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In developing countries, labour markets play a central role in determining economic 
and social progress since employment status is one of  the key determinants of  exiting 
poverty. Ultimately, having a decent, well-paid and secure job is the most sustainable 
path to increasing incomes and consumption levels. However, the reality in the formal 
economy of  most developing countries is that the labour market fails to create the 
jobs needed to help individuals and their families prosper. Rather, the labour markets 
tend to be characterized by the persistence of  informality in urban areas, the continu-
ing share of  workers in subsistence agriculture, low pay and poor working conditions, 
along with the disparities women, youth and other specific segments of  society face. 

Despite better economic growth in many countries over recent decades, these chal-
lenges remain as pressing for governments across the world as they did when W. 
Arthur Lewis presented his model of  surplus labour over 50 years ago (Lewis, 1954). 
More concerning is the fact that development and economic growth in many coun-
tries, especially in South Asia and Africa, have been characterized by a rising domi-
nance of  the informal sector in urban areas. Thus, the movement of  the rural poor 
has been from agriculture to working as street traders and construction workers in 
towns and cities, rather than being absorbed into large-scale manufacturing firms. 
Thus, segmentation in the labour markets of  developing countries continues to per-
sist in both rural and urban areas. Moreover, further informalization of  the formal 
sector, notably through casual and contract labour, has resulted in newer forms of  
labour market duality in a number of  developing (and developed) countries. 

A key challenge witnessed in all developing (and developed) countries is gender dis-
parities in the labour market. Women tend to be over-represented in informal and 
vulnerable employment as they face a range of  barriers to access better jobs in the 
formal economy (due to such factors as skills). For this reason, when women do work, 
they are more likely to be family or domestic workers and less likely to be working 
in the formal economy. Moreover, gender wage gaps persist, which reflect, among 
other factors, the penalty women suffer because they withdraw from the labour force 
to raise children. As discussed in ILO (2010), World Bank (2011) and other studies, 
a number of  factors drive the poor labour market outcomes of  women, including 
cultural beliefs and norms, lack of  education, dominance in low-value added sectors, 
barriers to entrepreneurship and inadequate support from government policies and 
programmes.

Another major concern for developing countries is the creation of  sufficient jobs 
for young people as they enter the labour market, a critical challenge because of  high 
population growth rates. As observed around the world, youth unemployment and 
underemployment is prevalent not only because of  demand-side deficits (inadequate 
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job opportunities), but also because they lack skills, work experience, job search abili-
ties and the financial resources to find employment (ILO, 2006). As a result, youth un-
employment rates tend to be two to three times higher than for adults. Furthermore, 
as highlighted below, youths have been affected by the global financial crisis more 
severely than adults due to the sectors they tend to work in and their vulnerability to 
layoffs. The global figures show that almost 75 million young people between the ages 
of  15 and 24 are unemployed as of  2012, reflecting an unemployment rate of  12.7 per 
cent (ILO, 2012). It is, therefore, a major concern for governments around the world.

Governments and other stakeholders have increasingly recognized these labour chal-
lenges, which were greatly accelerated by the global financial crisis of  2007–09. Yet 
at the same time, complex debates surround many of  these issues, such that making 
progress on implementing more effective policies and programmes requires a good 
understanding of  the linkages between development processes and labour market 
outcomes. 

Although a large number of  textbooks have been published on development eco-
nomics and on labour economics, fewer have been written on the interaction between 
the two disciplines, particularly in an accessible and relevant format.1 In this respect, 
textbooks tend to be overly technical for policy-makers and other stakeholders, who 
nonetheless require solid information and arguments to develop evidence-based poli-
cies. For this reason, this book seeks to provide comprehensive but non-academic 
coverage of  labour market issues in a developing country context to help policy-mak-
ers, employers’ and workers’ organizations, civil society and other readers improve 
their capacity to understand these topics and develop appropriate and effective policy 
responses. 

To achieve this goal, this volume consists of  three main thematic parts. It begins with 
a broad, macro overview of  labour markets in developing countries (Chapter 2) and 
the link between growth, distribution, employment and poverty (Chapter 3). Chapters 
4–7 delve into specific labour market issues, namely informality, wages, migration and 
education, while the last three chapters (Chapters 8–10) take a more normative view 
on labour market institutions and policies, along with systematic approaches to quan-
tifying labour markets in developing countries. Cross-cutting issues, namely gender 
and youth, are considered in various sections of  these chapters.

1 One recent but more academic contribution is Kanbur and Svejnar (2009).
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1.1 Chapter summaries

Chapter 2 starts by recognizing that one of  the defining characteristics of  developing 
economies is the abundance of  labour and the scarcity of  capital, both physical and 
human. It then underlines the importance of  agriculture and of  the rural economy, and 
the process of  structural transformation in which employment shifts from the primary 
to the industrial and services sectors. This chapter also summarizes the differences be-
tween developed and developing countries in terms of  labour market structure, with 
the latter characterized by the prevalence of  informality and weak market integration. 

