given that the task is extremely complicated, three 
steps are involved. First, a brief summary of the findings 
of the empirical literature, based mainly on research 
conducted by the World Bank and ILO, is provided. 
Second, the information in a fairly recent data set created 
by Botero et al. (2003) is summarized. This contains data 
on employment laws and collective relations laws. Third, 
case studies for India, Indonesia, Philippines, and Viet 
Nam are reviewed. A brief discussion on the PRC's labor 
market is also provided. 

4.1 Overview of the International 
Experience 

As discussed above, mainstream models rely on the idea 
that wages determine employment and that there exists 
an equilibrium wage rate for which all those wishing to 
be hired will indeed be hied. Based on this, critics of 
labor market regulation clam that collective bargaining 
institutions, employment regulations, and income security 
meawes reduce employment growth. If collective 
bargaining institutions keep wages above the market- 
clearing wage rate, then wage-push factors will depress 
employment. And if employment protection increases the 
cost of laying off workers in the future, then employers will 
be more reluctant to hue today. Moreover, as the argument 
goes, increasing workers' rights (for example, the right to 
strike) undermines the business climate, raises labor costs, 
and reduces employment growth. 

However, "to validate the claim that interventions 
have major allocative, rent-seeking, adjustment, or growth 
costs requires empirical evidence that interventions are 
effective in producing differentials in pay or conditions of 
work that would not otherwise arise in unfettered markets 
and that they have sufficiently large adverse effects 
on resource allocation to affect the overall economy" 
(Freeman 1993, p. 120; emphasis added). Furthermore, 
adherents to a different school of thought argue that the 
mainstream view of the labor market does not seem to 
correspond to the reality in industrial countries, much 
less to that in developing countries, where unemployment 
and underemployment are constant features. In fact, they 
argue that interventions in the labor market lead to good 
outcomes. They base their case on a rejection of standard 
neoclassical analysis (see 'The Mainstream Argument for 
Labor Markets Reforms," above) and on the belief that the 
more equal the distribution of adjustment costs, the shorter 
and weaker is the resistance to economic reforms. 
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reduction" with accompanying unemployment. However, 
Freeman maintains, to contend that greater real wage 
reductions are still necessary "seems excessive because 
it puts the entire burden of adjustment to macroeconomic 
distress on wages and the labor market. [...I When the 
reductiorvin real wages necessary to eliminate open 
unemploqmnt exceeds the huge reductions observed 
in many &eveloping countries, I would look beyond the 
labor ma'mt for the root cause of the economic disaster" 
(Freema#N3, p. 133). 

6. 
I 

Collective Bargaining 

The success of the East Asian economies during the 
1980s raises the question of the role of labor union$. 
This is because these were largely suppressed or severely 
restricted. This may lead some to believe that suppressing 
unions contributes positively to economic growth. Freeman 
(1993, pp. 133-134) indicates that no robust empirical 
evidence verifies this claim, and that the experience of a 
wide variety of countries, both indushial and developing, 
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indicates that unions do not seem to hamper growth. He 
mentions, however, that the empirical evidence for Korea 
shows that suppression of labor was associated with a 
high rate of work-related accidents, and produced a very 
unhappy labor force despite significant increases in real 
wages. He also shows that "tripartite pacts" (i.e., wage- 
setting arrangements among labor unions, employers, and 
government) are not easy to institute or maintain. This is 
because they "require astronglabormovement, withleaders 
able to assess the economic scene and convince workers 

t Q I l c c ~ m w ~ h  lesscs+W ~ ~ s ; a  - 

business community that accepts labor as a social partner; 
and a government willing to share some prerogatives with 
its social partners" (Freeman 1993, p. 138). 

Forteza and Rama (2002) evaluated the impact of labor 
market rigidities on growth rates over the decade preceding 
the adoption of a serious reform effort and the decade 
immediately after. Their regression analysis of empirical 
data compares the annual growth rates of 119 countries 
over the period 197C1986. The indicators of labor market 
rigidity that the authors used are minimum wages, cost of 
mandated benefits, strength of the labor market movement, 
and size of government employment. The authors argue 
that the first two variables reflect the extent to which the 
govemment directly interferes in the adjustment of labor 
costs, while the second two capture the ability of potential 
losers from reform to convey their gnevances. The results 
of their analysis show four main points. 

First, labor market rigidity is a determinant of the 
success or failure of economic reforms. Second, countries 
with more rigid labor markets experienced declines 
in growth rates before they adopted the adjustment 
programs and weaker recoveries afterward. Third, labor 
market rigidity matters more for political reasons than for 
economic reasons. That is, it is not factors such as high 
minimum wages or mandated benefits that make economic 
reforms less likely to be successful. Instead, it is greater 
unionization and government employment, which are 
associated with deeper recessions before adjustment and 
weaker recoveries afterward. The authors interpret this 
result as implying that organized interest groups that stand 
to lose from the reforms may succeed in delaying their 
adoption and diluting their content. 

Fourth, nunimum wages and mandated benefits do not 
appear to hinder economic growth. This result is consistent 
with the evidence for industrial countries (Box 4.2), where 
labor market policies arguably have modest hard-to- 
uncover effects on economc efficiency. Fortezaand Rama 
conclude that "the possible irrelevance of minimum wages 
and mandated benefits for the success of economic reforms 
questions the wisdom of efforts to deregulate the labor 
market" (2002, p. 29). Moreover, they argue that abolishing 

minimum wages or curtailing social security benefits might 
not contribute much to economic performance. In sum, 
labor market deregulation might be effective at reducing 
rigidity "on paper," but not necessarily in practice: " ... it 
seems preferable to concentrate reform efforts on issues 
such as taxation, govemment spending, trade hamers, 
financial regulations and enterprise ownership, rather than 
on re-drafting the labor code" (Forteza and Rama 2002, 
p. 29). 

-- - - - - - - - - 

4.2 Labor Market Policies in Asia: 
An Overview 

Providing a detailed account and discussion of the labor 
regulations and policies of all Asian countries 1s well 
beyond the scope of this theme chapter. One problem is 
the large number of countries. Another one, perhaps more 
subtle, is that it is very difficult to make an "unbiased" 
evaluation of these policies. Recall Freeman's (1993) 
discussion of the different positions with respect to the role 
of labor market interventions (epitomized in the almost 
diametrically opposed positions of the World Bank and 
the LO), namely, that while for some economists these 
have negative consequences, for others, they are necessary 
to protect workers. Thus, while minimum wages, for 
example, represent a clear distortion for some economists, 
for others it plays an important role in terms of reducing 
inequalities. 

Some indication of the extent to which labor markets 
in Asia and elsewhere are regulated may be provided by 
the number of I L 0  conventions signed by countries.43 
Information on ratified ILO conventions is provided in 
Figure 4.1. It shows that by 1980, the European and some 
Latin American countries had already ratified most of.these 
conventions. Bangladesh, India, and Pakistan bad also 
signed substantially more conventions than other Asian 
countries (but still fewer than the European and Latin 
American countries). Fewer conventions bad been signed 
by Sri Lanka, Philippines, and Singapore. At the bottom 
were countries like Tba~land, Malaysia, and Indonesia. 

Some researchers have treated a higher number of 
ILO conventions ratified as an indicator of more restrictive 
and inflexible lahor markets (see, for example, the 
discussion in Forteza and Rama 2002). One could ask: 
Is the number of L O  conventions ratified a good proxy 
for the distortion of the lahor market? It is difficult to 
say. First, not all conventions may be equally relevant to 

43 Once a country ratifies a particular convention, it commits to 
make it legally binding. In this way, the number of 110 conventions 
ratified by a country could be a proxy for the "thickness" of 
its labor code--see, for example, Forteza and Rama (2002). 
p. 10. 





identified the government regulation of each specific area, 
and assigned ahigher score when a regulation is seemingly 
more protective to workers." Some of the information 
contained in this data set is now briefly summarized. 

First, a quick and general snapshot of the Asian 
countries is given, and the scores with those of other regions 
of the world are compared. Table 4.3 provides regional 
summaries for Asia, industrial countries, Latin America, 
and Africa of the scores of 22 variables selected. The 
scores are of two types. Some variables are dummies, i.e., 
1.0; the others are continuous. For the dummy variables, 
the regional summary statistic used is the mode, while for 
the continuous variables it is the average. One can ask the 
following question: Is Asia different from the other three 
regions in terms of labor market policies'? The response 
falls under four heads. 

44 The employment laws of most countries are available on line in 
the NATLD: database of the ILO. The theme chapter also relied 
on secondary sources to confirm the data, including Blanpain 
(various yean), Borch (2004). 110 (1994 and 19951, and US 
Social Security Administration (1999). 

Employment Laws. Asia is clearly not different. In the 
case of the dummy variables, the mode is the same as 
in at least two other regions (i.e., one of the other three 
regions is the different one). In the case of the averages, 
a cursory look at the data indicates that Asia does not 
stand out. For example, it has fewer days of annual leave 
with pay in manufacturing (no. 5); the number of paid 
mandatory holidays (no. 6)  is slightly higher than in the 
industrial countries and Africa, but the same as in Latin 
America; the cost of increasing hours worked (no. 8) is 
similar in the three developing regions, and substantially 
lower than in the industrial countries; legally mandated 
severance pay (no. 9) is substantially higher than in the 
industrial countries and Africa, but about the same as in 
Latin America; finally, the cost of firing workers (no. 10) 
is also higher in Asia than in the industrial countries and 
Africa, and about the same as in Latin America. It seems, 
therefore, that there could be two areas where Asia may 
be labeled as different, in the sense of having a restrictive 
legal system that may affect the creation of employment. 
These are legally mandated severance pay and the cost of 
firing workers. In the latter, all Asian economies bear a 
high cost (except for Hong Kong, China). 
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pining Laws. Once again, the overall Malaysia; and Singapore do not have mandatory minimum 
eis not altogether different from that of the rest wages. The industrial countries are split on this issue. 
. In this case, all scores displayed are modes. Asia has the same union density (proportion of workers 
rkers' councils (no. 16) are mandated by law, affiliated, no. 22) as the other two developing regions, and 
in the industrial countries. Also, the law in about half that of the industrial countries. 

allow sympathy, solidarity, or secondq 
they are allowed in the other three regions. 
is the only one of the four regions where a 
egal even if there is a collective agreement 

i.18). This is the only industrial relations aspect 
seems to be different and which may affect 

The evidence is once again clear: 
y different from the other regions 

disability and death benefits or sickness and 
although the number of months of required 
s lower than in the industrial countries. 
social security system does not cover the 

(this variable is a mode). 

l i b 1  Rights. Most Asian countries have 
imum wages (no. 2l), the same as the 
oping regions. Only Hong Kong, China; 

Tables 4.4 and 4.5 provide the individual scores on 
worker protection for 15 Asian economies. Table 4.4 
shows the score for selected East Asian and Southeast 
Asian economies, and Table 4.5 for selected South Asian 
and transition economies. The most salient features of 
these two tables are as follows. 

Employment Laws. In most countries, part-time workers 
are not exempt from mandatory benefits (no. 1). The 
exception is Sri Lanka. Likewise, it is not easier or less 
costly in most countries to terminate part-time workers 
than full time workers (no. 2). Here the exceptions are 
Indonesia and Sri Lanka. Malaysia has the maximum 
duration of fixed-term contracts (no. 4). followed by India, 
Kyrgyz Republic, Singapore, and Korea. The economies 
with the highest number of days of annual leave with pay 
in manufacturing (no. 5) are Korea and Taipei,China with 
28 and 24 days, respectively. India has far fewer, at 15. 
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Table 4.5: Scores on Worker Protection, Selected South Asian and Transition Economies 

China, People's K y r m  
India Paklstan Sri Lanka Rep. of Viet Nam Kazakhstan Republic 
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'son, the labor force has been growing at 
much of this period, though this growth 

late 1990s. With theformal sectoremploying 
?tenth of the workforce, there is considerable 
nt in the inability of economic growth to 
al sector jobs, typically the most coveted 

in anywhere near the numbers desirable. 

e key factors widely believed to explain 
creation of formal sector jobs, despite 
rates of economic growth, is India's labor 
. In particular, it is widely held that formal 

in India suffer from serious rigidities, with 
able to lay off even a single worker without 

mval of the state. As many reform-oriented 
ewers of the Indian economy like to point 

la s trade and industrial policy regimes have 
far-reaching reforms, labor market policies 
utside the domain of reform due to lack of 

of this subsection on India, first, some special 
:country's labor laws are described. Then the 
to those aspects of its labor laws that may 
gidities in the operation of labor markets, 

evidence on these rigidities is examined. 
concludes with a discussion on what the 

ence suggests should be done to reform the 

lative and Regulatory Systems Governing 

on grants to both the central (federal) 
as well as individual state governments the 

lower of legislating on labor issues. Accordingly, the labor 
administration and enforcement machinery operate at both 
the central and state levels. The legislative and enforcement 
machineries have, however, been disproportionately 
targeted toward the formal sector, even though the formal 
sector accounts only for around 7% of the total labor 
orce. 

In broad terms, five types of labor legislation cover 
industrial relations laws, welfare and safety laws, social 
security laws, wage laws, and special laws for different 
sectors or categories.49 A few key laws on industrial 
relations and the use of contract labor are at the heart of 
the debate over labor law reform. 

Industrial Disputes Act 1947 

The Industrial Disputes Act (IDA) provides the machinery 
and outlines the procedures for the investigation and 
settlement of industrial disputes. Until 1976, its provisions 
were fairly uncontroversial. The IDA allowed firms to lay 
off or retrench workers due to economic circumstances 
as long as certain requirements, such as the prov~sion of 
sufficient notice, severance payments, and the order of 
retrenchment among workers (last in first out), were met.50 
An amendment in 1976 (in Chapter VB), however, made 
it compulsory for employers with more than 300 workers 
to seek the prior approval of the appropriate government 
before workers could be dismissed. A further amendment 
in 1982 widened the scope of this regulation by making it 
applicable to employers with 100 workers or more. 

While the IDA does not prohibit retrenchments, critics 
of the act have argued that it is difficult to cany them out. 
Datta-Chaudhuri (1996) points out, for example, that states 
have often been unwilling to grant permission to retrench, 
perhaps for reasons of political expediency. 

The Trade Union Act 

The Trade Union Act (TUA) facilitates unionization in 
both the formal and informal sectors and allows any 
seven workers in an enterprise to form and register a labor 
union. The law is supported by the constitutional right of 

Since gaining independence in 1947, there has been a 
proliferation of labor leaslation of many kinds leading to a 
situation where there are now 47 central labor laws and no 
less than 200 state-level laws. This has led to severe problems 
of definition and incompatibilities, administrative overlap and 
inemciencies, and a judiciai nightmare. 
In India's legal terminology, the term layoff refers to a temporary 
or seasonal dismissal of a group of workers due to slackness of 
current demand. Retrenchments denote permanent dismissals 
of a group of workers. 
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freedom of association.51 The right to register a union does The act was designed to protect contract workers from 
not, though, mean that the employer must recognize the exploitation. Its chief aim was to regulate and, only in 
union. There is in fact no India-wide law that provtdes for certain instances, abolish contract labor. The act, however, 
recognition of labor unions; consequently, there is no legal has given rise to several industrial disputes over the 
compulsion for employers, even in the formal sector, to question of regularization of contract labor. 
bargain collectively.52 

4.3.2 Is Labor Legislation Constralnlng Formal 
Industrial Employment (Standing Orders) Act Sector Employment? 

Provisions for job security among individual workers 
come, additionally, from the operation of the Industrial 
Employment (Standing Orders) Act. This act requires all 
employers with 100 or more workers (50 in certain states) 
to specify to workers the terms of their employment. While 
the act seeks to make labor contracts complete, fair, and 
legally binding, it has some features that may interfere with 
quick adjustments to changing conditions. In particular, 
workers' consent is required to modify job descriptions or 
to move workers from one plant to another, in response 
perhaps to changes in the market. The problem, according 
to some analysts, is that the workings of India's TUA make 
it difficult to obtain such consent. Since the TUA has no 
provisions for union recognition (for example, via a secret 
ballot), the result has been multiple unions (within the 
same establishment) with rivalries common across unions 
so that a requirement of workers' consent for enacting 
changes "can become one of consensus amongst all unions 
and groups, a virtual impossibility" (Anant 2000, p. 251). 

Contract Labor (Regulation and Prohibition) 
Act 1970 

The Contract Labor (Regulation and Prohibition) Act 
aims at regulating the employment of contract labor in 
certain establishments. It also provides for the abolition 
of contract labor in certain circumstances. Section 10 of 
the act empowers the appropriate government authority to 
abolish contract labor after consultation with an advisory 
board in any work that is canied out in the establishment 
and that is of a perennial nature, and that is carried out by 
regular workers in the same or similar establishment. 

51 Readers may note thatTable 4.5 in the prevloussubsecuon, based 
on the work of Botero et al.. codes "the rleht to unloniwtlon" (as 
measured by the protection provided by a ciuntry's constitutionto 
the right to form labor unions) with a zero value for India. While 
such a codinamav be technicallv correct. theTrade Union Act and 
thc const tuionai r gnr on freedom of issor a1 on indlcale that 
India's workers en,oy leeslative backing 11 form trade unlurls 

s2 In practice, however. the course of collective barminine. was 
~nfl~enced oy rhe recommc!ldarlons of me  Far wage-comm tiec 
of 1948 rcearding tne conccprs of minimum, falr, ano ,.vIng 
wages. These three wage levels were defined and it was pointed 
outthat all lndusrres ;.st pay me minimum v,age ono that tne 
capacrty to pay V.L.IO app~y only to the fall *age. hutllcn could be 
linked to productivity. This gave a boost to collective bargaining; 
manvformal sector trade unions achieved reasonablv satisfactow 

There are three major effects that are presumed to result 
from the "rigidities" induced by the combined operation 
of the above legislation. 

Employment Effect. Recent studies have argued that 
labor market rigidities, induced by labor legislation that 
effectively guarantees employment security, have hindered 
employment growth in the formal sector, since firms have 
a strong disincentive to hire additional workers who cannot 
be laid off easily (see, for example, Fallon and Lucas 
1991). 

Labor Substitution Effect. Disincentives for hiring 
workers lead firms to gravitate toward capital-intensive 
production processes and sector% As a result, there is an 
artific~ally induced substitution of abundant laborby scarce 
capital (see, for example, Datta-Chaudhuri 1996). 

Industrial Disputes Effect. By strengthening the 
bargaining power of formal sector labor andlor by 
increasing the discretion given to the Government in 
decisions pertaining to industrial disputes, Indta's labor 
legislation can raise the level of occurrence of industrial 
disputes (see, for example, Besley and Burgess 2004). 

What is the empirical evidence for this? While several 
studies have found evidence of a negative impact of these 
laws, other studies have contested their results. See, for 
example, the detailed discussion in Bhalotra (1998) on the 
findings of Fallon and Lucas (1991). 

A recent study whose results appear to be more robust 
thanearlierstudiesis that of Besley andBnrgess (2004), who 
exploit state-level amendments to the IDA over 1958-1 992, 
and code legislative changes across major states as either 
pro-worker, neutral, or pro-employer. These legislative 
amendments are then used in a regression analysis of a 
variety of outcomes in the formal manufacturing sector, 
including employmetn outputs and investment. Consistent 
with expectations of reformers, Besley and Burgess iind 
that pro-worker labor regulations have had a negative 
impact on employment, output, and investment in formal 
manufacturing. The impacts can be large. A case in point is 
that of the state of West Bengal. Besley and Burgess' results 
indicate that, had West Bengal not passed any pro-worker 

lndexatlon and a system of securlng an annual bonus. amendments, formal employment in its manufacturing 

I 



% higher than its 1990 level, 
output would have been 24% 

ess' results suggest that there may he 

. Several points still need to be kept 

tes to measure rigidities 

iate factors such 

ce and compliance. Changes in these 

evant from the standpoint of 

changes in labor laws, the necessary 
ng the IDA in particular has not 
the political consensus is lacking. 

nancing a voluntary retirement scheme 
nterprises may well have legitimized 

appears to have shown gradually less 
rcing them (Anant et al. 2005). 

Govenunent let up on enforcement? 
ment policies followed by India's 

990s functioned through a web 
policies. The private sector was 

committed to trade and industrial 
arly 1990s, it has appeared to dilute, 

the labor laws given the heightened 
an industry became exposed to. 

interpretation. Further supporting 

enforcement, in particular--could be different 
policy would suggest in some states. 

evidence comes from the trend of increasing usage of 
contract labor in not just private enterprises, but also 
public sector enterprises. In the latter, contract labor as 
a proportion of total employment remains small, but 
increased from 2.9% in 1986 to 109% in 1998. Moreover, 
there has been a sharp decline in the number of person- 
days lost due to strikes and lockouts since the early to mid- 
1980s (Figure 4.3). Given the strong state involvement 
in shaping industrial relations, it might be hypothesized 
that shifts in the mindset with which govenunent officials 
have approached regulations have had a big role to play in 
explaining recent trends in this decline. 

Finally, and perhaps most important, it would 
be overstating the case if the weak growth in formal 
employment were attributed entirely to rigidities stemming 
from labor market policy. A large part of the explanation 
also has to do with the rigidities in other dimensions of 
industtial and economic policy. Anant and Goswami 
(1995) prov~de a detailed case study, which brings out the 
interplay of rigidities in banking, land, and labor laws, and 
industrial l~censing leading toindustrial sickness, especially 
for large plants (1,000 or more employees). While some of 
these rigidities have been dealt with over the last decade or 
so, many unreformed areas remain, including barriers to 
exit due to deficiencies in insolvency laws.X4 

In addition, impediments to the development of the 
formal sector and formal manufacturing, in particular, 
are likely to arise from weaknesses in infrastructure, 
inappropriate reservations for small-scale enterprises, and 
fragmented, localized markets forgoods. Theeffect of these 
impediments has been to constrain growth of investment, 
output, and employment in the formal sector. Indeed, a 
detailed examination of the industrial landscape in India, 
and a comparison with other countries, led Lewis (2004) to 
conclude that it would he incorrect to pin too much blame 
on India's labor laws for the lack of dynamism in industry 
given the many bamers to product market competition 
and infrastmcture-related deficiencies that exist in the 
country. 

In summary, while India's labor laws on industrial 
relations do indeed need reform, one cannot overemphasize 
the importance of complementary xeform on other fronts. 
The demand for reform of labor laws needs to take into 

54 The weakness of the rep~me has meant that firms are effect i e  j 
preventeo from closingoom, sn locang up baldable assets 1 long 
drawn out court Droceedinss. This delav hurts workers as their 
wages are subject to couriorden, and the lnaolllty to recover 
loans ralses the cost of lendlng to enterprises. Once w a n ,  the 
greater burden of this 1s ~ u t  on larger comorate entenrnses as 
&a,ler entlbes are not subject to the vagartes of thls procedure. 
As pan of the ongolng reform agenda, the law was ammded 
in 2002 but its imDlementation is still held up on account of 
litigation. 
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which were partly based on labor policies operating in the 
Netherlands at the time. However, under Suharto's rule 
the implementation of labor laws was diluted through 
tight control of organized labor--from 1973 until 1998 
workers could join only one official labor union with close 
links to the ruling party. The practice of using the police 
and military to clamp down on strikes, and the fact that 
many labor inspectars and officials were on the payroll of 
private companies further diluted the protection provided 
to workers under the law (Manning 2004a). 

The emergence of democratic lule in 1998 led to 
sigtulicant changes both to labor market policies and to 
their implementation. The two main pieces of legislation 
that embody the changes are the Trade Union Act of 2000 
and the Manpower Protection Act of 2003. The scope of 
the latter is particularly broad and addresses labor concerns 
in both large and small enterprises. The issues covered 
include the terms of employment for children, women, 
and foreign workers; wages and the conditions of work; 
contract employment; dismissals; collective bargaining; 
and the settlement of grievances (Manning 2004a). 

4.4.1 Labor Unions 

The right of workers to organize and establish their own 
unions has been codified through the ratification of LO'S 
Freedom of Association Convention (No. 87) and, perhaps 
more significantly, through the Trade Union Act of 2000. 
The latter allows labor unions with membership as low as 
10 workers, and provides the conditions and rules for the 
operation of multiple unions and establishments. 

4.4.2 Minimum Wages 

Minimum wage regulations have been around for some 
time in Indonesia, though for many years they were largely 
symbolic (Rama 1996). In theearly 1990s, minimum wages 
doubled in real terms. Although domestic concerns at the 
possibiiity of labor unrest were afactor in giving minimum 
wage regulations more teeth, international pressure played 
an important role. In particular, pressure was brought 
to bear by union members and consumers in the US, 
resulting in complaints filed under the Generalized System 
of Preferences, which ultimately would have deprived 
Indonesia of the low tariffs it carried on its exports to the 
US (Rama 19%).An additional threat was the withdrawal 
of investment guarantees to US companies interested in 
operating in Indonesia. 

In the post-Suharto era, it is primarily domestic forces 
that have strengthened minimum wageregulations, in terms 
not only of raising the levels at which minimum wages 
are set but also of improving compliance. Minimum wage 
increases are depicted in Figure 4.4. That minimum wages 



(Rp'000 per month, in 1996 prices) I 

are now more binding is suggested by SMERU (2001). 
which notes that minimum wages are not well below 
average wages as they used to be for most of the Suharto 
era, and that actual wages are more closely bunched around 
minimum wages than they used to be. 

4.4.3 Severance Pay 

Severance pay has been part of Indonesia's labor code 
since well before the cnsis of 1997, similar to the case 
of minimum wages. The country has in recent years 
experienced both an increase in severance pay rates and 
more efforts at improving compliance. Figure 4.5 shows 
how severance pay (in terms of months of pay) varies by 
years of service as per not only most recent regulations 
passed in 2003, but also as early as 1986. As can clearly be 
seen, sharp increases in severance pay have been instituted 
for workers who have put in 3 years of service, and even 
more so for those w~th 10 years or more of service. 

Indonesia's severance pay rates are high relative to 
other economies in the region. (This can also be seen from 
Tables 4.4 and 4.5 above As the data relating to row nine 
and row ten reveal, severance pay-expressed in weeks of 
pay required for laying off a worker with at least 3 years of 
service-and the costs of firing workers-in terms of the 
ratio of the new wage bill, inclusive of all costs of firing 
associated with laid-off workers, to the old wage bill- 
are the highest in Indonesia among the economies in the 
table.) 

4.4.4 Contract Workers 

To reduce their exposure to severance payments associated 
with the termination of regular workers, employers may 
h i e  workers on a contract basis. Indonesia's Manpower 
Protection Act of 2003 provides the terms and conditions 
of contract work and outsourcing, and in these areas the 
act's provisions appear to be fairly similar to those in other 
countries. 

4.4.5 Main Concerns with the New Labor Market 
Policies 

As noted above, some elements of Indonesia's new labor 
market policies have raised concern among analysts and 
policy makers. The concern needs to be understood In the 
context of the economic cnsis of 1997 and economic an4  
labor outcomes since then. 

Until 1997, Indonesia's economy was among the faster 
growing in both the region and the developing world. 
Economic growth of 5-9% over a period of 25 years had 
brought significant gains to workers and the population 
more widely. Poverty rates declined dramatically from the 
1980s to 1997, and a steadily growing share of Indonesia's 
labor force made the transition from agriculture to higher 
productivity jobs in industry and services. The share of 
workers in agriculture declined fairly constantly from 
around 55% in 1990 to 40.7% in 1997. Over this period, 
industry saw its share of the workforce increase from 14% 
to 19%. 



r a severe economic contraction in 1998 and a 
,contraction in 1999, Indonesia's economy started 

g in 2000. Growth rates of per capita GDP have, 
been low, in the range of 2-4.6% between 2000 
. Investment, a key driver of growth prior to 1997, 
around 16% of GDP in recent years, down from 

30% in the 10 years before 1997. Significantly, 

went ,  and an increase in infonndl work (defined 
terms of a growing share of self-employed and 
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Manning (2004a) has raised the possibility 
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ore costly to retrench them if the need arises. 

e impacts are arguably largest in labor- 
.sectors. Manning has also questioned the logic 

of limiting outsourcing activities, especially in industries 
such as garments where firms often outsource orders 
to households at times of peak demand. In this case, he 
argues, the economics of outsourcing are so compelling 
that both firms and workers have incentives to evade the 
law. The key beneficiaries may be labor inspectors and 
officials who receive bribes for looking the other way. 

These concerns indicate that further and more detailed 
study on the new regulations governing minimum wages 
and severance pay, in particular, is required. If these 
are indeed constmining the growth of formal sector 
employment, then some reform on the specific regulations 
and the manner in which they are enforced, especially in 
the context of decentralization, is needed. 

At the same time, it is crucial to emphasize that these 
elements of Indonesia's new labor regulations cannot 
be the only elements that are constraining the growth of 
formal sector employment. In fact, available data suggest 
that factors other than labor regulations are of greater 
importance. In the first place, the survey of manufacturing 
enterprises described above found macroeconomic 
instability, policy uncertainty, cormption, current tax rates, 
and costs of financing to be listed more often than labor 
regulations as major or severe constraints to their business 
(ADB 2005a). Second, and in a related vem, Indonesia's 
business regulations can by no means be absolvedof blame. 
A World Bank study of such regulations from around the 
world shows that procedures for starting and closing a 
business in Indonesia are among the most cumbersome in 
Asia (World Bank 2004b). Of the 15 DMCs covered by the 
study, the number of days it takes to start a business was 
15 l-the highest--compared with 41 days in the PRC, and 
only 8 days in Singapore (the lowest in Asia). Similarly, 
the time it takes to close a business due to bankruptcy 
wa\ estimated to be as high as 6 years (the second highest 
in Asia after India). The corresponding periods for the 
PRC and Singapore (agan the lowest) are 2.4 years and 
0.8 year, respectively. Finally, a widely used indicator of 
governance developed by Kauffman et al. (2003) shows a 
deterioration of the quality of governance in Indonesia on 
five out of six dimensions between 1996 and 2002. 

Taking all of this other evidence into account, the 
conclusion that may be drawn is that, while certain 
elements of new labor regulations may reduce formal 
firms' incentives to hire, other factors--ones that a large- 
scale survey of firms' managers themselves list as more 
important-are constraining the expansion of the formal 
sector. It is these other factors that are especially important 
in dragging down investment and employment in the 
fonnal sector. 



I Key lnd~cators of Developing Asian and Paclf~c 

4.5 Labor Market Policies in the 
Philippines56 

The Philippines is one of the Asian countries where 
unemployment has increased in recent years, and yet the 
country has achieved significant growth. Today, around 
4 m~llion workers are unemployed (about 12% of the total 
labor force) and another 5 million are underemployed 
(around 17% of those employed). This is a reflection of 
what happens in the rest of the economy, in particular of its 
incapacity to provide jobs (especially in the formal sector) 
for the country's growing labor force. 

To be. precise, the problem of the Philippines is not 
"jobless growth''-if only because the country does 
generate employment. Rather, the pressing problem is on 
the supply side, namely, that thelabor force is growing faster 
than the number of jobs created. In 2004, for example, the 
economy created 977,000 jobs (in net terms), while there 
were 1,289,000 new entrants. This implies that the system 
added 312,000 new unemployed to the already high level 
of unemployment. This is happening in a country in which 
GDP in 2004 grew by 6.1 %. 

Given the magnitude of the problem, in 2004, when 
the Government unveiled its Medium-Term Philippine 
Development Plan (MTPDP) for 2004-2010, the 
administration openly acknowledged the issue and set the 
target of creahng about 1.5 million jobs a year by 2010, 
for a total of about 10 mill~on job3 (60% in the services 
sector) (NEDA 2004). Certainly, the problem has been 
acknowledged for a long time. Indeed, the 2001-2004 
MTPDP recognized that output growth does not guarantee 
employment growth. It stated that "the employment policy 
challenge to the Macapagal-Arroyo admin~stration [...I is 
to formulate effective strategies and identify employment- 
generating lead sectors under a unified policy framework 
to promote decent and productive employment for 
every Filipino worker as a means to alleviating poverty. 
Employment generation shall be enhanced through 
the modernization of agriculture, the strengthening of 
information and communications technology (ICT) and 
the revival of tourism" (NEDA 2001). The MTPDP 2004- 
2010 emphasizes the acceleration of economic growth, 
job creation, energy sector reform, support of social 
justice and basic needs, provision of education and better 
opportunities for young people, and good governance and 
anticorruption programs. 

The policy and legal framework covering the labor 
sector is embodied in the 1987 Constitution, the 1974 
Labor Code, and other executive policy instruments. 
They are implemented by the Department of Labor and 

56 This subsection is based on Felipe and Lanzona (2005) 

Employment. TheLabor Code promotes triparfism, defined 
as the interaction between the state, employers, and labor 
as social partners in the development of industrial relations 
policies that seek solutions to issues of common concern. 

The Labor Code (amended several times) can be 
divided into two parts. First are the employment laws that 
govern individual employment contracts, determining the 
compensation, thelength of trial periods, and the conditions 
of part-time work. The Government regulates employment 
relationships by restricting the range of feasible contracts 
and by raising the costs of both laying off workers and 
increasing hours of work. These regulations seem to favor 
full-time, indefinite contracts, over short-term, fixed-term, 
or temporary contracts. As a form of worker protection, 
the labor code mandates a mnimum advance notice 
period prior to termination, specifies which causes are 
considered justified reasons for dismissal, and establishes 
compensation to be awarded to workers, depending on the 
reason for termination. However, temporary contracts can 
he terminated at no cost once they have exp~red. To prevent 
firms from exclusively hinng workers on temporary 
contracts, the use of such arrangements is restricted. The 
labor code also imposes a limit of 6 months to test and 
dismiss a worker at no cost if his or her performance is 
considered unsat~sfactory. 

The second category is the collective or industrial 
relations laws. These regulate the bargaining, adoption, 
and enforcement of collective agreements; the organization 
of labor unions; and industrial action by workers and 
employers. In order to counteract the power of employers 
against workers, the Government empowers labor unions 
to represent workers collectively, and protects particular 
union strategies inuegotiations wlth employers. Theselaws 
thus govern the balance of power between labor unions, 
employers, and employers' associahons. The collective 
laws of the Labor Code effectively allow workers to play 
a part in the contract negotiation process, particularly 
in the area of compensation, through their participation 
in collective bargaining agreements (CBAs) and in the 
arbitration process. 

The Labor Code was conceived primarily with a view 
to distributing the rents that employers supposedly gain 
from the various types of trade policy protection measures 
existing at the time. However, as trade restrictions were 
dismantled, the rigidity introduced by these laws has been 
questioned, and the law itself has been modified to more 
adequately reflect supply and demand in the labor market. 
The question often debated is whether a supposedly 
restrictive labor market hampers new investment and 
the creation of employment. In particular, three key 
labor market policies seem to create difficulties (binding 
constraints) for employers. The first deals with labor 



relations and the protection of permanent and unionized 
workers. The second refers to the laws relating to labor 
contracts. Two articles, in particular, are the source of 
contention. One refers to the restrictions to subcontracting 
arrangements (Article 106); the other refers to the security 
of tenure that has to be granted after a probationary period 
of 6 months, after which time the employer must offer a 
permanent employment out of which it is very difficult, but 
not impossible, to release workers. The third potentially 
problematic labor market policy is the one that guarantees 

4.5.1 Labor Relations 

h e  Labor Code provides workers with various rights, 
luding the right to organize (Article 234), the right to 
CBAs with employers (Article 253A). and the right to 
e strikes, pickets, and lockouts (Article 263). These 

are accompanied by procedural mechanisms, 
trictions, and limits to allow both employers and 
rkers time to discuss and to resolve workplace issues. 
articular, Article 260 stipulates that parties engaged 
CBA must establish "a machinery for the adjustment 
resolution of grievances arising from the interpretation 

CBA and those arising from the interpretation of 
ment of company personnel policies." In addition, 

e 264 enumerates the prohibited activities of workers 
ning to the staging of strikes, pickets, and lockouts. In 

e articles, the role of the Government is limited to the 
toring and evaluation of labor organizations, CBAs, 

vance machineries, and strikes in order to assure both 
and employers that the provisions of the Labor 

are consistently followed. In sum, these articles form 
partite system that the state espouses for 

the proper resolution of labor-employer conflicts. 

dosio (2001, p. 140), corroborating Freeman's 
, p. 138) view of the tripartite pacts-namely, that they 
t easy to institute or implement-indicates that while 
tive agreements are constantly forged, the tripartite 

has failed to deliver employment, job security, and 
e enforcement of the labor law. In reality, attempts 

cuss issues relating to the tripartite system usually 
caught up in the larger question of the system's 
to close the gap between policy statements and 

in a society that is divided. Tbe result, in her view, 
contentious problems were intensified rather than 

ed" (Teodosio 2001, p. 140). This divergence of 
is clear, for example, in discussions of the so-called 

anized labor in the Philippines has been relatively 
n 1986, it was estimated that about 2.3 million 

os were part of the union movement, accounting for 
ximately 25% of the salaried workforce or 12% of 

the total labor force (Figure 4.6). In 2001, about 4 million 
workers belonged to a labor organization, accounting for 
about 26% of the total number of salaried workers, and 
13% of the total labor force. These workers were organized 
into about 10,000 unions, only one fifth of which were 
connected to anational union or federation. The importance 
of these labor unions is reflected in the way they are able to 
influence wages and CBAs. 

