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Preface 

 

The primary goal of the ILO is to contribute, with member States, to achieve full and 
productive employment and decent work for all, including women and young people, a goal 
embedded in the ILO Declaration 2008 on Social Justice for a Fair Globalization,1  and 
which has now been widely adopted by the international community. 

In order to support member States and the social partners to reach the goal, the ILO 
pursues a Decent Work Agenda which comprises four interrelated areas: Respect for 
fundamental worker’s rights and international labour standards, employment promotion, 
social protection and social dialogue. Explanations of this integrated approach and related 
challenges are contained in a number of key documents: in those explaining and elaborating 
the concept of decent work,2 in the Employment Policy Convention, 1964 (No. 122), and in 
the Global Employment Agenda. 

The Global Employment Agenda was developed by the ILO through tripartite 
consensus of its Governing Body’s Employment and Social Policy Committee. Since its 
adoption in 2003 it has been further articulated and made more operational and today it 
constitutes the basic framework through which the ILO pursues the objective of placing 
employment at the centre of economic and social policies.3 

The Employment Sector is fully engaged in the implementation of the Global 
Employment Agenda, and is doing so through a large range of technical support and 
capacity building activities, advisory services and policy research. As part of its research 
and publications programme, the Employment Sector promotes knowledge-generation 
around key policy issues and topics conforming to the core elements of the Global 
Employment Agenda and the Decent Work Agenda. The Sector’s publications consist of 
books, monographs, working papers, employment reports and policy briefs.4 

The Employment Working Papers series is designed to disseminate the main findings 
of research initiatives undertaken by the various departments and programmes of the 
Sector. The working papers are intended to encourage exchange of ideas and to stimulate 
debate. The views expressed are the responsibility of the author(s) and do not necessarily 
represent those of the ILO. 

  

 

1 See http://www.ilo.org/public/english/bureau/dgo/download/dg_announce_en.pdf 

2 See the successive Reports of the Director-General to the International Labour Conference: Decent work 
(1999); Reducing the decent work deficit: A global challenge (2001); Working out of poverty (2003). 

3 See http://www.ilo.org/gea. And in particular: Implementing the Global Employment Agenda: Employment 
strategies in support of decent work, “Vision” document, ILO, 2006. 

4 See http://www.ilo.org/employment. 

 José Manuel Salazar-Xirinachs 
Executive Director 
Employment Sector 
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Foreword 

 
This paper discusses the problems aassociated with measuring economy wide 

employment in developing countries. In doing so, it sets up the outline of a framework in 
which employment and its dimensions in developing countries ought to be conceived. The 
paper then goes on to propose a measure of employment that gives relatively acceptable returns 
to the worker. Based on this measure, the work explores how the incidence of good 
employment has been associated with economic growth and income inequality in the 
developing world.  
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1. Introduction 

When it comes to the developing world, employment data suffer from major 
measurement problems. The reasons for this state of affairs, only partly concern data - in 
part, they also pertain to the very conceptualisation of “employment” in the developing 
world. These matters have been discussed at length elsewhere, particularly in work coming 
out of the ILO over the past decades5. Although this paper is about a second best proxy for 
what can be termed as “employment” that gives a minimum acceptable level of returns to 
workers- i.e. good employment- it is important to briefly mention the larger framework in 
which we can place the issue of employment in developing countries.  

In our view there are broadly three (interconnected) dimensions of employment that 
need to be distinguished in the context of developing countries. These are the production, 
the income and the recognition dimensions6. In the context of production the employment 
focus is on what employment produces as output in production; in the context of income 
the focus is on income that employment generates for workers; and in the sphere of 
recognition, employment is about a sense of self-worth that is socially imparted to the 
worker on his/her being engaged in a worthwhile activity.  

There are also three wider (interconnected) structural characteristics of the typical 
developing economy that need to be seen as conditioning parameters for understanding 
how the aforementioned (production, income and recognition) aspects of employment 
operate  and how they may be connected to each other for different types of workers.  We 
have argued in great detail elsewhere that these structural features of a developing economy 
are dualism, surplus labour and the absence of social insurance7. The process of 
“development” in this framework entails the increased incidence of what we call “good 
employment” in total employment. In other words, employment must become more 
productive over time (the production dimension); it should get progressively better returns 
(the income dimension)8; and entail improved self recognition of the work accomplished 
(the recognition dimension).  Equivalently, at the level of structural change, development in 
such a framework is about whether during the growth process a country can reduce surplus 
labour and come out of dualism. In this framework, development is not about growth per se 
but about how the growth process transforms the structural features of a developing 
economy and in the process renders improvements in the (three) aforementioned 
dimensions of employment. If these conditions of structural transformation are met, the 
aforementioned employment aspects of production, income and recognition would also 
tend to show an improvement and complementarity; and in the longer run, positively 

 

5 The World Employment Programme (WEP) that began in 1969 did some pioneering work which  examined 
the category of employment in the developing world through its country mission studies.  

