Executive summary

‘ The Key Indicators of the Labour Market programme

An important role of the International Labour Orgaation (ILO) is to identify global
employment challenges where economic growth anerdework opportunities are most needed
around the world. TheKey Indicators of the Labour Market (KILM) highlights global trends relating
to the world of work using world and regional esttes and country-level data of labour force
participation, employment, employment by sectorpleyment by status, unemployment, youth
unemployment, employment elasticities and workinggpty.

Defining effective labour market strategies at toeintry level requires first and foremost the
collection, dissemination and assessment of theogate and reliable labour market informatfon.
Once a strategy is decided, continuing informatom analysis are essential to monitor progress
towards goals and to adjust policies where needalgdour market information and analysis must be
viewed as the cornerstone for developing integratetegies to promote standards and fundamental
principles and rights at work, productive employmesocial protection and dialogue, as well as to
address the cross-cutting themes of gender andogenent — this is where the KILM comes in.

In 1999 the ILO launched the KILM programme to ioye the dissemination of information
and analysis relating to key elements of the werldbour markets. The KILM is designed with two
primary objectives in mind: (1) to present a cageaf labour market indicators and analysis; and (2
to improve the availability of the indicators to mimr new employment trends. The KILM aims to
meet these objectives by disseminating 20 “keyicaibrs of the labour market associated with the
decent work initiative (listed in box 1): employnteand variables relating to employment (status,
sector, hours, etc.), the lack of work and the atiaristics of jobseekers, education, wages and
compensation costs, labour productivity and worlpogr. Taken together, the KILM indicators give
a strong foundation from which to begin addresdiag questions related to labour underutilization
and decent work deficits.

In addition to presenting indicators for assessabgur market conditions, the KILM 5th Edition
attempts to expand the knowledge base on theaesdtips between poverty, decent work deficits and
labour underutilization through the use of theshdators.

Labour underutilization may be characterized, amotiwer things, by lack of employment
(unemployment or time-related underemployment), enmidization of skill, low income and low
productivity. In other words, one way to look abdar underutilization is to consider those that are
faced with decent work deficits, which at the véggst includes the working poor. Suppose each
person working and living on less than US$2 a dagither underemployed (working less than
desired) or has a very low productivity job (worgilong hours but not efficiently because of lack of
education or equipment). These conditions, whieh rast unlikely, indicate that these workers are
underutilized as they are not in full, decent ammtpctive employment. By adding the working poor
to the unemployed, 1.5 billion people in the wordor 30 per cent of the world's working-age
population — can be identified as labour supply ih@otentially underutilized. This is just oneyna

1. TheGlobal Employment Trends (GET) series and topical GETs (youth and women) are availon
website:http://www.ilo.org/trends

2. For more detail on the necessity for labour mgrkformation with examples of how it can be used
when formulating policies, see the section “Guinlenderstanding the KILM”.
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exemplify the use of KILM indicators to assess pleevasiveness of labour underutilization and thus
decent work deficits. More examples are providedubhout this edition, particularly in Chapter 1.

Box 1. Key Indicators of the Labour Market (KILM), 5th Edition
Labour force participation rate
Employment-to-population ratio
Status in employment
Employment by sector
Part-time employment
Hours of work
Employment in the informal economy
Unemployment
Youth unemployment

. Long-term unemployment

. Unemployment by educational attainment

. Time-related underemployment

. Inactivity rate

. Educational attainment and literacy

. Manufacturing wage indices

. Occupational wage and earning indices

. Hourly compensation costs

. Labour productivity and unit labour costs

. Employment elasticities

. Poverty, working poverty and income distribution
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The KILM 5th Edition

The key issues in the labour market chapter (Chapter 1)

The first chapter of the KILM 5th Edition is dedied to a more in-depth analysis of certain
indicators with an emphasis on showing how thecaiirs can highlight vital issues that are
associated with economic outcomes and provide remmdations. The “key issues” chapter of this
edition contains three topics that have a recurtirgne: the need to assess progress made towards
full, decent and productive employment objectiveand thus reductions in labour underutilization —
using a comprehensive set of indicators. The tomies (1) “Decent employment and the Millennium
Development Goals: Description and analysis of av narget”; (2) “Assessing vulnerable
employment: The role of status and sector indisdiorand, (3) “Beyond the
employment/unemployment dichotomy: Measuring thaligu of employment in low income
countries”.

The first topic on decent employment and the Miliem Development Goals (MDGSs) discusses
the new target for MDG 1, which emphasizes the mgee of full, decent and productive
employment as the key element for poverty reductfoset of four initial indicators was selected to
assess progress made towards this target: employoypopulation ratios (KILM 2), vulnerable
employment (identified using status in employmentiLM 3), working poverty (KILM 20) and
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labour productivity (KILM 18). Regional trends ftrese four indicators are examined to verify which
regions are on track towards achieving decent wbj&ctives in the context of MDG 1. Even though
users are discouraged from singling out any onicator, taken together the four indicators provide
an initial starting point for assessing labour untzation and decent work deficits.