The linkages between economic growth, poverty, inequality and employment, ex-
plored in Chapter 3, are complex but fundamental for understanding how growth re-
sults in better development outcomes, especially in the context of  the labour market. 
In this respect, how economic growth translates into poverty reduction depends on 
income inequality. This in turn depends crucially on the impact of  growth on employ-
ment and wages, given that labour is the main, if  not only, source of  income for most 
people in developing countries. To address these issues, this chapter first provides a 
conceptual framework of  the linkages between growth, poverty, inequality and labour 
markets before reviewing the empirical evidence on this theme. Finally, it discusses 
various policy interventions that aim at improving the impact of  growth on poverty. 

A striking feature of  labour markets in developing economies is informality: informal 
employment is not only widespread, often involving the vast majority of  workers, 
but it does not seem to be receding. Chapter 4 looks more in depth into this issue. 
After defining and quantifying the informal sector, the chapter discusses the reasons 
behind its existence, emphasizing how people may work informally by choice or due 
to exclusion from the formal sector. This chapter then describes the most important 
characteristics of  informality in the main developing regions of  the world and, finally, 
considers possible policy responses. 

Chapter 5 examines the determinants of  wages in developing countries, emphasiz-
ing their link with productivity and labour market institutions, such as trade unions, 
collective bargaining and minimum wages. The link between wages and education 
and the role of  globalization are also explored. Additionally, this chapter deals with 
distributional issues, looking at the trend in the wage share in developing countries, 
wage inequality, the gender pay gap and interindustry wage differentials arising, for 
instance, between firms in the formal and informal sector. 

Labour migration, both international and internal, is the topic of  Chapter 6. The chap-
ter starts with a quantitative assessment of  this important and growing phenomenon. 
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The chapter then reviews the main theoretical insights and the empirical evidence 
concerning the determinants of  migration, stressing both the push and pull factors. 
The same is done with regard to the impact of  labour migration in sending and re-
ceiving economies, underlining the effects of  emigration and immigration on wages, 
human capital and growth, as well as the effects of  remittances. The chapter con-
cludes with a discussion on migration policy. 

Chapter 7 addresses the importance of  education and human capital, which have 
long been recognized as key factors for development and labour market outcomes. 
Quite a lot of  heterogeneity in terms of  educational achievement exists within devel-
oping countries, and this chapter examines the relationship both between education 
and the labour market, and between education and the growth process. The chapter 
also looks at policies that can be used to improve school attendance and the quality 
of  education, acting both on the demand and the supply sides. 

Chapter 8 focuses on the topic of  labour market regulations, with particular attention 
to employment protection legislation, minimum wages and unemployment benefits. 
In each section, a comparison is made of  the main characteristics of  these regulations 
across countries. The chapter then provides a theoretical background, highlighting the 
main effects of  regulations on labour market outcomes. Finally, the chapter discusses 
the empirical evidence, which draws on research on both Organisation for Economic 
Co-operation and Development (OECD) countries and developing countries where 
possible. Nonetheless, this chapter argues that developing countries can benefit from 
the accumulated evidence when designing or reforming their own regulations. 

Chapter 9 deals with the related topic of  labour market policies, which are specific 
interventions that aim to affect labour demand and supply, along with matching them 
both. Besides defining what labour market policies are and discussing the reasons for 
their utilization, it focuses on the particular challenges that developing countries face 
when implementing such policies. This chapter also discusses at length the policy 
response to the global financial crisis of  2007–09 and provides a methodological 
overview on how labour market policies have been evaluated through randomized 
experiments or other methods. 

The subject of  Chapter 10 is labour market information and analysis systems. The 
availability of  data, information and analysis is a critical element to addressing labour 
market issues, an element that is often lacking in developing countries. This chapter 
first develops the conceptual framework within which to discuss such systems and 
provides some country examples. It subsequently looks at the set of  indicators that 
can be used to monitor the labour market and, possibly, to make projections and set 
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targets. The chapter concludes with a discussion on activities that should be under-
taken to establish or develop an information and analysis system.

Bibliography

International Labour Office (ILO). 2006. Global Employment Trends for Youth (Geneva).

―. 2010. Women in labour markets: Measuring progress and identifying challenges (Geneva).

―. 2012. Global Employment Trends 2012 (Geneva).

Kanbur, R.; Svejnar, J. (eds). 2009. Labor markets and economic development, Routledge Studies in 
Development Economics (Abingdon, Routledge).

Lewis, W.A. 1954. “Economic development with unlimited supplies of  labour”, in Manchester 
School, Vol. 22, No. 2, pp. 139–191.

World Bank. 2011. World Development Report 2012: Gender equality and development (Washington, 
DC, World Bank).