6 Reddaway (1962);  Sen (1975). 

7 Details of  the structural dimensions of such a framework can be found in The Global Employment Challenge 
by Ghose, Majid, Ernst (2008), referred to as GEC (2008) in the rest of the  text, where the focus is on 
productive aspects of employment 

8 This indicator in its income dimension captures the employment of members of households with > $1.25 per 
capita income. As there is no upper bound to the income range. It is possible to repeat this exercise with $2 cut 
off, and for the between $1.25 and $2 group. This is part of ongoing work.  
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reinforce each other9.  Set out summarily above, these are the main ingredients of a 
framework that ought to inform in a study of employment in the developing world. 

All this is of course far from current practice in measuring employment in developing 
countries 10. The main reason for this gap is not that the specificity of the employment 
concept in developing economies is unknown -in fact a considerable amount of literature in 
the discipline of development economics at least since the mid 1950s has in a direct or 
indirect way also been about the process of transformation of the dual economy through the 
transfer of labour11 – but rather, that the categories on which information is collected in 
surveys cannot take in to account the framework in which indicators need to be conceived 
to be meaningful for a typical developing economy.  

The methodology of information collection on employment in developing countries 
operates in a framework that has little to do with the framework in which employment 
ought to be understood in development economics. Its central purpose is to afford 
classificatory facility. Information is collected on employment typically from labour force 
and other surveys in a manner that separates employment into different types of 
employment on a work-time criterion. The answers to questions concerning the amount of 
time persons have worked in a reported week allow the classification of whether they are in 
employment or are unemployed. The forms of employment amongst persons classified as 
the employed, are often typically demarcated (own account workers, unpaid family 
workers, wage workers etc), on the basis of answers to supplementary questions. It goes 
without saying that the structural feature of the typical developing economy that concerns 
the absence of social insurance or welfare, implies that most poor people need to work as a 
part of survival strategies. It is in this context that the concept of the “working poor” in 
developing countries was first formulated and estimated at the ILO in 200112. In the 
absence of social insurance, any economy-wide “employment” measure would, by the 
survey definition, also contain the underemployed (and the working poor) in the category of 
“employed”. Thus measures of employment by not being limited to employment with a 
socially acceptable remuneration level become somewhat incoherent and a rising or falling 
employment rate in such a context in itself means little13.  It is worth pointing out that by 

 

9 Majid (2001). The ILO’s notion of decent employment in a dynamic sense ought to capture this process. 

10 This problem runs like a fault-line from aggregate employment estimates to empirical attempts at labour 
market analysis of developing countries that abstract from structural features of developing economies. This is 
not the place to review the types of policy research that are unable to take the specificity of the employment 
category in to account, and proceed to work from the employment/unemployment dichotomy in developing 
countries to analyse the labour market. Analysis that presumes that the unemployment is the primary problem of 
the labour market in developing economies, must by definition acquiesce in the definition of employment 
captured by total employment, as representing good and productive employment. This association is false and 
has policy research consequences.  

11 See Lewis (1954). See for example Basu (1997) or Ray (1998) for an analytical and historical discussion of 
dualism. Also see GEC (2008) for a reformulation of the employment problem in the developing world in a 
dualistic framework. We have shown in the former work that increases in the formal segments share in total 
employment, as well as the reduction of underemployment in the non formal segment of the developing 
economy through the increase in productivity and not just the transfer of labour are requirements for an 
improvement in the employment situation in developing economies. 

12 Majid (2001). The ILO Employment Sector now regularly produces estimates of this category. 

13 This is obvious for developing countries, but one can illustrate the point by using an advanced economy 
counterfactual example. Hypothetically speaking, if for example the entire social welfare system were somehow 
taken away by decree in an advanced economy, and most people who would otherwise have been unemployed 
and get unemployment benefits, now seek work for survival- the employment rate in such a case would go up. 
This is because the employment rate is the percentage of the working age population (ages 15 to 64) who are 
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the very same token a change in the employment rate would be a perfectly sensible 
indicator in an economy with social insurance, i.e. as it is in existing advanced economies. 