The second topic highlights the possibility of itisting vulnerable groups in the labour market
using employment by status (KILM 3) in conjunctievith other indicators and, in particular,
employment by sector (KILM 4). Employed personsidentified as ‘vulnerable’ if they risk working
under inadequate conditions — that is, if theyraoge at risk of lacking full, decent and productive
employment. Given pervasive labour underutilizatiordeveloping countries, large segments of the
employed are vulnerable, and the challenge isdntify these segments using standardized statistics
that are readily available and can be generatetatignal statistical agencies. This part of Chafter
identifies vulnerable employment using the samecatdr used to monitor vulnerable employment
for the new target for MDG 1 (employment by stafusm KILM 3), and subsequently uses
breakdowns of vulnerable employment based on emmay by sector (KILM 4). The resulting cross
tabulations, if used in conjunction with other infation, provide a powerful tool to monitor labour
markets in developing countries and to assess tlameh deficits.

The last topic on the employment/unemployment dimmy reflects some of the limitations of
current indicators on job quality. The purposedsetoke thought and discourse on how to better
empirically capture the concept of job quality sota inform employment policies, particularly for
developing countries. In the meantime, this secsigpports two conclusions. First, in the absence of
an all inclusive indicator, current indicators, pi¢s their limitations, should be used to complemen
each other in an effort to provide a more detagetlure of job quality in developing countries. The
KILM indicators discussed include employment-to-plapion ratios (KILM 2), status in employment
(KILM 3), hours of work (KILM 6), employment in thamformal economy (KILM 7), time-related
underemployment (KILM 12) and working poverty (KILRD). Many of these indicators are indeed
used to analyse decent work deficits, particulavith the introduction of the new MDG target as
discussed above. Second, qualitative indicatorievplosing greater difficulty of measurement, serve
as the only means by which to approximate the ¢xiemadequate employment and are, therefore,
necessary to complement an analysis of labour rsaike&leveloping countries.

Again, the key message in Chapter 1 is that meaguprogress towards full, decent and
productive employment is a complex task that rexguihe use of multiple quantitative and qualitative
indicators and information.

Highlights of current labour market trends

The KILM serves as a research tool for assessibgulamarket trends. This section provides
some excerpts of noteworthy trends (by theme)wleaé identified in the KILM 5th EditioA:

Labour force participation (KILM 1)

= The global female labour force participation raaggd 15 and over) was slightly lower in 2006
(52.5 per cent) than in 1996 (53.0 per cent), Igrdee to the decline in the participation of the
youth cohort (aged 15-24) as their educationaligpation increased. Compared to the 78.9 per
cent of males that are economically active, thiidates that there is still a large untapped and
possibly underutilized female labour force supply.

3. For more information relating to the labour nerkoncepts defined or more detail on the trends
identified, see the KILM manuscript identified ianentheses.
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The largest gaps in the female and male labouefpecticipation rates were in the Middle East,
North Africa and South Asia. In all three regiohe tale labour force participation rate exceeded
the female rate by more than 45 percentage point8006, although this represents some
improvements in the gaps from 1996, especiallyhyédase of the Middle East.

Employment and employment characteristics

There is a stark contrast between the gap in fearademale employment-to-population ratios in
East Asia and the Developed Economies & EuropedoriJfwhere the gender gaps were 12.9
and 15.3 percentage points respectively in 2006)henone hand and the Middle East, North
Africa and South Asia on the other hand (wheregimeder gaps exceeded 40 percentage points).
Still, while the national results are mixed, thuskmg it difficult to draw conclusions, the
regional aggregates do provide evidence of inangasalbeit slowly, employment activity of
women in some regions where their employment ratieshistorically low. (KILM 2)

The majority of workers in most developed economégs engaged in wage and salaried
employment. In contrast, the majority in the depélg economies of sub-Saharan Africa and
South Asia continue to work as own account worlers contributing family workers — statuses
that are more likely to be considered vulnerableemlit comes to both economic risks and
strength of the institutional arrangement that grbtigainst such risks. High shares of the labour
force in these categories of employment are thdgcative of the likelihood of decent work
deficits. (KILM 3)

The breakdown of status in employment by sex pdimtsajor differences between the labour
market position of men and women. Firstly, womea @more likely than men to enter wage and
salaried work. Secondly, women constitute the ilicontributing family workers worldwide.
Finally, women are less likely to work as employiarsirtually all countries. (KILM 3)