4.5.2 Employment Arrangements 

Subcontracting is the most common form of flexible 
labor arrangement in the Philippines, together with 
agency hiring and the use of homeworkers. Many firms 
in the Philippines hire nonregular workers or subcontract 
some of them to meet short-term demand. The resort to 
flexible labor arrangements by many companies has 
promoted high worker turnover and discouraged unionism. 
Subcontracting, however, is only legitimate if any one of 
the following conditions is satisfied (Article 106):s7 

the contractor or subcontractor carries on a distinct 
and independent business from that of the main fum, 
the contractor or subcontractor bas substantial capital 
or investment; or 
the agreement between the principal and the contractor 
or subcontractor assures the contractual employees 
entitlement to all occupational safety and health 
standards, free exercise of the right to self-organization. 
security of tenure, and social and welfare benefits. 

57 m sspec 6c ue'ln tlon of legmrnatp suocontractongdoes not appear 
n Artlc e 10G It was downloaduc lrom a governmarlt aeos re. 

http:l/w.gov.ph!faqs/labor~contract.asp. Here ~t 1s explained 
that the Labor Code does not contaln a speclflc defin~t~on of 
subcontracting. 
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in accordance with prescribed guidelines and national 
development plans. Minimum wages are set for different 
occupations and for 16 different regions. 
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incentives not to comply with the minimum wage law. 
Indeed, Balisacan (1994, pp. 510-51 1) indicates that 
minimum wage rates have not been effectively enforced 
and they have only affected formal, large establishments 
in urban areas, especially in Metro Manila, and the reason 
is not that government bureaucracy is not capable of 
enforcement. Rather, both workers and employers have 
negotiated salaries below the minimum wage. Workers 
have been willing to accept a job, even for a salary below 
the minimum wage, and employers have resorted to 
practices effectively circumventing the law, such as hiring 
on a casual basis (see also Box 4.5). 

TheBureauof Working Conditionssendsoutinspection 
teams to establishments with more than 20 workers 
todeterminewhetherthey arecomplyingwiththeprescribed 
labor standards, including payment of minimum wages. 
Inspectors cover about 80,000 establishments a year, 
excluding enterprises in the informal sector. Compliance 
with minimum wage legislation is regularly compiled by 
the Department of Labor and Employment and provides a 
guide to the importance of minimum wages compared with 
real wages. Figure 4.8 shows the percentage of surveyed 
firms committing violations of labor standards, includmg 
those relating to minimum wages. After falling in 1987 to 
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modernization program, or Doi Moi, in 1986, did it 
have a "labor market" in the sense of market-determined 
employment levels and wage rates. Before Doi Moi, Viet 
Nam had a centrally planned economy where economic 
activities, including the determination of employment 
and wages, were controlled and set by the Government. 
With the adoption of Doi Moi, decollectivization and self- 
managed multiple-ownership production systems were 
introduced throughout the country, which resulted in the 
diversification of rural employment and the emergence of 
a vibrant urban workforce. 

While the economlc reforms allowed labor supply- 
demand forces to operate, these are only the initial 
requirements of moves toward a well-functioning labor 
market, and serious challenges remaln. For instance, there 
is evidence of persistent and substantial underemployment 
in the agriculture sector and labor redundancy in state- 
owned enterprises. There are growing concerns that the 
current labor market is incapable of creating enough jobs 
to absorb the new entrants plus those workers retrenched as 
a consequence of public sector downsizing programs and 
privanzat~on of state-owned enterprises. Recent research 
shows the existence of substantial market segmentation, 
reflected in the large gap between rural and urban areas 
in terms of the returns to labor as well as in the positive 
expected gains from rural-urban migration. As Viet Nam 
further integrates into the global economy, its labor market 
needs to keep up with the changing demand in skills. 
Studies also show that government educational and training 
institutions lack the capability to prepare the population to 
take full advantage of economic integration, or to support 
groups of vulnerable workers. 

The shift toward a market economy under Doi Mooi 
has required various labor market policy reforms. The 
Government's overall strategy is to reduce the state's 
direct involvement in economic activities and to lay the 
legal foundations for effective labor market transactions 
to take place. To reduce state employment and increase 
that in nonstate sectors, the Government has abandoned 
collective farms in rural areas and has restructured state- 
owned enterprises in urban areas. However, initial steps 
in this regard were viewed as "ad hoc" and dealt with 
d~sparate areas with little regard for cohesion and clarity. 
Consequently, the Government decided to complement 
these initial steps with the enactment of the 1994 Labor 
Code. This, along with the subsequent related decrees, 
amendments, and rules, seeks to establish the country's 
legal framework for labor-related transactions in both state 
and nonstate sectors. 

Intrinsic to all these labor policy reforms is the need 
for Viet Nam to maintain its recent high growth rates and 
create enough jobs. It is estimated that the economy needs 
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to absorb approximately 1 million-1.3 millionnew workers 
annually. In addition, despite impressive economic gains 
over the last two decades, V~et Nam's income distribution 
remains unequal and poverty incidence is high. To create 
more jobs and lessen inwme disparities that result from 
the transition to a market economy, the Government has 
put in place various employment generation programs 
since the mid-1990s. 

The rest of this subsection discusses the most urgent 
issues in Viet Nam in the area of labor market policies, 
namely, the problems in implementing the Labor Code. 

4.6.2 Labor Code and Regulatory Documents on 
Labor Markets 

Prior to Doi Mot, markets played very little role in the 
allocation of labor in Viet Nam. The Government controlled 
firms' resources, and assigned jobs and wages to workers. 
Managers had no discreuon in setting their workers' wages 
or in hinng and firing employees. Labor mobillty across 
state-owned enterprises was virtually nonexistent. In short, 
labor regulations prior to Doi Moi provided few incentives 
to both employers and employees to engage effectively 
in production, thereby creating serious economic 
ineffiaencies. The Government tried to rectify this by 
passing the Labor Code in June 1994. This provides a 
common legal framework for labor-management relations 
throughout the economy. It acknowledges the freedom to 
sell and buy labor services. 

The Labor Code, together with its long list of 
implementing decrees and regulations, provides a 
comprehensive regulatory framework for the labor market. 
It regulates the employer-employee relationship and wage 
rates, as well as recruitment and termination. Whlle the 
regulatory framework looks comprehensive on paper, 
only parts of it can be enforced in practice. Difficulties 
m implementing the Labor Code stem from its limited 
coverage, its uneven applicabdity, and shortcomings 
inherent in the Government's legal framework itself. 
Overall, these problems tend tolimit the impact of theLahor 
Code on labor market outcomes. Three key difficulties in 
implementing it are as follows. 

Limited Coverage. In theory, the Labor Code applies to 
urban a n d ~ r a l  laborers who have signed a labor contract or 
agreement or who have obtained an oral agreement. But it 
has had a limited direct impact on the labor market because 
the majority of workers are employed in the informal 
sestor, and are thus outside the purview of government 
regulations. Moreover, the provisions in the Labor Code 
are not uniformly applied even to those employed in the 
formal sector. 

Countries 

Uneven Applicability. A major problem of the legal 
framework is the proliferation of highly differentiated 
laws (such as those on minimum wage levels) applying 
separately to the many different legal forms of economic 
organization. Uneven application of the Labor Code makes 
it difficult to honor the principle of equal treatment under 
the law, and to avoid discriminating in favor of one class of 
business against another. 

Weak Compliance. Cucumventing the Labor Code bas 
become most evident in four areas. The first is labor 
contracts. A 1996 survey showed that only 79% of 
w o r k s  in state enterprises and 92% of laborers in jo~nt 
ventures had contracts. In most cases, contracts are not 
correctly prepared and signed because most employers 
prefer to keep workers' compensauon at a minimum and 
try to avoid paying overheads, such as social insurance, in 
deliberate violation of the Labor Code. Workers, for their 
part, and particularly those employed in agriculture, lack 
the education and understanding of the importance of an 
employment contract. The lack of acceptance of formal 
contracts is perpetuated moreover, by their adherence ta 
long-held customs and norms. 

The second is social insurance. Chapter XI of the 
Labor Code mandates all enterprises employing 10 or more 
workers to pay an amount equal to 15% of the worker's 
wage as social insurance, and employees are required to 
contribute 5% of their wages. This payment is allotted to 
finance old-age benefits, sickness and maternity benefits, 
workers' compensation insurance, and retirement. Male 
workers become eligible for pensions at 60 and female 
workers at 55, if they have paid social insurance premiums 
for at least 15 years. However, noncompliance with social 
insurance payment is widespread. The latest data show that 
of the 9.6 million workers who are subject to compulsory 
social security payment, only 5.4million or 56% are 
covered by social insurance. 

The third is m i n i m  wages. In May 1992, following 
laws that allowed foreign investment. the Government 
instituted a minimum wage for workers in foreign-invested 
enterprises, based on a perception of what Viet Nam 
could reasonably charge, given wage rates in countries 
similarly competing for foreign investment. As a result, the 
minimum wage level was set at different rates for domestic 
and foreign enterprises. During the 19905, violations of 
the minimum wage law were prevalent among foreign- 
invested enterprises engaged in garments, leather tanning, 
paper production, and agriculture. This is not surprising 
because the minimum wages for foreign enterprises were 
three or four times the domestic minimum wages. This 
wuld probably explan why most foreign investment did 
not venture into more labor-intensive industries. 



The fourth area in which circumvention of the Labor 
-is most prevalent concerns labor unions. Chapter Xn 
.Labor Code protects the right of workers to organize 

within a certain time frame in all enterprises- 
d nonstate-with 10 or more employees. There 

estions, however, on the usefulness of this policy on 
s of representation and size. First, observers point 

ack of any true freedom of association, as there 
independent labor unions in Viet Nam. The Labor 

stipulates that only the provincial VGCL union--a 
ent affiliate-can set up subsidiaty unions in 

Second, since the majority of workers are 
ed in agriculture or in entrepreneurial household 
es with fewer than 10 employees, unionization 
irrelevant. Moreover, while the labor unions have 
e more widespread and active recently, a large 

er of enterprises are still not unionized. Only 10% 
labor force is unionized. However, the rates vary 

cantly by sector: around 9&95% of workers in the 
sector and state-owned enterprises have joined a 
compared with 30% in the private sector. 

summary, the time is ripe to cany out a rigorous 
tion of the impact of the 1994 Labor Code and its 

on the country's labor market outcomes. The 
ty of Viet Nam is that it is a transition economy, 

of learning how to become a market economy. 
that the state does not determine wages and 

ent any longer is something all affected parties 
how to deal with; for example, many workers 

ve formal contracts. This has led to several 
s that the Government will need to resolve. 

ethe same time, it should also be stressed that ironing 
shortcomings in the Labor Code-for example, 

ven application to different types of economic 
ations-is only one small part of the range of 
required to improve labor market outcomes. A 

part will have to deal with sustaining economic 
and making sure that it generates large numbers 
uctive jobs. In this context, it is useful to note that 

ble distribution of land rights to rural households 
omic reforms, which provided incentives for 

g farm production, helped economic growth in 
s go hand in hand with a remarkable decline in 
nce of poverty. The benefits from these earlier 
ave, however, already been reaped. Improving 

arket outcomes from now on will require 
makers to focus their attention on policies that 
greater oppowities for nonfarm enterprises; on 
ent of the economy's human capital by building 
d base of a literate population; and on policies 
es that encourage both industrial restructuring 
'n state-owned enterprises) and diversification 

ansion of the private sector. 

4.7 The Labor Market in the PRC 

Given its size and importance in Asia, it is imperative to 
make a reference, however brief, to the labor market in 
the PRC, which is peculiar due to the combined effect of 
a series of factors: an enormous labor force; a labor force 
concentrated in agriculture; an economy in transition; and 
a large rural-urban income disparity, close to a factor of 
three. 

Since the start of the economic reform process in 1978, 
the PRC's economy has steadily become increasingly 
market oriented. This is reflected not only in terms of the 
growing importance of the private sector in economic 
activity, but also in terms of the greater role that the "labor 
market" has been playing in determining employment 
levels and wages as opposed to the case in the prereform 
period when the allocation of Labor was accomplished 
through the direct allocation of jobs and wages were 
controlled administratively. 

By all accounts, economic reforms have served the 
PRC's economy very well. It has been among the fastest, 
if not the fastest, growing economy in the world over the 
last two decades. Industry has been a main engine of the 
counhy's economicexpansion. For example, the production 
of manufactured goods increased 12% a year from 1990 
to 2002. Moreover, the economy has also become steadily 
more integrated into the global economy. Indeed, the PRC 
is more integrated in the world trading system than other 
large countries such as Brazd, India, or the United States. 
While exports and imports are no more than 25% of GDP 
in the case of these three countries, trade represents 70% 
of the PRC's GDP. 

The rapid expansion of the PRC's economy has 
meant improved labor market outcomes for many of the 
country's workers, especially those in urbm areas and the 
coastal provinces. However, there remain challenges in the 
labor market. One of the most imponant 1s the existence 
of considerable underemployment in the rural sector, 
which employed almost 490 million workers in 2002 but 
where productivity is low, and in state enterprises, which 
employed almost 40 million workers in 2001 (Brooks and 
Tao 2003). Employment in state enterprises has contracted 
dramatically since the mid-1990s, falling by almost 
37 million between 1995 and 2001. Yet labor productivity 
there continues to be significantly lower than in the 
nonstate sector, leading some researchers to suggest that 
an improvement of labor productivity in state enterprises to 
nonstate levels would leave 10 million-ll million workers 
from those enterprises redundant. 

Despite the layoffs in state enterprises, jobs in urban 
areas have increased by 3% a year since the early 1990s. 



An expansion of jobs has taken place in what could be 
described as the formal private sector, which when defined 
to include foreign-funded enterprises, created 17.5 million 
jobs between 1995 and2001. However, labor force surveys 
suggest that a far larger number of jobs, around 75 million, 
has been created in the informal sector (Brooks and Tao 
2003). To the extent that many jobs in the informal sector are 
low productivity and low-paying ones, underemployment 
is a problem even in urban areas. 

Nevertheless, employment prospects remain far 
better in urhan areas than in rural areas. An important 
reflection of this is the large rural-urban income disparity. 
However, despite this disparity, permanent migration from 
rural to urban areas has been limited, due to a range of 
imperfections in the lahor market. The PRC's traditional 
emphasis on industrialization, based on the development of 
heavy industry, caused segmentation between areas, with 
an excessive concentration of capital in urban areas and of 
labor in rural areas. This also resulted in huge distortions 
in factor markets. While the PRC started reforming its 
product markets more than two decades ago, ultimately 
leading to World Trade Organization (WTO) accession, 
factor market reforms have not been addressed with the 
same vigor. 

The labor code governing the operation of private 
enterprises in the PRC does not seem to present obstacles 
for firms to adjust their employment levels andlor their 
wages (see, for example, the discussion in Lora 2005). 
Instead, rigidities in the PRC's labor market stems from 
outside thelabor code. There are twomainrestrictionsin the 
PRC's labor market. The first one is the system of official 
registration, used to control rural migration to urhan areas. 
The PRC's authorities require households to have a hukou 
(household registration system) card, to legally reside in 
any given place. In a developing country like the PRC, 
there are wide differences between the services provided in 
rural and in urban areas. The problem is that without such 
a card, access to the amenities that cities provide, such as 
housing and education, is limited and very expensive. This 
restricts legal migration from rural to urban areas, and from 
city to city. Highly skilled workers and investors can buy a 
permit, called a "blue stamp" hukou card and thus reside in 
the place of their choice. Even if they do not buy one, their 
income allows them to pay for the higher fees that they 
have to pay when, for example, they visit a hospital. Most 
rural workers, however, cannot afford one.60 

For this reason, migration in the PRC 1s a transitoly 
phenomenon, which many workers endure to take 
advantage of the very s~gn~ficant wage differential. One 

60 The restrlcuons on rural-urban mcgratlon Imposed by the hukou 
are gradually belng relaxed. However, they st111 seem to be qulte 
Important (Brooks and Tao 2003) 

estimate by Zhao (1999) for Sichuan provlnce for 1995 
documents an annual wage gap between rural and urban 
work of CNY2,387.6 for unskilled workers of comparable 
background and abihty. Thrs has led to a huge number of 
"floating workers," I e., workers who llve and work in one 
place but do not have a hukou card and therefore have very 
l~m~ted  access to the amenities that urhan areas provide. 
Theu number is estimated at about 90 mlllion, or 19% of 
the total rural labor force, excluding commuter?. 

The second labor market restriction in the PRC refers 
to off-farm labor mobility, i.e., the absence of a fully 
functioning land market that would permit existing land 
owners to rent their land to others and migrate to the city 
(if they found higher wages there). Indeed, the absence of a 
well-defined land tenure system has raised the opportunity 
cost of leaving the farm. Households that cease to farm 
the land may lose the rights to it, so they have a strong 
incentive to continue some level of agricultural activity, 
even though profitability may be very low. .! 

4 

Zhao (1999) also found that there is considerable 
evidence that temporary migrants prefer to stay at home in 
rural areas and engage in nonfarm work if it is available. 
Her empirical analysis leads to the conclusion that about 
30% of the total rural-urban wage gap can be explained by 
the costs of migration, i.e., the unobservable transaction 
costs such as transportation, housing, and the cost of the 
necessary documents. Most of the wage gap is due to the 
social costs associated with migration. These include the 
disutility of being away from the family, poor quality of 
housing, limited social services for migrants, danger of 
being robbed during the trip, and uncertainty associated 
with not having a hukou card. 

Shi et al. (2002) explored the question of rural-urban 
inequality in nine different provinces. They estimate that 
the unexplained portion of the rural-urban income gap is 
about SO%, and the rest is due either to compensation for 
higher urban livingcosts, orto labormarket distortion.They 
concluded that the labor market distortion, once differences 
in living costs are taken into account, represented about 
42% of the ~ r a l - ~ F b a n  lahor income differential and 48% 
of the hourly earnings differential. When applied to the 
average wage differential, it amounts to an ad valorem rate, 
of apparent taxation on rural wages of 81%. 

In afollow-up paper, Shi (2002) argues that there rmght 
be other unobserved factors causlng the ~ I ' d - ~ b a n  wage 
d~fferent~al. Therefore, the estimation of the labor market 
distortion in the way it 1s done by Shi et al. (2002) is biased 
in the direction of overstating the hukou-related distortion. 
Moreover, ml -u rban  wage d~fferentials exist in market 
econormes not subject to this household registrat~on 
system. Therefore, Shl (2002) estimates the direct Impact 



~ ~ 

hukou system on the observed wage differential 
ouseholds. His results indicate that only 28% of 
-urban wage difference can be explained directly 

h k o u  system, substantially less than by following 
-et al. (2002) method. 

of the biggest uncertainties for the labor market 
the impact of opening the PRC's economy as a 

of WTO accession on rural-urban inequality 
distribution. Box 4.6 summarizes some 

4.8 Summary 

A key implication of the international experience and 
country studies examined in this section is that the 
case for reform of labor markets based on the supposed 
inflexibility of labor regulations and policies is weaker 
than proponents of market-oriented reforms argue. In 
the first place, labor regulations commonly identified 
with inefficient functioning of the labor market, such 
as minunurn wage laws and restrictions on hiring and 
firing, are found to place few serious constraints on the 



operation of firms in many countries. This may either he 
because the regulations are not particularly binding on 
closer scrutiny of the labor code, or because compliance 
with the regulations is weak. Put differently, the factors 
underlying weak labor market outcomes are to be found 
elsewhere, and not m cumbersome labor regulations. In 
the second place, where labor regulations are constraining 
the efficient and fair functioning of the labor market, there 
will typically he only a few elements of the lahor code 
that are a problem (for example, restrictions on layoffs in 
India). Reform should focus on these. Finally, even where 
elements of the labor code need reform, these elements 
are by no means the only (or even the most important) 
factors in weak labor market outcomes. Clearly therefore, 
improving labor mnrket outcomes will require reforms and 
interventions in many other areas. 

A key finding of this theme chapter is that the factors 
behind weaklabor market outcomes are to be found outside 
the realm of labor market policies. Section 6 discusses 
policies to achieve full and productive employment. Prior 
to that, policies to achieve decent employment are reviewed 
in the next section. 

5. Reforming the Labor Market 
to Achieve Decent 
Employment 

Some reform of specific labor regulations may be required 
depending on country circumstances, though labor 
market reform cannot end there for two main reasons. 
Fist, the majority of Asia's workers are employed in 
the informal sector where the reach of labor regulations 
(including those protecting the basic rights of workers) is 
minimal, and where workers have scant protection from 
the many risks they face to their incomes and livelihoods. 
Second, the nature of employment in the formal sector 
is changing. As noted in Section 2, there is evidence of 
declining shares of regular employment. This suggests 
that workers in the formal sector will increasingly face 
greater economic uncettainties, especially in the context 
of globalization, competition, and technological change. 
Old forms of social protection that covered formal sector 
workers may no longer apply. Labor market refoms must, 
therefore, find ways both to provide all workers with basic 
tights and to encompass the strengthening of systems of 
social protection. This is essential for ensuring decent 
employment. This section considers these issues in more 
detail. 

5.1 Promoting Basic Rights for Workers in 
the Informal Sector 

While the labor codes of DMCs protect and promote the 
welfare of workers through regulation of the conditions 
of employment, industrial and collective relations, and 
provision of social insurance, one group of workers 
typically benefits-those belonging to the formal sector. 
For the large majority of workers in Asia (those in the 
informal sector) many welfare-protecting regulations 
do not apply either because workers are employed in 
small or unregistered enterprises or enforcement of such 
regulations is weak or nonexistent. While certain elements 
of labor regulations may be controversial in terms of 
their impact on the efficiency and fairness with which 
labor markets function in some countries, there is little 
disagreement over the importance of labor regulations that 
protect the basic rights of workers. Important basic rights 
~nclnde freedom of association, protection from forced or 
compulsory labor, and elimination of discrimination at the 
workplace. Promoting and protecting these basic rights 
is not only valuable in terms of improving workers' own 
welfare; there is also evidence that basic rights improve 
productivity at the workplace ( L O  2002a). 

Providing workers with basic rights is especially 
important from the perspective of women. As has 
been pointed out by many studies, women can receive 
significantly lower wages for their work than men. For 
example, Seguino (2000) notes that the ratio of women's 
to men's earnings in the manufacturing sector of nlne 
DMCs (mostly from East Asia and Southeast Asia) ranged 
from around 50% (Korea and Malaysia) to a high of 87% 
(Philippines). Some of the gender differential in wages can 
he explaned by differences in educational attainment, butas 
Seguino (2000) points out, the latter is itself a reflection of 
gender inequality. Women are also often underrepresented 
in formal employment relative to their share in the labor 
force ( L O  2002~). In India, for example, women workers 
accounted for 31% of all workers in 199912000, yet only 
18% of all formal sector workers (World Bank 2004a). By 
being in the informal sector, a greater proportion of women 
workers are exposed to worse working conditions, or do 
not have the benefits and protection accorded to formal 
sector workers. Moreover, gender gaps in earnings tend 
to he even higher in informal employment than in formal 
employment (ILO 2002c), suggesting that the elimination 
of discrimination at the workplace will be particularly 
important for improving the welfare of women workers. 



rder to provide basic rights to informal sector 
a critical step is a process of legalization, which 

and enterprises in the informal 
the legal framework. For workers, it will 
r the labor code to be extended to cover 

in all enterprises, large or small, in so far as basic 
rights are concerned. At the same time, large- 

formation campaigns and promotion of forums 
gue between the various stakeholders, including 
employers, and government staff involved in the 

on of labor issues, will be required to build 
the importance and benefits of basic workers" 
r the workers themselves and for society at 

ng govenunent staff in information campatgns 
is crucial, given their role in making sure that 

basic rights are enforced. 

limit the extension of the coverage of the labor 
y to basic rights? The main reason is feasibility. 
's doubtful whether the small enterprises where 
sector workers are employed have either the 
or administrative capacity to meet the types 

ations. that larger firms could meet. Second, 
ent of labor regulations is a tricky issue even 

comes to the formal sector. It is a virtual nonstarter 
t labor administtation in most Asian countries to 

be able to implement the whole gamut of labor regulations 
across all enterprises, formal and informal, large and small, 
even if they wanted to. 

Just as workers in the informal sector need to be 
brought under the umbrella of labor legislation, informal 
sector enterprises, too, need legal recognition. Analogous 
to the case of workers, the regulations and procedures for 
informal sector enterprises need to be simple. m s  issue 
is revisited in the next section which, among other things, 
discusses the improvements needed in the regulamy and 
institutional environment in which the i n f d  sector 
works.) 

5.2 Strengthening Social Protection 

From the perspective of workers, social protection embraces 
policies and programs that, on the one hand, diminish 
workers' exposure to job-related risks and, on the other, 
enhance workers' capacity to protect themselves against 
loss of income. Loss of income may be due to layoffs or 
other factors, including ill health, disability, and oId age. 
Box 5.1 describes the components of social protection as 
defined by ADB. The defi~tion used is a broad one and 
encompasses the need for social protection not only for 
workers, but for the population at large. 



Labor market policies and programs can play a 
critical role in providing soclal protection to workers. 
For example, lahor regulations requiring safe working 
conditions can minimize the health and disability risks that 
workers face, especially when they work in a hazardous 
environment. Similarly, regulatory requirements to 
provide laid-off workers with severance pay provide 
some protection against loss of income. Labor market 
programs also provide protection to workers. For example, 
skills development programs can make job seekers more 
employable. Likewise, well-run lahor exchanges can 
improve the speed and quality of matches between workers 
and employers. Social protection may also be provided 
through social insurance programs. Pensions, health and 
dlsability insurance, and even unemployment insurance 
are examples. 

As may be expected, however, coverage of social 
protection through these means, especially as provided 
through lahor regulations and social insurance programs, 
is typically limited to workers in the formal sector. 
Nevertheless, some DMCs are making efforts to develop 
social insurance programsthatcover workersintheinformal 
sector. (See Box 5.2 on possible efforts in Thailand.) 

For informal sector workers in hoth urban and rural 
areas, thetypes of social protection programs for workers of 
particular relevance are employment-generation schemes, 
food for work programs, and various micro- and area- 
hased schemes such as micro-insurance and agricultural 
insurance to protect from crop failures. 

While all DMCs provide social protection in one 
form or another, DMCs face a number of challenges in 
improving their systems of social protection. Two of the 
toughest relate to (i) finding the resources to fund social 
protection and (ii) using those resources to target the 
workers who face the greatest work-related risks and have 
meager personal resources to deal with those risks. 

As may be seen from Figure 5.1, which is hased on 
an ongoing ADB study of social protection systems in six 
DMCs (ADB 2005c), the three South Asian countries, 
where poverty is a particularly severe problem, are also the 
countries with the lowest social protection expenditure as a 
share of GDP.61 Unfortunately, the problem of low funding 
is compounded by even worse targeting in the sense of the 
extent to which social protection expenditures target the 
poor. The estimates of AI)B (200%) indicate that social 
protection programs in Indonesia and Mongolia capture 
73% and 50%. respectively, of their target poor population. 
In contrast, social protection programs in the three South 
Asian countries capture only 23% in Bangladesh, 17% in 
Nepal, and 4% in Pakistan. This serves to illustrate the fact 
that hoth funding and targeting can be serious issues in 
providing effective social protection. 

How does one move forward in strengthening social 
protection forAsia's workers? It is clearly not an easy task. 
Strengthening social protection can be costly and better 
targeting must deal with a variety of issues, including 
political economy considerations in allocating scarce 
resources among competing groups of workers and the 
efficiency and honesty of the administrative machinery 
that provides social protection. A key step is to convince 
policy makers that social protection is not a luxury that 
can he put off until economies become richer. In addition 
to its intrinsic value to workers, effective social protection 
provides economic benefits. In particular, a well-design& , 
system will help lahor markets function better by enabling 
workers to cope with the risks that they face. Social 
protection can thereby allow workers to fully concentrate 
on their economic activities and take entrepreneurial 
risks when they see economic opportunities that may be 
worthwhile pursuing. In this way, social protection can 
lead to higher incomes and productivity. 

1 

The social protection expenditures here include programs thd 
cover workers and nonworkers. For example, expenditures made 
for protecting poor children from the many risks they face a 6  
included. 
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are severalitems of government expenditure that couldbe 
channeled more usefully toward funding social protection 
systems. Consider thecaseof Indiawherevarious subsidies 
(on electricity, fertilizer, the food distribution system, etc.) 
are estimated to be around 13-14% of GDP. Myriad studies 
have shown that the subsidies do not assist the poor and 
that the economic benefits of the subsidies to the economy 
at large are tenuous at best (e.g., Srivastava 2004). 

However, diverting funds from such items of 
expenditure to strengthen social protection requires dealing 
with vested interests. This requires the formation of a social 
consensus for policy reform in general. For example, if 
market-oriented policy reform makes life better for the 
better-off, then ways must be found for them to agree to 
a rationalization of subsidies so as to help poorer workers 
cope with the risks that they face. 

related benefit of a well-designed system of social 
tion is that it can enable labor markets to match A social consensus wouldalso help address the problem 

with jobs efficiently, especially in the formal of governance. In particular, even where the priorities 
n important reason for this is that in many cases, of social protection are sensible on paper-for example, 
mechanisms of coping with risks are provided targeting the poor and most vulnerable-the actual delivery 
the worker's job (health insurance, disability systems in place can have serious deficiencies. Corruption, 

s, pension program, etc.). Moreover, in some inefficient administration, and the politicization of social 
ies, regulations that provide job security have been protection schemes all serve to whittle away whatever 
lieu of providing workers with social protection in resources are to be provided in the first place. Yet many of 
place. In either case, it is only natural to expect the schemes that are affected by these governance problems 
in the formal sector to resist layoffs, even when are vital-for example, the public works program, 

make solid economic sense from the point of view Maharashtra Employment Guarantee Scheme (MEGS), 
e enterprises to which they belong. If, however, which in the 1980s created an average of 160 million 

could count on systems of social protection to person-days of work per year in that Indian state. MEGS 
'de (i) some basic protection from the loss of income has been criticized for its wieldy administrative scheme 
ther job-related benefits (such as health insuran~e),6~ and complex wage determination process. It has also 

cient labor exchanges that increased the speed and been criticized on the basis that the scheme has not had 
y of matching job seekers with available jobs, and much impact on the reduction of poverty rates in the state. 

idized retraining programs, it is likely that the Indeed, while many of these criticisms are fair, they cannot 
e of workers-not only to layoffs, but also to more be grounds for dismissing similar schemes as ultimately 

le rules for layoffs in countries where regulations unviable. In the case of MEGS, even if headcount ratios 
ist and are binding-would be have not changed significantly in response to it, the 

scheme has clearly had a positive impact on the welfare 
of the poor (even if it has not lifted them out of poverty). 

Inaddition, while it is true that government finances are As pointed out in Ravallion (1991) MEGS has stabilized 
oussituationvirtually everywhere,opportunities income: income has been found to be 50% less variable 
r raising resources for social protection. There in villages with a public works program than in villages 

without such a program. In addition, the scheme has had 
indirect benefits on nonparticipants. These have accrued as 

toward unemployment insurance 
contemplated in so far as protecting labor was drawn away from other activities by the scheme's 

is concerned. The unemployment leading to higher wages in other activities. Ultimately, the 
insurance mechanisms tend to be particularly intensive in needs are important enough that governments have to do 
administrative capabilities (for example, to monitor eligibility of much more to improve the design administration of 
recipients) and require a relatively large formal sector. For this 

I.' reason, such svstems mav not hold immediate im~ortance for social pr~tection programs, as well as their monitoring and 
low-income DMCS. evaluation. 



6. Toward Full and Productive 
Emplo ment: Promoting Y Forma Sector Employment 
and Raising Incomes in the 
Informal Sector 

As argued throughout this theme chapter, a major objective 
of economic policy in DMCs must be the attainment of 
full and productive employment. This entails creating the 
conditions under which the formal sector generates more 
jobs and improving earnings prospects in the informal 
sector. To achieve these, itis importanttomakeemployment 
and productivity growth central to macroeconomic policy. 
It was also argued in Section 3 that the dilemma of wage- 
led economies, which are often adversely affected by 
productivity improvements because they are not well 
prepared to absorb technological change, is how to shift 
productivity gains to higher real wages and aggregate 
demand. Section 4 argued that labor market reform, when 
understood in ferms of introducing higher labor market 
flexibility to facilitate hiring and firing, is not the policy that 
will bnng in full and productlve employment This section 
addresses these issues and proposes a series of growth- 
promohng policies for full and productive employment that 
will have a much higher impact on employment creation 
than labor market reforms. 

Policies that generate economic growth are of vital 
importance. However, this does not mean that all that 
countries need to do is to focus on growth exclusively 
and accept unquestionably the labor market outcomes that 
result, a view that is simplistic and ignores two issues. 
Rrst, high economic growth rates should not be viewed 
as an end in themselves. Growth that takes place without 
making a serious dent in poverty (especially in countries 
where poverty is large) or that creates too few productive 
and rewarding jobs (in a country where such jobs are 
seriously lacking) is failing to improve the welfare of a 
large proportion of its population. Second, there are good 
reasons for believing that a growth process that is highly 
inequitable will be difficult to sustain. Indeed, a widely 
held view on the results of India's national elections held 
in 2004 is that an incumbent party, which had pres~ded over 
a fast-growing economy, lost because of the perceptions of 
voters in m a l  amas that they were being left behind. 

Moreover, inequality may even impede a growth 
process from igniting in the first place. As noted by 
Bowles and Gintis, for example, "the relationship between 
inequality and economic performance is mediated by the 
structure of economic governance: inequality impedes 
economic performance in part by obstructing the evolution 
of productivity-enhancing governance structures" 
(Bowles and Git is  1995, pp. 409414 ). They offer three 

arguments in support of a positive relationship between 
efficiency and equity, and a source of equality-productivity 
complementarity: institutional structures supporting high 
levels of inequality often prove costly to maintain; more 
equal societies may be capable of supporting levels of 
cooperation and trust unavailable in more economically 
divided societies; and economies with highly unequal asset 
distribution face more inefficient incentive structures. 

Thus, the real challenge for policy makers is how to put 
in place a growth process that is wholly compatible with 
and delivers the goal of full employment. In the context 
of DMCs, this would require that the growth process be 
characterized by increasing incomes in the nonwage sector 
(self-employed workers, unpaid family workers) and the 
informal wage sector; and by increases in the proportion 
of workers in the wage (formal) sector.G3 

What policies should governments implement to 
achieve full and productive employment? Sections 3 and 
4 examined the role of labor market policies in facilitating 
or enabling better labor market outcomes consistent with 
full employment, and concluded that labor market reforms 
are not a panacea. This section examines other critical 
dimensions, put into two groups: growth-promoting 
and human capital policies. The first is split further into 
policies directed at improving productivity and incomes in 
rural areas, and in the urban informal sector; export push; 
and industrial policies for public-private coordination, 
diversification, and restructuring (Figure 1.1, above). The 
following subsections review these two groups. 

6.1 Growth-Promoting Policies 

The types of policies discussed below take as their 
starting point the idea that employment is determined by 
investment expenditures and other autonomous types of' 
expenditures, such as exports and government investment,, 
The key to employment creation is to increase the rate 06 
capital accumulation of the economy. 