Given this state of affairs, a minimum requirement for macro applied research on 
employment in developing countries is to re-work existing information to generate 
empirical categories of employment, whose use in empirical analysis does not lead to such 
an obvious problem. From an income perspective using the total employment indicator, as 
it is calculated, for establishing any relationship with national income14, literally tells us 
how economic expansion (or contraction) is related to changes in the employment not only 
of those persons with acceptable incomes but also persons close to starvation and living on 
survival strategies. The point worth bearing in mind here is that an aggregate economy-wide 
indicator of employment has a macro level significance for economic analysis15. 
Employment after all is an economy wide category (especially in its production and income 
dimensions) in macro analysis, and the assessment of the extent to which good employment 
(as opposed to any employment) is generated in the process of economic growth in a 
developing economy is an important economy wide question16.  

2. The distribution of employment on existing 
classifications 

What is however possible to do on the basis of existing information- though not 
without difficulties- on employment is to re-classify the entire labour market in developing 
countries according to three broad additive categories of the self employed, formal or 
regular workers; and casual workers. The construction and interpretation of these categories 
has been subject to discussion in our earlier work17. What is clear from the point of view of 
data availability is that even such a classification could only be done for 17 developing 
countries for which a complete picture of the division of employed for the standard 
classifications of employment (self employed, regular, and casual workers) could be 
constructed  for the early 2000s (2000-2003). The data situation is not much better today18.  
In short, we lack the data on which to generate even this overview of employment for most 
developing countries.  In the longer run, unless there are more regular surveys, an indicator 
of even regular employment is not possible to monitor for a majority of developing 

 
 

considered currently employed. By the same token the unemployment rate would go down. But this would 
hardly be reflective of improvements in the employment situation. 

14 We shall see in the Annex that a special case of this is the employment elasticity. 

15 This means that recognising the limitations of the overall employment indicator, using it and then taking a 
supplementary view- that the employment estimate can be improved for the same country in micro or sector 
specific surveys- is not quite legitimate.  The purpose of the latter is not macroeconomic analysis. In other 
words, this kind of a mistake cannot be put aside by just adding the proviso that it is only a first approximation 
on the basis of which more detailed micro analysis must follow. The case for making the overall economy wide 
employment indicator meaningful for developing countries is an independent one.   

16 This importance in our view is quite separate from how (and even whether) the Keynesian macroeconomic 
framework is applicable in a developing economy.   

17 GEC (2008) Chapter 4. 

18 The longer the periodic range from which data is drawn (e.g. the decade of 2000-2010) the greater will be the 
number of observations. 
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countries19. Table 1 below shows developing countries for which such a classification was 
possible for the 2000-2003. Our point of departure in examining the dataset associated with 
Table 1 was to construct an Employment Situation Index 20that would combine variables 
capturing the key dimensions of the aforementioned structural features of a typical 
developing economy – reflecting in a composite sense the “general conditions” of 
employment in developing countries.  There is room for improvement in that index through 
the introduction of weights, and this is an area of on-going work21. 

 

Table 1.  Developing economies for which a full classification of the employed  by employment  type  was 
possible (early 2000s) 

Countries Year 
Regular wage 
employment 

Self-employment 
Casual/irregular 
wage employment 

Botswana 2000 50.3 30.3 19.4 

Chile 2003 45.9 31.8 22.3 

Argentina 2003 44.1 28.2 27.7 

South Africa  2000 33.0 15.0 52.0 

Panama 2003 32.9 35.1 32.0 

Brazil 2003 32.5 37.9 29.6 

Uruguay  2003 30.8 29.8 39.4 

Costa Rica 2003 30.7 30.5 38.8 

El Salvador 2003 29.9 29.4 40.7 

Ecuador 2003 24.8 38.7 36.5 

Mexico 2003 21.7 37.6 40.7 

Colombia 2003 20.3 50.0 29.7 

Honduras 2001 19.6 54.5 25.9 

China 2003 14.0 61.0 25.0 

Jamaica 2002 13.2 39.6 47.2 

Sri Lanka  2003 11.7 29.2 59.1 

Egypt 1998 8.6 38.6 52.8 

India 2000 7.3 50.0 42.7 

Source:  For details and assumptions for the calculations see GEC (2008). The estimates are based on data 
available from ILO-LABORSTA database (http://laborsta.ilo.org/) except for China, India and countries in Latin 
America. For the Latin American countries, special tabulations of data from household surveys were done details in 
GEC(2008).  Data for China were derived from National Bureau of Statistics (Government of the People’s Republic 
of China; and  China Statistical Yearbook (CD-ROM, 2004 and 2005).  Data for India are from Ghose (2004).  