In recent years agriculture has lost its placeh&snhain sector of employment and has been
replaced by the service sector, which in 2006 det 42.0 per cent of world employment
compared to 36.1 per cent for agriculture. As far industrial sector, it represented 21.9 per cent
of total employment, which is almost unchanged frbéhyears ago. The services-producing
sectors can provide many opportunities for decadt@oductive employment; however, not all
work in these sectors is necessarily decent orymtoce. Employment in services ranges from
well-paid salaried jobs of highly-skilled workersyj@ying adequate working conditions to
subsistence trade activities that are widespreadhenstreets in the developing world. Many
workers in the latter situation may be underutdizeven if they are working excessive hours
battling for a meagre income. (KILM 4)

Agriculture is still the main employer in the posreegions in the world. In sub-Saharan Africa,
almost seven out of 10 employed, work in this seétoSouth Asia and South-East Asia & the
Pacific it is almost five out of 10. (KILM 4)

Poverty and working poor (KILM 20)

The countries with the highest incidence of povers. where more than half of the country’s
population subsists on less than US$1 a day, aresalall in Eastern and Western Africa, which
confirms the fact that a large part of the popatatn this continent faces extremely poor living
conditions. Many people living in severe povertyrkyosometimes long and hard, but very
unproductively. They have no choice but to find soway to generate an income because they
often have no other means of support for themselwéiseir families.
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= The Asian regions saw a substantial reduction éennilhmber of working women and men living
on less than US$1 a day; the number of working poofsia decreased by as many as 148
million between 1996 and 2006, representing a drbmearly 50 per cent. In contrast, sub-
Saharan Africa’s weak economic performance resuttedh increase of 24 million in the number
of working poor. When looking at the share of watkipoor (US$1 a day) in the working
population, however, one finds a slight declinesitb-Saharan Africa due to the fact that the
working population grew slightly faster than therking poor population.

Unemployment

= The international definition of unemployment, févetpurpose of collecting statistics, is being
without work of at least one hour in the previouseW. This means that many workers in the
developing world, who have no regular work or ineobut, in the absence of any other means of
support, must find a way to generate the meansingve, do not fall within the unemployed
category. Bearing in mind this proviso, availabidormation shows a wide dispersion of
unemployment rates throughout the world. A revidwauntry-level data showed that all regions
but one (Central & South-Eastern Europe [non-EU]C&) were represented in the lowest
grouping of unemployment rates (less than 5 pett)cdrhe higher unemployment bands,
however, were concentrated in countries in sub{@ah&frica as well as Central & South-
Eastern Europe (non-EU) & CIS. (KILM 8)

= Between 2005 and 2006 the unemployment rate sliglettreased for the world as a whole from
6.4 to 6.3 per cent, confirming a downward trerat thas been observed over the last four years,
during which time the global economy has grownabpi(KILM 8)

= One striking characteristic emerging from an exatiom of country-level information presented
is that, invariably, youth unemployment rates aghér than adult unemployment rates. Indeed,
youth unemployment rates are typically at leastéwas high as adult rates and are sometimes
much higher. (KILM 9)

= The distribution of unemployment is more conceetiaamong the least educated, at least in the
developed countries. In 2005, a person in the dpeel economies (with available data) with only
primary education was usually at least three tiadikely to be unemployed as a person with
tertiary education. The pattern reflects the inseean demand for more highly educated and
skilled workers in developed economies and the iniegh demand for workers with low
education. In eight of the developing economies aitailable data, it was the labour force with a
secondary education that was the most likely tardemployed, although never to a substantially
larger degree than persons with primary educatidme demand for workers with higher
education was strong in the majority of the coastr(KILM 11)

Employment elasticities” (KILM 19)

= Between 1993 and 2005, the services sector wasthetworld’s fastest-growing sector in terms
of output and the sector with the most job-inteagivowth. Indeed, for every 1 percentage point
of growth in services sector value added, employniecreased by 0.67 percentage points.
However, in the industrial sector, and especiallyhe agriculture sector, growth of value added
was driven more by gains in productivity than bingan employment.

4. The employment elasticity is measured as theepgage-point change in the number of employedoperin a
country or region associated with a 1 percentaget mhange in economic output, measured by grossedtic product
(GDP). See the manuscript of KILM 19 for the metblody for the calculations of employment elastesti
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In addition to the Developed Economies & Europeanob), a couple of developing regions are
also experiencing structural transformation awaymfragriculture and into services (and, to a
lesser extent, industry) — Central & South-Easturope (non-EU) & CIS and Latin America &
the Caribbean — as each experienced a decline ptogment in agriculture despite positive
growth in agriculture value added. The agricults@ttor, however, continues to be an important
source of livelihood, especially in sub-Saharanicafr South Asia and South-East Asia % the
Pacific.