6.1.1 Policies to Improve Productivity and Incomes 1 
in the Rural Economy and Urban Informal * 

Sector 

Rural Economy 

As noted earlier, the rural economy is where the majority 
of Asia's poor work and is also a sector characterized 
a high degree of underemployment and low produ 
Unfortunately, the rural economy is also one that 

63 Perhaps one would also like to seea reduction i n  the earnin 
between the formal and informal sectors. But this is sec 
to the other two conditions. 



e relative neglect of poiicy makers. In part, these investments. First, longitudinal studies of rural 
t has been the flip-side of the attention paid households clearly show the dramatic impact that illness 

oping modern/formal industrial economies in can have on a household's poverty status over long periods 
-after all, economic development is about of time. For example, a study of a number of villages in 
on of the traditional rural economy and the rural India demonstrates that the illness of a key earning 

n of modern industry and services sectors, and member as long as 25 years ago can drive a family into 
f urban centers. Yet from the point of view of the poverty trap, as a result of the loss of that member's 

full employment, the pursuit of a package of earnings, as well as into a debt trap, in order either to meet 
ainly focused on expanding the modem sector consumption needs at the time of illness or to meet expenses 
y urban bias has limitations. A critical issue is to treat the illness. Second, basic education has been found 

the (surplus) labor pool is in the rural economy. to have a causal link with the ability of farmers to switch 
ry large (as in India) it is unlikely that the modem from traditional fanning techniques to modern ones based 
the economy will be able to absort, it to the point on, for example, use of high-yield variety seeds (Foster 
s in the former sector will increase significantly. and Rosenzweig 1996). Some evidence also suggests that 

s reason, it is necessary to pursue a complementary education makes it easier for farm workers to move to 
of increasing the supply price of labor directly in nonfarm activities. Finally, growing evidence shows that 
1 sector by increasing productivity in agriculture. access to both basic education and health care can lead to 
large portion of the labor force is employed in the improved maternal health care and the decision to have 
sector, it is the productivity of this sector that sets fewer children. In the short to medium term, a smaller 

price of labor in the rest of the economy, and portion of the household budget needs to go into looking 
external sector of the economy is large relative after young dependents. In the longer term, not only does 

wages in the economy will not increase unless this imply fewer entrants to an already crowded labor 

Admittedly, public finances in many DMCs could 
seriously constrain the ability of governments to invest 

creased public investments of different types will in the rural economy (as noted above). However, if 
a critical role to play in enabling farm productivity these DMCs are to make a dent in the serious amounts 

omes to improve. Consider first the provision of of underemployment and poverty that exist today, they 
frastructure, including irrigation, rural transport, will have to find the required political will and financial 

rural electrification, and the provision of new resources. The former is especially important in the context 
ologies through agriculture extension services. of wasteful subsidies that are given for various political 

ation, aside from having a powerful impact on farm economy reasons (for example, poorly targeted subsidies 
tivity, increases the frequency of cropping and for power, water, and fertilizer in India). 
re the demand for farm labor. The presence of rural 

cuts down on transport costs in a significant way and Additionally, raising farm productivity will also 
s for the development of markets and trade for all require that infrastructure inputs be combined with private 
of inputs and outputs. Rural electrification allows the assets, especially land (or land-use rights in the context of 

situations, there is a case for pushing land reforms aimed at 
Significantly, increased productivity on the farm also improving the poor's access to land. There is considerable 

Brings benefits for the nonfarm rural economy. In the first evidence, including that from the experience of Korea and 
@lace, rural roads and rural electrification also benefit the Taipei,China, of the beneficial impact that land reforms 
..mansion of the nonfarm sector. In the second, increased can have on incomes of marginal farmers. Land reforms 
.incomes from improved farm productivity will typically can be of various types. It can involve redistribution of 
b v e  a beneficial impact on the nonfarm economy by land, but this is not all. For example, where property rights 
mising demand for its output. are ill-defined, land reform can take the form of a clearer 

definition of use and access rights, which can dramatically 
At the same time, investments in physical infrastructure alter investment behavior. In the PRC for example, the 

:&eed to be complemented by public investments in basic introduction of the household responsibility system, 
health care (including family planning services) and whereby land-use rights were allocated to individual small 
education. There are a variety of benefits to be had from farmers, was a major boost to the productivity of land (Lin 



1992), and perhaps to farm self-employment as well. The 
fact that land-use rights were allocated equitably meant that 
marginal farmers benefited cons~derably. Land reform may 
also take the form of legislating ceilings on landholdings 
and improving tenurial security, etc. Evidence from India 
Indicates that changes in the terms of land contracts rather 
than actual redistribution reduced poverty and raised 
agricultural wages (Besley and Burgess 1999). Similarly, 
a province-level analysis for the Philippines by Balisacan 
and Fuwa (2004) finds that implementation of land reform 
is a significant and positive factor for growth. Ultimately, 
of course, the polittcal capital required to push through 
with such reforms needs to be there. Moreover, land 
reform programs, where they can be implemented, need 
to be designed carefully. For example, they need to ensure 
that the redistributed land leaves farming households with 
plots that are viable in the context of improved modem 
methods, and not just traditional farming methods. 

It has already been noted that improvements to rural 
infrastructure will benefit not only the farm economy but 
also the rural nonfarmeconomy. Butmuch moreneeds to be 
done for the rural nonfarm economy given its tremendous 
potential. This potential, and the benefits of realizing it, 
are perhaps best seen in the light of the PRC's experience 
with township and village enterprises (TVEs). From 
1978 to 1996, their number increased from 1.5 million 
to 23.4 million (Lin 2004), while the number of workers 
employed by them rose from 9.5% of the total rural labor 
force to 29.8%. Crucially, the TVEs are widely seen to be 
a key driver of the PRC's excellent growth record (e.g., Lin 
2004). The case of the TVEs IS Important in demonstrating 
the benefits that can accrue from a dynamic rural nonfarm 
sector. 

Credit is an area in which rural-based enterprises may 
be severely rationed owing to a vanety of market falures. 
In a survey of rural nonfarm entrepreneurs, access to credit 
appeared as the top-ranked business need, ahead of market 
access, slulls, raw material supply, infrastructure, or social 
stratification (Som et al. 2002). Wh~le previous generations 
of rural cred~t programs have been disappointing, 
Improved modalities for credit delivery have emerged. 
The most prominent example has been microfinance 
schemes, which have stimulated considerable interest due 
to their specialization toward a poor clientele, their high 
repayment rates, and their low subsidy levels relative to 
earlier supervised credit programs. Loan sizes are kept 
small (though perhaps graduating in size over time). 
Collateral requirements are typically eliminated, though 
other incentive features are introduced, the most important 
of which is group liability. Often these programs are 
targeted toward women, thus improving their command 
over household resources as well as accelerating their 

participation in commercial activities. While the case 
for microfinance is often overstated, these features are 
solidifying into a list of good practices by which to widen 
access to credit for the poor. 

The provision of producer services is another 
crucial need of enterprise development. For farms, the 
most familiar form of service is technology extension; 
counterpart services for nonfarm enterprises would be 
technical assistance, training, and support programs for the 
gamut of small-scale enterprises in rural areas. Assistance 
in terms of management capacity-building (business 
plan formulation, financial management, etc.), as well as 
market assistance (price information, trade fairs, business 
matching, etc.) is also common among small enterprise 
programs. 

While governments have been engaged in providing 
such service? and assistance, these programs have been 
traditionally delivered by top-down, supply-driven formats 
determined by the government, under a subsidy regime. 
Such an approach has proven largely ineffective. The sheer 
diversity of technical and managenal needs of farm and 
nonfarm entrepreneurs has overwhelmed the capacihes 
of these systems, which have little incentive to attempt to 
match their supply to actual needs. A new market-oriented 
paradigm has therefore emerged as an altemahve (Marr 
2004). Subsidies are being phased out, and cost-recovery 
schemes phased in. This forces public (or nonprofit) service 
providers to compete with their private counterparts, to 
prioritize the range of services provided, and to operate on 
a financially sustainable footing. 

Another important type of producer service is the 
facilitation of business linkages. The private sector has 
shown a robust capacity to forge these vertical linkages 
along the supply chain. Moreover, private contractual 
arrangements often have desirable efficiency or feasibility 
features that deal with the problems of coordination, 
strategic opportunism, and risk sharing that are inherent 
in these supply chains. However, there is no presumption 
that the market can provide linkage-forming services at 
optimal levels. Public (or nonprofit) provision may need 
to supplement their activities. Legal and institutional 
support for contracts, dispute resolution, and enforcement 
mechanisms should also be in place, though invasive 
regulation of contract provisions should be avoided. 

Urban Informal Sector 

Many urban workers in developing countries must look for 
work in the informal sector, for two reasons: the actions 
that governments take to hinder entrepreneurship and 
growth (de Soto 1989); and the actions that governments 



to take to promote entrepreneurship and growth (de 
to 2001). The costs of informality are summarized in 

Theurban informal sectoris wheremany urban jobs are 
reated. And while the sector is very heterogeneous 
s of its characteristic-so that one cannot describe 

#jobs in the sector as low productivity/low earnings 
5-for many employed in the sector, low productivity1 
.earnings are a fact of life. As in the case of ~ r a l  

enterprises, the self-employed and own-account 
in micro- and small enterprises in urban areas 

-special assistance in becoming more productive. L i e  
counterparts in rural areas, improvements in access 
dit, technical assistance, building of management 
ty, market assistance, and the facilitation of business 
es with other h s  including those in the formal 
are all essential parts of the policy package required 
urban informal sector. 

However, perhaps more so than rural enterprises, 
the urban informal sector needs a much improved legal 
and institutional framework in which to operate. This is 
because the urban informal sector often contains activities 
outside the law, or at least on its margins (ILO 2002a). 
Some aspects of the legal and institutional framework are 
particularly relevant: one is the business regulations that 
govern the procedures and costs of starting and operating 
an enterprise; another is the property rights regime. 

The importance of the legal and institutional framework 
for the informal sector has been emphasized forcefully by 
de Soto (1989,2001). He argues that the major stumbling 
block that keeps most of the world from benefiting from 
capitalism is its inability to produce capital. Capital is the 
force that raises the productivity of labor and creates the 
wealth of nations, the lifeblood of the capitalist system, 
the foundation of progress, and the one thing that the 
poor countries of the world cannot seem to produce for 



themselves. This is what he refers to as the mystery of 
capital. Capital is the key to development because of the 
potential it holds to deploy new production. Since this 
potential is an abstract feature, it requires a conversion 
pmcess from physical assets in the form of "dead capital" 
into the potential to deploy new production and into the 
force that raises the productivity of labor and creates the 

~althofnarians-Thus,  an economy's wealth depends on 
----------- 

its ability to use capital. 

DeSoto(200l)contendsthatthereisac~cialinstitution 
that holds the key in the conversion process; and that there 
is a link, in terms of causality, that has been missed. The 
institution is the system of property rights; the missing link 
is that this institution has a capital-generating function. In 
other words, the conversion process takes place through 
the legal infrastructure and the system of property rights. 
The process and arguments are summarized in Figure 6.1. 

What is theproblemindevelopingcountries?According 
to de Soto, they have not developed a system of property 
rights that allows and facilitates the transformation of 
dead capital into potential capital.@ It is not that capital 
does not exist in developing countries." Many people 
in these countries have houses but no titles, crops but no 
deeds, businesses but no statutes of incorporation. It is 
the unavailability of these essential representations that 
explains why these people have not been able to produce 
sufficient capital to make their domestic capitalism 
work. For de Soto, developing countries lack the world 
of legally enforceable transactions, and the institutions 
that give rise to capital. In developing countries, it can be 
difficult to trace and validate the ownership of assets. This 
affects mostly poor people. What the poor lack is easy 
access to the property mechanisms that could legally fix 
the potential of their assets so that they could be used to 
produce, secure, or guarantee greater value in the market. 
Developing nations need to recognize and protect the 
property that many poor people have created, but that is 
currently of uncertain legal provenance, and thus of little 
use in securing the loans necessary to invest in personal 
or business development. The process of converting a 

Woodruff (2001) is VeIy critical of de Soto's (2001) arguments. 
First, he indicates that capital markets function poorly in 
deveioping countries f w  reasons other than title to property. 
He maintains that unlocking capital will require more than just 
recomizine. existine: informal Mopem, ri&ts. At a minimum, a set . - - . - 
of comp!emerlrary reforms -for examp~e, 01 oankr,prt, oans an0 
ranking reg~latlors-w11 be reqL red. Secono, ne ouestoons do 
Soto's estimates of the Miue of Informal land simply because de 
Sot0 IS not clear at all about how he and hcs team produced the 
f i g ~ r c ~ .  The value of dead caporal n 1hc Phll pplnes IS estimated 
at $132.9 od,lion. This isdisaggregarea .nto $72 I boll on in drban 
areas ,of tn.s. $66.4 b..llon :s concentratcd n Uc:ro Man la,, 
and $60.8 billion in Nral areas 
~ n d  cena nly, developlngcodntr~es do not lackentrepreneurshlp. 
u:ent ana enth-F asm & la Schumoeter. These are rot  scarce 
resources in developing countries. 

physical asset (say, a house) into generating capital (say, 
an enterprise) is very complex. c 

d 
The problem is not that developing countries do not 

have an adequate legal system. It is that this legal system 
is chaotic and not conducive to the transformation process. 
Thus, it is imperative that developing countries update and 
simplify their legal systems so that these systems can play 

mecaplra-& htet&y&& iadustdal 
countries." This system protects ownership and secures 
transactions. It encourages citizens to respect titles, 
honor contracts, and obey the law--that is, it helps avoid 
corruption. Moreover, often the problem goes beyond the 
fact that the legal system is inadequate for the purpose of 
realizing the existing potential capital. The legal systems 
of developing countries do not acknowledge that property 
can go beyond ownership. This means that in many of them 
the system functions purely as an ownership inventory of 
deeds and maps standing in for assets, without allowing 
for the additional mechanisms required to create a network 
through which people can recombine their assets into more 
valuable goods and services. 

Once this system is enforced, citizens will have an 
interest (~.e., they will have incentives) in maintaining 
the "capitalist game" slnce a great part of the potential 
value of legal property is derived from the possibility of 
forfeiture Thus, they will commit themselves to playing 
by the rules of the game. A well-integrated legal property 
system does two things: it reduces the costs of knowing 
the economic qualities of assets by representing them in a 
way that our senses can pick up quickly; and it facilitates 
the capacity to agree on how to use assets to create further 
production and increase the division of labor (so that more 
people participate) The challenge of many developing 
countries is to understand the legal institutions and gather 
the political will necessary to build a property system that 
is easily accessible to the poor, articulating a legal system 
that allows mill~ons of people (presently outs~de the realm 
of the formal economy) to participate legally and formally 
in a modem economy. This increases the division of labor 
and increases productiviry. 

e6 Not all economists would agree with de Soto's call for reforming 
legal systems as a means of strengtheningproperty rights regimes 
in developing countries. Rodrik (2003) argues that while the goal 
of strengthening property rights regimes is laudable, administrativa 
and political constraints in deveioping countries can offen be such 
as to require institutional innovations that "[depart] significantly 
from Western norms" (p. 7). A case he puts forward j s  that of 
the TVEs in the PRC. The formal ownership of NEs lay not in 
private hands but in local government ownership. As a result, 
local governments had an incentive in the growth of TVEs as this 
would generate direct revenue benefits for them. Given conditions 
prevailing in the PRC at that time, it is possibie that propem 
nghts were more secure with local government ownership of 
TVEs Ulan under a private properly legal regime. 
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advantages based on low labor costs by restricting wages 
may end up stuck in a vicious cycle of low productivity, 
deficient training, and lack of skilled jobs, preventing 
the sector in question from competing effectively in the 
markets for skills-intensive products. 

The second option is the one that countries should try 
to pursue. Korea and Taipei,China, succeeded in following 
this road. Ways to improve productivity include increases 
in the capital-labor ratio, training and reorganization of the 
shop floor, and the introduction of competition policies. 
Of course, in a dynamic setting, this option leads to the 
question of how gains in productivity are shared between 
capitalists and workers, i.e., the functional distribution 
of income. In any case, not every country will be able to 
emulate these two economies. 

The above considerations lead to the next important 
question: What is the role of the state, if any, in developing 
policies that affect the creation of new employment? In 
general term, Asian countries dealt with the labor surplus 
question following two different industrialization strategies 
as means of economic growth: (i) import substitution (IS), 
followed by the South Asian counhies; and (ii) export 
orientation, followed by the East Asian and Southeast 
Asian economies (after an initial phase of IS). Although 
countries throughout the region today are not implementing 
IS policies, it is worth making a brief reference. As is well 
known, IS ended up not providing an acceptable solution 
to many of the problems that developing countries had 
(and still have). In particular, the domestic market for 
manufactured products tends to be small in developing 
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countries and the proportion of employment in large 
scale manufacturing firms (the firms that IS targets) is too 
low to provide a basis for a large expansion of effective 
demand. In the face of this problem, developing countries 
have two options. Either there is a large increase in per 
capita income in agriculture and services, which provide 
the bulk of employment in developing countries, so that 
------ 

the purchasing power o E o r E r s G i i ~ e = m ~  
and they can buy manufactured goods; or the country has 
to open up and export. A second problem of the IS strategy 
leads to problems of inefficiencies of all sorts (managerial, 
use of wrong techniques, eic.) due to lack of competition, 
and prevents transfers of better and more up-to-date 
techniques. Finally, the IS strategy induces the creation of 
vested interests. The costs of rent seeking are high. The 
South Asian countries spent a long time following this 
strategy, and it was only in the early 1990s that India began 
opening its markets. The results, as documented, have been 
positive and the country continues to implement important 
reforms. 

The East As~an and Southeast Asian economies 
switched early on to the export orientation strategy and 
they were able to deal efficiently with the problems of IS, 
including the achievement of full employment. In recent 
times, i t  has been argued that the export-led strategy of 
these countries has resulted in other problems, such as 
excesslve dependence on industrial countries to absorb 
exports and a fallacy of composition, i.e., that while it is 
pors~ble that one or several countries may have significant 
export expansion, it is not possible for all of them to 
expand exports significantly (Palley 2002). In fact, it has 
been suggested that the Asian economic and financial crisls 
could have had its roots in the real side of the economy, 
namely, the lack of capacity to react to problems of the 
export-led growth model when it came under stratn in 
the mid-1990s. Felipe (2003) reviews this literature and 
concludes that although some of these criticisms are 
vahd, export orientation still offers tremendous benefits to 
countries in the regron.68 Further evidence is presented in 
ADB (2005d). 

Not all DMCs, however, have been as successful 
ar those in East Asia and Southeast Asia. Most other 
countries are constrained, in the sense that there exists a 
gap between the available and desired levels of resources; 
moreover, they have very few options to successfully 
implement output and employment policies, in particular 
because developing countries are often hit by shocks. 
Most developing countries operate in the shadow of two 

Mazumdar (19991 advocates the search for a "golden mean" 
between IS and export orlentatlon. By th~s he means that Aslan 
coLntrfes shot, d be able to find an iprlmal growth-employment 
strategy tnat avo as tne proDlems of IS as we11 excessve retlance 

County i 

constraints (Taylor 1994): savings and foreign exchange. 
The first indicates that investment must be financed out 
of available savings. The second results from the fact that 
developing countries require imported capital goods, hence 
they need to export to pay for full-employment imports 
(i.e., the value of imports that is seen when resources are 
fully utilized), which support investment. This imposes an 

- h m ~ * w g g & ~ _ e m p l a y ~ d  
investment for long-term growth. In these circumstances, 
the range of maneuver of most developing countries is 
rather limited. What is therefore needed is a policy package 
involving a certain degree of government intervention, and 
this is elaborated on in the next subsection.69 

6.1.3 Industrial Policies for Public-Private 
Coordination, Diversification, and 
Restructuring 

While market forces and private initiative are today widely 
acknowledged as potent drivers of economic activity, 
"it is increasingly recognized that developing societies 
need to embed private initiative in a framework of public 
action that encourages restructuring, diversification, and 
technological dynamism beyond what market forces on 
their own would generate" (Rodrik 2004, p. 1). Policies 
for economic restructuring-which Rodrik points out 
are essentially what industrial policies are-need not be 
restricted to the industry (or narrower, manufacturing) 
sector. They also apply to the development of nontraditional 
activities in agriculture or services. Additionally, the use of 
industrial policies should not imply that governments make 
production and employment decisions. Instead, it requires 
that governments play a "strategic and coordinating role"' 
in the development of nontraditional activities-activities 
where the underlying costs and opportunities are unknown 
to begin with and unfold only when such activities start. 

Industrial strategies and policies defined in this way 
have a special significance in so far as meeting the goals 
of full and productive employment. Consider the case 
of India's food processing industiy-a labor-intensive 
sector as far as manufacturing activities go and one that 
has strong direct linkages with the agriculture sector. 
Less than 2% of fruit and vegetable production in India 

69 In any case, these policles may notguarantee higher employment 
(Bacha 19901. For example, flscal restraint to generate savings 
will allow faster capacity growth and reduced inflation, but with 
lower capacity utilization and emDlovment. The same occurs 
.\ tn ncreasea p ~ o . 1 ~  .n.esmaent. Tn s .%.  affect me nbestment 
schcddle, thereby accelcratmg capacrty growth whcle there s 
aiso investment "crowding-in" on private capital formation, but 
Dmbablv aiso at the cost of hieher inflation and lower current - 
outpbt. F~naoly, nlgller expons WI I relaeve tne fore~gn excltange 
constraint. lmprovlng expons n the shon run 1s rot eas) tho~gh. 

on export orientation. 
especially for raw material exporterr. Such a policy may be easier 
for semi-industrialized economies. 



with 30% in Thailand and 80% in 
and Tendulkar 2002). Several market 

entified food processing as an industry 
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nally. So the question must be: What has 
expansion of India's food processing 

amm and Tendulkar (2002) suggest that 
s in the cultivation of traditional varieties 
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for postharvest preservation and quality 
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e facilities; and lack of air- 
m processing and packaging 

y possible that some of these constraints are 
sult of policies and regulations governing 

n, movement, and sale of agricultural produce 
Country; and of restrictions on the entry of 
firms both in certain product categories and in 
..and retailing. But the constraints go beyond 

ent failures." Coordination failures are 
in preventing the growth of the sector 

are so many inputs and players. Similarly, 
ent failures, but market failures as well 

e productivity and quantity of employment 
sector. Sectors such as travel and 

nd real estate development, retailing 
, and education and health are all sectors 

vely large numbers of productive jobs could 

ance of promoting productive jobs in the 
tor takes on added significance in the context 

ologies. In particular, new technologies 
e increasingly capital and skills intensive. 
veral reasons for this. First, and as noted in . new technologies are invariably developed in 
trial economies where factor prices call for 
change to be labor saving. Sewnd, in today's 
orld, high levels of product quality have 

norm. While in principle, there are products 
ires highly specialized work 

and watches, etc.), for the most part, high- 
s require more automation. As a result, for 
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er DMCs that are trymg to 1 E 8 n i , + c -  
s available for all practical purposes are much 
intensive than they were 20 or 30 years ago 

for example, Hong Kong, China; Korea; Singapore; 
,China were industrializing. It therefore seems 
at an expansion of the industry sector will be 
erate, by itself, as many good jobs as would 

n possible before. But certainly, many DMCs 
for the secondary sector to expand and create 

more jobs (Box 6.2). The rest of the jobs to employ 
growing labor forces will have to come from the services 
seaor The question here is whether services will be able 
to generate enough productive jobs, and not to be a mere 
residual sector that employs all those workers who move 
from rural to urban areas. 

Moregenerally, it is certainly true thatDMCs must rely 
on private initiative and market forces to drive growth and 
employment in the modern sector. Policies that constrain 
private investment-such as inordinately high start-up 
costs, cumbersome and time-consuming procedures for 
starting and registering businesses, barriers to entry in 
particular lines of business-are prime candidates for 
review. So are policies that in reality, as opposed to just on 
paper, serve to reduce the demand for labor. Eliminating 
such practices will probably be good both for business 
and for employment generation. However, eliminating 
such cumbersome and counterproductive regulations is 
unlikely to serve as a "magic bullet." Policy makers must 
not lose sight of the fact that spurring the private sector 
is unlikely to be driven by the elimination or reduction 
of "government failures:' Spurring private investment 
will also require the elimination or reduction of market 
failures through an appropriately designed partnership 
between the state and market as well as the building-up of 
institutions. This partnership consists of a series of tasks 
and responsibilities assigned to each (ADB 2003a, pp. 224- 
237). The critical challenge for private sector development 
is probably getting this design correct, and is even more 
so in many DMCs, where markets and institutions are less 
developed than in the industrial countries. More research 
in uncovering the nature and processes that can lead to 
more effective public-private partnerships is likely to be 
a high value-added activity. It is also one that is likely to 
require in-depth country-specific studies. 

In this context, Rodrik (2004) lists some general 
"design principles" that wuld have a high pay-off. Fust, 
public support and incentives should be provided only 
for activities and not sectors. Moreover, the act~vities 
in question should be new ones, including products that 
are new to the local economy or new technologies for 
existing products. They should also have the potential to 
"crowd-in other, complementary investments or generate 

i n f e f f A a t M R a ~ ~ c a l s p i U n v e r s S '  [Rodrik 2004. 
p. 23). Second, to make sure that public support is not 
abused or wasted, clear benchmarks for succets and failure 
must be adopted. Public support should not be indefinite. 
The use of sunset clauses to phare out support could help 
in this regard. Third, agencles that implement industrial 
policy must be competent, have good communication with 
the private sector, and be monitored by the highest level of 
leadership possible. 
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scale and the i m p o m  
.mployment Impetus Ne 

Duringthe $st few years, the Philippines communications subsector, 
in particular activities relating to the development of call center 
activities, has registered Very high growth rates. At the Same time, 
industrv has staenated. This has led some commentators to ask 
if the ihiiippines-can somehow develop, bypassing the traditional 
stages that Other countries went through, that is, the transition 
from agriculture to industry and then to services, and directly jump 
from an agriculture to a setviees economy. 

Most likely call centers, and in general most service activities, 
cannot provrde the lmpetus that the country needs to generate 
sustained growth (though see below). Research has shown that 
there IS a close assoclatlon across countnes between the mwth 
of lndusttv and the e r m h  of GDP: or more orec~dv. thai GDP 
growth a iaster the greater the excess of mocstr~a~ growth resatwe 
to GDP groNtn. that 15, *.hen the share of Industry in total GDP IS 

nslng the fastcst This suong emp!r.ca assoclatlon nas ,ed Industry 
to ue refened to as 'the englne of &rowth.' 

What is special about industry and particulady manufacnJring 
industry? Since differences in the growth of GDP are largely 
accounted for by differences in the rate of growth of labor 
productivity, there must be an askciation between the growth of 
industry and the growth of labor productivity. This is indeed to be 
expected fortwo main reasons. Theflrstis thatthere are increasing 
returns to scale in industry, which are of two types: (i) those 
derived from large-scale production, whlch induce lower average 
costs; and (ii) those derived from the fact that output growth has 
an effect oh capital accumulation and the embodiment of new 
technological progress in capital. Labor productivity also increases 
as output grovk through "learning by doing." 

The second maln reason IS that if act .II es outslde ino~stry are 
Subject to dlmlnlshlng ret~rns, w~th the marsnal proot.ct of labor 
less tnan the averaee oroduct. 11 rcsodrces are aravn from tnese - .  
actlvltles Into ino,siry as the ianer cxpands. the average proodcr 
of labor 6-ll rase in non~no,strtal acbvlt8es. These relat orlshlps 
bewen  ~nduslnal growtn, product~b~ty growth, and GDP growth 
are knwn as Kaldor's Growth Laws. 

Kaldof (1961) argued that the faster the rate of growth of 
manufacturing output, the faster the transference of labor from 
other sectors of the economy where there are ewer dlrn~nlshlng 
returns or where no relatlonshlo exlsts between emDlovment 
erowth and outnut mwth. A reduction ~n the amount' o f  labor - 
In these sectors (a&culture, for example, will ralse proaLcttv~ty 
growth odtslde manufdctunng. As a resu.1 of lncreasar8g returns 
In the latter, on the one hand, anu induced producbwty growth 
of manufacturmg output, on the other, one n o ~ d  expect that tne 
faster the rate of growth of manufactunng output, the faster the 

6.2 Human Capital Policies 

Countries that try to exploit their comparative advantages 
based on low labor costs by restricting wages (or through 
devaluations), as noted earlier, may end up in a vicious 
cycle of low productivity, deficient training, and a lack 
of skilled jobs, preventing the sector in question from 
competing effectively in the markets for skills-intensive 
products. This situation is referred to as the "low-skill, 
bad-job trap" (Snower 1996). "Bad jobs" are associated 
with low wages and little opportunity to accumulate 
human capital; "good jobs" demand higher skills and 

nee of industry: Can Call C 
!eded in the Phillppines 

rate of growth of proouctrvlty In tne economy as a nhofc. As the 
scope for transferrng labor from agncultufe (o.m.n.shing returns 
actnvities in gencrdl) dtminlsnes, or as oulp~t comes lo dewnd on 
employmeniln all sectors of the economy, the degree of overall 
productlvlty growth Induced by manufactunng growth IS ilkely to 
dlmlnlsh, and so w~ll the overall gram rate of the economy. 

There are two fundamental questions in this analysis. The first .. 
is: What determines therate at which indust!y (manufacturingl 
grows in the first place? In the early stages of development, it must 
be demand coming from the agriculture sector, i.e., the growth 
of manufacturing output is constrained or determined by demand 
from agriculture. In the later stages of development, it is probably ~ . 
exwrt demand that drivesthe system. In many developingcountries < 
(though certainly not all), the internal marlcet is too small to reap 
economies of scale, and selling to the domestic market doe? not 
provide the foreign exchange to pay for nmessaly imported inputs. 
As is well known, the most successful developing cQuntries are. :I 
those that managed to implement export-led growth policies. A : 
fast rate of growth of exports and output will tend to set up a ''. 
cumulative pro'cess, or virtuous cycle of growth, through the link i 

between.output growth and productivity growth.The lower costs of ,  ,I 
production in fast-growing countries make it very difficult (though 
not impossible) for other industrializing economies to establisti -' 
export acti\ities with favorable growth characteristics. ii 

The other fundamental question is: How do developing 'I 
countries bring about structural change in favor of industrial :i 
activities (if growth and development is to be accelerated)? This. 
question is left open. History seems to tell us that today's industrial ; 
Countries developed on the basis .of protection and @romotion~+j~ 
of their infant industries (Felipe and Vemengo 1004). Of coursb '8 
it is a myth that the highly successful economies of East Asia ::r 
and Southeast Asia grew and developed by allowing markets to 
work freely. Government intervention, industrial policy, and the .*{ 
development of infant industries were all at work. :g 

In summary, while the creation of employment by call centers ;; 
is something that cannot be dismissed in a country. like the $ 
Philippines, it is difficult to believe that they will provide the country ; 
with the solution to the unemployment. and underemployment,.' 
problems. It must be added that only about 4% of the applicadY&j 
are taken. This is beoruse the large majorit$ of the applicants do .?g 
not meet the basic requiiement for the positions, namely, to be 3 
ab1e.m speak very good English. This requirement refers to the''& 
ability to speak wlthout committing grammatical mistakes and t o i q  
speak with a client's accent. Although English is widely spoken 
in the Philippines, the reality is that only a small 

of underemployment. 

people speak very good English. A large number of 
are universiwgraduates for whom a job in a Gall center is 

J 

command higher wages. A second trap derives from 
complementarities between capital and labor. The proble 
is referred to as a "low-skill, low-tech trap." 1f workers havd 
insufficient skills to operate modem machinery, it will d 
underutilized. Consequently, 6rms will have little ince 
to invest in the latest technology. This reduces wor 
productivity even more. A third problem emerges 
the interaction between innovation and skills. Innov 
is crucial for developing technological capabilities, b 
requires well-trained workers. Economies can get cau 
in a vicious cycle in which firms do not innovate becau 



follows: 'The low level of benefits derived equivalent to a secondary education from the better high 

vity of Philippine labor. In turn, these could and look down on vocational and technical educati0n.7~ 
to inadequate investments and low levels of 

utilized by business establishments and the Continuing with the Philippines, Amante argues that 
onomic base of the country" (Amante 2003, there is a substantial mismtch between the expectations 

of the competencies of the workforce arising from industry 
restructuring and the spread of information technology. 

(1996) argues that the relatively low demand In particular: "In an environment of global competition, 
ly of skills in a country derives from organizations must focus upon skills and competencies" 
ons made by both fim and individuals (Amante 2003, p. 282). Today's world demands 

t of their particular legal and institutional organizations designed on skill-based systems, which 
.iCountries with a less skilled workforce have adapt quickly to the new circumstances and which react to 
entives to produce nontraded services rather the fact that, with globalization, the nature and content of 
les such as manufactured goods because the jobs and the skills required are changing at a tremendously 

.relatively protected from foreign competition. fast pace. This mismatch between the skills that fim 
of specialization creates and perpetuates the demand and the practical knowledge that workers bring to 

less skilled labor. For example, the Philippines the workplace has led to a cycle of lack of skills (the source 
Commission on Educational Reform 2000 of the mismatch), unemployment (underemployment), and 

ented that: 'The country has too long suffered poverty (Figure 6.2). 
ce of an overly credentialconscious society, 
premium Inore On Ihan 70 References to the Presidential Commission on Educational Reform 

is taken from Amante (2003, p. 272). 



Where does the mismatch come from? On the one 
hand, the type of business, level of investment, and scale 
of operations determine the competencies expected 
from employees. The prevailing circumstances of global 
competition and the spread of new technologies such as 
the Internet affect those expectations. On the other, the 
knowledge, skills, and attitudes of the workforce are 
shaped by existing social institutions, including the quality 
of education, support services, and government policy. 

One of the most important consequences of the 
deficiency in training is the effect on the composition of 
goods produced in the country: a lack of skilled workers 
adversely affects product quality. And skill deficiencies 
lead to production and export of relatively poor-quality 
and low-value products. A businessperson with only an 
unskilled labor pool available may well consrder that 
any attempt to produce high-value goods will be subject 
to errors and poor quality. Thus, the labor force will be 
more suited to the production of low-value products. The 
manufacture of products of high quality requires highly 
trained workers. But if the country does not generate 
enough of these workers, firms w U  be forced to produce 
lowquality goods; and likewise, workers will acquire little 
training because few high-quality goods are produced. 
This leads to a vicious cycle because the choices made by 
employers reflect the availability of a skilled workforce. 
Different outputs require different types of traimng. A 
businessperson aware that his or her workers are not highly 
skilled (and thus, more likely to make mistakas) will tend 
to specialize in the production of low-value products. 

Why can this happen? Because the market does not 
lead to the best possible outcome. The reason is that 
there are differences between private and social returns 
to knowledge. Individuals are not fully rewarded for 
the social contribution they make when they invest in 
knowledge, a process in whlch they Increase the stock of 
knowledge avalable to everyone. They get no reward for 
this spillover, and so contributions to social knowledge 
will be underprovided. In the end, firms' decisions about 
what type of products to produce depend on the degree 
to which skilled labor 1s available. The result is that "in 
countries that offer little support for education and training 
and that contain a large proportion of unskilled workers, 
the market mechanism may reinforce the existing lack 
of skills by providmg little incentive to acquire more; 
whereas in countries with well-functioning educational 
and training institutions and large bodies of skilled labor, 
the free market may do much more to induce people to 
become skilled" (Snower 1996, p. 112). (See, however, 
Box 6.3 on the potential for international migration to 
encourage the accumulation of skills in countries where 

the domestic market does not provide incentives to acquire 
relatively sophisticated education and skills.) 

The market, if left to itself, will not necessarily create; 
the incentives that induce the accumulation of knowledge 
and skills, and thus growth. A poor economy might bc 
stuck forever in a vicious cycle and immersed in a povert$ 
trap. Therefore, lifting it out of this dilemma may require 
government intervention so as to create the incentive tg 
accumulate capital. Perhaps what is required is an initial 
injection, a push from the government, in terms of, perhapsi 
subsidizing the acquisition of knowledge so as to achievs 
the minimum rate of return, and this way lay the first stone 
until increasing returns set in. 

Certainly, this is easier said than done since there is na 
guarantee that a government will correct market 
It is difficult for the government to know all the ap 
needed by every single firm and worker. Liewi 
government support for training is not cheap and must 
financed by imposing taxes or cutting other expendi 
Indeed, such support will not help the economy get out of, 
trap through substantial public investment if it is financ 
by a punitive tax on private investment. This implies 
the subsidies should be financed by taxes that do n 
discourage the acquisition of knowledge accumulatio 
such as taxes on consumption. 

Sectors with "good jobs" are not predetermine 
New sectors with increasing productivity and e 
are constantly emerging. Although securing a footh 
in the growing sectors is sometimes a matter of ch 
selection, preparing workers with the requisite skill 
essential element for enhanced opportunity. It also 
to be stressed that training in specific skills is best do 
within individual enterprises. What general employ@ 
policy can do is to provide workers with a broad spec 
of general skills that enables them to move aronn 
range of emerging opportunities in the labor market. 
underlines the importance of the type of educationpol' 
which are often cited as part of the economic succe 
East Asian and Southeast Asian economies, with 
emphasis on strong primary and secondary education, 
which might have been deficient in South Asia. Thus, 
low-skill, bad-job trap can be addressed through train 
vouchers, for example. These would be financed 
government revenues; and would aim at compen 
firms for providing training and the workers for 
the resulting skills. Investment tax credits and depreci 
allowances can help overcome the investment pro 
derived from the complementarities between capital 
labor. 
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rehmhlng population increases. Tfiexefcfe. one cwM dimingglsl 
pm bf the brain drain on grtwNl FITS, an ex ants "bra0 

to say, breaking the cycle of mismatch and Several East Asian economies, in particular Korea and 

pernicious link between the lack of bill. This levy is used to promote vocational training 
ment or underemployment must be via government-sponsored vocational mining schools. 

rms, to lead to the employability of the labor Vocational and Industrial Training Board, set up in 1979 
interventions should also take inm account the and financed with a levy of 1% on wages to subsidize 

roots of the gaps between actual and expected efforts to upgrade the skills and expertise of employees 
cies of the workforce. or retraining of retrenched workers. Other initiatives are 



the Basic Education and Skills Development program to 
teach basic skills in arithmetic and literacy to workers, and 
the creation of the National Productivity Board in 1972, 
and the National Productivity Council 1982, to promote 
productivity consciousness. Elsewhere, in Malaysia, 
mining costs can be subsidized, and the Penang Skills 
Development Center puts together training courses 
contributed by multinational corporations to upgrade their 
suppliers' skills. Thailand grants a 150% tax deduction for 
training expenses. 

Finally, it must be added that Lewis (2004) has argued 
that the importance of education as a cause of success 
(development) or failure (underdevelopment) has been 
overrated. Education is not the way out of the poverty trap 
in which many DMCs are immersed; more education does 
not mean more growth. Lewis's important point is that, 

regardless of the institutional educational level, workers 
around the world can be adequately trained on the job 
for high productivity. He makes an important distinction 
between education and trainabilify. The former is defined 
as the means through which societies acquire political 
philosophies based on individual rights. In developing 
countries, education facilitates workers' mobility not only 
across sectors but also across classes. The latter is defined 
as the capacity to understand how to use a given technology. 
W~thout denying thc role of education in any society, it is 
the latter that matters for quick increases in productivity. A 
modem society needs educated people--not just engineers, 
chemists, and doctors, hut millions of people who can 
write letters, fill ~n forms, explain insurance policies, and 
interpret statistical data from machines on factory floors. 
Some of these skills can be learned only at university, 
others are mastered at primary and secondary school. (See 
Boxes 6.4 and 6.5.) 