 

It also ought to be obvious from the foregoing discussion that different extents of 
surplus labour, are likely to come in to each employment classification in Table 1. The 
dimension of employment that pertains to its production cannot therefore be directly 
inferred from this classification. It is also clear from this classification that while we can 

 

19 What is also important to recognise here is that there are problems in predicting employment levels that 
would obtain- unlike variables like the labour force, that are directly related to demographics and population.  

20  See GEC (2008) Table 4.7 for details of this index.  

21 See GEC (2008) Chapter 4. 



 

5 

say something about the association between good employment from an income 
perspective with respect to the category of the “regular” employed, it may be more difficult 
to do so for the category of the self-employed. On the other hand, it would be relatively safe 
to say that the category of casual wage employment is likely to be dominated by the 
working poor.  The general point is that total “employment” in developing countries adds 
these three categories together, and it is not obvious what an indicator that sums these 
categories really represents. Secondly, even within this breakdown where we can make 
plausible associations between employment with reasonable returns and the category of 
regular wage employment, the number of countries, for which we can take an overview, is 
small (although in this instance they happen include a large section of the population of the 
developing world because India and China have observations). 

In this paper, we focus directly on aspects of employment that concern income. For 
this purpose, our starting point is one of the aforementioned structural assumption 
concerning the absence of social insurance in typical developing economies, and the 
stylised insight from this that unemployment is a category that is relatively more 
widespread for the non-poor than it is poor workers. Like the problems in measuring 
productive employment, employment that gives a fair income- according to a pre-set but 
consistently applied cut off- is also not a straight forward indicator to construct on basis of 
existing data. There are two ways to capture the income dimension of employment at an 
economy-wide level.   The first and superior way, is to try and count workers from surveys.  
Direct counts are ideal but these require re-examining each survey on which a poverty 
number is based or those labour force surveys that carry income information. This is the 
ideal but expensive method. The other is a second best method. Just as we tried to do for 
the category of the working poor nearly a decade ago22, we attempt to find a second best 
way to generate a number for persons who belong to those households whose per capita 
income is greater than $1.25 and who also qualify as the employed in those households. 
This would be a proxy measure for the category we are trying to calculate. A similar effort 
in a dynamic context was made in 200523 where we tried to show time trends in different 
categories of employment including a measure of >$1.25 non poor.     

3. A second best proxy for good24 employment from 
an income perspective in developing countries  

In this section we present estimates involving the non poor, in terms of indicators that 
we need to regularly collect for income groups when surveys are directly used. As will be 
clear from what follows, the three assumptions we make concern the dependency ratio; the 
participation rate and the unemployment rate amongst the population of the non poor.   

 We begin with the category of the population of persons in an economy who are not 
poor on the definition of a poverty line of $1.25 a day, Pnp.  This can be calculated25. 
Furthermore, this population of the non-poor can itself be divided in to two parts. The 

 

22 Majid (2001). 

23 Majid (2005). 

24 The term good and fair is used interchangeably for employment estimates of those persons living above the 
$1.25 poverty line. The use of these terms is relative to the worst off workers in society and is not absolute. One 
could also think of this demarcation as constituting employment above a reservation income.  

25 The population of the > $1.25 per capita household member, Pnp = Total population * (100 - <$1.25 poverty 
rate). The <$1.25 poverty rate is available from the World Bank’s PovCal database. 
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working age population Wnp (persons between ages 15-64); and their dependents Dnp 

(persons younger than 15 or older than 64): 

Pnp = Wnp + Dnp. (1) 

We also know that Wnp and Dnp are themselves related to each other through the age-
dependency ratio, on which economy wide information is available. The age-dependency 
ratio in the universe of the non-poor is the ratio of non poor dependents Dnp, to the non poor 
working-age population Wnp.  We need to assume that the economy wide dependency ratio 
R, is applicable to the non poor as Rnp. When working with survey data this ratio, Rnp, 

ought to be calculated directly. 