The very rapid growth that took place in agricutuindustry and services sectors in East Asia
facilitated both robust employment generation ab asrapid productivity gains. This trend has
resulted in a “virtuous cycle” of employment growgroductivity growth and poverty reduction
in the region.

Productivity and unit labour costs (KILM 18)

Productivity levels increased over the past dedadalmost all regions, with the fastest increase
observed in East Asia, where output per worker atrdoubled. Considerable increases over this
period were also seen in Central & South-Eastemofgu(non-EU) & CIS and South Asia, where
productivity levels increased by around 50 per cent

The United States continued to show the highegtuaproductivity levels in 2006 measured as
value added per person employed per year, at US$63the United States was followed by
Ireland (US$55,986) and Luxembourg (US$55,641) airesiderable distance. However, Norway
showed the highest labour productivity level meaduas value added per hour worked
(US$37.99), followed by the United States (US$3pa8i France (US$35.08).

The productivity gap (measured as value added @esop employed) between the United States
and most developed economies continued to widgrecesly in more recent years. Exceptions
were Ireland, which saw its gap decline steadilgravme from almost 40 percentage points in
1980 to less than 13 in 2006. Since 2000, Finl&vdeden and the United Kingdom were also
able to continue reducing productivity gaps as weallseveral new members of the European
Union — Estonia, Latvia and Lithuania — althougldurctivity gaps in the latter group remain

considerable.

Hours of work

There is a positive relationship between the feraatployment-to-population ratio and part-time
employment, implying that an expansion of part-timerk opportunities encourages females to
join the workforce. (KILM 5)

Annual hours worked per person surpassed 2,20@ iwstan economies — the Republic of Korea

leads the group, followed by Bangladesh, Sri Lami@g Kong, China, Malaysia, and Thailand.

At the other end of the spectrum, most Europeanotrdountries had much lower hours,

especially in Belgium, Denmark, France, Germang, Nletherlands and Sweden, where workers
put in less than 1,600 hours per year. (KILM 6)

The percentage of men and women working 40 houraare varies between economies but, in
almost all economies covered, men are more likeelydrk longer hours than women. (KILM 6)

For half of the countries in Latin America & the ribdean, at least one out of eight people
employed is currently working on a part-time babig, wanting to work additional hours — they
are, therefore, underemployed. In contrast, coemirn Central and Eastern Europe, along with a
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few recent European Union countries, display theeki shares of time-related underemployment.
In almost all countries women in part-time employiare more likely to be seeking more hours

than their male counterparts. This is particuldHg case in the developed economies, where
many women are at least twice as prone as menddtiemselves underemployed. (KILM 12)

Education and illiteracy (KILM 14)
There is a clear trend towards an increasingly athalclabour force.

For both sexes, the highest share of the labowefby educational attainment was those with
either primary or secondary level education, whinficates that in most of the countries the
bulk of labour supply is still workers with low- onedium-level skills. The supply element is a
likely explanatory variable in the growing wage dsgiween low- and high-skilled occupations;
the demand for workers with tertiary-level educatemd higher skills, which are in short supply,
would push up their wages, and vice versa for warkéth lower-level education.

In the vast majority of countries with data, thi@dracy rate of adults was higher than that of
youth, which suggests a positive trend, as youmpleemake advances in literacy and, thus, gain
a higher skills base than their parents.

The adult female illiteracy rate was more than 8kcentage points higher than that of males in
14 countries — Afghanistan, Angola, the Centraligsin Republic, Chad, the Democratic

Republic of Congo, Ethiopia, India, Morocco, Mozague, Nepal, Niger, Pakistan, Togo and

Yemen. The trend continues, although to a lesgengxn the younger generation: five countries
had a gap in the female-male youth illiteracy ratesexcess of 25 percentage points —
Afghanistan, Benin, Chad, Niger and Yemen.

New developments

The KILM 5th Edition introduces several noteworttgvelopments:

Improved indicators

A new harmonized series of employment-to-populatiatios (table 2) reduces some of the
limitations to comparability.

All indicators have improved in terms of geograptowerage and the timeliness of information
available, thanks in part to improvements in thecpsses of collecting and processing labour
market information.

New world and regional estimates

World and regional estimates are now availablestatus in employment (KILM 3) and labour
productivity and unit labour costs (KILM 18).

Revised regional groupings

The new regional grouping of Africa is comprisedteb subregions — North Africa and sub-
Saharan Africa, the latter of which retains its gnolips for Eastern, Middle, Southern and
Western Africa. The Middle East is now its own gl grouping and does not consist of any
subregions. The inside front cover of the printddNK gives a graphical representation of the
organization of the countries by major groupings.