7. Conclusions: Making Full, 
Productive, and Decent 
Emplo ment in Asia 
a Rea i' ity 

This theme chapter has analyzed ad proposed polioies to 
addmss what are arguably Asia's most pressing problems 
today, namely, unemployment and underemployment 
While the forces of globalization, intense competition, 
and fast technological progress have brought immense 

benefits to Asia's workers during the last two decades; 
least 500 million of them are still either unemployed 
underemployed. Unemployment and underemploym 
are the ultimate causes of poverty and informality in 
region. In some countries, the number of unemployed p 
underemployed workers represents more than a quarter 
the labor force. For this reason, the chapter has argued 
attaining full, productive, and decent employment mu 
be the priority for DMC policy makers in the 
a povetty-free Asia. Indeed the surest means o 
&ver&y large-scale job creation. 



ox 6.5: Policies to Reduce Mismatches in the Labor Market 

$tbQmni$ l rwo . imWw-m 
m n g  

- 
the region's success has been discussed at Figure 1.1 earlier proposed a blueprint to achieve the 
terature, especially the phenomenal episode objectives of f i l l ,  productive, and decent employment. 

East Asia and Southeast Asia since the mid- In the context of a DMC, full employment consists in 
: interrupted by the economic and financial maximizing the economy's capacity to absorb and utilize 
97-98), large parts of the region remain in a its labor force, i.e., reducing unemployment as well 

lar to those described by Lewis (1965) and as underemployment It must be sttes5ed that, in most 
) four decades ago. If anything, the situation DMCs, the real problem is underemployment, more than 
worsened in that dualism--the coexistence unemployment. This is the key variable for policy makers to 

" or "formal" with the "traditional" or monitor. To achieve full employment it will be necessary for 
become a more acute and notorious them to create the conditions under which the formalsector 

markets in many DMCs. This is because generates more jobs, and improve earningsprospects in the 
the region today have very well-developed informal sector. The objective of productive employment 
s in industry and services that resemble helps ensure that countries do not implement policies 

ial countries, while simultaneously having that generate underutilized employment (by, for example, 
tors. In some cases, employment in increasing unneeded employment in state enterprises). 

or has grown more rapidly than in the Moreover, unless the objectives of full and productive 
Moreover, in countries across Asia, due to employment become centml to macroeconomic policy, -- ncreaslng r E t i m m i s c K l € ~ ~ ~  ~ & q k m e n H b ~ e a s i b ~ a n d  

tput growth has led to less than proportional measurable policies, Asia could continue displaying high 

employment that 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. 



One of the key conclusions of this chapter is that, 
overall, labor market rigidities are not to he blamed for 
poor labor market outcomes (based on country studies 
for India, Indonesia, Phlhppines, and Viet Nam). This is 
a very important point, because many economists argue 
that the reason for such outcomes in the region has to do 
w~th rigidities in the labor market. Consequently, labor 
market reforms aimed at increasrng flexibility of the labor 
market are promoted as the solution. Hence, the chapter 
has rejected calls for across-the-board labor market 
reforms and has advocated well-designed country-specific 
piecemeal reforms that target the particular policies that 
may inhib~t employment creation. This is not to dismiss 
the key role of a well-functioning labor market in order 
to create employment. Quite the opposite, in fact. Without 
a well-functioning labor market it will not be possible to 
achieve full, productive, and decent employment. A labor 
market is said to perform well if it achieves the objectives 
of efficiency and fairness. These objectives imply that 
the job market will match workers with jobs, and that 
workers will be paid a wage rate that is related to their 
productivity. Moreover, a well-functioning labor market 
will protect workers against the risk of income loss. To this 
end, countries will have to reform labor markets to develop 
social protection systems and provide basic rights to all 
workers to achieve the objective of decent employment 

This chapter has argued that the pol~cles that will 
have the highest impact in achieving full and productive 
employment are the growth-promoting policies, namely: 
(i) policies to improve Incomes in the rural economy and 
in the urban informal sector. These are policies whose 
goal is to shift productivity gains into higher real wages 
and aggregate demand, (ii) export push, based not on low 
wages but on increased productivity; and (iii) industrial 
policy. The term "industrial policy" does not mean "p~ckmg 
the winners." Industrial policy is a process of embedding 
private initiative in a framework of public action that 
encourages restructuring, dtversification, and technological 
dynamism. The eqsence of successful industrial policy is 
effective coordination, a role that must be undertaken by 
the government. 

A simple checklist of growth-promoting includes the 
following: (i) develop an industrial policy framework to 
coordinate the private and public sectors' activities. The 

objective is to encourage restructuring, diversification, 
and technological dynamism. Here, it is imperative to 
be creative; (ii) develop strategies for the manufacturing 
and services sectors: (iii) put forward a big-push rural 
development program in terms of targeted investments, in 
particular in infrastructure, in order to reduce migration 
from the countryside. This big push will have to be enough 
to place a sufficiently large number of people in a situation 
where migration offers no attraction; (iv) develop policies 
to increase productivity and incomes in the informal 
urban sector. This sector is small in scale, labor intensive, 
and rather competitive. It has often been neglected by 
government and discriminated against via a range of 
measures that favor the modern sector; (v) develop policies 
to increase the proportion of workers in the formal sector 
to absorb workers from the informal sector; (vi) develop 
policies that encourage the use of labor-intensive methods 
of production and the development of intermediate 
technologies that do not entail reduction in employment; 
and (vii) push exports via increases in productivity. 

The theme chapter has also argued that policy makers 
will also have to improve the quality of the human capital 
of the labor force of their countries, especially in terms 
of tratnabihty, that is, the capacity to understand how to 
use a given technology. As globalization advances, the 
development of this capacity has become a necessary 
condition to be able to assimilate new technologies 
effectively, and the key to move up the development 
ladder. The chapter has argued that developing countries 
often become immersed in a series of traps and vic~ous 
cycles that derive from the low quality of their labor. For 
example, if workers have insufficient skills to operate 
modern machines, the latter will be underutilized. 
Consequently, firms will have little incentive to invest in the 
latest technology. This reduces workers' productivity even 
more. One of the most important consequences of the lack 
of skilled workers is the adverse effect on product quality, 
while skill deficiencies lead to the production and expos 
of relatively low-quality and low-value products. Solving 
these problems wtll require implementing an education 
policy that places less emphasis on the quantitative link 
between occupation and formal education (to eliminate 
m~smatches), and more attention on the structure and 
content of education, making it more appropriate for the 
economic environment in which most students will live. 
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in the modem sector (in general, urban areas) and job 
rtainty. Given this, Lewis argued that capitalists, the 
rs of the modem sector, have an interest in holding 
productivity in the agriculture sector. L denotes the 

amount of labor in the economy. The marginal product 
of labor in the traditional sector is horizontal over 

siderable stretch. 0, is the origin of the traditional 
and 0, is the origin of the modern sector. Initially, 

arginal product curve of labor in the modem sector 
n by AIBI. To maximize profits, the modem sector 

oyer employs OMLI units of labor. The remaining 
i.e., L - OML, = ORLl remains in the rural sector, 

the marginal worker earning m: or workers in excess 
modem sector can employ at this wage rate 
subsistence wage m. 

at matters now is what occurs in the model. For this 
e, it is assumed that only modem sector capitalists 

invest. The expansion of the modem sector and 
f absorption of labor from the traditional sector 

on the use made of the profits obtained. If period 1's 
( AIB,w ) are reinvested in the modern sectdeading 
ter capital formation, it will lead to an increase in the 
oduct of labor. In these circumstances, the marginal 
t of labor will increase toA,B2, which means 
wages remain constant, the modern sector will be 
employ more labor (O,L,), and will draw labor 

.the traditional sector (rural employment becomes 
,), The surplus will further increase to A2B2w, and on 
sumption that it is further reinvested, it will continue 
ng workers from the traditional sector. This relentless 

cycle of surplus, reinvestment, and growth continues, and 
steadily the modem sector absorbs the rural one up to the 
point where OM& labor is employed in the modern sector. 
This is the first major point of this model. The second one 
is that when all the surplus labor in the traditional sector 
has moved to the modem sector, wages will start rising in 
both sectors. At this point, the traditional sector's wage rate 
ceases to be below that of the modem sector. Also at this 
point, the unlimited supplies of labor have been exhausted 
and the supply of labor to the industry sectorbecomes less 
ban perfectly elastic. The economy will enter a stage of 
self-sustaining growth. 

Lewis (1954) mentioned that an urban-rural wage 
differential of about 30% was necessary to attract labor 
to the industry sector. What has in fact happened in 
many cases is that the urban-nual wage differential has 
increased and is beyond this level. This has led to a huge 
rmgration to urban areas. It is w o h  recalling that there 
is no unemployment in the Lewis model. In period 1, 
OMLI workers are employed in the urban sector at a wage 
w, and O,Ll workers are employed in the rural sector at 
the lower wage rate m. The wage rate differential should 
attract workers from the subsistence into the modem 
sector. Most llkely however, not all these workers would 
find jobs instantaneously in period I in the modern sector, 
and therefore, there would be some urban unemployment 
(this s~tuation remains at each point in time). Migration 
has, thus, served to transfer underemployment from rural 
to urban areas. 
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The Hanis-Todaro (1970) model constitutes a 

fundamental contribution to the understanding of the 
migration process and its links with unemployment (see 
also Basu 1997, chapter 8). In this model, migration is 
a response to differences in "expected" urban and rural 
incomes. As a result, the observed accelerated rates of 
migration from rural to urban areas in developing countries 
are rational decisions from the private "expected" income 
maximization viewpoint of individual migrants. The two 
main economic factors involved in the decision to migrate 
are the existing rural-urban real wage differential and the 
degree of probability of finding a job in the modem sector. 
' h o  important factors are at play. Fist, the rural-urban 
differential alone does not explain migration, given the 
relatively high urban unemployment. Second, the positive 
stimulus of the differential is likely to be restrained by the 
negative effect of the risk that a migrant may not find a job 
in the modem sector. However, even if the probability of 
finding a well-paid job in the short term is low, hence the 
expected rural income might he higher than the expected 
urban income, it may still be rational to migrate. Indeed, 

if migrants take a longer view of their permanent income 
prospects, and if they expect that the probability of finding 
a job will increase as they become more familiar with the 
urban labor market, then the decision to migrate will be 
justified. 

An important conclusion of the Hanis-Todaro model 
is that unemployment in the urban sector will increase 
if the elasticity of the urban labor supply (by migration) 
with respect to the urban-rural wage differential exceeds 
the expected urban-rural wage differential as a proportion 
of the urban wage times the unemployment rate. Indeed, 
in this model, while a reduction in the actual urban wage 
reduces the equilibriumlevel of unemployment (an increase 
in the rural wage will reduce it), paradoxically, an increase 
in the rate of new job creation will raise the equilibrium 
level of unemployment by increasing the probability of 
obtaining a job and encouraging migration. This implies 
that the success of policies, such as wage subsidies to 
reduce unemployment, depends on whether the increase in 
the demand for labor is greater or lower than the induced 
supply. 
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Appendlx 3.1: Unit Labor Costs and Competitiveness 

The most commonly held approach to international 
competitiveness focuses on differences in unit labor 
costs ( u ~ c s ) . ~ ~  Unit labor costs are defined as the cost 
of worker compensation and benefits pei- unit of output. 
Algebraically, ulcs are defined as the ratio of the nominal 
wage rate (e.g., dollars per worker) to labor productivity, 
where the latter is defined as the "quantity" of output 
produced per worker (e.g., bushels of corn per worker). At 
any level of aggregation, however, the quantity of output 
(a physical magnitude) has to be proxied by deflated value 
added. Therefore, it becomes (Felipe 2004a): 

where. w, denotes the nominal wage rate, L is employment 
(e.g., number of workers), VA, is nominal value added 
and P is the output deflator. (w,LIV4) can be referred 
to as the "pure ulc effect:' and P is the "price adjustment 
effect." 

At the most intuitive level, ulcs are used as a measure 
of competitiveness because wages are a major component 
of costs, and hence, of prices. But costs will be reduced 
if, for any given money wage, the level of productivity is 
higher. The standard argument is that the lower the ulc 
the more competitive the economy is. Unit labor costs are 
an important variable for policy making. In the standard 
interpretation, if the ulc of a country grows faster than 
that of its competitor(s), this will reduce market shares at 
home and abroad, negatively affect economic growth, and 
increase unemployment. 

A concern with expression (1) for purposes of 
intercountry comparison is how to translate the costs 
calculated for individual countries into comparable or 
common currency un~ts. The most common method is 
to multiply country i's local currency ulc, by its current 
nominal exchange rate against the numeraire currency, 
usually the US dollar (ER-xpressed in terms of unit.? of 
the country's currency per dollar). There is also a problem 
with output (or productivity) since it is also measured in 
terms of each country's currency. Therefore, a meaningful 
comparison of ulcs requires the conversion of both wages 
(numerator) and output (denominator) Into a common 
currency (e.g., US dollars). There is an added issue, 
however, if one converts output (value added) into dollars 
using market exchange rates. This is the well-known 
problem that it is not unusual for the price of a particular 
good to differ substantially across countries when 

73 Some authors have tned to define the concept of competltlveness 
more broadly by lncludlng Issues such as the country's capaclty 
to export (and thus galn market share). See, for example, Lall 
(2001). 

translated into common currency units at market exchange 
rates. Notice that this problem arises because aggregate 
output is not a physical quantity, but a value magnitude, 
however deflated. One proposal to deal with this problem 
has been the use of purchasing power parities (PPPs). A 
PPP exchange rate is the ratio of the local currency price 
of a particular basket of goods in two diierent countries, 
e.g., the number of pesos it takes to buy a hamburger in the 
Philippines relative to the number of dollars it takes to buy 
a hamburger in the US. 

Suppose the ulc in expression ( 1 )  is adjusted by the 
market exchange rate in the numerator and by the PPP 
exchange rate in the denominator. The ulc becomes: 

ulc = (wnIER) - A  w L - PPP 
(V4IPPP)lL - [ VA" ] [ ER ) 

where, once again, (w,L/V4) is the "pure ulc effect," and 
xr = PPPIER is the "price adjustment effect." 

How does a firm (country) try to maintain a low ulc? 
This issue can be analyzed by looking at the elements of 
expressions (1) or (2): 

(i) first, by keeping nominal wages (w,) as low as 
possible; 

(ii) second, by increasing labor productivity 
(VAIL ), where VA= (V4IP) in expression (I), and 
VA= (VA,IPPP) in expression (2). There are four 
mechanisms to achieve this. First, by increasing physical 
investment, that is, by increasing capital deepening (the 
capital-labor ratio). This bas a triple effect: (a) each worker 
becomes more productive with a higher amount of capital; 
(b) the introduction of machines that bring in more up-to- 
date production technologies raises labor productivity; and 
(c) technological progress often destroys employment, at 
least in the shoa run. The second mechanism is investment 
in human capital (e.g., training). The third mechanism 
to increase labor productivity is through institutional 
factors such as change in work rules, i.e., the way labor is 
organized to operate the equipment, and by improving the 
rules and regulations governing competition. The fourth 
mechmsm used by firms to increase labor productwity 
is to increase unpaid labor time. This often happens in 
developing countnes due to lax implementation of labor 
laws; 

(iii) third, in terms of equation (2), through nominal 
devaluations of the exchange rate (ER ). At the firm level, 
nothing can be done in this area. At the national level, 
however, authorities can manipulate their exchange rates 
and intervene in the foreign exchange market. 



For all practical purposes, firms (countries) try to keep 
n ulcs through a combination of all these mechanisms. 

nal wages ( w , )  and labor productivity (VNL ) tend 
ve together since the latter is the most important 

rminant of the former; the question is, which of the 
oves faster? In this context, the key concern is how 
in labor productivity are passed on to wages in the 

-capital bargaining process. 

One important implication of this brief discussion 
that correctly calculating ulcs is a difficult task for it 

es good and comparable statistics across countries. 
ver, often, in empirical applications, researchers do 

scuss clearly and openly how ulcs are calculated. 

It will be appreciated that the expression 
alled the "pure ulc effect:' is 

ng but the labor share in output, which implies that 
= xLp in the case of expression (1) and ulc = sLxr 

.the case of expression (2). This point has three 
rtant implications. First, competitiveness, measured 
terpreted in terms of unit labor costs, is not just a 

" concept. This is because it embeds the factors 
t the functional distribution of income between 

jocial classes, i.e., between labor and capital. 

Second, if the ulc is decreasing (and thus the economy 
sidered as becoming more competitive), it means, all 
things equal, that the labor share sL is decreasing, 

s, the capital share in output must be increasing 
0th factor shares add up to one). This consideration 

mfound implications for understanding growth in an 
ions of ulcs, and discussions 

d, it can be argued that the analysis of 
titiveness could equally be carried out in terms of 
odd be called the unit capitul cost (ukc), defined as 
o of the nominal profit rate to capital productivity, 

(3) 

r, is the nominal ex post profit rate andK is the 
of capital. As above, sK = (r,XIVX,,) is the capital 
: in output and thus, ukc = sKp (and similarly, 
sKxr ). And it is easy to see that ulc +ukc = P (and 
kc = xr ).Using aparallel argument to the one above 
it labor costs, the lower the ukc the more competitive 
nomy will be. Effectively, this means that the lower 
ital share the more competitive the economy. The 
of ukc shifts the burden of competitiveness on to 

capital, i.e., to become more competitive, capitalists have 
to accept lower profit rates or increase the productivity of 
the capital invested. 

Can both unit costs decrease simultaneously? The 
answer is yes, but to understand how this can happen, 
one has to look at both equations (1) and (3). Given that 
sK =(I - sL) , the "pure" unit cost effects must move in 
opposite directions. The "price effect" is the same. Given 
this, if both ulc and ukc move in the same direction, it must 
be because the price effect dominates. 

The left-hand side of Appendix Figure 3.1.1 shows 
the estimates of unit labor and capital costs for the 
Phihppines for 1980-2003, both calculated with their 
own GDP deflator ( P  ), i.e., calculated as ulc = sLp and 
ukc = sKp. The labor share is shown in Appendix Figure 
3.1.2 (together with those of Indonesia, Malaysia, and 
Thailand). These labor shares incorporate the income of 
unincorporated enterprises (a large part of wh~ch is self- 
employment), typically shown under profits ("surplus" in 
national accounts terminology), as part of the wage bill. 
This is because in developing countries, it is known that 
most of this income is really wages. The unadjusted labor 
shares of these countries, computed as the ratio of wage 
payments to GDP from the national accounts, are only 
about 30% (hence the capital share is 70%). Computed 
with the adjustment, the labor shares (i.e., ulcs) are not 
sign~ficantly different from those of industrial countries. It 
is worth mentioning that, except in Indonesia, labor shares 
show a downward trend. 

Appendix Figure 3.1.1 indicates that both ulc and ukc 
have increased substantially. What is interesting is the 
source of this increase. On one hand, if the labor share of 
the Philippines has decreased, the increase in the unit labor 
unit cost must be exclusively the result of the increase in 
the price deflator. On the other, the increase in the unit 
capital cost is due to the interaction of the increase in the 
capital share (one minus the labor share) and the increase 
in the deflator. 

The right-hand side of Appendix Figure 3.1.1 shows 
the Philippine ulc and ukc calculated with the ratio of the 
PPP to the nominal exchange rate, i.e., ulc = sLxr and 
ukc = sKxr . Unit capital costs display a slight increase. 
These results are induced by the relative constancy of xr . 

The aim of this brief analysis has been to show that the 
discussion of unit labor (and capital) costs depends on the 
manner in which they have been computed, which in turn 
can lead to very different conclusions. 
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Append~x 3.2: Some Theoretical and Empirical Problems with 
the Standard Analysis of the Labor Market 

I the classical and neoclassical models, the idea of 
ess, i.e., that workers are paid according to their 
uctivity, is presented in terms of the equality of the 
e rate and marginal productivity. In this model, a 

fit-maximizing firm sets its marginal revenue equal to 
marginal cost of production. If a firm hires labor in a 

competitive labor market, a certain money wage 
t be paid to each extra worker hired. The additional 

of h i g  an extra unit of labor (AL ) will be wAL. 
extra revenue generated by an additional worker is the 
output produced ( AQ) multiplied by the output price 

3, i.e., PAQ . It pays for a profit-maximizing firm to 
labor as long as wAL < PAQ . To max~mize profits 
'res equality between the two, wh~ch implies that 
AL) = (wlP) . In other words, a fum should hire labor 
the marginal product of labor ( AQIAL ) equals the 

wage rate ( wlP ). This model says that the wage rate is 
ned by what the last employer is willing to pay in 

L to a m c t  and employ a worker, and by what the last 
requires in order to be attracted and employed. This 

hind the well-known result that the demand for 
nverse function of the real wage rate: the lower 

wage the more labor will be profitably employed. 

the other hand, the supply of labor is derived by 
g that workers maximize their utility, which 
on how they divide their time between work and 

his setting, a worker decides how many hours 
n the basis of his preferences between income 

ure. The supply of labor is a positive tbnction of 
wage rate, indicating that at higher wage rates, 
will be willing to work more hours. T h ~ s  is because 
the real wage rate makes leisure more expensive 
of forgone Income. It also tends to increase the 

this representation of the labor market 
e theoretical and empirical problems. To start 

standard notions of labor demand and supply 
at underlie the neoclassical analysis are not 
nvard concepts (Keen 2001, Chapter 5). It must 

red that aggregate production functions, the 
non of the concept behind the notion of a labor 
function at the aggregate level, can be derived 
ally only under conditions that no real economy 

elipe and Fisher, 2003). Despite this important 
g, orthodox analyses proceed on the premise 
increases entail reductions in employment a 

by neoclassical theory (for example, Heckman 
2004, Table4 and pp. 39-43). 

At the empirical level, Felipe and McCombie (2004) 
have shown that the sacrosanct negative relationship 
between employment and the wage rate that many 
economists believe in, 1s the only possible result when 
estimating the so-called labor demand function. However, 
Felipe andMcCombie (2004) show that it is an artifact. The 
reason is that the equation estimated is an approximation 
to the income accounting identity that relates the value 
of output to that of the wage bill plus total profits. This 
identity determines a priori the negative relationship 
between employment and the wage rate. 

The notion of labor supply is also problematic. Long 
ago, Joan Robinson put it as follows: 'The orthodox 
conception of wages tending to the marginal disutlllty of 
labour, which has its origins in the picture of a peasant 
farmer leaning on his hoe in the evening and dec~ding 
whether the extra product of another hour's work will repay 
the extra backache, is projected into the modern labour 
m d e t ,  where the individual worker has no opportunity 
to decide anything except whether it is better to work or 
starve" (Robinson 1942, pp. 2-3; her emphasis). Reviving 
this view, Keen (2001, pp. 124-1251 has argued that: 'The 
vlslon of a worker deciding how many hours to work on the 
basis of hidher preferences between income and leisure, 
and offering more labour a$ the wage rate rises is, like so 
much else of economic theory, superficially appealing. But 
[ . . . I  how can one enjoy leisure time without income?" In 
real l ie,  most leisure activities cost money, hence, how 
can one enjoy leisure time without income? 

Blanchflower and Oswald (1994) have introduced the 
notion of the "wage curve," namely, a negative empirical 
relationship between the wage and unemployment rates, 
where causality is thought to run from the unemployment 
level to the wage level. This means that employees who 
work in areas of high unemployment earn less, other 
things being equal, than those who are surrounded by low 
unemployment. The elasticity of the wagerate w~th respect 
to uneurployment is estimated at about -0.1. This is a 
robust finding across countries, and it is also present within 
nations across different periods of time. The important 
observation is that in standard economic analysis, wages 
and unemployment are positively associated. The authors 
argue that the "wage curve" is an equilibrium locus of 
wages and unemployment rates that replaces the market 
level labor supply function. These findings lead the 
authors to argue that the standard compehtive demand- 
supply framework is the wrong way to think about the 
labor market. 
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Finally, Thurow (1975, pp. 21 1-230) has argued that it 
is difficult to use the marginal productivity theory of factor 
pricing, i.e., the neoclassical model, at the empirical level. 
His reason is that the theory could exist at different levels. 
As indicated above, a conclusion of this theory is that a 
profit-maximizing firm should hire labor up to the point at 
which the marginal product of labor equals the real wage 
rate. But what does this mean and how does one test it? 
Does it mean that if the real wage rate is above themarginal 
product then labor is "expensive"7 Thurow argues that "In 
its most rigorous form, marginal productivity states that 

! each individual factor of production is paid his, her, or its 

marginal product at each instant in time. From this position 
there exists a continuum of possibilities where individual 
factors are paid their marginal products but only over 
longer periods of time. At the other end of this continuum, 
factors are paid their marginal products, but only over the 
course of their entire lifetimes" (Thurow 1975, p. 212). 
He concludes: "Fortunately or unfortunately, each reader 
is going to have to construct his or her own marginal- 
productivity model [...] As long as marginal productivity 
is left as a general amorphous theory, it can neither be used 
nor criticized" (Thurow 1975, p. 230). 

Appendix 3.3: Neo-Keynesian Labor Market I 
In the 1980s. a new generation of Keynesian economists 
emerged, referred to as the "new Keynesians." The 
proponents of this school of thought share basic principles 
with the neoclassical school, but show how market 
economies fail to deliver efficient outcomes in the face of 
informational asymmetries. Today, new Keynesians use 
different versions of the nonaccelerating inflation rate of 
unemployment (NAIRU) theory to explain inflation and 
unemployment. The interesting thing is that the NAlRU 
theory is used to give policy recommendations that are 
very similar to those of the neoclassical school. Indeed, the 
NAIRU also identifies the inflexibilities of labor markets 
as the culprits for the rise of unemployment, but through 
a different argument. Hence, for them too, labor market 
reforms are the solution. 

The NAIRU theory is based on bargaining models 
whose underlying rationale is that there is a conflict 
between workers and firms. This conflict is mediated by a 
bargaining process, not by the market. The NAIRU is the 
rate of unemployment that generates consistency between 
the target real wage of workers and the feasible real wage 
determined by labor productivity and the firm's mark-up. 

The NAlRU is both a theory of inflation and 
unemployment with, at its core, a trade-off between 
the two. The NAIRU is determined by labor market 
institutions, and inflation by the difference between actual 
unemployment and the NAIRU, so that at any time there 
will be only one rate of unemployment that allows for a 
stable rate of inflation. The theory takes wage bargaining 
as its starting point. Unlike in the neoclassical model, the 

real wage does not adjust to clear the labor market so as 
to ensure full employn~ent. Rather, nominal wages are the 
result of a bargaming process between firms and unionsr 
The nominal wage depends on the bargaining strengrh 
of the two parties. Unemployment affects the power of 
labor negatively. For their part, prices-according to the 
theory--are set by firms with market power and depend 
on aggregate demand. Consequently, unemployment is 
an equilibrium phenomenon. If the real wages implied 
by the wage bargaining process and by the price-setting 
mechanism are inconsistent with each other, unexpected 
inflation will occur. 

In terms of policy implications, as indicated above, 
the NAIRU theory is similar to the standard neoclassical 
arguments: frictions and inflexibilities in the labor 
market are the cause of unemployment. Labor market 
policies, such as minimum wages, increase equilihrium 
unemployment in the NAIRU theory; whereas in the 
standard neoclassical model, they increase unemployment 
because the labor market will be out of equilibrium. Thus, 
curbing unemployment benefits and reducing minimum 
wages are standard prescriptions. In this sense then, there 
are great similarities between the NAIRU and the standard 
neoclassical theories although they are significantly 
different-the NAIRU is not based on the notion of a real 
wage set in the labor market as the result of the interactiod 
between labor supply and demand. Also, any attempt by 
fiscal or monetary policy to move unemployment away 
from the equilibrium level will only lower unemployment 
temporarily and cause inflation. 



m Appendix 3.4: Keynesian and Mar 

wries view unemployment as being caused via a 
m different from that of the neoclassical model, 

propose different solutions. For example, the 
and Marxian models deny the mechanisms 
lassical model claim a market economy has. 
an model denies that market economies have 

matic" or self-adjusting mechanism to eliminate 
oyment caused by the existence of rigidities and 
failures. Keynes advanced three reasons. First, 
o feedback from unemployment that guarantees 
wages will tall. An increase in unemployment 
ably reduce nonlrnal wages; but in a recession, 
11 also decrease (Appendix 3.5 presents Keynes' 
tin more detail). The resultis that real wages need 
. Second, a significant part of effective demand 

on investment, which depends on unknown 
spirits." Thlrd, financial markets are often a 

of destabilization. In sum, markets do not work 
simple demand and supply model and, therefore, 

ment is a natural consequence. For Keynes, 
no "invisible hand" channeling self-interest into 
ial optimum. He rejected the idea that capitalist 

es gravitate smoothly to a general equilibnum 
all markets clear and where full empIoyment 

s. His vision of the functioning of the economy was 
asymmetry in the relation between markets. He 
ed a theory of effective demand where output and 

nt aredetermined by investment expendituresand 
nomous expenditures (e.g., exports, government 
es). In this theory, equilibrium in the goods 
ostly set by investment decisions) determines 

of employment. The labor market follows the 
ents in the goods market. In sum, employment 

1s determined by demand growth, which is set by 

xian Theories of Unemployment 

Therefore, for Keynes, unemployment was the result 
of various demand shocks, mostly through business 
investment and, more specifically, low accumulation. The 
feedback from unemployment to the rest of the economy 
is either slow or dysfunctional, as it materializes in a 
deflationary tendency rather than a decrease in the real 
wage rate. In particular, involuntary unemployment is 
likely to be a feature of the labor market if money wages 
are rigid. But Keynes argued that flexibility of nominal 
wages would be unlikely to generate powerful enough 
forces that could lead the economy to full employment. 
The policy implication is that well-designed government 
interventions to achteve full employment are necessary via 
fiscal and monetary policies. 

A different theoretical pos~tiou is that unemployment is 
fuuctiondl to capitalism. In the Marxian version, capitalism 
creates a "resei~e army" Marx maintained that capitallst 
production always coexists with noncapitalist production, 
such as subsistence agriculture, and draws part of its labor 
supply from these noncapitalist sectors through migration 
and the mobilization of female and child labor. Marx 
viewed these sectors and groups of the economy as re,serve 
m e s  of labor. When a capitalist economy is growing 
rapidly enough so that the reserve army of unemployed is 
depleted, then workerswillutilize theirincreasedbargaining 
power to raise wages and shift the distribution of income 
in their favor. Profits are correspondingly squeezed. As a 
result, capitalists' animal spirits are dampened and they 
reduce investment spending. This then leads to a fall in job 
creation, h~gher unemployment, and a replenishment of the 
reserve army. The reserve army is, in effect, the instrument 
that capitalists use to prevent significant wage increases 
and thereby maintain profitability. 
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Appendlx 3.5: Can a Reduction in Nomil 

Classical theory assumes that the econormc system has 
a self-adjusting character that depends on the fluidity of 
nominal wages. Rigidity is the cause of maladjustment. 
The theory posits that a reduction in nominal wages w~ll, 
other things being equal, stimulate demand by diminish~ng 
the price of the finished product, and will therefore increase 
output and employment up to the point where the reduction 
in nominal wages that employees have agreed to accept is 
offset by the diminishing marginal efic~ency of labor as 
output increases. 

As is well known, Keynes (1936, Chapter 19) 
challenged this proposition, in particular that a reduction in 
nominal wages can stimulate the economy. To be precise, 
Keynes did not question this; rather, he argued that this is 
possible in certain circumstances, but the way to reach this 
conclusion is not through the classical arguments. 

Keynes argued that the classical position is tantamount 
to assuming that the reduction in nominal wages leaves 
demand unaffected. Some economists, he noted, would 
maintain that there is no reason why aggregate demand 
should be affected, since it is determined through the 
quantity theory of money. Some economists may also argue 
that as wages go down, profits must increase. However, 
Keynes contended that a reduction in nominal wages must 
have some impact on aggregate demand via a reduction in 
the purchasing power of workers. Moreover, he continued, 
the real demand of other factors whose nominal retributions 
have not been reduced will be stimulated by the fall in price 
of the finished products. The aggregate demand of workers 
will rise as a result of the increase in employment, unless 
the demand for labor in response to changes in nominal 
wages is inelastic. In the new equilibrium there will be 
more employment than there would have been otherwise. 

Keynes disagreed with the classical line of reasoning 
and indicated that the underlying analysis was fallacious. 
In any given industry, he argued that there is a demand 
schedule for the product relating the quantities that can 
be sold and the prices asked. Simultaneously, there is a 
series of supply schedules relating the prices asked for 
the different quantities. These schedules lead to another 
one which, on the assumption that other costs remain 
unchanged, gives the demand schedule for labor in the 
industry relating the quantity of employment to different 
wage levels. This relationship is transferred without 
modification to the industry as a whole, which leads to the 
assumption that there is a demand schedule for labor in the 

nal Wages Stimulate Employment? 1 
industry as a whole relating the quantity of employment to 
different wage levels. I 

Where does the fallacy lie? Keynes argued that the 
demand schedules of particular industries can only be 
constructed on some fixed assumption, both, as to the 
nature of the demand and supply schedules of other 
industries and as to the amount of aggregate effective 
demand. The important point is that it is invalid to transfer 
the argument to the industry as a whole unless one also 
transfers the assumption that aggregate effective demand 
is fixed. However, this assumption renders the argument 
irrelevant. Indeed, while it is true that a reduction in 
nominal wages with effective demand unchanged wiU 
induce an increase in employment, the precise question is 
whether the reduction in nominal wages will or will not be 
accompanied by the same aggregate effective demand as 
before, or by a level of aggregate effective demand that has 
decreased proportionally less than the decrease in nominal 
wages. But, Keynes concluded, if the classical theory is 
not allowed to extend by analogy its conclusions for a 
particular industry to the indushy as a whole, then it is 
unable to answer the question of what will be the effect of 
a reduction in nominal wages on employment. 

Keynes contended that, in some circumstances, it is 
indeed possible that a reduction in nominal wages leads to 
an increase in employment, but his reasoning is different 
from that of the classical theory. The simplest way of 
showing it is by way of rebutting the conclusion that a 
reduction in nominal wages increases employment because 
it reduces the cost of production. Keynes argued that it is 
not unlikely that the individual entrepreneur, realizing that 
his costs decrease, will overlook the repercussions on the 
demand for his product and will act on the assumption 
that he will be able to sell a higher output than before at a 
profit. But will this indeed happen? This will occur only if 
society's marginal propensity to consume equals unity, so 
that there is no gap between the increment in income and 
the increment in consumption. In general, a reduction in 
nominal wages will involve a redistribution of real income 
that will lead to a decrease in the propensity to consume; 
or, if the reduction in nominal wages has the effect of 
shifting upward the marginal efficiency of capital schedule, 
the amount of investment will increase. Otherwise, 
entrepreneurs will not be able to sell a higher output at a 
profit and employment will fall back to its previous level. 
The reason is that if firms offer a level of emolovment 



would provide incomes enabling workers tO; Keynes' conclusion is that the reduction in nominal 
than the amount of current investment, fim wages will have no lasting tendency to increase 
a loss on tbis difference. And this will be the employment except by virtue of its repercussions, either 

on the propensity to consume, on the marginal efficiency 
of capital, or on the interest rate. There axe no grounds to 
believe that a flexible wage policy is capable of maintaining 
a state of continuous full employment. 
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Appendix 3.7: Wage-Led Employment Regime 

Following Bowles and Boyer (1995), the market will be wage led if fs, - s,) > i, , where s, is the savings 
clewing condition is D(w,h) = I(w,h)-S(w,h) = 0 3 where propensities out of profits, Sw is the savings propensity out 
D denotes excess aggregate demand, I is investment, and of wages, and i, is the effect on investment of a changein 
S is savings, all three written as functions of the wage rate the rate, holding the employment rate constant.74 
( w ) andemployment ( h  ). Itrepresents loci incombinations 
of w and h that satisfy the macroeconomic equilibrium The dotted lines in Appendix Figure 3.7.1 indicate the 
conditions of market clearing. It is assumed that I, < 0, effects of a wage increase from to w9,  ~h~ investment 
Ih > 0, S, < 0 , and S, > 0 .The effect of a wage function is drawn flatter than the savings function, implying 

dh S - I w  change on employment equals -=-%=L. that at employment levels above the equilibrium level 
dw Dh h indicated by D(h,w)=O, there is excess supply, leadingla 

dh A wage-led aggregate demand regime requires that - > 0 cutback in employment. The arrows in the lower part of 
dw the figure indicate the out-of-equilibrium adjustment of the 

(i.e., demand function positively sloped). Given the employment level. To the right of D(h,w)=O, excess supply 
assumption that (Ih - S,) < 0 , i.e., that savings responds exists, and firms hire fewer workers, reducing employment 
more to the employment level than does investment, and h, while to the left of D(h w)=O, there is excess demand for 
hence, an increase in employment will reduce excess goods and firms expandemployment. 
demand, the requirement for a wage-led regime is that 
(S, - I , )  < 0 , i.e., a wage increase reduces savings more An increase in the wage rate from w to w' shifts the 
than it reduces investment. This will lead to an increase investment and savings functions Leading to an increase in 
in aggregate demand and employment. Given appropriate employment from h* to h'. 
savings and investment functions, empirically, an economy 

74 Tne model can be easily extended to incorporate net exports 
and government borrowing into the excess aggregate demand 
function. 



emand curve in Appendix Figure 3.7.2 shows Starting at the combination (A, A'), assume there is a 
y utilization increasing or decreasing as a function speed-up in productivity growth. This will shift downward 
labor costs. In the lower quadrant, the employment the cost schedule, which will cause aggregate demand to 
an increasing function of capacity utilization. drop. The wage share (unit labor cost), rate of capacity 

utilization, and employment rate will decrease (B, B').  This 
cost schedules represent the supply side of the indicates that a wage-led economy is not well prepared to 
The cost schedules slope upward because wages absorb technical change. 

y rise with output over the medium term. 
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tries (DMCs) and provide a perspective on 
The tables present poverty estimates for 
, and updated poverty projections for 2015, 

ous scenarios for economic growth and 
household consumption expenditures.' 

d 2015 represent the start and end years 
um Development Goals (MDGs), 2003 is 
t common reference year for which data 

umption expenditures can be obtained 
r of DMCs.2 A discussion of the poverty 

projections is provided below. This is 
brief description of the methodology used 
estimates and projections, including the 
ade on economic growth and distribution 
verty projections for 2015. 

be inferred from Table PI, Asia is well placed 
target of halving the incidence of $1-a- 

een 1990 and 2015. With the incidence 
34% in 1990, halving poverty incidence 
t it be around 17% by 2015. This target 

cidence has already been almost achieved. 
from the last row of Table PI, poverty 

as down to 19.3% by 2003, only around two 
points higher than the target poverty incidence 
to be achieved by 2015. In fact, a number of 

already halved or more than halved their 
rate. These include the PRC in East Asia; 

ysia, Thailand, and Viet Nam in Southeast 
in South Asia; and Azerbaijan in Central 

 basis of the "benchmark" growth scenario- 
nds for most DM&-virtually all DMCs 
rst MDG target. The only exceptions are 

Central Asian Republics when benchmark 
ociated with a "less equal" distribution. But 

verly estimates and projections for 

ais that Pakistan has also already achieved the 
. However, it is possible that this Is the result of an 
estimate of poverty in 1990. See the discussion in 

for details on data-related issues. 

even in these cases, poverty would be either negligible or 
well under double digits. Most DMCs would also meet the 
first MDG target if growth is 1 percentage point lower than 
benchmark growtb ("low growth") and the distribution 
is less equal. In addition to some of the Central Asian 
Republics, the exception is Nepal from South Asia, which 
would miss the MDG by around I percentage point. 