R = Rnp = Dnp./ Wnp      ( or Dnp = R * Wnp )   (2) 

Using (2) we can rewrite (1) as: 

Pnp = Wnp (1 + R)  (3) 

We also know that the working age population also has two parts. One is the labour 
force Lnp, and the rest are those who are not in the labour force but within the working age 
population. In other words:  Wnp > Lnp. The Labour force Participation Rate, which is also 
an indicator available for the whole economy, is the ratio that defines the relationship 
between the labour force and the working age population. We assume that the labour force 
participation rate is the same for the poor and non-poor, we can use the economy wide 
participation rate PR to proxy PRnp26. It goes without saying that this indicator too 
needs to be calculated for poor and non poor populations separately, when working 
with surveys directly.  Therefore: 

PR = PRnp = Lnp / Wnp        (or Wnp = Lnp / PRnp)    (4) 

So substituting (4) in (3) we get: 

Pnp =   (Lnp / PRnp) * (1 + R)    (5) 

Rearranging, we can arrive at an estimate of Lnp, the labour force amongst the non 
poor: 

Lnp = (Pnp * PRnp) / (1 + R)    (6)  

Thus the estimate of the labour force amongst the non-poor, Lnp , can be calculated 
under certain assumptions- by using the estimates of the population of the non-poor, Pnp, in 
conjunction with the age-dependency ratio R, and the participation rate, PR.  

This is the first element of our calculation. All variables on the right hand side of (6) 
are available or calculable. This labour force estimate for the non-poor can be used to 
generate- under these assumptions- the unemployment figure for the non-poor, Unp, and 
once the unemployed figure is generated, the non poor employed, Enp, can be deduced. 

 The labour force amongst the non poor by definition is the addition of the employed 
and unemployed amongst the non poor.  

 

26 See Majid (2005), Annex 2. The difference between PRs of the poor and non-poor is unsystematic. We 
examined 14 LSMS surveys for this exercise. In some PRs of the poor were higher than PRs of the non-poor, 
and in others it was vice versa.  
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Lnp = Unp + Enp   (7) 

or 

Enp   = Lnp – Unp (8) 

We now make an assumption about the relationship between the unemployment rates 
amongst the poor and non poor respectively.  Estimates of unemployed by income group do 
not exist, and these ought to be calculated when one is working with surveys directly. 
However our view of the developing economy, discussed earlier suggests that 
unemployment rates amongst the poor would be lower than the average in economies that 
do not have social floors.  Although it is entirely possible for the poor to be counted as 
unemployed27, unemployment rates amongst the non-poor are usually much higher. This is 
also a finding that is encountered with youth unemployment and educated unemployment 
rates. We assume that the unemployment rate amongst the non-poor, URnp, is twice the 
unemployment rate amongst the poor28.  

URnp   = 2. URp     (9) 

We have the unemployment rate for the total population URa, and the labour force of 
the total population LFa. Assuming (9), the number of total unemployed is: 

URa . LFa = {URp . LFp} + {2 URp . LFnp}    (10) 

Rearranging the right hand side: 

URa . LFa = URp (LFp + 2 LFnp)                   (11) 

URa . LFa = URp [(LFa – LFnp )+ 2LFnp)]         (12) 

URa . LFa = URp  (LFa + LFnp)                      (13) 

Then, the unemployment rate of the poor is: 

URp = (URa * LFa) / (LFa + LFnp) (14) 

And the unemployment rate of the non-poor is: 

URnp = 2 URp = 2 (URa * LFa) / (LFa + LFnp)    (15) 

This would give us a consistent set of numbers for the labour force, the employed and 
the unemployed amongst the non poor for our episodes. Clearly there are assumptions that 
are made regarding participation rates, dependency ratios and unemployment rates relevant 
to the non poor29. As pointed out, in order to adjust these assumptions country survey data 

 

27 The circumstance in which this happens is when casual workers are unable to find work in the reference week 
in a survey. 

28 See Blanchflower (1999) for the rule of thumb ( times two) on the youth  and adult unemployment rates 
respectively. The higher youth unemployment rate is essentially a function of higher education levels amongst 
the young. The non poor are also likely to be more educated than the poor. 

29 In order to dispel a popular misunderstanding, it is worth pointing out that the greater incidence of 
unemployment amongst the non-poor does not mean that their participation rate is going to be lower than the 
poor. The fact that the non poor have more unemployment means that that their employment rate is lower- the 
participation rate is a relationship between the labour force and working age population. 
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ought to be directly used. The advantage of having regular information on these indicators 
is that the source of these indicators does not only have to be household income 
expenditure surveys that are irregular. Some labour force surveys also carry basic income 
information to generate these indicators on an income basis.      