While these projections suggest that Asia has made, 
and continues to make, good progress in reducing poverty, 
three issues need to be kept in mind. First, these projections 
are only as good as the assumptions made about economic 
growth and distribution. Where growth turns out weaker 
or where distributional changes work against the poor, 
poverty will be higher than projected. This point is perhaps 
best seen by comparing the various projections of poverty 
for Pakistan. On the basis of benchmark growth and a 
more equal distribution, poverty would be 3.5% in 2015. 
The same growth rate, but now combined with a less equal 
distribution, would lead to anincrease in the poverty rate by 
more than 10 percentage points. A reduction in growth rate 
by 1 percentage point would lead to a further 5 percentage 
point increase in the poverty rate in 2015. 

Second, poverty as defined by the $1-a-day poverty line 
pertains to an extremely low standard of living. If tbe$2-a- 
day poverty line were used, the estimates in TableP2 reveal 
that poverty would still be a significant problem in Asia by 
2015. Whereas the estimates in Table P1 indicate that the 
first MDG target would be met comfortably even under the 
scenano of low growth with less equal distribution, thls 
is not the case for the MDG target based on the $2-a-day 
povexty line. As may be seen from Table P2, Asia would 
fail outright to meet the redefined target under the scenario 
of low growth with less equal distribution and meet it 
narrowly under the scenario of benchmark growth with 
less equal distribution. 

More significantly, even in the scenarios where the 
redefined MDG target is met, this is in large part due 
to the large projected decline of poverty in the PRC. 
Conversely, the fact that Asia will have some difficulty 
meeting the redefined MDG target is due to the relatively 
weak projected decline of poverty in South Asia. Indeed, 
the contrast between Asia's two giants is striking: whereas 
the PRC comfortably meets a redefined MDG target in all 
four scenatios for growth and distribution, India fails to do 
so in all four scenarios. Bangladesh, Nepal, and Pakistan 
are also unable to meet the redefined MDG target in all 
four scenarios. 
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interpolating and extrapnlating poverty 
ethods used here are those of Chen and 
, which also form the basis for the World 
d regional poverty counts.$ 

e poverty estimates reported here for 1990 are 
sthose reported in ADB (2004). 

s for 2003 are mostly obtained 
capita expenditures used in 

poverty estimates for 2002 reported in ADB 
updating is carried out by computing and using 

per capita private consumption expenditures 
een 2002 and 2003 obtained from national 
tistics. More specifically, the mean per capita 

for 2002, which are based on household 

expendim survey data, are assumed to grow at the same 
rate at which per capita PCE grew between 2002 and 2003. 
The resulting estimate for mean per capita expenditures m 
2003 is then cambined with the distribution data used to 
compute poverty rates for 2002 in order to arrive at poverty 
estimates for 2003. Three exceptions to this procedure are 
the PRC, India, and Nepal, for which information from 
household expenditure surveys carried out in 2003 was 
available. In the case of the PRC and India, the updating 
of mean per capita expenditures is based on household 
expenditure data from rural and urban sectors for 2003.= 
In the case of Nepal, both the mean and the distribution of 
per capita expenditure are obtained from the Nepal Living 
Standard Survey 200312004 in order to estimate poverty. 

6 Data on mean per caplta expendrtures for lndla were obtalned 
from Natlonal Sample Survey Organlzatlon (20051, whlle those 
for the PRC were obtalned from Nat~onal Bureau of Stat~st~cs, 
PRC (2004) 
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P t e  Extreme Poverty and Hunger (Continued) 

%N§D, Miknnlum lodicamrs Database Onllng 
I~Worid Bank, Millennium Development Goals Website 
h d  Bank, Millennium Deveiopment Goals Quick Quely Website, 

''""'PC: Monimring the Situation of Children and Women Website. 



Goal 2. Achieve Universal Primary Education 

K~nbsu. ~ederaled State of Mlcrmesla. and Twalu 
3 Dam refer lo 1990 ecepr for Fernram Stares of Mlcmnma (1994) and Tmld  11991). 
c Data refer fo 2000 oxcap1 tor Nauru (l9W. Sn Lanha (1998). TajildRan (1998). Ton@ 11999). and Vanuatu (19991. 
d Lm& e a r  IS .hC m e  as h r  torn'. . - .. , - . . . .. . . . . . - 
e R W  tor Federated Staes of Mimesla n tor -on of Mulo that nave m m w  p n n w  school Fwra ku Msrshsll IJtands ore calc~lated as 

ol perms u@d 6-13 mt altendlng rhool W m e  nlam @am .m Oade 5 or teion, ouded 0, ma i ~ a l  m r  agea 6.13. beca~se tne age 
man ma called for 4. h e  mdrcm. mese data am lndlcatm cnly. Harm frure s me p r o m o n  N adub wmp!atlng pnmaw schmi 
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Goal 2. Achieve Universal Primary Educetion (Continued) 

Sources: UNSD, Milienniurn indimton Database Online. 
Wolld Bank, Millennium Develqment Gmls Website. 
UNESCO, Database Acws Webslte. 
UNESCO. Global Educaflon Dig- Comparing Eolrcation Statistics Across Me Wodd l d 5 .  
Wwld Bank, Edstats Online. 
Secretariat oi L e  PacY Cornmunlty, PaciRc islands Regional Mlllmlurn Develqmem Goak 
CounUy Eaurces. 



e; a gender panty index, measured as the rabo of female-to-mate value of the gross enrollment rahos at pnmary, secondary, and tenlary level of 
..... 
cares me sta~t ng ,ear of a scnool ,ear e 2.. 2000 refers w scroo year 200012001 
P&ic D M W n ~ v e r s I y  of Ule SoJVl Pac,fc tJSPl oata I-n.m,ntF/, for aSP Centres a d  Mte..,re wa.nl.lg .sel 'or: Kr ba? 1995' V2.u ano Sooolon 

lands Cook slands aata are for scholarsnip srJdenrs. Federated States of M cmnesla lFSMl data are for colege audmts sudy ng in FSM. falad IlgJres horn E 
b u s .  Tuvalu data are for all overseas veining (includes scholarships and short-term couraes anended by gwemment employees), Vanuatu are fw scholarsnlp 
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Goal 5. Improve Maternal Health 

sed on WHO, UNICEF, and UNFPA mod b Refers to 1991. 
ountries in East Asia, Cook Islands, Ki c Refers to 1992. 

Maiaysia, Marshall Islands, Federated States of Micronesia. d Refers to 1995. i Refers to 1994. 
Philippines, Singapore. Sri tanka, Tonga, and Twalu. e Refers to 2001. j Refers to 1993. 

Sources: UNSD, Millennium indicators Database Onllne. 
f Refers to the average for the k Refers to the average for the period 1990-19s 

period 1995-2000. 
UNICEF. Global Database Online. 

I Refers to 1999; for Pakistan, refers to 1998-I! 

I 
Dlrectorate-General of Budget, Accounung and StaUsucs, Starisheal Wbmk of the Republlc of China 2004 for Talpe~,Chma. 
SPC, The Pacific Islands Reglonal MOG Repon 2004 
Country sources. 



WEN& Treatment Short-Course. 



Goal 6. Combat HNIAIDS, Malaria, and Other Diseases (Continued) -s 

Sources: UNSD, Millennium indicators Database Online. 
SPC, The Pacldc islands Regional MDG Repon 2004. 
Council for Economic Planning and Development. Taiwan Statktical Data Book 2004 for Taipei,China. 
CauntIy saurces. 



I Refers to 1998. 
k Refen to20M). 
I Refen to2004. 
rn Refers to 1097. 
n Refers to proportton of households using s o l ~ d  fuels. 
o Refers to 2001. 
p Refers to 2002. 
fi Refers to 1988. 



Goal 7. Ensure Environmental Sustainebllity (Continued) 



, Edsure Environmental Sustainability (Continued) 

-. . -. -. . . - - . .- -- . - .. . . . - .. -. . -, 
UNak mi f,&+%%~rn Rep34 NL% 
Country sources. 



Gaal8. Develop a Global Partnership for Development 

b Refers to 1992. 1 Refers to 2W1. 
@ Refers to 1996. k Refers to 2002. 
d Refers to 1989. I Refers to 1991. 
$ Refers to 1995. m Refers to 1986 
I Refers to 1993. n Refers to 1988. 
g Refers to 1994. o Refers to 1997. 
h Refers to 1998. 

I 



I 9  1 8 Develop a Global Partnership for Development (Continued) 











'hble 1: Poverty, Inequality, and Human Development I 

b R>W to income or expendimre. 
o Calculated based on income or ekpenditure and refen to the same year as that of We Income Ratio except for Taipei,China whose Gini coefficient is 

2002. 
d Rank among the 175 countries classified in UNDR Human DeveIcpment Report 2004. 
e Defined as percent of lowincome population to total population. 



lixorne Ratio 
p~ - -  ~ ~ 

of Highest 20% kaek in - 
to iowesz 23% Coefiicien: 1'390 2000 2002 2002 Of* 

m a poverty line obtained from a pilot study. 
to percentage of population below basic needs. Rural areas refer to rum1 villages only; poverty incidence In rural settlements is 26.2 percent 
to percentage of poor households. 

UNSD, Mlllennlum DRglopment hdlcamrs Databare Online 
WB, W d  Development Indicators and PovcalNet Database OnBne. 
ADB, Pwem Datebase. 
ADB. Millennium Dewlopment Goals In Ule PacIR, Relevance and Pmgrm, March 2003. 
UNDR Human Development Report 2004 and pan issues. 
UNDR Pacific Human Development R e m  1999 
UNDR East nnwr Human Dewlopment Report 2002. 

f Countiy sources. 



Table 2: Education Indicators 

a Refers to 1991 for Kaa ls tan  and Uzbekistan: 1992 for Maidiw and Vanuatu. 
b Refers to 1991 for Turnenistan. 
c Refers to 1991 for Afaanistan, Fiji islands, Maldives, Tajikistan, and Turkmenistan. 
d Refers to 1991 for Cambodia: Fiji islands: Hong Kong China; Indonmia: Haralstan: Kyrgyr Republic; la0 PDR; Myanmar; Papua New Guinea; Sarnm; 

Turkmenistan: Uzbekistan; and Viet Nam. 
e Refers to 1991 for Lao WR, Nepal, and Vanuatu; and 1993 for Bhutan, Cambodia, and india. 
f The use of one literacy rate to represent a *year period has been adopted because adult literacy rates do not fluctuate sim;lificam(y mr the shon-term. 
g For 1990, BOSS primaw enmliment rates refer to 1985; wnik adult literacy rates for 1990 refer ta age 25 yian and aver and exclude those vb$ 

self-educated. 
h Gross enmilment rates for 1990 refers to 1- estimates. 
i Adult l'teracy rates for 1990 refers to 1993. 



Mucation Indicators (Continued) 
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: Environment Indicatom 





7 h and Nutrition Indicators (Continued) 

UN, Stabstrcs Oinsm. Millennium lndlcatm Datahse Online. 
r FAO, FAOSTAT Database Onhe. 

UNICEF, Staie of the World's Children 2005 Online. 
UNESCM Asia-Pa& In ingures 2004 Onime. 
WE, World Development lndlcamn Online. 
ORlce of Envlmnment Government of Korea. 
Councfl for Ecoromlc Plannnlng and Deielopmcnl. Talmn Stat s2ol Dsla Boon 2004 
UhDP East T mor, Human Derebornent R e w  M 0 2  

I Countfy sources 



Wle 5: Mortality and Reproductive Health 

a 1990, 1995, and 2CQO data are based on WHO, UNICEF, and UNFPA model estimates; except Dr ail years Dr TaipeLChina and latest year for CwK 
Moog Konk China; Kiribati; Marshall lands; Federated States of Micronesia; Nauru; Tonga: and Twalu. Comparison of data for 1940. 1995, and 2000 
done with caution since the methodologies used to derive the esdmatar are not exact$ the same. Cross-ccuny comparison shwld also be done wim ca 
to the esdmate? iarge margin of unceming especially in countries with small population size. 

b Cmss-cwntty comparisons should be made with caution as counby deflnitiom and survey sources vary. 
c Refers to 1993. 
d Refers to 1995. 
e Refers to 1992. 
f Refers to 1988. 
g Refers to 1991. 



' 1 Mortality and Reproductive Health (Continued) 

i Refers to the arerage for the period 1990-1995. 

: UN, StaWcs Division, Millennium Dewlopmen? Goab Indhatcfs Database Online. 
WHO, Statistical information System, Cwe Health lndicatqrs Darabase Online. 
UNICEF, State of the World's Children 2005 Online. 
UNESCA? Statistical lndicaton fof Asia and me Padfic Online fof Afghanistan. 
The Secretariat of the Pacific Communily, FacPa Islands Rema1  Millenium Deveiopment Goak Repon 2004 Online. 

i f  WE, Nbdd DeMiopment Indicatm Onbe. 
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7: Fbpulation by Age Group 

to 2003. 

. ESMe 2000 Population Data Sheet Wabsite. 
ESCAR 2004 Population Data Sheetwebsite. 
UNSD, Wolld Powlatnn Pmspeck me 2004 Rwision PapuIatim Database. 
Directorate-GenmI of Budget, Accounting and Statistics, Statistical &albcuk of me Repubic of China 2004 





8: Labor and Employment by Gender and Economic Activity (Continued) 

: W E ,  Worid Development lndicaton 2005. 
110, Key Indicators of the Labour Market CD-ROM, 31d EdUoo 2003. 
110, Labor Statlsilcs Database Online. 
SFC, Selected Pacific Economies - A  Statktkal Summan. SFC W e b i ,  
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1 9: Agriculture Production (Continued) 
(per capita, kg) 

: FAO. FAOSTAT Database Onllne. 
UNESCAR Stati$tical lndlcators for Asia and the Pacific Online for Afghanistan. 
Directorate-General of Budget, Accounting and Statistics. Stahstical Yearbook of me Repllblieof Chlna 2004 and past issues for Taipe1,China. 



'hble 1 0  Land Use 

b Refers to area of total cultivated land. 
c Data under 1990 refers to 1992. 

Swrces: FAO. FAOSTAT Database Onlim. 
ESCAe Asla-PaciRc h Figuns 2004 Onllne for Hong Kong, China; Nauru; and Palau. 
Council for Economic Planning and Development, Taiwan Statistlcai Data Book 2W4 for Taipei.China 



F Total and Per Capita G N I ~  

on Worid Bank Atlas method unless otherwise specifled. 
are in terms of GDP wnveted from national cumneytpUS$ usln,gmg average nomind 
are based on GDP estimates. 

W ,  W d d  Development Indicators 2005 Online. 
UN, Sfatistics DDisishn Website for Myanmar and Nauru. 
Country sources for Afaanistan: Cook Islands; Palau; Taipei,China; and Tuvalu. 

1 exchange rate for theyear. 
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m. Growth Rates of GDP and Major Sectorsa (Continued) 
r ,  



Table 13. Shares of Major Sectors in GDP a 

a Unless omerwise indicated, GDP data are at current market prices. 
b For year heading 1990, data for Fiji islands refer to 1989; data for Marshall Islands refer to 1991; data for Palau and Samoa refer to 1994: data for Taa 

refer to 1993; and, data of share of manufacturing sector for Mongoiia refers to 1995. 
c For year heading 2004, data for Marshall Islands end Tur!unenimn refer to 2031; data for Fiji Islands, Myanmar, Nauru, Papua New Guinea, and Tu 
2W2: and data fa  Cambodia; Cock Island6 Hong Kon& China: Lao PDR: Timar-Late; Tonga; and Vanuatu refer to 2003. 

d Includes mining end electriw, @s, and water. 
e Data are basad on GDP at current basic prices. 
f Data are based on GDP at current factor mst. 
g Includes mining. 
h Data are ksed on GDP at current purchasers' value. 

Sources: Country sources. 



>.i~:e 14: Fapenditure Shares in GDPa , . 

(percent) 

othewise indicated, GDP data are at current market prices. 
stetistical discrepancy.' 

r the year heading 2004, data for Myanmar and Papua New Guinea refer to 2002; and data for Bhutan, Cambodia, India. Mongolia, Tajikistan, Timw-Me, 
Turkmenistan, and VanuaN refer to 2003. 

a are at current producers' prices. 
government consumption. 

on Net Material Produd at wnent prices. 
are at curfent purchasers' value. 





16. Iuflation Rate a _ t . .  

(percent) I .. 

Eart Arii 
China 

, data refer to the rate of change of annual avemge wnsumer pnces for the cwnby 

refer to urban arear/relecfea c I es mty 
refer lo tne m a  of w n g e  of per 00 averages for the fiscal ye,, 
refer to Ve rate of change of retal prce n m .  

: Counby sources. 
ADB, staff estimate for Tajikistan and Turkmenistan. 





7: Government Finance Indicators a (Continued) 
(percent of GDP) 





Table 19: Growth Rates of Merchandise Imports, c.i.f. a 

(percent) 



Table 20: Direction of Trade: Merchandise Exports 3 

(percent of total exports) 

Sources: IMF, D~rectmn of Trade S t a ~ ~  CD-ROM, June 2005. 
For Ta~pel.Chm. DGBAS Webblte. 
For Cwk  lands. Marshall Wands, and Federated States of Mlcronesa: South Faclffc Commlsskm, Pacfic Redma1 Information System Websde. I 



le 21: Direction of Trade: Merchandise Imports 
(percent of total imports) 





le 23: Foreign Direct Investment 

b8 WE, Global Dewlopment finance 2005 W t e .  

t 
CwnW sources for Hong Kong. Chlna; IWlhaU; Republlc of Horea; Smgapote: and Talpe1,Chlna 





le 24: International Reserves Indicators (Continued) 

IMF, International financial Statistics CD-ROM, May 2005. 
Countty sources. 



Table 25: Money Supply Indicators -IY 

a Refen to M3. 

sources: coumy sources. 



26: Official Flow a From W Sources to DMCs 
(US$ million) 

lcwterm public and pubiiciy-guaranteed debl from ofiicial creditors and grams, including technical cooperation @anis 
iopment asslmntance o n l ~  i.e., concessionai flows to deveiqing cwntries and multilateral imtitudons pmvided by oRciai agencies, including 

rnments, or by their executive sgencies, administered wh the objedive of promoting the economic deveiopment and welfare of developing 
ing a p n t  element of at least 25 percent. 

dweioping wuntries as reported in the WE, Global Development Flnanoe OnUne and data imn OECO, Geographical Distribution of Rmnclal 
nk for DMCs not covered by WE. 

, Global m p r n e n t  Rnance Onllne. 
OECO. Statistical mrnpendlum CD-ROM 203.5-1 lor Af&anistan; Cmk islands: Hoog Kong China; Nr iW: RepuMic of Korea; MaMaii Islands: Federated 
$ tap of Micronesia; Nauru; Palau; Singapore, Taipei,Chins; TimoFMe; and Twalu. 
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h l u d e s  data for all developing muntnes as r e p W  in the WB, Global Development Finance Dnllne and data from OECD. Geographical Dktnbumn of Financial 
FlaM to Aid Rec!olents fw DM& not cwered bv WE 





%ble 29: External Debt and Debt Service Payments (Continued) 
(US$ million) 
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Debt Indicators (Continued) 
beroent) 

, Global Development Finance Odlm. 
D, Sfatistical Compendium CD-ROM 2005 

U n q  c-llr-s. C 







Afghanistaa 

LABOR FORCEa ~ M p t e & @ u g 2 1 M d  5778 6120 -a -. 7600 7702 
Employed 5583 5914 ,.. ," 7300 7400 ... 3870 4115 ." ..' ... 

At  Cummt Market FTicea I Factw Cost 
GDP by industrial oridn u188 3622 3236 2 7 U  2618 1 4027 , 4489 

1365 2126 1394 1 2006 1077 

hdirect taxes less subsidies 

Ewndlture on GDP 
Private consumption ,,,, .%. ... ... ... 414' '.. 

, \ , .  
,8., 
.i\, *"* *,zs* 
~ * . .  

Strucbm of Demand %of GDPai c u r ~ ~ . u r m  
m a t e  wnsumpb~l .*. a , ,  ... ... ... 101 4 93.3 
Government wnsumpbon ... <.* .,. .,. 7.9 7.7 
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thousand; calendar p r  - 3703 3841 3749 3763 3778 3801 3865, 
d 3703 3633 3705 3715 3727 3747 3809: 

... 33.7 33.6 45.3 47.2 59.2 52.6 55.4 

3466.0 9476.8 11029.9 129+3.9 15009.9 14514.3 
... 0.6 5698.0 9053.6 9917.8 15170.9 23420.7 22535.5 
... 0.0 0.0 -478.6 0.0 -788.1 -710.2 -1297.7 

#a ' 38.6 53.4 38.4 37.3 50.0 65.5 53.8' 

1619.6 19707.8 23985.6 27041.7 30992.2 39371.3 
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%me fwmofes appkonfy to the 3.8-yesr series available Online. I 
@ Refers to mid-year esfimates computed from beannineof-year popuiatim revised estimates of the State Statistical Committee based on popuiation census 

held in 1999. 

c Refers to reghered unemployed. 
d lncludes financial intermediation selvioes indirectly measured (FISIM). 
e Adjusted to have consistent total GDP flgures between indusby and expenditure accounts. 

In prices of the previous year. 
Data p x M 4  by the statistical o f b  is in Mllion; movetsion fmm Mllion to billion manats will not be accurate. 

Includes hydm and them1 sources. 
Includes beverages and tobacm. 

Figures exdude mn-budgetaty surpluWeficit, hence die item refers to overall budgemy surplusideficit. Data fw net lending are not available. 
Adjusted to be consistent with total expenditure. 

k% Refers to crude oil. 

i Refers to net claims on general government, lncludlngstatwwned enterprises. 

s Includes oil bonus. 
Includes debt secufties. 





o t  0- wnual change. % 

189.0 217.2 300.7 488.0 516.2 558.3 602.2 657.4 
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Bangladesh 

Wicles of m e ,  plaster, cement, asbestos -,,, ... 353 
Peads, precious and semi-precious metals ... ..* 0 
Base metals and ahcles thereof ... ... 72 
Machinery and mechnlcal applianm 

orporn, by pn'ndrpar o~l- 
1. Jute manufactures 
2, nsh 
3. Leather 

Prepared feedstuffs 
Minerals pmdum 
Chemical ~roducts 
wcs A s  nocer , , ... ... 5956 11594 14105 14351 
t!psmJskn 

'Hood a n d W  p&@S 
, w p(m m u a h  
~ T W e a l k l ~ W W m  WE07 13307 

3 6 V . P :  21 
4rl cks d S~MC. p.asier. cement. a s m s  ... ... 1191 1765 2304 
balls, precmus and -1-preclws ... ... 11 17 54 
BBJe metals and amclesthereof 13458 19767 25019 

Exports, total 
1. Unlted States 

.o. Sweden 

mlpom, total 
i India -. ...... ... 

4. Japan 





Footnotes: 
W e  MoInOfeS apply only to me Byear seties avallabk Online. 

a Rdsed Wmatasfrom official wurce. 
b Data for 1989 are on a c$!%ndar year basis. 
c Includes reel estate rentingand business aMtim, education, heaith and wial works, community, sacial and p m l  selvices. 
d Rncd avAages of Wl year. 
e Includes beverage and totem. 
f FM a@cuituTBI and hdustfial RmduCis. 
g Refets to total advances and invesmnts of deposit roney bank. 
h Refen to h n f l s  bankacmnf ,%ithout checking fadlki . 
I Figures exdude non-bydgetary s u i p l u d ~ i ,  hence the item refen to overall hud@taly.wrl,luS~deficit Data for grams and net endingare rrh. 
j Refen to cunent and development eqmdiires. 
k Refers to goods and commcditiesnot inCluded e m e r e .  
I Fmm IS92 amnard, figures follow the new wncepts lsed in IMF, BOP Mmual W o n  5). 



'NAllONM ACCOUNTS Mn Nguluum; calendar year 
rJ Cvrnnt Factor Cost I Baslc P f l m  k DP bv lrdusmal oneln 3530.8 48482 1 9192.6 19520.7 22373.0 24981.7 27745.0 31171.4 

NCtunt of Dutput %of GDP st cunent PIES 
Ccunure MA ssia a.4 a% %'.U g1.7 S6.i 
flusby 27.4 25.3 &I Saa 4W.S .IF6 Sea 8a.5 
PAW6 288 &? %6 am &% 35% a@ 829 

Pnvate consur 
Government c, 



ey Indicaiors of Developing Asian and Pacific Countries 
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0.0 0.2 0.0 0.2 0.0 0.0 0.0 ... 

~ ~ t e s  apply onk to ule 18-yearserles available online. 

4, the official estimates wre  in ciwe agreementwith the UN series, the latter based onthefimre @en by the Royal Government of Bhutan when 
w membership around 1971, and projected onward annually using a p M h  mte also supplied by the gwemment. The gwemment changed the 

rks beginning 1994. 

N population estimates. 

government corporations and includes joint mrporatim and m-monetary finanuiai institutions beginning 1994. 
GDP at bask plices. 
2001, actual value ranges from 5-7 percent. 

eposlts of 3 months to less than 1 year. Fcf 2000-2001, actual value ranges from 7-8 perceht 
q d t s  of 1 year b less than 3 years. Fcf 2000-2001, actual value ranges from 9-10 percent. 
refer to the 15-month fiscal year 1 Aprii 1987 to 30 June 1988. 

e non-budgetaly surpiusldefic%, hence the item refers to werail budgetarysurpiusldWrt. 
efiwres reported by the mmw wuntries as ampiled by the IME Total wcim and impom were obtained from the BOP serbs. 
in Ngultrums w r e  converted to US$ using the average exchange rate. For 1988, data for tha 1 5 m m  fiscal year 1 April 1987 b 
have been annual!&. 

0, s e ~ c e s ,  income, and mnsfer receipts and payments were grouped as service ms fe r  receipts and s e ~ c e  transfer payments. 
fM0, the a n t  component was included in thecapital and financial accountunder net foreim aid. AAer 2030, gantsaretreated as a cunenttransfer 
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Market Prlces 12000 Pmducers' Plfear 
212.0 ,., 

... 218.8 1 9 W . 5  12132.4 12173.0 12458.3 ... ... 
... ... 17.6 1 475.3 736.9 W . 7  871.4 ... 

20.2 1 1511.3 2576.1 2536.5 3280.2 .& 

... 4.6 -23.2 12.4 9.7 7.8 .., .+. 

... 2.3 -2.7 7.1 9.7 12.2 9.4% 
Gmss nauonal swing ... ... .,. ... .,, ... ... 

W, paddy 1815 2500 3823 4710 



Cambodia 

.- --- 
impllcfl GDP deflator, 1989 1 ZLXX3 = 100 

Price bdares annual change. % 
Consumer pnce -c& ... 141.8 7.8 

Demand deposits 
Quasl-money 

Money wpm (M2J annual change, % ... 240.9 44 3 26.9 20.4 311 
M2 %ofGDP 7 0  10.3 7.8 13.2 15.1 18.4 

On deposits 
Savlng 

Taxes a7.3 1228.1 d 



amestic b o w i n g  
W e  b h n g  
Seof cash balances 
L 

ment Finance %of GDP 

... w,1 

.... 24.7 

..# -34.7 

Mn US ddks~ cakndar p a r  
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C a, People's Republic of P 

estic capital fwmation 40.8 36.3 38.5 43.8 



PRICE INDUES p e r m  avemges u 
Canoumer (Natmnall. 1985 = 10.0 P U S  B5.2 '%a 9x0 @,3 w,S .* 

Utban, 1978 = 100 Uis% W &&% 'mi. &a.i 879.4 

W*aa%) a7.a 9e;i mg.7 
, M h r -  1 6 5  

Clalms on other financal in$ -~ - - 
abermm -e*4 $&;4 w 

Capital w p t s  

Qmnt surplusldeflm 
Qpital accwnt sulplus'denar 

overall budgamy ~urplusldeficif . V,", ,",, .- 

Overall budgetary M!NW&E 
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China, People's Republic of 

Iwtruments - mearunnk m m l  
Ans and ammunuon 
Mlscdlanecus manufadured afU&' 
W& of an 



5ople's Republic of 

pJEs nmn per US ddar 
3.7221 5.2221 '8.3174 8.2774 O.2758 8."7'3 

,3514 8.2785 ,2771 8. 
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IS franwxbns during Ue y 
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11S.J. M7,2 @.@ 

mz13 
m 

w.0 *i 
deRW, a199 X@l = 100 'iBD.0 1 SQA -%!!XI e$rp E14.6 fs4 3%. 

... 13273 1 11738 1 25282 28678 31053 40485 36956 

.,. 2503 1 1036 1 137 W7 137 137 137 
10770 1 10702 1 24945 28541 3W16 40348 36819 

10770 1 10702 1 24945 28541 30916 40348 36819 
l o w 0  1 13942 1 18902 23331 23670 25898 25150 
25693 I 24087 1 40661 44789 45208 43426 58198 

53333 44981 55244 59334 !M)753 
Sa ... . 1919 W 2  6631 3618 3320 

2093 ... I W75 2990 4283 3776 5175 4QO 
10682 ... I 81M) 5097 11954, 13201 1WOO i[X)sO 

., . .,... ... 

I budgetary slrplus!deficil 

40279 ... 1 68715 6 2 W  75445 79486 81175 .B2850 
... 1 19305 
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k Islands 
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1.7ou- 1.w . Sii  p@? W is$@ 
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32 13 5 .., - 

ue to high fsvel of out-rni@&n. 

are not mpafable duem d i m  in data mums and mathodobgles. 

cefolth, stmrt-term debt refers to debt due w i i n  a year ofthe reference pew and long-term debt refers to W residual. 
tQ debt amice as a pemn&@ ofml -:as We3W under M r W h  ofTrade. 
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of new c o m m m  

fmb~orer apply only to the 18-learsanes availabie Online. a 
paid employment as at end of June. Due to low response rate, figures for the years 1991, 1992,1994, and 1995 were not campiled. 
insurance, real estate, and business m c e s .  
community, wciai, and p e m a l  selvices. 
late to season, not calendar year. 
GDP at factor cost 

are as of the last Wednesday of the year. 
ed as notes and coins Issued less local cuneney held with commercial bank. 

to total foreigj? assets of commercial banks, me Reserve Bank of Rji (RBO and central government less foreia liebitides of commercial 

mla nsomons mfer to offloas entlbes 
RBF noteSmOnds neb outsnre of the banhlng system. 

res exclLde non.budmry s.rplusldefic.r, nence me nem refen to werall bLagetary wrpi~sdefic L 

lance of Payment Manuai 5fonat starting 2003. 
, the wrce agency repwted the data under net enon and amissiom wiM a footnote mat it refers to UE sum of all credit and debit entries. 

re, me ADB staff interpreted the data as overall balance h e m  repwted it as such. 





&ng, China 

t r income born abroad* 

Grossbomestic saving 36.1.: S?%lZ 'm/% a,,? a?&? 3Lb 'a.6 St&?: 
Gross ndonal saving ,., ... ... 32.3 31.7 31.1 33.2 32.7 
Gross domest~c caplta forrnat~on 26.6 %Bii ~ . r  28.1 25.9 234 22.8 3 . 0  

t Market Prices, d u g  Kmgdwlan I&.- : ' . S h P '  

PRSCfION mc uslnd rnerrk ro 
- lPrf 12. C,": .?I?, 

"% Vegetable &ah, frozen, etc ) 
a. Chicken 
3, Freshfrults and nuts 

1. Cigarettes, Mn ... .., ... ... ,.. 
2 Manufactured gas, teracaiorie 6224 6345 6363 6449 ,.. 

%I84 127.9 11aR W, 1QB 
.... .. - ' ". 
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and wrnmundtions 

MN&m of Outwt % of GDP at Nnent h m r  rest 

of goods and serv~oes 5.7 7.1 11.0 13.3 12.8 14.4 14.8 ... 
7.1 8.6 12.2 14.2 W.7 15.4 16.1 ... 
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w i n d ~ t & & ~ . ~  iind Pacift Countries 

India 

296.0 192.i 
3t transfer from abroad 

u m m  Market Prim, Rupees 
Per capita GDP 
Per capita GNP 

5. Snghurri 
6. Pulses 

12196 11681 

7. c m n  (lint) 
10963 14265 









6. oermany 
7. Japan 
8. Aumlla 

Other imesrments 
Net errors and omissions 

Overall balance 



fwmotes apply only to me 18.yearsenes avarlable Online. Is to applicants currently Wstered at employment exchanges 
Refers to cumem data status (cds) based on the the 55th round of the National S a m ~ k  s u m  which covers die mnod 199912000. 

r 2004, data on uaoc and komnnnicaron, PL~IIC mm n srrauon, and oWn are a'mcgated. 
lmes to agnc~itural year manning 1 July of the !ear smed. 

I 5 r  the fiscal vear Wnnmne I ADnl. - - 
tnc .oes ele&cty mnsumea In awlla? salons and lmses In LmnSmlSSiOn and atnon3n wlem. I 5  efen to pnces quoted for New Deln on, as of 1 Apnl each year. 

I 
Refen to scnw~ted commerc a oai& and state mperative banks 
FOI 1987-1992 and 1994.1997. mles char@ ged scheou ed cornmetcla oanw: for 1993, minimum lkmd ng rate prescnoed rm Resew Ban& of lndla (RBI); 
actual n w s  of rates are for 1987, 17.0096 to 17.50% and 1992. 15.3% to 19.0096. 

tes retcr to average of "arymg rates depending on type an0 per 00 of credX For 1993 w r d ,  rales refe: Id pre-shlpmem expon creak up to 180 da,s; 
1987,9.50% ro 16.50%; 1988, 9.50% lo 15.50%; 1989 to 1991, 7.5% to 15.50%. and 1992. 15.00% to 24 .W.  
IS to ce llng rates m general credt p m b e d  c$ RB . From 10 October 1988. RBI has prescribed a minmum m e  of 16% on general crea L Data hwn 

refer to post-shipment expot creda of Lsanee b .Is up to 90 days. 
sents mtal m p t s  In the revenue ano cap ral accounts of me Union BLdget. 

-resents revenue m m  as &en in the Unwn B W  
bonomn@, o~stnvesrme% proceeos an0 m i r y  of loans For the years 2002 0 3 , 2 W 0 4  and 2004105, tne deots s.,ap cfw?edsfmm the StaW 

nongm Rs W3.66 bn. Rs 462 11 on. and Rs 436 65 bn are inc .dm m e r  rechenes tw Ule respectve yean 
revenLe exwnort  re as m n  n the Union Budeet Conws o' cao ta oudav and loans an0 advances and for 2002/03.2003/04 and 2004/05. 

~ e s  repaymentstothe ~aaonaismall sans Fund (NSSF) ofthe order o f ~ s  l 3 i 6 6  bn, ~s 462.11 bn, and RS 326.65 bn,respectWy, made out of 
bt map pmceeds from the States. 

e7osr fiscal deficlt (GFD) which is defined as total ewndinrra minus nondebt reoeipts. Non-debt receipts is defined as revenue receipt plus 
es plus disinvesbnent. 
exclude mn-ln~dgefaly surplwtdeficit, hence the item refers to overall budgetary surplusideficit. 

Refers to r e s e w  and related Rem 
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Kazahkstan I 

At k?imSmnt 1994 Market Pn'cPa 
ExwndlWre on GDP 

of Consumption and ~nnrtmeet mal&wge&4 
m t e  msumption ... ?%., :.. TAX 1LZ 
Gowment msumotim ... .., .- .Ha 

1 Iron ore 24224 23848 14902 mi57 ws 1 ~ 5  
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Tot. debt wistandmgand dlduned 
Lon%Wn debt 

m o t e s :  
Some tootnots ap!Jyonly to he i&wser ies  available Online. 

b Refers to the taai industiy sector. 
c Includes unremered unemployed. 
d Adjllsted to be wnsistent with GDP total. 
e Refers to transferable deposits in nationd cunenq. 
f includesother dewits in tenge and tmnsferable deposits of individuals and noo-banking legal entities in foreign cunency. 
g M2 plus ofher depmits of individuals and non-banlcing lsgai enMies in fmiQ cunency. 
h Includes deposits from Nabbnal Oil Fund. 
i Deposits in national cuneney for the year. 
j Credits in national cunency for the year. 
K lncludes dewits of nan-banking legal enMies and individuals. 
i Data from 1998 recalculated acwrdingtothe new Mcdologyfor cakulafingbudgetdefciiand w m l d e ~ n g p ~ n  receiptsas source of 

(accwdingta IMFstdndanlson state finance staWcs). 
in Includes official Vansfen received and repayment of main debt. 
n Flares exclude non-budgetaly suplusfdefrcR, hence the item refers to overall budgetalysurplus'deficit 
o Refers to p&tization receipts and final NmOver operatlm. 

Data for 1990-1993 exclude trade with omer states of USSR. 
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Refers to Tamwa Retail Pdca Index. Data for the most recent haw year reflect the inclu?hn of drink, utiiiies, 
9 a December-December basis. 
Ineludes Income from Revenue Eqwl i ion  Reserve Fund 0. 
Wnnlng 1994, includes staMical dlrepsncy. 
Bgures exdude non-budgetary-swpcus/d&cit, hence the item refers m overall budgeta~y wpiusidefict 
Exoludes donor funded aames, local government w n d i r e ,  and ewwdhlre funded from special M s .  
REf6s.b welfare and envimnment. 
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70035 150230 179413 182477 199006 217099 235235 
42622 69538 144310 193762 197313 215494 240040 273811 

domestic d n g  38.3 37.3 38.5 33.9 31.9 31.4 33.0 
37.0 37.2 36.2 33.5 31.7 31.5 33.1 355 

d o m o  owl formation 30.3 37.5 37.7 31.0 2a.a 29.1 30.0 30.2 
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p e m t  p. a.; werages 

9 67 3.70 7 77 

6.73 

1 ' . :.:.,1r 

, . .  

... ... ... ... ... ... ... ... 
042 4495 14381 5317 15810 14816 17384 8099 
111 -7932 -12520 -25032 -34232 -35069 -38312 .27518 

2861 -19715 -18422 -20253 -20928 -19419 

2 23.1 1.2 
30.0 27.7 22.1 23.8 29.3 28.7 28.8 26.5 
-7.6 -2.9 0.8 -5.7 -5.5 -5.6 -5.3 -4.3 

373270 334284 3 
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u n w i l a d t r a n s f e r s . F o r ~ o n w a r d , i t e m m t o m t ~ , w .  
onaiqng-~~,privateanddAdal.For19wamard,~&ntodlrectlmesbnent. 
m pornolio imesbnent and & lowterm w. For pan priw to 1990 and fw 1999 mmd, item fefefs M pMflollo 

, item refers to other long-term capml and net ptimte short-ten capital. For 1990-1998, ltem refen to net ptMe short-term capel only. For 
, ltem refers to oiler ihemem 
net change in eatemal reserves of Bank Negara Malaysia. 
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9 67 3.70 7 77 

6.73 

1 ' . :.:.,1r 

, . .  

... ... ... ... ... ... ... ... 
042 4495 14381 5317 15810 14816 17384 8099 
111 -7932 -12520 -25032 -34232 -35069 -38312 .27518 

2861 -19715 -18422 -20253 -20928 -19419 

2 23.1 1.2 
30.0 27.7 22.1 23.8 29.3 28.7 28.8 26.5 
-7.6 -2.9 0.8 -5.7 -5.5 -5.6 -5.3 -4.3 

373270 334284 3 
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u n w i l a d t r a n s f e r s . F o r ~ o n w a r d , i t e m m t o m t ~ , w .  
onaiqng-~~,privateanddAdal.For19wamard,~&ntodlrectlmesbnent. 
m pornolio imesbnent and & lowterm w. For pan priw to 1990 and fw 1999 mmd, item fefefs M pMflollo 

, item refers to other long-term capml and net ptimte short-ten capital. For 1990-1998, ltem refen to net ptMe short-term capel only. For 
, ltem refers to oiler ihemem 
net change in eatemal reserves of Bank Negara Malaysia. 
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ACCOUNTS mousand US dollamars. fi-scal 

and communications 

I 

kGof output %of GDP at c u m  prices 
,,. .,. 14.9 9.9 10B ... '.. 
... ... 15.0 19.0 19. 

Gmwih of Ouwut annual 

I 1 values 
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ecbon oarade thousand US dollaw calendar year 
0.5 n Inf 

nnmg n 1988, dam are intmensal earnales oased on me 1988 and 1999 pop~labon censuses. 
mce of Plann nd an0 StabsDcs and ESCAP esOmated me GDP for 1987-90 based on me m m e  approach. Estrnates from 1991 onward are oasea 

val~e-added aooroach fo Imne. the memodolog of a Forum Secretanal  cons^ rant. 
rs m Majum only: 

. - 
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of Demand % of GDPat cunempriw 

62587.3 69336.5 1 663776 47211.8 sa243.0 76029.0 77638.4 78803;6 
1 ' W . 9  105879 1095(1;1 11387.2 115l2.5 m . 0  

80%4 7iM.3 1 6237.0 79iS.S 8772.8 10399.2 15354.2 15398.2 



Mongolia 

Savings and lnyesfmeot %of GDP atcurrent prices 
G& domertic saving 
Gv& namnal sawing 

1. Wheat 543 257 U S  
2. Milk, Mn IRIS 290 307 359 376. 2$0 276 292 4 

2. Casl 
3. Salt 

ENERGY wmual values 
Coal, 'WD m r 

Produciirx 



mplicit GDP deflator 0.0 ..* 9.0. 8.4 6.9 11.5 11.9 

M KING Mn Tugd'kx' as of end of pe 

Q, 
id 

son government senor (net) 5127.1 6472.8 -6344.5 23452.7 3572.9 
305.9 515.8 51653.5 45482.9 114670.4 

n other financial institutions ... - 185.7 15895.6 11016.2 
-861.5 -1023.9 4840.2 -27W.4 -18360.9 

hre and net lendim ... 6481.5 14 

casn oa ances -33.1 0.1 
:% 6 

Hmnce %of GDP 
... 60.9 2&6 345 . ' 39.4 254.4 3T.9 d8.6 

M u r e  . ' 68.0 . Bi.9 :.'. 272 . 423 . 43s . .  . . . , . 42.t ., 39.5 
l.i%&wr, arr~irrraef~ca pi. ' 492 -a -7.7 -4.5 - , . -0.B 

d h K ~ r e  bv Function. Central Government 



Mongolia 

Trade balance 

gpottr, by HsC 

-. .... ..,.. ~ 

o.o-5 
. . - . - - .. -. - -- 

Plastics and Nbber ... ... 0.13 1.50 0.10 
Hides and skins ... -. 23.73 4219 5808 46.10 54.89 
Woad and wood pmducts ,,. ... 4.86 0.88 0.21 0.21 0.53 

... ... 0.19 0.11 0.06 0.17 0.76 

Tmnsportabon equipment 
Insbumenb - measuring, murlcal 
Arms and ammumuon 

Mineral products 
Chemical product5 





Mongolia 

Use of IMF credit ... ... 47.0 50.3 46.8 42.6 49d 

&ma1 debt as % of GNI ... ... 44.2 95.3 84.7 88.0 

lmerest on awt-terrr debt ... ... 0 4 0.8 0.4 0.5 

Fwbmies 
SWne foomotes appk onlyto the 18-par se&s availatde Onfine. 

a Refersto mid-veer estimates based on end o f w r  Woulmn data. 
b Refersto eco&miwlly am.e popdlanon reastereoitihe Employment RegLlatlon Ofhce. 
c Refers to UKS? employed n man~hdunng rninink and dmciiy. gasas, an0 nster seclors. 
d Thwe is a series break a k r  1994 as a resuit of major revlam made in ann~al GOP esbmates, tahng into m u n t  among others me J 

Standard lnduswal a&wtion and me associatea expansion of ~ndusmal oetal., pan c,lay in s e m ,  and me inwrporabon of lne re 
Census OfEstablLshmenrs and other nen s.~eys s ~ c h  as me 1999 lnlamar W r S u r v e /  

e From 1995 onwards, data include financlal n1ermeolatIon seMces lndlfectti measJred (FIS M . 
f Includes net smcks. 
g From 1996, data refer to awa@ retali price of premlum gasaline A-76. 
h lflcludes state entemmes. 
I Reuoua ftum tota omesbc credh From 1994 onwam, th s rdudes clalm on pnnclpal anears, clams on s~bstandaro, oo~odut. I 

non.oann financlal nsmons, and clalm on share ana prom ssoq note. 
I Refers to total b~dget a m n t  of cemral and local m m e m s .  
k Includes profit. ~ncome. ano urnover taxes. 

. 

I Refen to nm.tax reven.es, socta secunty premums, and 0h-s. 
m Manmed as lnvemnem n marenal ana nm-malenal sectors. Incudes net ten0 nR urn1 1990. 
n Refers to other expenormres .n me Government buoget acmunts table laken f&e Bank of MongDlla website as of 23 Marcn 200: 
o Figures exclude n0n.budgetary s~rp!.sdef,ut: hence me item refem to wera I mdgetao s.rpl,uoefich - 8  

o ~ & n c e  for finamna of overall sumlusideflc~t i! "Ja 
6 For1987m 1990. Uletota~iorex&nd.tlrre b) f~nctondi(fwrb3nthat ofcunenteqmo;tures a, 

la each of W funciion. F a  2W1, total excidaes expenoiture on deknce. 
r lnclroeS Pubic Mder and safetv untll1990. Pnor 1998. oefence is lumped Hnm Beneral publ;c senlces 
s lnc,.oes al social and culhlnl &enditures. 
t InclJdes recreanon, cufture, am, and sprts. 
u Includes ail natlonal dwlopment. 
v Adjusted m have consktent data on werall balance. 



... I LABOR FOECE milkon; malyear beghnmngl&wii i5.61 16.53 20.49 24.30 24.93 25.63 . . 
Employed 15.40 15.74 17.59 ... ... ... ... ... 

10.00 10.32 0.27 ... ... ... ... ... 
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!#w 218.6 408.7 1197.9 1977.6 2634.4 2853.7 27552 3179.9 
iihailand 1.7 40.9 36.5 233.0 735.4 831.2 827.0 1177.5 
United States 1.6 8.4 79.0 442.7 456.2 345.4 260.6 - 

and realm e m s  :37.7 4.7 31.8 -178.0 
.'.6.3 . .  3.8. 
-2.4 , .' 

. . . . . :. . ,. -5 . ' ', '; 



Myanmar 

I UmOW W R V E S  Mn US Uollals; 8s of end of pficd 
39.7 325.3 

E.! 6.i !584 
Avenge of period 

11 debt as % of i 
n&tarm debt as %of ma1 deM 96.8 95.1 93.2 
e m  debt as %of mfal debt 2.6 4.9 6.8 
?n ce 
p'~es , . 
q:: ' ; 

Debt s e ~ c e  Mn US oo,~ars, iraosactbmdurm$ me% 
on long-term debt 

. . .  3 

Average tenns of new mmlrments 
1.6 2 7 1.4 - 

Footnotes: 
Some barnotes apply only to Ule 1Syearseries avallabk Onhe. 

a Data refern, m id -Wl  year estimates (asof10ctober). From fiscal par  1993i94 onward, estimatesw based on the 1983 censusan&@ 
Populadon Changes and krtillty Survey. For 2003-2004, AD0 staff &mates are based on a 2.02 %gram rate from previousyear. 

b For the fiscal year beanning 1 April. 
c Refers to end of pellad. New pnces of gasoiine and diesel %re set on 20'0~tober 1988. 
d Includes beverages. 
e Excludes gwemmemdeposits. 
f Cumnt and caDital exDenditures indude spedal acwunts lexcemforeim lwns acwunt) and re!msentative bodies. 
g Grants cannot be oisaggregareo from fore~gn bonmwngs inell u n w  finincingtems. 
h F.g.res excldae non-oud&etar) ~ r p l ~ s d e f c t ,  hence the .em refers lo oveial buogetary s.rplus!deflat. Data for net 1eno:ngare not 







otnotes a,%@ only to the l & p r  wks avallabk online. 

lation figures fmm 1987-1991are pmjeotions from ESCAR The 1992 and 2002 figures are census data. There is no &la1 populatim projections for 
.pars in between censuses. 

,ihcludes manufacturing and utilaes. 
Includes hotels and restaurants. 

dollars. Figureswre camrted to Australian ddlars usingthe exchange mtesfrom We IMF, htemaihmalfinandal 

990, nwers trade wifi Australia and New *land only. 



GNP at current prices W6t 195350 223992 3928- 427W 441051 4 
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6418.0 7176.7 8370.7 6W.P 6517.3 
iie 1065.1 455.0 1057.0 540.8 776.5, 826.2 592.3 
I J  2087.6 1764.9 5547.4 6821.8 $325.9 3913.1 5822.1 

and mmmunicaUoffi 1330.9 2031.4 5063.6 58115 6537.2 5766.6 6670.8 6383.9 

-.-- 



Nepal 

Unclaslkd goods 

lg Kon& 
~ d i  Ambi 
mit 
tiland 

. selvices, and lnwme 

W.5 1 1763 

~ r & e  balance 2 . 7  -218 -15.9 -14.8 -14.5 
Current account M c e  4.2 -82 -5.6 -24 -2.7 -5.0 
Overall balance 2.2 0.6 0.1 3.9 1.3 0s 0.8 



INDEBTEDNESS Mn US Udlars; as ofend ofyear 
auMandlneaKl disbuned 10003 1540.0 2417.6 2846.3 2716.0 2972.3 3253.0 ... 

loomotes awly only u, the l & p a r  series availam Online. F 
P Based on wpulabon agea 15 yean old and over. 

Tom GDP uy factor cost s net of rnpdteo : a h  of ball\1gseNces. 
.&fern to comrnuniW and soctal se~ces. 

sfen to loam and advances. 
fm io minimum interest rates. 

@to expelMtun fwdrinktng water and local Wopment. 
k t o  mlscelianeous e~endltures less Demon. allowances and eratwtv. olus loans and advances. and m m m f  loan interest 

!&to change m reseries and related items 

to claims an inencia1 and nowfinancial govemmem entemrises. 
to net capital and aner items. 

e non-budgetary SurpluS'dWi, hence the item refersto budgetaly surpluddefcit Data for @ants and net lending are not available. 

igular expenditure, e&udingmwyment of loan Wndpal. 
pension, allowances, and Dtuib. 

- .. , . , .  
, dam is base;l on new ~0~5ibrmat. '  m, ----------- - 
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26.6 25.9 23.0 19.0 17.7 
Oversll budgetary surpluSldeflcit -8.2 -6.5 -5.6 -5.4 -4.3 



Pakistan 

Importr. by SITC sectlon 
Food and live animals 

Quantum index 
mas 
bRBRP 

m N C E  OF PAVMENTS Mn US dollan, 5%alyear ending30 June 
Cunent acmunt -326 -I353 -2163 -217 326 2723 

2294 -2485 -2537 i -U69 ,294 
4070 3 
-35% 







LABOR FO 

&bar force 
Labor force 

Male 
Female 

l g ~ m s ~  abroad 
Wmastprioer 
L 
vchns ef Ontuut % of GDP at current m 
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k~~ RESXWS Mn US dollas: :as of end of oerkd 

am; as of end of pear 
... ... ... 10 17 32 ... ... 
... ... ... ~.. ... ... ... ... 

... ... ... ... .., .., .,, ..~ 
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b a  New Guinea 



vaup3 MaN ended 





Papua New Guinea 

Socral secunty and mLre 
Housingard wmmuntty a m i B M  
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E- motes awlyon& to the 18-yearseries available Onhe. 

Rverage terl 
Interest I' 
Maturiw ( 
Grace per 

' Grant elel 

decenn.a rate for 1960-1990 at 2 3275%. Data for 1990-1999 are oased on the 
2 ISenes of 20021 Adop6on of Re Decennia! Census-Based Population Gmah Rares. The 

ge annua geomemc gowh of 2.34% horn 1990-2000 was useo in generaong the emmates imm 1991 -1099 Data for 2000-2005 are oased on 
of a sin@ year pro:ec..cn, me 2001.2004 ntimales :,ere baed from me annua asQge 

metric wwth rate of 2.0%. 
opulabon of 15 years old and over and the rewlts of the October mund of the lnte@ated Suwey of Households (ISHI. 

wood IS past week. Startlng 2000, data are besed on the master sample of the 1995 Census of FupulaUon end Housing. 
tnked to the back years b a u s e  the changes In the compilation methodology have not been applted. 
on the hnuarv 2023 emmates where the 1999 and 2000 d m  are llnked. 

ludes sigarcane used for cemnhga %gar, &-do, pandcha, and rrc asses. 
ludes n.ts wad for making copra, deoccated m n u t ,  hom~-twade o , foco n.ts, and for mmmerual mandactdnng 

imm barrels to metric tons usinga conversion factor of 1 bai~el=0.15897882 metric tons. 

m 1989. excludes foreien accounts of residents w f l i  were reciassW to domestic account. 
m 1969. tmcudes forem cLrrency depowts of rwdems nn cr r ~ r e  recassihcu horn fore gn m do.nesnc accoJnt. 

deposts are lhm ted to peso accoLnts, an0 &Joe fora,gn amounts of mdents. 
1989. data are net of eovemment dewsns. tntercommemal banks ad,usmentr and tndude fore w accounts of residents at cLmnt rates. 

charged on imrest-bearingdeposits wRh maturities of over one year. 
non-budgetaly SurplWdefcit, hence the item refers to overall budgetaly surpluddeficit. 

reform and natvrai resources. 

to LGUs. net lendin& debt service, and land distribution. 
14th E d M  Were the overall BOP position 
the net fo* assea (NFA) of mmercial 
NIR of the BSE but includingthe effects of 
and wwe presented as a separate account. 

ge in ownership. From 1996-1998, import data w e  adjusted to exclude aircraft pmcured under opwstional iease 
are conected fwveluatim and undetwvemge. 
revised to include mss earnings M resident overseas Filipino workers (OFWs), such as sea-based viurkers and land- 

I transfers were reported under thz transfers amount Starting 1999, onb cunem transfets were reparted under the 

0 non-resident OFWs or those land-based workers with wlfc cormacts of one-year or more. 
lforto 1999, the finamhi acmunt wnssta of medium- and long-term loans, tradingof kmds in the sewndaly market, inwhnents, change in commercial 
nks' NFA and short-term capital. From 1999 onwards, the capilal account is presented separately fmm me financial acmunt with Dansact'ons on loans 

1987 to 1998, item indudes data on wajuation ad]u&nents, unremittahle arre&adjjlaanentr and purchase of ooliateral when such transactions 
. Stating 1999, data refer to net unclassified items only. 



5's Z'a trT LOT I L'Z ... 
Z'B VE8 CEfi 8 I b8S ... 



OmWh of Consumption and bvertment annual change 

MENI FINANCE W n d  Tala; fkcalyear ending 31 -1 30 June 





I 
E OF PAYMENrS Mn US mm; cmklaryear 

k d  
MeiChand 

Trade b 
Other goo 

Credit 
Deb~t 

Unrequ~tedmnSfers 53.2 53.7 60.2 61.9 S 6  80.0 84.3 116.8 
Pr~vate ... ... 362 44.5 42.6 55.7 68.5 73.7 
Off~c~a l  .., ... 25.0 17.4 21.0 24.3 20.9 43.1 

Current bal* 11.2 8.8 8 2  10.3 -6.5 8.9 19.1 la8 
Capita accwnt . ~ . . . - .,. . . ... ... ... ... ... ... 



Samoa 

WQm IL8 7.9 
lmptis -56.0 -62.6 
Trade balance -44.2 54.7 

Reserve posifim On in Fund 
GDRs 

Pdwte non-guaranteed 
Short-term debt 

Fooblotes: 
.Some footnotes appty only m me =)ear series available online. 

a Assumes constant @uwm rates of 0.5 percm for 1987-1996. 
b Discontinuous Mes Gffcial rational accounts started in 1994 followingthe completion of a techni l  assistance gmnt from the Asian 
c Refers to wlume indices of industrial productian. 
d Figures were revised back to 1994 to reflect new wei- for tam and its subditute. 
e The data came fmm the Economic and Social S o w  ofM and Me Pacb 2005 of ESCAP since me 2004 infation rate cannot be wmmi " 

the break n me 2W3 ano 2004 consdmer pncc dn&x data. 
f Data men born the Bann d Western Samoa and Ule Panfic Comrnerca  ban^ Ud Pmr to Decamber 1989, data reported mere as of me& 

of the month. This reportingdate was changed to the bst day of the month thereaftec m 
g Wudes deposits d t k  @emmentin the bnhngsystem. % 

h The  deposits exclude deposhs of ihe government. 1 
I, 



resent estimates of the Tma?ury Ewament and the C%ntral Bank 
hlre, net treawly advances, and ~ l ' a c c o u m  
wmmodi  an&, all of which were assumed to be extamaltj d e W .  
ces to non-flnanciai enterprises, opi$l subscriptions, and land purchases. After iW3, net loam and advances t4 public 

I$$ m n t  expendiires. 
OS, MInistiy of Transpog has been mergal with Road Maintenance, now called Minim ~f Wnhs. 

UMic wh, l a b ,  lands and su%, hnd and We. 
data for YdsaM and impor$ by foreim dipbmatic missiomto WsWn Samoa. 
1991, exports !we &hed from C m l  Bank infmatiofi. 
rts excludere-expxts. 



I Singapore 

LAEOR FORCE thousand; as ofJune 

Female 47 b ,  @ 53.4 53.9 

NAllOhAL ACCOUNTS '.h %@,m coda5 w m a * . m  

118962.7 159595.9 1537:1.3 158387.7 1W23.6 .d 
206.8 189.3 177.5 165 9 163.2 

29401.3 J1954.9 3633:.6 35%: 7 40541.3 
949.0 12.21.2 151;.3 2 :13.- 314r.6 2""  :a L O ' ,  

Trade 5658.3 9240.9 15842.7 20003.4 19084.5 20872.4 22051.1 2 
Transporl and communications 5893.4 8741.9 14202.6 18343.7 17576.6 17776.4 17336.4 1 
Finance ' 9256.2 15370.5 28889.8 39218.4 41162.0 40983.0 40291.6 4 

0 1824.0 3027.2 -1279.5 
GNP 433440 68708.5 1219899 158316.4 153788.3 154609.8 158423.2 

Shlcture of Output %of GW arcurmt pnces 
0.6 0.4 0.2 0.1 0.1 6.1 0.1 

vernment consumption. 
.$ross fixed capmi formatillWO, r4405.4 21577.8 39781.7 47538.2 45676.7 40187.2 39012.2 

expoits of goods end sewices 



:%on products P r income fmm abmad 





apore 

1 ,a 
. ms. and wm 



Singapore 

3. Clothlng (except fur) 'aOBd 
4. CNde ribber 
5. Fned vegetable oils 

Mineral proaucts 
Chemical pmducts 
Plastics and rubber 
Hdes and sklns ... 

Machmw, mechanical appliances, 
and elactdcal eaulmen! 

1. Malapla 
2 Unfted Stares 
3 Hong Konk Cnma 

Imports, total 
I M a l m a  -. 
2. United SMes 

8. Saudi Arabia 
9. Hong Kong, Cn618 

10. Phllipplne~ 



c% cum 

ra and omissions 

Balance on 
Cumnt account baBdlBe 
Dversll balance 

pd re~aymentson longterm d& 7Fi 188 
rmt MI IWBtWn debt E ~1 short-term debt 186 39 

275 
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- - --- - 
Foregn exohange holdlngs 
Reserve pmon in the Fund 
SDRs 

Ita debt outE$ndtng and disbursed 975 120.5 158.7 155.4 162 7 180.4 185 7 ... 
Lon term debt 03.9 103 2 149.1 152.1 158.8 176.5 174.0 

and publicly guaranteed t 93.9 103.2 100.3 120.7 130.9 150.2 151 3 ... 
nm-waranteed - - 48.8 31.5 28 0 25.3 22 7 . . 

app@ onw to me l&year sene s?a~laMe OnIlne. 

to wage and salaly employees. Data are as of end of June. 
1990. fimreS Include mlnmnc. 
1990, hgures include aataon publc a d m l n l m n .  

ImAudes non-monetaly food. 
l i ~ u d e s  non-moneratv construction. 

Indude data on publc admm~suauon. 
mng 1995. fimres are bssed on GDP at factor cost 
~ I U ?  1997,loe. emn data are used as mere are no sources for DrodLctlon data. 

cetw t i  eie&i sales. 
~1 GDP atfacmr cost. 



Solomon Islands 

k FM 1987. iimm lncludesume depashs. 
I ~aresexclide non-budgem surplusldefiat, hence UE item refen to ovedl budgetaly surpluy'deficit. 
m Fmm 1997 o m i d ,  expon data are based on UE foreign exchange recelpti of the fonal banbngsystem 
n Impon Indexes relate to food inpm on$ 



LABOR FORCED ffiousand: calendar yea 

of Output % of GOP at current r 







Sri Lanka 

Non-bu-ry surplWd&lt 
Owall budgetary surplWdeficlt 

~enncny, @, and water 5993 13756 15324 18117 

' ~ a e o n a n i c ~  
4 m o  

gon.oeia1 andaber LoeaIQebmmmb 
R w u e  ... ... .laLC 7534 8674 9366 

Tax 
Non-tax 

I Tnde annual change, % 



I Machines bansport equlpmem 
M~scelianews rnan-rec gmds 
Unclas'fied gmds 

4. Japan 66.3 102.3 200.0 229.7 185.8 l40.3 161.0 179.2 
5, indla 6.2 20.2 32.0 58.0 72.0 170.6 245.1 306.9 

ifed Arab Emirates 21.6 27.7 55.0 135.1 145.4 130.0 163.5 187.8 
- - 91.0 109.8 115.6 126.6 140.8 165.6 - - - 155.8 120.3 - - 2953 

index 





m: 
prne fmhotes apprVon& to the 1 8 - ~ r ~  amilabk Online. 

i For 2001, papulation is based on Census of pwwlaUon and Housln~200i. 
Data far 2004 is for the mird quarter. From 1987-2002, data exclude both Northam and Eastem Rovinces and for the first quarter of 2003, clata include 
Me Eastern Province and enclud-2 Me Northern W n c e  fmrn me survey. 
Mining and QuanyinBcatemizec under Omen torn ls t  Quarter 2002. . . .  . 
TM stats~tce oNscrcpancy s not lncluom in tne wmputaion oftoia~ GDP at marhe1 pnces oy ewend:wre tom 19% onwad. 
Computed beng m,o-jaar poplawn estimates. From 1990, md-year populanon nas oeen rev sed on Me bass of Census ol Popubtlon and Housilg 

Refers to end of penod data fmm 199l.onwards. 
Fi@res exclude non-budgetay surplus/deficit, hence W tern refen to mra l l  bwlgetdry surpius4deficlt. 
Includes ohvatization proceeds fmrn 1991 to 2000. 
Clam34 as CMI adminmton and p-ol c order and safely. 
Based on unadjusted Cusmms data. 





Wwth ofoutput annual change, % I P G D P  

of goods and seMw 
lmpwts of gw48'mm 





?i, China 

af cash balances 1 F=w 

I and mr Local (iovernments 
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of Payments %of GDP 
52.4 41.9 42.0 47.9 43.7 46.1 50.2 56.7 

-37.0 -43.5 -36.6 .37.5 -41.5 -51 1 

.. . . , ., . ' . 1 - . 
95911 i i w o  126572 1k5 31i140 246560 

26% 5623 5501 4628 4361 4390 4508 4822 
76748 72441 90310 106742 122211 161656 206632 241738 

W o n  in the Fund - - - - - - - - 
- - - - - - - - 



- - - - - . . . . . . - -. - . . . . 
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" d ,  
GO1 
Nei 
GNI 

Uwmp!oyed 
Uwmploymi 
Labor force i 

X of GDP at cunent p r h  # 
- < . .  . ,  . r ,  

. ~< . ", 

.iplts GDP 1 I 12 292 401 522 
GNP 1 12 275 372 498 



.." ... ... ... ,.. 
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Non taxes 

tun by Function, General ~owsmment.?' 





IS In TaY R u k .  The new nsbonal cunenw. the Somonl. has been circulated sfnce 30 OCmtmr 2000 and fuC rsDlacRd the Tailk Ruble 

I E on I ~ p r i i  2001 at tie eu~h&@ rate ol~~s1.00 = T J R I , ~ .  - 
Mlusted to be consstent wilh GDP at cunent m a h t  pnpnces. 

mta tor l w < u ~ ) r  ong m e p e ~ d  MW, II to ~ccenwer 31 M cuneny .s m ~ q l k  Ruble. 
Based on mnespondence lmm Nmm Bankof Tdikistan, domestic incLdes ahe~ items. 

di&~~excluae non-budgem supWdefml, n e m  me fem refen to oretala buogeur) s~rp1u~'oefsf I e 
I Fmm 1987-1996, on cash basis. 

Refws to credit from t e n 6  repynentS gmss procesds fmm pnwtuattm. and othw domeaic non-hnkfinanclng 
Includes pnvambon proceeds. 
Reters to State admmtst&n. 
h n  2000-2004. lncluaes defence. 
F.efers D wnd.tures of U?e oat onal mnom,. 
'Includes &er cuecdQres not c&aM In Uie l~st of eqmf~ltue by funcbon. 
t%m to net forelm dlrecf msstment. 

fers to loans andlor other assets. 
used to tm consistent\Nith the overtlll budgetary surplWdefidL 



Knv lnriaratnrc nf notmlnn~no Ac~an and Partfir Pn~lntrioc 

Thailand 

UBOR FORGE ' tl~usanrl' dw8atfl 29552 51750 33W2 33973 38488 34970 35311 , 
W@ovnd 1 7 W  3- 32575 33001 33484 34262 34676 1. 

wwrture 11788 r 9 n s  1696929 m 6  15409 15800 ~ 5 6 1  

Female 

NATIONAL ACCOUNTS ' en BBh4. ullendww 

Public admini&iim 

Net f a w e  horn abmad 
M P  

stmiurn of-' %of0 
Wculsun 
I n W  
Ssnicao 

W16.8 W . 4  



BMS 1947,~ .1 2088.7 2235.6 2408.5 * 
f goods and services w7.0 
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ailand 



9TZ OWT 8867 ST9T LLL ELE 9TZ 
LZZ T89T 99ET 8EET TT8 K? 69 
I F7 R701 TORT STTT 

EllWV 'OT 
SfiaUWl '6 

)UmJaUIaN 'R 

T5889 ~SQ 29689 TOZLS ZLOFZ POST7 lW1 'slid% 
lea( JePWl63 'SrQlPP Sfl UYY JPW lo U~II 

6'PET 9'WT O'TZI 8-DB T'W L'PZ 
6'6 5'6 L'6 2'6 9'9 5.9 5'T . - . . - - 
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Thailand 

Gram element p) 

F O O ~  
Sam footnotes appiyanly to me 18-year sedes avaliah Online. 

a For 1987-2000, l a b  f o m  refers to the mulation aged 13 years and wer. FM 2001.2004, it refen to the mulaticm aged 15 years and 

personal and household gxds. 

f Prior to 1988, Item includes metallur@cal aod low-grade ores. 

h Refers to claims on non-financial public enterprises and claims on busices and househald sectas. 
i Refen to loans and werdrafis. 
1 AcWel ranges of rates are: Fw 1988,6.25% to 7.25% ; 1990,10.00% to 12.00% :and 1992,6.00% to 6.50%. 

to 11.00% ; 1996,8.50%to 9.25% ; 1997,lO.OWb m u .W% ; 1999,4.00%to4.25% ; and 2001,2.75% to3.W%. 
m The use of foreign funds is excluded from expendire items, therefore, fofeia disbursements are wt shown under financing items. 
n Grams cannot be disaggregated from fweifn bonowings (net) under finandng items. 
o Fmm 1995 onward, a more detailed classification for t h e s s b n  on qmditure by function is pmvided by the Bank of Thailand. 
p lndudes public order and safely. 
q Includes recreation, cultural, and relidous. 
r Refers to agriculture, w, and fisheries. 
s Refers m mining, manufacenink and commotion. - ,  
t Refen to fie1 and enera. 
u includes lending. 

y hclyded under "~mer  imrestments". 

... 
:* . 



&- ... .b _i +. ... LABOR FORaE thaasns,wW :Y c.b 

Employed "z b.. .i. "a  ..,. :%. ,.. e q  ... .., .,. ." ... 

Male 
Female 

hATlOhAL ACCOLhTS 
IU Current Marker Prices 
G F  ,, .' IUZUSBI w gr . . .  ... 

@c '-lb, . ... ... 92.8 . 833' S.9'- 104.6,' 104.0 * 
M , ? ~  ... ... 3.1 r.1. * 
U? "%cf 
[ - . - .  4 ~ ~ , a n d * a s r  ... ... 20.0 26 * 3.1' 3.2 ' 32 ... 



Timor-Leste 

L - 

.gncuiture, crop year 
1. Rice paddy, wewetd and dryland 
2. Maize 

PRICE INDEYES perlod averages 
Conurmei, '~prii 2000 1 December 200L = iO@ ... -. :.,.' 4fSS -mc6 
Implicit GDPdeflator, 1993 12000 = 100 s,) ..> ltffio I . >~@@X . 82.e 

Money supply (MI)  ... ... ... 
Currency in circulation .,. 
Demand deposits 

Money supply iM2) annual change, % .,.. 
M2 % of GDP -- 



Government (Consolidated F w d  for f i s t  VmwI 
Tml revenue and grants 
Total revenue 

' Capital expen, 
Nei Iendlne 

MTERNAL TRADE Mn US dollan ca1endarve.B 

Trade balance 
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... 
~ A C C O U M S  Thousand Pa'anga: ficelyearending30 June I"" 

13036 17754 26126 131576 33974 39965 46035 ..- 
and communlCatims 8469 l l573 13717 18205 20300 19222 22617 ..~ 

8747 10976 14894 ,23665 26000 28715 33ll8 

..&mim of Outm %of GDP at wnent pies 
38.7 34.7 29.3 28.9 

Evrk of WS and se~ces 30.9 33 9 18.9 14.8 12.2 ... .=. '.. 
Imparts of goods and SeMW 64.6 65 1 64.5 49.7 56.7 ... .,. -. 





Money suppiy fM2) annual change, % 33.4 9.3 17.0 8.3 26,s 7.8 13.4 18.6 
M2 % of GDP 28.6 27.0 30.7 36.0 @;i 41.6 41.7 43.3 

9.6 *" 
9.v .* 

Rectrlc~ty, gas, and wdter 
T r a w r t  and communlcatlon 



LZLZ 886VT ZLZL L9E TTL 09Z V& PSW~I~U~ 
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a . 7  -m.o 
-6.9 -se 

. 
I OVler short-term capisll 

Net ermn and omisd iS  

Principal repaymats on longtenn debt Od) a10 B,C ,aj* 1.7 $1 q4 
Interest on longterm debt 0 8  0%: 0.7 ~ r 8  0.6 8.8 Q.8 1.i 
l n t m  hn shalt-term debt + jX% 0.1 - - - - ... 



Tonga 

Footnotes: 
Some footnoes apply only ta the i8-jearSenes aaiiable Online 

a Seies nas xen  rr.lsea fro'r 1993 on.:arg. Emmyst on nss nepl ine clr,nual gro:.rh d tie re8 ornr p q j ~  ttlon ro 0.3 pee:ent in recent ,can 1 
o h e o r  for 196 an0 2003, nrere oao .de:e nhen ircm cens.nes, aoor datn are based cn s3n~de s,ne$i 1 

c Includes data on pubic admlnlstratbon up lo 2003. 
d Residual Item. 
e Comgnsed of the consolidated balance sheets of tne Nahonal Reselve Barn ofToneir and me cammerci.3 banks 
f Begnntng 1956 i,g,tlres reief ro :.elgnleo a.ernss Sa,gmt e.er5ges ;.ere .sen pre..oJsl. 
p Beynn,ng 1996, oara :.crc lawn frcm IhIF. Htc~wr Fwcoljni : Cvielo&-nlt nencs, prv.hi~s oata m2) nct oc c.liparao.c 
n Brfinnrnil1996, oara nclJoe 'enclng mlnJs recajlnents . . 