Table 2 below gives the calculations for the annual compound growth rate of the share 
of Enp in total employment for all, Ea, calculated for the episodes.  

 

Table 2.  Non-poor employed, unemployed and labour force 
for selected episodes in developing economies 

Country Episode 
Annual Compound 
Growth: Enp/Eall 

Armenia 1996-2003 0.0057 

Azerbaijan 1995-2005 0.0158 

Bangladesh 1992-2005 0.0047 

Bolivia 1991-2005 -0.0131 

Brazil 1990-2007 0.0058 

Burkina Faso 1994-2003 0.0487 

Burundi 1992-2006 0.018 

Cambodia 1994-2004 0.0151 

Cameroon 1996-2001 0.0704 

Central African 
Republic 

1993-2003 0.0825 

Chile 1990-2006 0.0009 

China 1990-2005 0.0493 

Colombia 1995-2006 -0.007 

Costa Rica 1990-2005 0.0046 

Cote d'Ivoire 1993-2002 -0.0115 

Dominican Republic 1992-2005 -0.0013 

Ecuador 1994-2007 0.0082 

Egypt, Arab Rep. 1991-2005 0.0009 

El Salvador 1995-2005 0.0117 

Ethiopia 1995-2005 0.0485 

Gambia, The 1998-2003 0.1488 

Georgia 1996-2005 -0.0144 

Ghana 1992-2006 0.0243 

Guatemala 1998-2006 0.0035 

Guinea 1991-2003 0.1237 

Guinea-Bissau 1991-2002 -0.0069 

Honduras 1990-2006 0.0232 

India 1994-2005 0.0117 

Indonesia 1990-2005 0.036 

Jordan 1992-2006 0.0017 

Kazakhstan 1993-2003 0.0009 
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Country Episode 
Annual Compound 
Growth: Enp/Eall 

Kenya 1992-2005 0.0216 

Kyrgyz Republic 1993-2004 -0.0037 

Lao PDR 1992-2002 0.0234 

Lesotho 1993-2003 0.0517 

Madagascar 1993-2005 0.0133 

Malawi 1998-2004 0.0657 

Mali 1994-2006 0.1225 

Mauritania 1993-2000 0.0613 

Mexico 1992-2006 0.0017 

Moldova, Rep. 1992-2004 0.0088 

Mongolia 1995-2005 -0.0036 

Morocco 1991-2007 0.0005 

Mozambique 1997-2003 0.0583 

Nepal 1996-2004 0.0458 

Nicaragua 1993-2005 0.0186 

Niger 1992-2005 0.02 

Nigeria 1993-2004 -0.03 

Pakistan 1991-2005 0.0594 

Panama 1991-2006 0.0061 

Paraguay 1990-2007 -0.0004 

Philippines 1991-2006 0.008 

Russian Federation 1993-2005 0 

Senegal 1991-2005 0.0517 

South Africa 1993-2000 -0.0055 

Sri Lanka 1991-2002 0.002 

Swaziland 1995-2001 0.1156 

Tajikistan 1999-2004 0.0768 

Tanzania 1992-2000 -0.1034 

Thailand 1992-2004 0.0026 

Tunisia 1990-2000 0.0054 

Uganda 1992-2005 0.0381 

Uzbekistan 1998-2003 -0.049 

Venezuela, RB 1993-2006 -0.0017 

Vietnam 1993-2006 0.06 

Yemen, Rep. 1992-2005 -0.0118 

Zambia 1991-2004 -0.0035 
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4. Two illustrations concerning fair 
employment, economic growth and income 
inequality 

The good or fair employment indicator from Table 2 above will be used for two 
historical illustrations with respect to per capita growth and growth in inequality 
respectively. 

Our measure in this instance captures the annualised change in the share of good 
employment in total employment. In such a cross sectional historical association we are 
interested in the signs and significance of coefficients between two change variables. These 
relationships clearly do not tell us how one variable is analytically associated with the 
other, or whether the change in one caused the other to alter. Rather these relationships 
show if the “observed” association between two change variables in the episodes across the 
countries was of a certain sign and significance – whether they co-varied in a pattern.  This 
is of course important in itself, because this is precisely what informs the general 
expectations in which hypotheses about employment and growth in the developing world 
can be set.  

The indicator on levels of good or acceptable employment and change in this 
employment as a percentage of total employment were presented in Table 2, however some 
elaboration on the choice of episodes is necessary. We have selected two years for each 
country on which data on the non poor population was computed from the World Bank’s 
PovCal30 database. The terminal year in each episode is as close to the last year on which 
information is available.  The following rules have been followed in selecting episodes: (1) 
We have left out cases  where   the gap between the initial and terminal periods is less than 
4 years, (2) wherever data for more than two periods are available, initial and terminal 
periods in such a way as to minimize the possibility of deriving misleading trends, (3) 
choosing a single time-period or “spell” for each country even though multiple “spells” 
could have been chosen for many, and (4) leaving out the cases in which the incidence has 
been and remains very low (2 per cent or less). The resulting sample is of 68countries31.  Of 
these the non transition developing economies have 58 episodes. The illustrations in 
Figures 1 and 2, since they concern typical developing economies are based on the sample 
that excludes transition economies. 

To begin with we need to have an idea of what broad empirical association is to be 
expected between growth and fairly paid employment in developing economies. The 
question here is whether the experience of growth on a per capita basis in the developing 
world has systematically increased the share of good employment in total employment32? 
Since we now have a measure of the share of good (income) employment in the labour 
force, it is worth examining if this share systematically increases with growth of GDP per 
capita.  

 

30 http://iresearch.worldbank.org/PovcalNet/povcalNet.html 

31 China, India and Indonesia have been split in to rural and urban in the dataset. We have combined them with 
population weights to create all country indicators of change in the data. Treating rural and urban China, India 
and Indonesia as separate countries, thereby increasing the observations makes no difference to the results. 

32 For a thorough discussion of jobless growth and Indian manufacturing see Balhotra (1998). The (elasticity) 
relationship between change in absolute number of the employed and change in value of output is discussed in 
the Annex.   
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Figure 1 below gives us the bivariate historical association in developing (non 
transition) economies, between per capita economic growth and the growth in the 
percentage of employment (that gives a fair income). There is no relationship found here. 
The experience amongst developing economies in our dataset shows no systematic 
association between the increase in the share of jobs with acceptable returns and per capita 
economic growth. 

 

Figure 1.  Economic growth and the growth of good employment do not vary systematically in developing 
economies 

 

 
 
Note: Data for GDP per capita growth is from WDI. Number of episodes = 58.  
y = 0.0096x + 0.0239. R2 = 2E-05 
 

This is not to say that there has not been an increase over time in the absolute numbers 
of employed persons with acceptable incomes as developing economies have grown33, but 
that such an increase when seen in proportionate terms – as a percentage of total 
employed – does not systematically vary with per capita economic growth in developing 
countries.  

The next question we ask is whether a change in the incidence of such jobs with a 
minimum acceptable income – (unsystematically varying as these are with respect to 
growth) – is associated with changing income inequality in the developing world34. Figure 
2 shows that the relationship between a change in the Gini Coefficient of income inequality 
for these episodes and the growth of $1.25 employed as a share of total employed is 

 

33 See Annex. The elasticity measure captures the absolute change in employment with respect to change in 
GDP. 

34 The result is of course sensitive to the cut off we select (>$1.25) that determines employment to be classified 
as acceptable (and the distribution of the employed within this group) 
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systematic and inverse35. In other words, if the share of these jobs in total employment 
changes in one direction it would systematically be associated with change in the income 
distribution in the opposite direction. A higher share of fairly paid jobs systematically 
improves income distribution.  

 

Figure 2: Increasing shares of good employment in total employment reduces income inequality 
systematically in developing countries  

 

 

Note: Data on the Gini Coefficient is from POVCAL; *** significant at < 1%.  
Number of episodes = 58. y = -1.054x + 0.0211; R2 = 0.1602.  

 

 

 

35 It is worth pointing out that in general a change on change regression generally has a much lower R square 
compared to a level on level regression. In this bi-variate fit we are more interested in the statistical significance 
of the coefficient.  