Ffg.res e*c .ae coo-o~agetag s,lrp.~iaefic t neice me tern refers to o.era oJdgetar) s4rp .s cehc8L 
Frcm 1991 ir;ard, oala refer 12 ta d.screwnq &%:.en me o wall s..rp~.s oeic,! i r o  rn s- n of rhe otwr financ ng ,terns Th:s ds:repanc, anses sl 
the Tongan authorities do not cbmplle flnanclng data 

k Refers to recurrent expend~tures only. 
I From 1996 Onward, the sum of exports by SlTC is not eqml to total expore due to re-exports. 
m Fmm 1987-89, figures were reindex@. 
o me overall balance figures as reported by ?he saurce agency da not cornspond m the sum of the nedd and debit envles 



% of GDP at current prices 

Gwemment consumption 
G m a  fxed capital formation 
Increase in stoCks 
Exporn ot goods and sewices 

Imports of goods and services 





Basic manufactures 
857.6 1125.6 

,..,,. .,. 
4. Russian %&t&f .,.. .*. 22.9 27.0 34.8 

." lEJ3.1 224.7 159.7 

588.8 
... 416.4 2 W 9  4W.Z 
~, . ... 160.4 2 B.8 a 9  
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I lnwrtment Flnandng at current prio 
G m a  domestic capital formation 73345 637206 1040915 &#3$15 2042792.. 29@iQO 
Ows national saving 81900 585982 917309 P W 3 7  2843C@$ 

Gros domestic savlne 82150 651915 986002 1B"RM)6 26457@ S&Z& 
Net fact i i m m e  fro; abmad 

Gma national Mnng 
Gross d o m e  capital formatic 
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i n m  from abroad 
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Januatu 

liwastment Finandngat cumnt prim 
Gmss dwnestic capital fomtion 4759 6161 Fa6  7456 6815 6928 6711 
0055 n a w l  saving 2.95 2379 f i le  6014 W41 4249 3@L? 

Gmss national saYing -2.0 w.5 J.9 18.6 ZS.0 
WaSs dwnesticcap~tsl formabon 35.5 34.9 232 22.1 20.0 21.2 

At C u m  M a r M  P k .  vat,, 

Ratail prices; Vatulflb 

ioney JUPP~Y (M2) 
Forelm assets (net) 







w*.*wQMI 1,s '1 ;39& 
abs T4.3 

,.. 
mi longterm deb as %of btaiC@ gX.6: @& %% $42 ,~. 
hort-term debt as %of tots1 de& 42.9. lg 2;Q lfs S:8 ..< 

I 
a- Mid-par estimates based on the 1979 census. These estimates include both Ni-Vanuatu and non Ni-Vanuwr. 
g Data for 2000 is for the formal seetor mly. R does rot capture the extent of a@cultural employment as it only records "large soale plantationm typ3 

businesses. ' b Data for 1989 includi not emnomicaliy a m  population. 
. Includes real estate and business selvices, other community, social and personal selvim less imputed bank senice charge. 

Refers to avwage of quarteriy prices. ? Data refemngto base pericd Q11976 are for me low income @uup only. 
g Excludes deposits of Government of Vanuatu but includes d m  of m-reporting be., exempt) banks and other i n M w  held with repotting banks. 
$b Includes clsims MI wn-financial public enterprises. 
b,i : Refers to claims on private sector of domedic commercial banks. 
Uj. Data between periads 1987 to 1988 and 1989 to 2001 may not he comparable due to changes in mpilaticm techniques and assumptions. 

Flsres exclude non-budgetaw sutplus/deficit, hencewitem refersto o w l 1  budgaary surplWdeflct. k Refers to batancine item for financine of the overall sudus/defictt. 
Includes recreauohano CL [.re ana &ls not elsewhere swfieo. 
EXPOIIS ~lneude re-exporn bvnl e mpom Include lmpoltatnn of reexpons 
Refs  m gmds cleared for nome conswnpfm onb 





L Increase in m k s  
Exports of @xJs and sW&S 

I 
p3. Cassava ... 2276 2212 1986 4438 5309 
1 4 .  Maw 561 671 1177 2 W  2162 2511 3163 346 
k5.  Sweet pnatoes ... l32g 1688 I611 1654 1704 1517 1536 
, 6. Coconut 791 844 1165 885 892 915 893 831 
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I lmporh 

?8, 3.7 '$19 -81:S 96.5 
Trade balance -9tl &,# .%,7 .+Fi$ 4x3 ..ski3 ~ 6 . 7  

nportr, by Sm: sedan 
Fs?d and live animals 

Bssic rnanufemm 
Machines, bansport equipment L, 1 81) i1276 1399 I337 1793 ... 
Miscellaneous manufacued gwds 175 515 IJW 4052 0408 5@1 7260 .,. 
Undassified goods 

I Beverage and t o b m  
huds mat~mk exclud~ng fuels 

An~mal, vegetable pd, and fats 
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For 1994 - 2004. NSO, Official Communication, 28 Aprii 2005 and past communication. 

For 1987, 1991, 1996 - 2004, NSO, Official Communication, 28 April 2005 and past 
communication. 

For 1987 - 1990. IMF, Mongolia Towards a Market Econorni: Aptil 1991. 
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For 2001 - 2002. CSO, MNPEO, Official Communication. 17 June 2005 and past 
communication. 
For 2003 - 2004, ADB, staff estimate. 

- WB, World Deveiopment Indicators Online. 
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For 1987 - 1995, FBS, Pabtan Statistical Y e a h k  199811999, 
For 1996 - 2004, FBS, Ofiiclal Cornmunicatlon, ll May 2005. 

Pmduction Indexes 
Agriculture - FAO, FAOSTAT Database Onllne. 

Min~rg 
Manufacturing 1 - For 1987 - 1997, FBS, Pakistan SraLtiwl Yearbwk 199811999. 
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Rice Indexes - BBP-MOA. Official Communication, 10 June 2005 



Government Finance 

External Trade 

- BBP-MOA. Olflcial Commun~caon, 10 June 2005 

- BBP-MOA, Official Commumation, 10 June 2005 

Direchon of Trade - IMF. Drreotion of Tiada Statistics CD-ROM. May 2005. 

Balance of Payments - BBP-MW; Olflcml Communication, 10 June 2005. ,- 
Intemahonal Resews - IM, htetnanonal financial Stabaics CD-ROM. May 2005. 

f 
External Indebtedness - OECD, Statistkal Cornpndium CD-ROM 2006. 

PAPUA NEW GUINEA 

bpulation - For 1987 - 2003, National StaWcal Office (NSOJ. Official Communsation, 9 June 2004 
and papest communication. 

' - For 2004. ADB, staffest~mate. 

National Amounts 

Production 
 culture 

Mining 

Manufacturing 

Pmduction Index 
Agriculture 

Energy 

- For 1987 - 1993, NSO, Natianai Incwne, Expenditue and Pmduct 1993-1998 and past 
Issues. 
For 1994 - 2002, NSO Wetmte, May 2005. 
For 2003 - 2K4, ESCAF: Economic and Social Sumy of Asia and the Pacli7c 2M)5. 

- FAO, FAOSTAT Database Onllne. 

- For 1987 - 2001, Bank of Papua New Glnnea (BPNG), Quarterly Ecw~mlc Bulietin, 
December 2002 and past issues. 
For 2OU2 - 2003, BPNG, Dfficial Communicanon, 18 May 2004. 

- ESCAR Statishcal Yearbook lor Ash and the Pacific 2WO. 

- FAO, FAOSTATDatabase Onllne. 

- Fa 1987 - 1995. UN. Energy Statistics %amooX 1995. 
For 1996 - 1997, ESCAI? Statlaical Yearbwk lor Asia and Lle Paclk 2000. 
For 1998 - 2000. BPNG, Omcla Cornm~nlcation, 30 Janualy 2002. 

~ n c e  Index - BPNG, Quaitedy Emomic BuIIw'n, December 2004 and past issues. 

Money and EanMng - BPNG, Quamrty Economic Bulletin, December 2004 and Wst issues. 

Government Finance 

Expenditure by Function 

External Trade 

- For 1987 - 1988, NSO, Govemmmt Finance StaQOm 1984-1988. 
For 1989 - 1994, NSO, Official Communication, 3 May 1996. 
For I995 - 2004, BPNG, Quarbrly EMMO~IC Bulieth, December 2W4 and past issues. 

- For 1987 - 1988. NSO. Gouemment Fmance Statistics 19841988. 
For 1989 - 1994, NSO, ORcial Communlcahon, 3 May 1996. 
For 1995.kSO. Governmen! Finance %Ustics 1994-1998. 
For 1996 - 1999, NSO, Official Communimon, 8 June 2001. 

- For 1987 - 1994 NSO. Offical Commun.cabon. 3 May 1996. 
For 1995 - 2004. BPNG, Qwmiy E m l c  Bulletin, December 2004 and past :ssues. 

Cnremon af Trade - IMF. ~irectnn of T& Sfatistics CPfiOM, May 2005. 

Trade Indexes - BPNG, QuarieW Emnomic Bulletn, December 2004 and past issues. 

Balance of Payments - For I987 .1989. IMF, Balance of Paymenr Statisdcs CD-ROM. May 2003. 
For 1990 - 2004. BPNG, Qu-rly Economic Bd.:etin. DecemDer 2004 and past issues. 



International Reserves I - 
IMF, International Rnanciai Sta~stics Online. 

Exchange Rates 

External Indebtedness - WB, Global Development Unance Online. 

Labor Force 

National Accounts 

Production 

Production Indexes 
Agricuitu~ 

- From 1987 - 1989, Natonal Btatst~cs Offre :FVSO), Officlal Comm.ncaoon, 27 Apn. 2004, 1 Fmm 1990 - 2004. Nat onal Stausrca Coord~nat~on Boam INSCB , Offic~al Comm,n cat on. 
7 June 2005. 

- NSO, Official Communication. 28 April 2005. 

- NSCB, National Accounts of the Philippines (Base year 1985% Februaly 2005, 

- NSCB, Official Commun~cation, 28 April 2005 

- FAO, FAOSTAT Database Online. 

Mining - NSCB, Omciai Communication, 28 April 2005. 
Manufacturing 

Energy - NSCB, Official Communication, 28 April 2005, 

Price indexes - NSO, Official Communication, 28 April 2005. 

Money and Banking - Bangko SenVal ng Pilipinas (BSP). Official Communlcatlon, 3 May 2005. 

Government Rnance - Bureau of the Treasuly (BTr), Officlal Communlcatlon, 9 June 2005. 

Expenditure by Function - NSCB, Official Communication, 28 April 2005. 
Provincial and 

other local governments 

External Trade - For 1987 - 1996. ASCB. Omclal Commun~cet on, ll Apnl1997. 
For 1997. NSO. Foregn Trade SSraustcs of :re PndroD~nes 1998. 
For 1998 - 2004, NSO. Official Communication, 28 April 2005. 

Direction of Trade - IMF, Direction of Trade Statlstlcs CD-ROM. May 2005. 

Trade Indexes - NSO, Official Commun~cation. 28 April 2005 and past communication. 

Balance of Payments - BSFl Official Communication, 3 May 2005. 

international Reserves I - 
IMF, international Fhanclai Statistics Online. 

Exchange Rates 

External Indebtedness - WB, Global Deveioprnent Finance Online. 

Population 

Labor Force 

- For 1987 - 1996. DeDartment of Statistics (DOSi. OuarterivStatistical Bulletin. Januaw to 
December 1994. 
For 1997 - 2004, Treasuly Department of Samoa WS), Official Communication, 1 Apr~l 
2005 and past comrnunlcation. 

- Statistical Sewices Division (SSD) Website, May 2005. 

National Acwunts - For 1987 - 1988, Dm,  Quartedy Statistical Bulletin, Janualy to December 1994. 
For 1989 - 1993, Central Bank of Samoa (CBS), Official Communication, 20 March 1998. 
For 1994 - 2004, TDS. Official Communication. I April 2005 and past communication. 



Pmduction 

Production lmlexes 
Agricunure 

Manufacturing 

Energy . 

Price Indexes 

Money and Banlclng 

Government Flnance 

External Trade 

By SlTC w o n  

Direction of Trade 

Trade Indexes 

- 
Balance gf Payments 

I 

- FAO, HOSTAT Database Online. 

- FAO, FAOSTAT Datdbase Online. 

- For 1987 - 1993, CBS, Centmi Bank of Samoa Bulletin, December 1994. 
For l q ,  CBS. Ohha Communicat on. 20 March 1998. 
For 19% - 1996. CBS. Central Bank of Samoa &rlletln, September 1999. 
For 1997 - 201. TDS. Officda Communicar.on 1 Apnl2003 ano past mmmun.cation. 
For 2002 - 2003. CBS, WIC a1 Comm,n~cation. 1 April 2004. 

- For 1987 - 1991. UN, Energy Staosocs Yearbook, 1991. 
For 1992 - 1996, CBS, Official Comrnun~caUon, 2 May 2000. 
Fw 1997 - 2002, TDS, Officlal Communicabon, 1 Apnl2003 and past cwnmunlcation 

- For 1987 - 1992. CBS. Centml Bank ofSamoa Bulletin. December 1994. 
For 1993 - 1996. DOS, Offic a1 Communicaton. 25 January 1999. 

- For 1997 - 2004, TDS. Officia Commun~cabon, 1 Apnl2005 an0 past commdnfcar on. 

- For 1987 - 1996, CBS, Cenml Bank of Samoa Bulletin, September 1999. 
For 1997 - 2002, TDS, Official Cornmunicatbn, 1 April 2003 and pest communication. 
For 2003 - 2004, CBS, Official Communication, 1 April 2005 and past issues. 

- For 1987 - 1990, CBS, Centml Bank of Samoa Bulletin, December 1994. 
For 1991 - 1993, CBS, Officral Comrnun~catlon, 20 March 1998. 
For 1994 - 2004, TDS, Officlal Communication, 1 April 2005 and past communlcatron. 

For 1987 - 1993, CBS, Cental Bank of Samoa Bulletin, December 1994. 
For 1994 - 1996, CBS, Official Communmabon, 2 May2000. 
Fw 1997 - 2002, TDS, Officlal Communication, 1 Apr112003 and past communicatlon. 
For 2003 - 2004, CBS, Official Communlcation, 1 April 2005 and past communicatlon. 

- SSD Webte, May 2005. 

- IMF, DiMm of Trade StatlSfrSfrcs CD-ROM, May 2005. 

- For 1987 - 1996, CBS, Cantral Bank of Samoa Bulletin, SepDmber 1999. 
For 1997 - 201, TDS, Official Communicahon. 1 April 2003 and past communication. 
For 2002. CBS, Offic~al Communlcation, 1 Apnl2004. 

- For 1987 - 1990, IMF, Internatbnal Financial Statishcs CD-ROM, May 2000. 
For 1991 - 1994, CBS, Official Communicat~on, 25 January 1999. 
For 1995 - 1996, CBS, Cenfral Bank ofSamoa Bullatin, September 1999. 
For 1997 - 2002, TDS, Official Commun~cation, 1 Apnl2003 and past communaabon. 
For 2003 - 2004, CBS, Official Communicabon, May 2005 and past iswes. 

Intemabonal Reserves - IMF, International Financial Smtisocs Online. 
Exchange Rates 

1 Eatemal Indebtedness - WB. Global Development Finance Onllne. 

SINGAPORE 

Population 

Labor Force 

National Accounts 

Pmduction 

- Department of Statistics (WS), Official Communication. 3 May 2005. 

- DOS, Official Communication, 3 May 2005. 

- DOS, Ofticiai Ccinmunioation, 3 May 2005. 

- Economic Development Board (EOB), Official Communication, 22 May 2002, 



Produddon Index- 
Agriculture - FAO. BOSTATDatabase Onlrne. 

- EDB, Ofiic~al Gommun~cabon, 27 Apnl 2005. Manufacturing 

Energy 
Cmde petroleum 
Coal I - Fw 1987 - 1992, UN, Energy StaPistcs Yearbook 1993 and @st issues. 

For 1993 - 2004, lntemabonal Enterprise Singapore (IES), Mfinal Commun~cation, 27 April 
2005 and past mmmunlmon. 

- DOS, Ofiicial Communication, 3 May 2005. Retail prices and Electricity 

- DOS, Official Communicatm, 3 May 2005. Price Indexes 

Money and Banking - Monetary Authority of Singapore (MAS), Official Communication, 29 Apnl 2005. 

Government Finance For 1987 - 1997. IMF. Goenrent finonoe SlaUsUcs Yearbook 2001 an0 past lss~es 
For 1998 - 2001. Mtn~stq of finance. Offlclal Communlcabon. 29 Apn 2004 
For 2002 . 2003. 00s. Yearoook of StaosUcs Singapore 
For 2W4, IMF, international Financial Statistla 0nllne. 

Extemal Trade 

Trade by HS Classification 

- IES, Offictal Cammunimon, 27 Apnl2005 and past mrnmunlcabon. 

For 1987 - 1997. DOS, Official Communication, 22 Apnl2002. 
For 1998 - 2004. IES, Official Commun~cafion. 27 Apr.12005 and p a n  mmmLn.mon. 

Direction of Trade 

Trade indexes 

- iMF, Direct!on of Trade Statistics DRUM,  May 2005. 

- For 1987 - 1995, DOS, Official Communication, 8 April 1996. 
For 1996 - 2003, IES, Ofiicial Communication, 26 April 2004 and pan communication. 

Balance of Payments - DOS, Official Communicabm, 6 May 2095. 

international Reselves 
Exchange Rates 

- IMF, lnremational nnance Stafistics Online. 

OECD, Statistical Compendium CD-ROM 2004. External Indebtedness 

SOLOMON ISLANDS 

Population - FM 1987 - 1999, Stabsbics Office (SO), Solomon Islands 1998 Stabstical Yearbook. 
For 2000 - 2003, Central Bank of Solomon lsainds (CBSII, Officlal Communlcabon, 30 June 
2004 and past mmunicabon. 
For 2004. SO Webslte, May 2005. 

Labor Force - For 1987 - 1992, SO, Solomon islands 1993 Statisffcal Yearbook. 
For 1993 - 1995, SO, Officlal Communication, 8 April 1998. 
Foc 1996, AOB. Countryhnomic Report, June 1998. 

National Accounts 
GDP at current prices - For 1987, SO, Natimal Accounts of Solomonbslands, 19841987. : 

For 1990 - 1994, SO, Stati$tical Bulletin No. 312000. 

1 
For 1988 - 1989, NCOS, Sguth Pacific E w m l c  and Social Database, SeptenibfY'15g:-.. 

For 1995 - 2002, Depament of National Reform and Planning, National Ecomm& 
Recovey, Refon and Dqlopment Plan, 2003-2006. 
For 2003 - 2004, CBSI, ORlcial Communication, June 2005. 

GDP at constant prices - For 1987 - 1989. ADB. Solomon Islands EmooIIic Reporr, 16 Februaly 1998. 
For 1995 - 2002. DeDanment of Natlona~ Reform and Plannlne National Emomic 
R w m r y ,  Refprm and Development Plan, 2003-2006. 

- 
For 2003 - 2004, CBSI. Ofiiclal Cornmunlcation, June 2005. 



Production 

Product~on Index 

Energy 

Pnce Indexes 

Money and Banklng 

Government Finance 

External Trade 

Dlrectbon of Trade 

Trade Indexes 

Balance of Payments 

lnternatlonal Reserves 
Exchange Rates 

External Indebtedness 

Population 

Labor Force 

Nabonal Accounts 

Product~on 
Agriculture 

Minmg 

- For 1987 - 1992, SO, Solomon Islands 1993 Statisb~al Yearbook. 
For 1993 - 1998, CBSI, Statistical Bulletin, December 1998. 
For 1999 - 2001, CBSI, Official Comrnunlcat~on, 24 May 2002 
For 2002 - 2004, CBSI, Quaiterk Rev~ew, December 2004 

- FAO, FAOSTAT Database Online. 

- For 1987 - 1994, UN, Energy Statistrcs Yearbookl995. 
For 1995 -'2003, CBSI, Quarrerly Rewew, December 2003 and past Issues 

& - For 1 9 8 7 ~  1998, CBSI, Statistrcal Bulletin, December 1999. 
For 1999 - 2003, CBSI, Official Communication, 30 June 2004. 

.d Far 2004, CBSI, Quarterly Revre% December 2004. 

- For 1987 - 1989, IMF, lntematronal Financiai Statrstrcs CD-ROM, May 2002 
For 1990 - 1994, CBSI, Annual Report, 30 Aprll 2002 
For 1995 - 2002, CBSI, Quaery Review, December 2004 and past Issues. 
For 2003 - 2004, CBSI, Offic~al Communlcauon, June 2005 

For 198: - 1988. IUF. Go~ernme?. F?ai.ce S:a;Istn iea*3ood 1996 
Fo* 1989 - 1992. hCDS So ,in Pactfc Eco>s,l>c aPo S o c  Dalaoase. Seovrnczr 1907. 
For 1993 - 1995, SO. Officlal Commun~cat~on, 8 Apr~l 1998. 
For 1996 - 2000, CBSI, Officlal Commun~cat~on, 29 June 2001 
For 2001 - 2002, CBSI, Quarterly Rewew, December 2002 
For 2003 2004, CBSI, ORclal Communicat~on, June 2005 

- For 1987 - 1995. SO, Statlsbcai Bulletin. December 1998 and past .sues. 
For 1996 - 2002, CBSI, Quarterly Rev~ew, December 2003 and past Issues 
Far 2003 - 2004, CBSI, Offiaal Commun~catlon, June 2005 

- IMF, Dlrechon NTmde Statistics CD-ROM, May 2005. 

- CBSl, Quarterly Review, Oecember 2004 and past issues. 

- For 1987 - 1999, IMF, Balance of Payment StatistlCs CD-ROM, May 2003. 
For 2000 - 2002, CBSI, Quarterly Revrew, December 2002. 
For 2003 - 2004, CBSI, Officlal Cammunlcatlon, June 2005. 

1 - IMF, International Financial Statrstics Onllne 

WE, Global Development Finance Online 

- Central Bank of Sn Lanka (CBSL) Webs~te, CBSLAnnuai Report 2004. 

- CBSL Webslte, CBSL Annual Repon 2004. 

For 1987 - 1995, Oepamment of Census and Stat~stlcs (DCS), MTlclai Communlcatlon, 8 
April 1998 and past communlcatlon. 
For 1996 - 2005, CBSL Websne, CBSL Annual Report 2004. 

For 1987 - 1990. DCS. Officul Communoatlon. 14  Aarll1992 

I,-- 
For 1991 - 1994, CBSL, CBSL Bulletin, August 1997: 
For 1995 - 2004, CBSL, OR,cial Cammunication, 3 May 2005 and past communication. 

- For 1987 - 1991, DCS, Official Communication, 14  April 1992. 
For 1992 - 1994, CBSL, CBSL Bulletin, August 1997. 
For 1995 - 2004, CBSL, Official Communication, 3 May 2005 and past communication. 



Manufacturing 

Pmduction Index 
Agriculture 

Energy 
Crude petroleum 

Electricity 

Price Indexes 

Money and BanWng 

Government Finance 

- For 1987 - 1491, DCS, OfMai Cmmwnicstlon, il May 1999 and past cmununicabon. 
Far 1%2 - l994, CBSL, CBSL &IMR, August 1997. 
For 1995 - 2004, CBSL OPficY Cinnmunlcatlon, 3 May 2005 and past wmmun(Dation. 

- FAO, FAOSTATDaPabase Online. 

- For 1987 - 1991, OCS, Officlai Communicaflon, 14 April1992 and past communoabon. 
For 1992 - 2061, CBSL Webslfe, CBSL Annual Repnt 2004. 

- For 1987, DCS, Mficlal Communicabon, 30 December 1988, 
For 1988 - 2004, CBSL Webslte, CBSL Annual Report 2004. 

- For 1987 - 1990. CBS-, CBSL Bulletin, August 1993 am past issues. 
For 1991 - 2004. CBS- Weoste. CBSL Annual RepoR 2004. 

- For 1987 - 1990, CBSL, CBSL Bulletin, August 1993 and past issues. 
For 1991 - 1999, CBSL, CBSL Annudl Report 2000. 
For 2000 - 2004. CBSL mwai Cammunlcation, 3 May 2005. 

- For 1987 - 1990, CBSL Official Communlcatlon, 25 May XXX) and past communleabon. 
Fw 1991 - 1999. CBSL, CBSLAnnual Report 2000. 
For 2000 - 2004, CBSL, Official Communlmon, 3 May 2005. 

Expenditure by funcbon - CBSL, Mfic~ai Cornmunicatlon. 3 May 2005 and past communtcabon. 
Pmvinclal and other local governments 

External Trade 

Trade by Sm: sactio~ 

Direction of Trade 

Trade Indexes 

- For 1987 - 1994, CBSL, CBSL Butletlo, August 1997 and past issues. 
For 1995 - 2004, CBSL Wetslte, CBSL Annual Report 2004. 

- CBSL, Official Communication, 03 May 2005 and past communicabon. 

- IMF, Dlmtion of Trade Statistcs CD-ROM, May 2005. 

- CBSL W e b i ,  CBSL Annual Report 2004. 

Balance of Payments - CBSL, Official Communicabon, 3 May 20% and pancommun~cabon. 

lntemabonal Reserves } - IMF, lnrernafional Financial Statistics Onlme. 
Exchange Rates 

External Indebtedness - WB, Global Development Finance Onllhe. 

Labor Force 

- For 1987 - 1995, Directorate-General of Builget, Accounting and Statistics (DGBAS), 
Statistical YeamoOk of the Republic of Chlna2002. 
For 1996 - 2003, ffiBASjMonthly Bulletin of Statistics of the Republic of China. Marci 
2004. 
For 2004, The Central BBnk of China (CBC);Mficial Communication, 29 April 2005. 

i :; 

- CBC, Mficiai ~ofnmuni$tion, 29 April 2005. 

National Accounts - DGBAS Website. 

Expendnure on GOP - DOBAS W e b i .  
At Current Market Prices 

At Constant Prices - CBC, Official Communicat~on, 29 April 2005. 

Investment Rnarcing - D G W  Website. 



Implicit GDP deflator 

Money and Banking 

Government nnance 

External Trade 

DirecQon of Trade 

Produotion 
Aghultum - For 1987 - 2002, DGBAS, S t a t i s ~ l  Yeartmkof b?e Republic of Wna 2003 and past 

isw3. 
For 2003 - 2004, CBC, Official Cornmunicatim, 29 Apil2005. 

- CBC, Official Communication. 29 April 2005. 

Reduction Indexes 

- ~B~;,&cial Communication, 29 April 2005. 

Price Indexes d - For 1987 - 1995, DGBAS Website. 
For 1996 - m 3 ,  DGBAS, Monthly Bulletin of Statistics of b?e Republic of China, March 

For 2004, CBC, Official Communication, 29 Apfil2005. 

- For 1987 - 1992, DGBAS Website. 
. - For 1993 - 2000, DGBAS, National income h Taiwan Area of the Republic of Wlna 2003. 

For 2001 - 2004, CBC, Official Communication, 29 April 2005. 

- CBC, Mflcial Communication, 29 April 2005. 

- CBC. Ofticlal Communication, 29 April 2005. 

- CBC, Official Communication, 29 April 2005. 

- For 1587 - 1995, Ministly offinance (MOR, Monthly Statistics of marts and imports, Juiy 
2003 and past issues. 
For 1996 - 2003, DGBAS, Monthly Builetin of Statistics of the Republic of China, March 
2004. 
For 2004, CBC, Official Communication. 29 April 2005. 

Trade indexes - For 1987 - 2002, MOF, Month& Statlstb of Exparnand Import.$ July 21333 and past 
issues. 
For 2003 - 2004, CBC, Olficial Communication, 29 April 2005. 

Balance of ~ayments - CBC Website, Balance of Payments Quart&y. 

internatanal Reserves - CBC Website, Financial Statistics (IFS m a t ) .  

&temal Indebtedness - For 1987 - 1998, OECD Stadistical Compendium CO-ROM 2005. 
For 1999 - 2004, CBC, W a l  Communication, 29 April 2005. 

- For 1987- 1990. WB, World Development Indicatm Online. 
For 1991 - 2004, State SWistical Committee (SSC) Weksii and Official Communication, 
25 May 2095. 

------------ 
------ 

Urban population - For 1987 - 1989, iMF, Republic of Tajimtan: Second Revkw Under the Three-Year 
hngernent Under Me Poverty Reduction and G M  FaciIW, and Request for a Waiver of 
Pemrmance Cfiterlon -Staff Report. 
For 1990 - 2004, SSC Website and Official Communication, 25 May 2005. 

Labor Force - For 1987 - 1989,SSC, Official Communication, 17 June 2004. 
For 1990 - 2004, SSC Website and Mflcial Communication, 25 May 2005. 

National Acmunts - For 1987 - 1994, WB, Worid Wopment  lndlcam~ Online. 
For 1995 - 2003, SSC Website. 
For GDP by expenditure, WB, Word Development Ind lwm Online. 



Production 
Agriculture 

Mining - SSC. Official Communication, 25 May 2005 and past communsation. 
Manufacturing 

Pmduction Indexes 
Agriculture 

Mining 
Manufactur~ng 1 

Energy 
C ~ d e  petmleurn. Coal, 

and Natural gas 

Eiectncity 

Money and Banking 

Government Rnance 

External Trade 

Directton of Trade 

Trade Indexes 

Balance of Paymews 

- FAO, FAOSTATDatabase Onllne. 

- SSC, W~clai Communlcahon, 25 May 2005. 

- SSC, Offic~al Communlcahon, May 2005. 
For Imports of petroleum and natural gas, SSC Website. 

- Natlonal Bank of Tajlk~stan (NBT), Omc~al Communication. 13 April 2005 and past 
CMnmunicBtlon. 

- For 1992 - 1995. AOB, CounbyEconomlc Report, Aprll2000. 
For 1996 - 1999, IMF, Republic of Taj~histan: Statistical Mpendiw, January 2003. 
For 2000 - 2004, SSC Webslte. 

For 1992, SSC, Dfficlal Cornmun~oation, 25 May 2005. 
For 1993 - 2004. SSC Webs~te. 

- IMF, DlreCbon of Trade and Statistics CD-ROM, May 2005. 

- For 1993 - 1995, ADB. Counby Economrc Report, October 1998. 
For 1996 - 1999, SSC, ~ ~ c l a l  Commdnsabon, U May 2003. 
For 2000 - 2004, IMF. Repuoic of Tajiikistan: StabticalA3pendix, Apn 2005. 

- Fw 1992 - 1995, ADB, Counby Economic Report, April 2000 
For 1996 - 2003, \El, Offic~al Communtcat~on. 8 May 2004. 
For 2004. MBT, Balance of Payment of Lhe Republe of Taj~loslan. 2034. 

lntemat~onal Reserves 1 - IMF, lntemational nnanual Statisbcs CD-ROM, May 2005 
Exchange Rates 1 

External Indebtedness - WB, Global Development finance Online. 

Populaeon - For 1987 - 1999, NaBona, stasma ~f f ia? (F~so). Offic~a~ Comm~n~cabon. 26 ~ p r  I 2004. 
For 2000 - 2003, Offhe of me NatoMlEconOm c and Soc~al Development Board (NESDB, 
Website, 18 March 2005. 
For 2004, NESDB, poaulation PmIecBons formailand, Whole Kingdom 20002025 as 
quoted in NSO, Dfkiaj Communication, =April 2005. 

', 
Utban populahon - NSO, Mficlal Communlcat~on, 29 Apnl2005 and past mmrnunication. 

Labor Force - NSO, Official Communication, 29 Apnl2005 and past commun~cation. 

National Accounts - For 1987 - 1988, NESDB as quoted in Bank ofThailand (BOT), Official Communication, 04 
April 1994. 
For 1989 - 1992,1995 - 2003, NESDB, National lncume af Thailand 2003 and past 
issues, as quoted in NESOB Website, 18 May 2004. 
For 1993 - 1994,2004, NESDB, Official Ccfnmunication, 20 April 2005 and past 
communication. 



Mining 

E W  
Crude petroleum 

Coal 

Pnce Indexes 
Consumer 

PmdUcels 

M o w  and Bankine 

- For 1987. BOT Qvsnerly Bulletin, *her 2000 a M  past iss-es. 
For 1988 - 2002. BOT Website. 18 March 2005. 
For 2003 - 2004, BOT, OfRcid comrnmkabn, 29 ~pri12005. 

- For 1987 - 1992, BOT, Quamy BuIleth,, September 2000 and past isms. 
For 1993 - 2002, BOT M t e ,  18 hdarcn 2M)S . 
For2QO$; 2004, BOT, Mflcial CommunicNon, 29 Aprll2005. 

I "  

- For 1987 - 2003, BOT Website, 18 March 2005. 
For 2@4, BOT, Mfcml Communication, 29 April 2005. 

J 

- FAQ, W A T D a t a b a s e  Onlhe. 

- BDT, %IBI Communmn, 29 April 2005 and past commun~mw. 

- 8 4  Offleiat Communication, 29 Apnl2005. - 
- For 1987, UN, E w  S W W 8  %&& l990. 

For 1988 - 2004, BOT, Mfelal Comn~caffw, 29 Aunl2005. 

- For 1987 - 1988, UN, &@statistics Y e a d  1991 and past issues. 
FW 1989 - 1993. NSO. ORc~al Communmuon. 20 Aon, 1995 and oast m u n l c a m .  
For 1994 - 2004, BOT, Ofi70~flnal Communication, 29 Apnl2005 and pastcommurdcm. 

- For 1987 - 1988, UN. i3e@ Statistics Yeartack 1991 snd past we. 
For ,1989 - 1991 NSO, ORElal Communlcabon, 13 April 1W3. 
For l992 - 2094, BOT, OT,l Communication. 29 April 2W5 and ppst mmmlcation. 

- For 1987 - 1990, BDT, Qua&@ Bulletin, Ssptember 2000 and past issues. 
For 1991 - 2002, EQTWlte, l8 March 2005. 
For 2003 - 2004, BOT, MRclal Cornmumcation, 29 April 2005. 

- For 1987 - 1989, BOT, Quatte* Bulletin, SqXemTrr 2000 and past kw. 
For is90 - 2004, BOT Website, 18 March 2005. 

- For 1995 - 2004, BOT W e K i  l 8  March 2005. 

~o&Supply - I - For 1987 - 1993, BOT, Quarterly BuUetin, September 2000 an0 past issues. 
Deposit Money Banks For 1994 - 2004, BOT W e M e .  18 March 2005. 

Interest Rates on Deposits - For 1987 - l99@, BOT, QuamYly @uIletin, September 2000 and past issum. 
Far 2000 - 2004, BOTW&ae, l 8  18 2005. 

Interest Rates on laam - BOT, Official Commu@t&, 29 Apnl2005. 
and Discounts 

Government Finance - For 1987 - 1995. WT, QuarWy ButIeNn, 2000 wKI past issues 
For1Ci96-2003. BOTWebsite. 18 March 2W5. 
FC# 2 m .  BOT, OfRcial Cornmun'bt@n, 29 April ZfX15. 

Expenditure by Funmon - For 1987 ; 1994, BOT, Quarferty EWeEn, ~ ~ r Z D u 0  and past issues. 
For 1985 - 2003, BOTWebslte, 18 March 2005. 

W m a l  Trade - BOTWebste, 18 March 2005. 

Expolts. by pnnclpal mmmodty - For 1987 - 1992. BOT, Quartsty BuHehn, Septembef XX)O and past issues 
For 1993 - 2004, BOT Websne. 18 March 2005. 



Direction of Trade - IMF, Direction of Trade Statistics CD-ROM, May 2005. 

Trade Indexes 

Balance of Payments 

- For 1987 - 1995, BOT, Quarterly Bulletin, September 2000 and past issues. 
For 1996 - 2004. BOTWebs~te, 18 March 2005. 

- BOT, Miiclai Communlcatton. 29 Apnl2005 and past communlmon. 

lhtematioml Reserves 
Exchange Rates 

- IMF; international Financial Statistics Online. 

- WE, Global Development Fhance Online. External Indebtedness 

- For 1987 - 2003, UN Population Dusron, World Population Prospects: The 2004 Revision, 
Population Database. 
For 1990 and 2004, Natlonal Statlacs Directorate (NSD) Webs~te. 

Population 

Labor Force For 1990, Central Bureau of Statistics (CBS), Indonesia Population Census. 
For 1995. CBS. lndonesra htefcensal Sufve~. 
For 1999, CBS, S.ney Sosial Ekonornr has'onal fSUSEN/\S) 1999. 
For 2001. bN. Commo I Counfn, kesmenr  for East T i m  as a-oteo (n UkDE East limor 
Human DeM:Iopment Report 2602. 

National Accounts - For 1993 - 1997, Emton Institute for Developing Economies (8104, Gross Domestic 
Product East iimor 2000. ReDort DBDared for the United Nations Transitional Administration 
In East Timor (UNTAET, 11 ~arch'2002. 
For 1998 - 2003, IMF, Counby Repmi No. 041320, October 2004. 
For 2004, iMF, Staff Report for the 2004 Mcle IV  Consultation. 

Pmduction 

Price Indexes 

- FAO, FAOSTAT Database Online, 

- For 2000 - 2002. IMF, Counby Repoit No. 041320, October 2004 
For 2003 - 2004, NSD Webslte. 

Money and Banking - For 2000 - 2003, IMF, Cwnby Report No. 041320, October 2004. 
For 2004, Banlung and Payments Authority of limor-Leste. Official h m u n l m o n ,  May 
2005. 

Government finance 

Extemai Trade 

- For 2001 - 2003, IMF, Cuuntfy Report No. 041320, October 2004. 
For 2004, IMF; Staf Report for the 2004 M d e  N Consultauon. 

. , 

- For 2001 - 2003, NSD, Miiaal Commun~cauon, 1 July 2004. 
For 2004. NSD Webslte. 

Balance of Payments - For 1998 - 2003, IMF, Countiy Report No. 041320, October 2004. 
For 2004. IMF, Staff R W  for the 2004 M c e  IVConsuItatlon. 

Exchange Rates 

TONGA j 1 

- For 1987 - 2002, Statistics Department (SD), mcial Communication, 7 February 2003 and 
past communication. 
For 2003 - 2004, ADB, staff estimate. 

Labor Force - For 1987 - 2002, SD, Miiclal Communlcatton, 29 Apnl2002 and past communlcanon. 
For 2003, SD Webslte, May 2005. 

Natlonal Accounts - For 1987 - 1994, SD, National Accwnts Statistics Year2001, March 2001. 
For 1Q95 - 2003, SD Website, May 2005, 
For 2004, Natlonal Reserve Bank of Tonga (NRBT) Webs~te. May 2005. 



Pmduction 

mew 

- FAO, FADSW Database Onilne. 

- For 1987 - 1996, ESCAS Statistical Yearbook forAsia and the Pacifc 2001 and past Issues 
For 1997 - 2004, NRBT, mlcial Commun~catlon, 7 June 2005. 

1 Price Indexes - For 1987 - 1994, SD, ORicial Communication, 23 April 2003 and past mmmunication. . f For 1995 - 2004, SD Wehs'ite, May 2005. 

Money and Banking - NRBT, phicia1 Communication, 7 June 2005, 
'.' 

Government Finance - For 1987 - 1990, SD, StaUsrlcal Absmct 1993 and past issues. 
I Mr.1.@1- 1995. Minisby of Rnanoe, Oftiuai Communication, 12 Septmber 2002. 

* For1996 - 20D2, IMF, Tonga: Selectsd Issues andStatistrcaIAppendix, Febebrualy 2003. 
For 2003. IMF, 2002 W e  N Consuitation-Staff Report; PubiiC information Notice on n e  
ExecuW Board; Discussion and Statement by the ExewW Director for Tonga. 

Expenditure by Function - For 1991 - 1995, NRBT, Quarterly Bulletin, June 2000. 
For 1996 - 2060, SD, Off~ial Communication, 29 April 2002. 

External Trade ' -- For 1987 - 1992, SO, Statistical Abstract 1993 and past issues, - For 1993 - 1995, SD, mcial Communication. 29 April 2002. 
Fof 1996 - 2003, SO Website, May 2200. 

Direction of Trade - IMF, Direction ofTrade Statistics CD-ROM, May 2005. 

Balance of F'aymem - NRBT, Omcial Communication, 7 June 2005. 

international Reserves - IMF, International Financial Statbtim Online. 

- .  Exchange Rates 

External Indebtedness - WEI, Global Eedopment Finance Online. 

.#B JRKMENIGTAN 

Population - For 1987 - 2002, National Institute of State Statistics and Information (NISSI), Offlcial 
Communioation, 30 April 2003. 
For 2003 - 2004, ADB, staff estimate. 

Labor Force - For 1987 - 1989, ESCAR Statistical Yea&& for Asia and We Pacific 1999 and past issues. 
For 1990-2002, NISSI, Official Communication, 30 April 2003. 
For 2003, ADB, staff estimate. 

- For 1993 - 2001, NISSI, Ofricial Communication, 30 April 2003. 
For 2002 - 2003, WE, World &xloprnent lndicaton Onllne. 
For 2004, IMF, Worid Economic Oufloolc Online. 

Pmducdon - For 1987 - 2002, NISSI, Omciai Communication, 30 April 2003. 
For 2003, ADB, staff estimate. 

Pmduction Indexes --- 

-A&---- - ~ n u , m d T A T ~ s e ~ I l n i  - - 

Mining - NISSI, mciai Communicafion. 30 April 2003. 
Manufacturing 

Energy - For 1987 - 2002, NISSI, Official Communication, 30 April 2003. 
For 2003, ADB, staff estimate. 

Money and Banking - For 1993 - 2000, NISSI. Official Communication, 30 April 2003. 
Far 2001, WE, World Development hdlcaton Online. 

Government Finance - For 1994 - 1999, NISSI, Official Communication, 30 April 2003. 
For 2000 - 2003, ADB, staff estimate. 



External Trade 

Direction of Trade 

Baiance of Payments 

International Reselves 

R e s m  Position m the Fund 

Exchange Rates 
End Of penod 

Average of period 

External indebtedness 

National Accounts 

Pmducbon 

Energ?! 

Price Indexes 

Government Finance 

External Trade 

Direction of Trade 

For 1993 - 2002, NiSSI. Official Comrnunlcatlon, 30 Apni 21333. 
For 2003, ADB, staff emmate. 

IMF, D~I1Xtion of Trade Statisdcs CD-ROM, May 2005 

For 1996 - 1997. iMF. Balance of Payment CDROM, May 2001. 
For 1998 - 2001, ADB, Econcfnic Repoa and Interim Operational Strategy for Turlvnenlstan, 
14 May 2002 and NiSSI, Officlal Comrnun~catwn, 30 Apnl2003 
For 2002, Cunent Account Balance, ADB, staff estrmate. 
For 2003 - 2004, Merchandise exports and imports, ADB, staff &mate. I 
For 1994 - 1997, ADB, Economic Repm and interim Opemtional Strategy, 14 May 2002 
and past iwes. 
For 1998 - 2001, Asian Development Outlook 2004. 

IMF. IntemaUonai Fmancial StaLtics CD-ROM, April 2005. 

For 1993 - 2001, NISSI, Official Communication, 30 April 2003. 
For 2002 - 2004, ADB, staff estimate. 

For 1994 - 2001, WB, World Development indicators Online. 
For 2002 - 2004, ADB, staff estimafe. 

WB, Global Development finance Online. 1 

For 1987 - 1990, National Center for Development Studies (NCDS), South Pacific Economic 
and Social Database, March 1995. 
For 1991, Ministry of Finance, Economic Planning, Commerce, & industfy, Central Statistics 
Division (CSD), 1991 Population and Housing Census. 
For 1992 - 1998, CSD, Twalu National Accounts 1996-1998, September 1999 and pa& 
issues. 
For 1999 - 2004, ADB, staff estimate. 

For 1987 - 1989, NCDS, Sooth Pacific Economic and Social Draabase, March 1995. 
For 1990 - 1993, CSD, Tuvalu National Accounts 1990-1995. July 1997. 
For 1994 - 1995, CSD, Official Cornmnimon, 12 February 1999. 
For 1996 - 2002, CSD. Twaiu National Accounts, Report on the Revism in November 
2003, Janualy 2004. 
For 2003 - 2004, ESCAFl Economic and Social Survey ofAsia and the Pacific 2004. 

FAD, FAOSTAT Database Online. 
-P 

NCDS, South Padfic E~corrpmic and Social Database. March 1995. 

For 1987 - 1998, CSD, bfficial Communication, 27 April 1999. 
For 1999 - 2003, CS~:~?wa,u Consumer Prlce index Reporf November 2003. 
For 2DO4. CSD Websie, May 2005. 

For 1994 - 1995, CSD, Ofilcial Communication, 12 March 1998. 
For 1996 - 1997, ADB, Economic and Public Sector R&ew 2002. 
For 1999 - 2004, CSD Websi, May 2005. 

For 1987 - 1989, Australian International Development Assistance Bureau, Twalu E m  
Situation and Development Prospects, February 1993. 
For 1999 - 2003, CSD Website, May 2005. 

IMF. D iWon of Tiade StaLtlcs CDROM, May 2005. 



Balance of Pavments - For 1987 - 1995. ADB. Tuvalu Economic Situation. Policies. and Prosoects. Seatember . , 
1994. 
For 1996 -1998, CSD Website, May 2004. 

I w.8 : F n g e  R a t s  - IMF, international UnanclaiStatistics CD-ROM, May 2005. 

External Ind%!h%w - OECD, Statistical Compendium on CD-ROM 2004. 

Labor Fwce 

.- 
.~IO, R3r Capita GDP and GNP 

Pmduction Index 

Energy 

Price Indexes 

Money and BanMng 

Government Rnance 

Eaernal Trade 

DirecOon of Trade 

* - For 1987 - 1889, Cabnet of Mlnlstars, Gmmmem of Wmn, Mfmal ConImunioation, 
17 M& 2004. 
For#i&l- 2004. State Comm~ttea on Ststistic%(SCS). Omaal C w n m u ~ ,  27 June 

- For 19B7 - 2002, Cabinet of Mmlsters, &vmmefi of UzbekWn, Mfmal C o m m u n l ~ .  
17 May 2~234. 
F o r m  - 2004, S B ,  Mfcial Communlcauon, 27 June 2005. 

- - -- For or - 1992, Cabin@ ofmu(inlsters, Cdvemment of Wm. OKmal Commun~eabbn, 
17 Mav 2004. 
For 1993 - 2W4, SCS, Oflelal Wnmun~cation, 27 June 2005. 

- For 1987 - 1981, tabnet of Ministers, Oaremmentof UzlEWm, Gfhlal Cwnmunimtion, 
17 May 2004. 
For 1992 - ZGW. SCS, Official Comrnuni&on, 27 June 2005. 

- SCS, OfficU Communication, 27 June 2GQ5. 

- Cabinet of MiniSters, G~ovemm~nt of UzMwan, Mfcial Cwnmunlcatim, 1 7  May 2004, 

- Em1987 -2003, Cabinet of Mimislw GavernmemoPUzbelastan, D f i i~a l  Communicetldn, 
17w2004. 
Em 2004, SCS, Mfcial Cwnmulumfion, 27 June 2005. 

For 1992 - 1993, ADB, EmamkRe!xwt, September 1896. 
For 1994, AM, Coum Gmomic Report, Au@&l999. 
For 1995 - 19% SCS form* Mlnlsby of ~ a n o e a m ~ c s  and Statistla (MMSJ, Mfoml 
Cwnmun~cation, IS May 109L). 
For 1997 - 2004, Central Bank of UzW!dmn [GBU). Mfwl CofnmunicBtlon, 15Jung 2M15. 

- SCS, Weial CommuliMatian, 3 1  May 2001 ahd past communleabon. 

- For W 7 -  2003, Cabinet of Ministers, Wmment of Uzbekistan, Mfclal Commun'mtlon, 
17 N2004. 
FW-, BCS, Qhicial Communicstion, 27 June 2005. 

- IMF, Oimtfon of mde StaUistm CD-ROM, May 2005. 

- For 1991 - 1992, ADB, EcmtomiC RepoR September 1996. 
For 1993 - 1998, ADB, Cwntry Emnomic R e m ,  August 1999. 
For 1999 - 2000, SCS. OfficU Communcaticn. 31 May 2001. 

International Remes 
Total gro95ofticial reserres - For 1992, AM, Emomjc Report, September l996. 

Em 1!B3 - 1996, ADB, Owmy Emnomic Report, August 1999. 

I Remw pasIon in the Fund 
and SDRs - For 1987 - 1996, IMF, lntematianal Fiha11waI W-ROM, May 2004. 

 or 1997 - 2004, cBU, m a 1  Communioauon, 15 June 2005. 



Exchange Rates 
End of period 

Average of period 

External Indebtedness 

For 1995 - 1996, AOB, Countiy E m i c  Report, August 1999. 
For 1997 - 2004. CBU, Official Communicaton, 15 June 2005. 

- For 1991 - 1994. SCS, Officlai Comm-n cabon. 30 May 2003 ana past comm-n car on. 
For 1995 - 1996. IMF, lnremational Financ'a Statsria CDROM. Mav 2004. 
For 1997 - 2004, CBU, Official Communication, 15 June 2005. 

- WB, Global Development Finance Online. 

VANUATU 

Population - Statistics Office (SO). Official Communication. 3 May 2005. 

Labor Force - For 1989, SO, Reprts on the Census of Popuiabon 1989. 
For2000, SO, Official Communication, 3 May 2005. 

National Accounts - SO, Official Communication, 3 May 2005. 

Production - For 1987 - 1996, FAO, FAOSTAT Dafabase Online. 
For 1997 - 2004, SO, Officiai Communication, 3 May 2004. 

1 

Enew - For 1987 - 1990, UN, Enwgy Statistics Yearbook 1991 and past issues. 
For 1991 - 2004, SO, Official Communication, 5 May 2005 and past communication. 

Price indexes - For 19.987 - 1994, SO, Statlstlcal Indicators, 4th Quarter 2001 and past issues. 
For 1995 - 1996, SO Website. 
For 1997 - 2004, SO, Officiai Communication, 3 May 2004 

Money and Banking - RBV, 25 May 2005, Omciai Communication. 

Ganemment Flnarce - Resew Bank of Vanuatu (REV), 25 May 2005, Omcial Communication. 

Extemal Trade - For 1986 - 1996, SO. Statlsffcal Indicators. 4th Qualter 1998. 
For 1997 - 2004. SO, Official Communication, 3 May 2002 and past communication. 

Direction of Trade - iMF, Direction of Tmde Statistics CD-ROM, May 2005. 

Balance of Payments - REV, Official CommuniWm, 25 May 2005. 

international Reserves 
I 1 - IMF, lntematlonal Financial Statistics CD-ROM, May 2005. 

Exchange Rates 

1 External indebtedness - WB, Global Development Financial Onlice. 
I 

VIE1 NAM s 

m&lation - General Statispies Office (&), Official Communication, 28 April 2005 and past 
communication. 4 ?  

' I  

Lab% Force - GSO, Official ~ommuni&ien, 28 April 2005. 

National Accounts - GSO, Official Communication, 28 April 2005 and past communication. 

Production 
kgicuiture - For 1987 - 2002, GSO, Statistical Yearbook 2003 and past issues. 

For 2003 - 2004, GSO, Mficiai Cammunication, 28 April 2005. 

Mining - For 1990 - 1992,1995 - 2W2, GSO, Statlstlcal Yeahook 2003 and past issues, 
For 1993 - 1994,2003 - 2004, GSO, Officiai Communication, 28 April 2005 and past 
communication. 
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Price Index & -  

Money and Banking - 

Government Finance 

External Trade 

Trade by SlTC section 

Exports, by principal commodiQ - 

Direction of Trade 

Balance of Payments 

international Reserves 
Exchange Rates 

External indebtednas 

For 1987 - 1989,2003 - 2004, GSO, Official Communicatlon, 28 Aprll2005 and past 
communiation. 
For 1990 - 2002, GSO, Statistical Yearbwk 2003 and past issues, 

FAO, FAOSTATDatabase Onllne. 

For 1990 - 1992 1995 - 2002. GSO. StaUsllcal Yearoooc 2003 and past issues. 
For 1%3 - 1994.2003 - 2004. GSO. Mficial Comrn~nicat on. 28 Aon 2005 ano Dast , . . . 
coimunication. 

. . 

~o(1987 - 1989, 2003 - 2004, GSO, Official Communication, 28 Ap1ii2005 and past 
communication. 
For 1990 - 2002, GSO, Statistical Yearbook 2003 and past issues. 

For 1987 - 1989,1992 - 1994,2003 - 2004, GSO, Official Communication, 28 April 2005 
and past cornrnunciation. 
For 1990 - 1991,1995 - 2002, GSO, Statistical Yearbook 2003 and past issues. 

For 1994,1996 - 1997, GSO, Statistical Handbook1999 and past issues. 
For 1995.1998 - 2003, GSO, Statistical Yearhook 2003 and past issues. 

For 1987 - 1988, ADB, Economlc Review and Bank Operations (ERBOP) - Socialist h'epubllc 
of Wet Nam, September 1993 and past issues. 
For 1989 - 1990. ADB, Economic Update - Socialist Republic of Wet Nam, December 1994. 
For 1991 - 1996, ADB, Economic Mission, 4 April 1997. 
For 1997 - 2004, State Bank of Viet Nam (SBV), Officiai Communication, 16 May 2005 and 
past communication. 

For 1987 -1988, ADB, Economic Report of the Socialist Republic of Wet Nam, October 
1989. 
For 1989 - 1990. GSO, Official Communicatior. 26 Varcn 1994 and past commun.cat1on. 
For 1991 - 1997. Mlnistn, of finance (MOD. OK.cdal Cornmunicat~on. Janualv 1999 and 
past communication. 
For 1998 - 2000, IMF, international FinanclalStatistiics Online 
For 2001 - 2004. MOF Website, 4 July 2005. 

For 1987 - 2002. GSO, Statistical Yeamook 2003 and past issues. 
For 2003 - 2004. GSO. Officia. Cornrn~nccal.on. 28 Apnl 2005. 

For 1987 - 1994.1996 - 1999.2003. GSO. Official Communimtion. 28 Aorii 2005 and . . 
past communication 
For 1995,2000 - 2002, GSO, StaMcal Yearhook 2003 

For 1987 - 1994,2003 - 2004, GSO, Officiai Communicatlon, 28 Apnl2005. 
For 1995 - 2002, GSO, Statisba1 Yearbook 2003 and pan issues, 

iMF, Direction of Tmde Statistics CD-ROM, May 2005. 

For 1987. ADB. Economic R e m  of the SmiaIist ReDublic of Wet Nam. October 1989. 
For 1988, ADB, ERBOP - ~&alrst Republrc of Wet ham. Seprerncer 1993. 
For 1989. ADB. Econom c Lcdate . Socialist buo l i c  01 41er ham DeceinDer 1994. 
For 1990'- 1994, SBV, as quoted in AOB, ~conbmic Mission, 16 April 1996. 
For 1995, ADB, Economic Mission, 17 Janualy 1997. 
For 1996 - 2004, SBV, LXiciai Communication, 16 May 2005 and past communicatior~, 

iMF, International Financial Statistics Online. 

- For 1987 - 1988, OECD, External Debt Statistics 1984-1995. 
For 1989 - 2003, WB, Global Development Fhance Online. 
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POVERTY . . , . , #  ,. 
, 8 ?.. 8 ,  , f 

Gini Coefficient measures thedegree to which.an economy's 
income distribution diverges from perfect equal distribution. 
A value of zero impliesperfect equality while a value & , h e  
implies perfect inequality. 1:. 

-A- .: 

i 
Human Development Index, as compiled by WDP, 
is a composite index.'bf longevity (asheaswed by life 
expectancy at birth), knowledge (as measured by adult 
literacy rate and ,combined enrollment rakio), and decent 
standard of living (as measured by the adjusted per capita 
income in PPP US$). 

.. - 
Income Ratio of Highest 20% to Lowest 20% is the 
income share that accrues to the richest 20% of the 
population divided by the share of the lowest 20% of the 
population. 

Population Below $1 a Day (%), an MDG indicator. See 
MDG indicators definition section. 

Population in Poverty (%) refers to the percentage of 

I 
the population whose income/consumption falls below the 
national poverty line. 

hurhasing Power Parity (PPP) is a price relative which 
measures the number of units of country B's currency that 
are needed in country B to purchase the same quantity of 
an individual good or service as one unit of country A's 
currency will purchase in counvy A. 

' EDUCATION 

Gross Enrolment Ratio (%) for pre-primary, primary, 
secondary, and tertiary levels of education is the number of 
pupils enrolled in the given level of education, regardless 
of age, expressed as a percentage of the population which 
according to national regulations, should be enrolled at this 
level. For countries with universal primary (secondary) 
education. the aoss enrolment ratio mav exceed 100 oercent 
because some enrolled pupils are below or ahove the official 
school age. 

Literacy Rate 15 Years and over (%) is the estimated 
number of literate people aged IS years and ahove expressed 
as a percentage of the total population aged I5 yearr and 

above. 14 person is considered literate if helshe can read 
and write with understand~ng a simple statement m any 
language. Also referred to as Adult Literacy Rate. 

Literacy Rate EL24 Years Old (%), an MDG indicator. 
See MDG indicators definition section. 

Pupils Starting Grade 1 who Reach Grade 5 (%), an 
MDG indicator. See MDG indicators dejnition section. 

ENVIRONMENT . , - r r 

Annual Rate of Deforestation (%) refers to the permanent 
conversion of natural forest area to other uses during a 
calendar year, including shifting cultivation, permanent 
agriculture, ranching, settlements, and infrastructure 
development. A negative rate indicates reforestation. 

Carbon Dioxide Emhiom @er capita metrlc tons), an 
MDG indicator. See MDG indicators definition sectian. 

Energy Use per $1 GDP (PPP), an MDG indicator. See 
MDG indicators de$nition secfion. 

National Protected Areas (as % of Land ares), an MDG 
indicator. See MDG indicators defvu'tion section. 

Proportion of Land Area Covered by Forest (%), an 
MDG indicator. See MDG indicators definition section. 

HEALTH AND NUTRITION 

Daily Per Capita Pmteim Supply (grams) and Daily Per 
Capita Calorie Supply (Calories) requires the estimation 
of total food supply by summing the total production and 
quantity imported, and adjusting for any change in stocks 
from the beginning to the end of the year or period. Part of 
this total availablesupply is used as feed, seed, exported, put 
to industrial and other non-food uses or lost during storage 
and transportation, with the remainder as the food supplies 
avaiIable for human consumption. The latter quantity (by 
individual food items) is divided by the population size to 
obtain per capita estimates, which are finally expressed in 
terms of nutrient elements by applying appropriate food 
composition factors. 



Population with Aceess to Safe Water (%), an MDG 
indicator. See MDG indicators definition section. 

Population with Access to Sanitation (%), an MDG 
indicator. See MDG indicators definition section. 

Prevalence of Underweight Children Under Five Years 
of Age, an MDG indicator. See MDG indicators definition 
section. 

MORTALITY AND REPRODUCWE HEALTH 

Births Attended by Skilled Health Personnel I%), an 
MDG indicator. See MDG indicators definition section. 

Contraceptive Prevalence Rate (% of married woman 
15-49 years), an MDG indicator. See MDG indicators 
defrnition section. 

Crude Birth Rate (per 1,000 population) is tbe ratio of the 
total number of live births in a given year to the mid-year 
total population, expressed per 1,000 people. 

Crude Death Rate (per 1,000 population) is the mtio of 
the number of deaths occurring within one year to the mid- 
year total population, expressed per 1,000 people. 

Infant Mortality Rate (per 1,000 live births), an MDG 
indicator. See MDG indicators definition section. 

Life Expectancy at Birth (years) is the number of years 
that a newborn is expected to h e  if prevailing patterns 
of mortality at the time of its biah are to stay the same 
throughout its life. Its estimation requires construction of a 
life table, which is a summary presentation of the experience 
of a cohort over its period of life, in respect with its passage 
from one state to another. In its simplest form, a life table 
shows the number living and dying at each age. In practice, 
life tables are built from estimates of mortality rates by sex 
and by age or age groups obtained from vital registsation 
records, censuses and surveys. Despite the availability of 
sophisticated mkthods of constructing life tables under 
different conditions of data availability and quality, the 
primary determinant to the accuracy of life expectancy 
estimates still is the accuracy of mortality data, Moreover, 

the validity of life expectancy estimates to a newboa 
depends on the assumption that the same mortality rates will 
prevail throughout his or her life. 

Maternal Mortality Ratio (per 100,000 live births), an 
MDG indicator. See MDG indicators definition section. 

Total F e a t y  Rate (births per woman) is the average 
number of children who would be born alive to a womw 
during her lifetime, if she were to bear children at each 
age in accordance with the prevailing agespecific fertility 
rates. 

". I& 

POPULATION AND EMPLOYMENT 

Age Dependency Ratio is the ratio of the non-working age 
population to the working age population. Since countries 
define working age population differently, strai&tfomard 
applicationto tbe&finitionaleadtonon-comparabledata 
In the interest of comparability, ADB uses the UN definition 
which can be computed directly from a population's age 
distribution: working age population is the population aged 
15 to 64 years, and non working age population is the sum 
of the population 0-14 years + 65 years and over. 

Age Disbibntion (as % of total population) divides the 
total population into age categories namely: 014, 15-64, 
65 and above. The frequency count for each age category is 
divided by the total population. 

Economically Active Population comprises the total labor 
force. It is further divided into employed and unemployed. 

Employment (%) by gender and economic activity is the 
percentage of the total number of employed for the s u y c t  
gender that is inyoried in the specified economic activity. 

Poplllation Growth Rate, Annual (%) is the number of 
people added to (or subtracted from) a population in a year 
due to nahual increhe and net migration expressed as a 
pexcentage of the po@htion at the be&ming of the year. 

1 8  
Popdhtion, Total re&s to the midyear de faco popularion 
estiqfites. De facto- population includes all persons 
phyic"aily present in the country during the census day, 



:~&&gn military and diplomatic personnel and 
yhg  hhousehold members, and transient 
nthecountryorinharbors. 
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is the population liviwin urban areas& 
with the national&finition or as& 
ulation census. Because of natibnal 

the distinction betwewl urban and rural 
amenable to a single definition that would 

untries. National definitions are most 
%of locality. Population wbich is not 

., * 
t -Rate (96) is the ratip of unemployed 

the total labor force. 

BRODUCTlON 

on Per Capita refers to total coconut 
.by total population. 

n Per Capita refers to total maize 

Per Capita refers to total rice paddy 
by total population. 

idefm to land under temporary crops (double 

der permanent crops. It is cultivated 
and unregistered, including reclaimed 

Cropped Cand is the land used for agriculture. It is the total 
of arable land and land under permanent crops. Cropped 
land can be subdivided further into mpped land irrigated 
and cropped land non-irrigated. 

Land Area is the total area excluding areas under inland 
water bodies. 

Land Area, Total comprises the land area of the country 
including areas under inland water bodies (major rivers and 
lakes). 

Permanent Cropland is land planted to perennial crops 
that need not be teplanted after each hawest. Examples are 
coconut, banana, coffee, and rubber plantations. 

NATIONAL ACCOUNTS 

The current methodology for computing the national 
accounts is contained in the international standards 
embodied in the 1993 System of National Accounts (SNA). 
However, many countries have yet to adopt this latest 
system and continue to compile their national accounts in 
accordance with the methods contained in the 1968 version 
of the SNA. The transition economies, during the period 
prior to the abandonment of central planning, compiled 
their national accounts in accordance with the methods and 
concepts prescribed in the Material Product System (MF'S). 
The MPS differed from the SNA in a number of ways, 
more particularly by excluding a large number of services 
considered "non-pmductive". The transition countries have 
in recent years endeavored to implement the SNA. 

Expenditure on GDP is made up of private (or household) 
consumption expenditure, general government consumption 
expenditure, gross fixed capital formation (private and public 
investment), changes in inventories, and net exports (exports 
minus impm) of goods and services. Such expenditures 
are generally recorded in purchaser prices and so include 
net indirect taxes. 

General Government Cons~~~~ption includes all current 
outlays on purchases of goods and services (including 
wages and salaries). It also includes most expenditure on 
national defence and security, but excludes government 
military expenditures that are part of public investment. 



Gross Capital Formation is the total value of gross fixed government, households and the surplus of the nation on 
capital formation, changes in inventories and acquisitions current account without deduchon of allowance for fixed 
less disposals of valuables. capital consumption. 

Gross Domestic Product (GDP) represents the total 
production activity of all resident producer units of a 
country. Basically, GDP is the sum of the gross value 
added by all resident producers in the economy plus any 
taxes and minus any subsidies not included in the value of 
the products. It is calculated without making deductions 
for depreciation of fabricated assets or for depletion and 
degradation of natural resources. Trmfer payments are 
excluded from the calculation of GDP. Value added is the 
net output of an industry after adding up all outputs and 
subtracting intermediate inputs. The industrial origin of 
value added is determined by the International Standard 
Industrial Classification (ISIC) revision 3. Thus Agriculttm 
corresponds to ISIC divisions 1-5 and includes forestry 
and fishing, Industry comprises value added in mining, 
manufacturing (also reported as a separate subgroup), 
construction, electricity, water, and gas @SIC divisions 
1045). Manufacturing refers to industries belonging to 
divisions 15-37, Services correspond to ISIC divisions 50- 
99. This is GDP calculated from the production side. 

GDP can also be calculated from the income side. In 
this case, it is equal to the sum of the cornpensahon of 
employees, mixed income, operating surplus, consumption 
of fixed capital, indirect taxes net of subsidies, and import 
duties. 

Finally, GDP can be calculated from the expenditure side. 
In this instance, it is equal to the sum of the final uses of 
goods and services measured in purchaser's prices, less 
imports valued free-on-board. 

Data on GDP estimates converted through purchasing 
power parities (PPP) under the International Comparison 
Program (ICP) coordinated by the United Nations are not 
shown in this publication, mainly because of the lack of 
continuous series and more current data for many of the 
Bank's DMCs. 

Gross Domestic Savings are calculated as the difference 
between GDP and total consumption, where total 
consumption is the sum of private consumption and 
government consumption. Alternatively, it is equal to 
the sum of saving accruing from enterprises, general 

Gross F i  Capital Formation is the total value d 
acquisitions, less disposals, of fixed assets plus certain 
additions to the values of nou-produced assets. Fixed assets 
are tangible or intangible assets where tangible assets 
include dwellings, buildings and structures, machinery 
and equipment, and trees and livestock; and intangible 
assets include mineral exploration, computer software, 
entertainment, literary or artisuc originals. Nou-produced 
assets refer mainly to land. Included in gross fixed capital 
fotmation are major improvements to non-produced assets 
and costs associated with the transfer d ownership of non- 
produced assets. 

Gmsa National Income (GNI) is the new term for gross 
national product (GNP). It is GDP plus net receipts of 
primary income (compensation of employees and property 
income) from abroad. GNI, calculated in national currency, 
IS usually converted to U.S. dollars at official exchange rates 
for comparisons across economies, although an alternativ6 
rate is used when the official exchange rate is judged to 
diverge by an exceptionally large margin from the rate 
actually applied in international transactions. The special 
Atlas method of conversion is used by the World Bank 
to smooth fluctuations in prices and exchange rates. This 
applies a conversion factor that averages the exchange rate 
for a given year and the two preceding years, adjusted far 
differences in rates of a a t i o n  between the country, and 
through 2000, the G-5 countries (France, Germany, Japan, 
the United Kingdom, and the United States). For 2001 
onwards, these counhies include the Euro Zone, Japan, the, 
United King- and the United States. .. 

Increase in St& or Change in Inventories refers to the 
difference between the value of stocl/inventories at the 
beginning andat theendof theaccounting period. Inventories 
are materials andrsupplies that anenterprise holds in stock 
wit$%ifhe intention of using them as intermediate inputs into 
pradnction, and york-in progress consisting of output  that^ 
is-not yet finished. - 
: r 

Net Exports and Imports of Goods and Services represent 
the value of all goods and other market services provided t~ 
or received fromthe rest @f the world. Included is the value of 
merchandise, freight, insurance, transport, travel, royalties, 



other services, such as comunication, 
id, information, business, personal, and 
. Labor and property income (formerly 

ces) is also included, plus statistiqal 
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converted to $5. & l h  using 
method, divided by the mid-ym 

s the madcet value of all gobds and 
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1, purchased or w i v e d  as 
. It esrudes pmhases of 

imputed rent for owwr-occupied 
cludes payments and fees to governments 

andlicen8es. The expendihues of nonprofit 
nab0 recorded as the comumption of 

ti@, private comwnption may include 
cy in the use of murces  relative to 

the diierence between gross capital 
s domestic savings. 

Indeg (CPI) measures changes over 
a typical baskat of goods aad services 

group of consumers. 5picallyY the 
services differs @nosi~mtmtries and the 

of a household expenditure swvey, 
at kveyear intends. Most c o d e s  

for its usually brm&r coverage of 
at the Mail stage of diMWon, is often 

linterchangeably wim the CPF. 

rate of increase of the I w l  of prices 
.It is the percentage change of the CPI 

EFsesl BalaneG (Surphd D&%) is the difference between 
total revenue and total "xpenditure. 'This provides a picture 
of the overall f i n d  position ofthe govemuem When the 
diEerence i s  positive, then the fiscal poaitign is in surplus, 
otherwi~e, it is in deficit 

Total EqWture  is the sum of curcent and capital 
expenditures, Current expendhe cmnpises p u n : k  of 
gwds and services by the central government, transfers to 
non-central government units and to households, subsidiw 
t4 pmducers, interest on public debt. Capital expwditure, 
on the other hand, coven outlays for the acquisition or 
coasVuction of capital assets and for the purchase of land 
and intangible asrets, as well as capital transfers to domestic 
and foreign reci$ents. Loans and advances for capital 
purposes aee a lp  included. 

W Re-e includes current and capital revenues. 
Current revenue is the revenue accruing from taxes, as 
well as all current non-tax revenues except transfers 
received fxom other (fdlpn or domestic) governments and 
interfmional institutions. Major items ~f non-tax revenue 
inchrde. receipts from government enterprises, rents and 
royalties, fees and b s ,  forfeits, private donations, and 
repayments of loans properly de6ned as components of net 
lending. Capital w m u e  constitutes the procedproceeds frmn the 
sale of non-financi capital assets. 

~o~ System (HS] is a multipurpose international 
pmdwt nomenclature developed by the World Qrstoms 
Organization (WCO). The Harmonized Commodity 
Description and Coding System, generally ref& to as 
"Harmonized Sy@em'W simply "HS", comprises abaut 
5,090 mmrn~dity gmups, each identilied by a six digit code, 
arranged in a and logical structure and is supported by 
well-defined rules to achieve uniform clrsSFification. The 
system is used by more than 177 countries and economies 
as a basis for theic customs tar& and for the collection Of 
international trade statistics. Over 98% of the merchandise 
in international trade is classified in terms of the HS. The HS 
is thus a universal economi~ language and code for goods, 
and an indispensable tool for international trade. 



Standard International Trade Classilication (SITC) 
Revision 3 is used for compiling international trade 
statistics on all merchandise entering international trade 
and to promote international comparability of international 
trade statistics. The commodity groupings of SITC reflect 
(a) the materials used in production, (b) the processing 
stage, (c) market practices and uses of the products, (d) the 
importance of the commodities in terms of world trade, and 
(e) technological changes. The SITC identifies subgroups 
identified in the UN's Standard International Trade 
Classification Revision 3 and mcludes all commodities of 
international trade. The SITC is linked to the Harmonized 
System, which is the primary classification for recording 
external merchandise trade. 

notes, money market instnunents, and financial derivatives 
(such as options) when the derivatives generate financial 
claims and liabilities. Various new financial instruments are 
covered under appropriate instrument classifications. 

Total Trade is the sum of exports and imports of goods and 
services, calculated as a share of GNP. I I 1". ,*'. 

Trade Balance is the difference between exports and 
imports of goods and services. , , 
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FINANCIAL FLOWS 

BALANCE OF PAYMENTS 

Aggregate Net Resome Flows refer to the sum of net 
official and private capital flows. Net flow is disbursements 
less principal repayments. 

Current Account Balance refers to the balance on goods, 
services, and income or that balance plus either private 
unrequited transfers or all unrequited transfers. The balance 
on goods, services, and income alone measures the net 
transfer of real resources between an economy and the rest 
of the world. 

Foreign D i e t  Investment covets all capital transactions 
between investment enterprises and the direct investors 
themselves or any of those investors' other direct investment 
enterprises. The sub-classification of investment abroad and 
in the reporting economy into equity capital, reinvestment 
of earnings, other long-term capital, and short-term capital 
should not be seen as contradicting the basic premise that 
the behavior of direct investment flows reflects a lasting 
interest on the part of the direct investor. 

Merchandise Expo& Imports covers all movable goods, 
with a few specified exceptions, the ownership of which 
changes between a resident and a foreigner. For export, it 
represents the value of the goods and related distributive 
services at the customs frontier of the exporting economy, 
i.e., the f.0.b. value. Merchandise imports, on the other 
hand, are reportedin c.i.f. (cost plus insurance plus freight) 
values. Adjustments in tenns of coverage of goods, time 
of recording, and valuation are made to bring the customs 
figures in line with BOP concepts. 

Portfolio Investment covers transactions in equity securities 
and debt securities; the latter are sub-sectored into bonds and 

Net Private Flows refer to the sum of net foreign direct 
investment, portfolio equity flows, net flows of long-term 
public and publicly guaranteed debt from private creditors, 
and net flows of total private non-guaranteed debt. 

Official Flows refer to net flows of long-term public and 
publicly-guaranteed debt from official creditors and grants, 
including technical cooperation grants. 

INTERNATIONAL RESERVES 

International Reserves, Total is the total holdings by 
monetary authorities (central banks, currency boards, 
exchange stabilization funds, and treasuries to the extent that 
they perform similar functions) of gold, Special Drawing 
Rights (SDRs), reserve positions in the IMF, and foreign 
exchange. For purposes of comparability, the regional table 
on international reserves value gold holdings at London 
market prices, unless otherwise specilied. However, the 
country tables record gold at national valuation. SDRs are 
unconditional international reserve assets created by the 
IMF whereas reserve. positions are unconditional assets 
arising from countries' reserve assets subscriptions to the 
IMF, frum the Fund's use of members' currencies, and from 
Fund bprrowings. Foragn exchange is defined as monetary 
autho&es'claims on foreigner sin the form of bankdeposits, 
treasury bills, short and long-term government securities, 
andother claims usable in the event of a balance of payments 
deficit, including non-marketable claims arising from inter- 



ownmental arrangements, without Debt &vice as s PetcentagQ of lZ%parb of GoocLs: atrd 
is denominated in the currency SerriePs, =MUG indicator. SaMWG indicators &finition 

secrion. 

imporb are mpresessed in terms of 
External Debt, Total is the total smk of external liabilities 
of a coungy owed to non- residenfS, regardless of maturity 
and moae of paymt. It is the sum of public and publicly- 
guaranteed long-term debt, privare non-gnaran@&l long- 

. - tern debt, the use of fa credit, and short-tenn debt as 

'b grant equivalent of a similar developmat financing inutitutims are particulasIy 
value less the discounted interested in external debt payable only in foreign currency. 

and or in goads and services. l n d ~ w s  is assessed m a 
three point scale: severely indebted, mderatdy indebfed, 

Debt refers to the ratio of and less indebted. 