 

13 

Conclusion 

We have argued that one of the central problems with the measurement of the category 
of employment in developing countries is that it is not grounded in the structural features of 
a typical developing economy. This leads to two types of problems. First, if we use the 
measure of employment as it is typically measured we can get totally misleading results. 
Secondly, in a more practical vein, the recognition of this problem implies that we need to 
rework the categories on which existing data is collected and then reconstruct out of this 
data economy wide employment proxies that are interpretable in and consistent  with a 
more apt characterisation of the structure of typical developing economies. The broader 
question to answer is whether, with all the problems and assumptions associated with a 
measure of fair employment that we have outlined above, is it conceptually preferable to 
use this employment category as compared to the employment category that is in current 
use for developing economies? 

We identified three fundamental aspects of employment. One related to production, 
and we have, in another context, discussed this dimension. Another related to recognition 
dimensions of employment on which work with empirical illustrations is the most difficult 
to do, as it entails the measurement of behavioural categories on which representative 
surveys do not exist.  This paper was concerned with the third- that is the income- 
dimension of employment. The structural feature of the developing economy that we 
explicitly tried to take in to account in estimating this indicator is the near absence of a 
market for social insurance. The way to capture this category was to take the opposite route 
that we took in 2001 to arrive at a second best estimate of the working poor. A version of 
the present indicator was constructed in 200536 with a more limited data base. We have a 
more extensive data set now and in this paper the reasoning behind our calculations is made 
clearer. We have found that the historical associations examined tend to support the idea 
that the overall experience of developing countries in recent years has been of jobless 
growth, where per capita income growth has not systematically produced significant 
increases in the share of fairly paid employment in total employment.  On the other hand, 
the absence of a prima facie historical connection between economic growth and 
adequately remunerated jobs does not mean that an increased share of such jobs in total 
employment, if and when it comes about, cannot have beneficial effects. In fact, the growth 
in the incidence of good jobs is systematically associated with an improvement in the 
distribution of income.   

 

 

 

 

 

 

 

 

36 Majid (2005). 
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Annex : Revisiting economy wide employment 
elasticities for developing countries 

The relationship between employment and national output is a basic starting point in 
policy discussions pertaining to employment in the context of growth. Clearly given the 
foregoing discussion, it is this relationship that is likely to be affected. The employment 
elasticity is a very commonly used indicator for this purpose. In most such measures 
employment growth is the annual growth rate in total employment; while economic growth 
is typically the annual growth rate of the GDP in constant prices. The employment 
elasticity is simply a measure of the percentage change in employment in the economy in 
relation to a percentage point change in GDP. The elasticity measure is concerned with 
absolute changes as opposed to changes normalised to population (i.e. GDP per capita).  

In economic environments where employment, as it is measured, only represents good 
employment, the relationship between the changes in these absolute values do capture what 
happens to employment when growth takes place. These are typically economies with 
social insurance.  In an economy with no social insurance, the elasticity of employment (as 
it is measured) with respect to output growth, tells us something about the relationship 
between changes in the value of national income/output and changes in the levels of 
employment of all those persons who are in employment by the survey definition. The 
latter, in a typical developing economy will be those in the labour force who cannot afford 
to remain unemployed, as unemployment benefits are not provided by the State.  

Some elasticity measures can be meaningful at a sectoral level in developing 
economies, but in such instances it is because we can already assume on the basis of prior 
knowledge that the type of employment dominant in the sector under examination is fairly 
remunerated. Very often it is the manufacturing sector that is rightly considered in 
developing countries to have meaningful elasticities of employment with respect to output 
growth; but equally often the share of manufacturing in total employment is not very large 
in the typical developing economy. At a sub-sectoral level estimates can be useful in 
assessing the relative employment generation capacities of different types of industry in 
relation to output growth in those industries. So while we can generate more meaningful 
elasticities for some sectors and their sub-sectors, unless the overall employment profile of 
the economy is dominated by these sectors, they will have a limited significance for any 
economy-wide assessment of how employment moves with growth37. But that is exactly 
what we need in order to meaningfully  use employment as a category in an aggregate 
economy wide macro analysis. The limit to the use of the employment elasticity measure is 
determined by the extent to which those sectors- in which good employment predominates- 
dominate the overall economy.  The lower this incidence the more problematic the 
elasticity indicator becomes. 

Thus while discourse on the importance of increasing the “employment intensity of 
growth” of an economy is both important and welcome, it often not appreciated sufficiently  
that we do not have a credible way of ascertaining what this intensity may be in a particular 
economy; and that this is not because we have a limited number of surveys or because 
elasticity measures ought to be improved for technique. This Annex shows the differences 
between elasticities of good employment based on estimates in Table 1 and elasticities of 
total employment with respect to total output growth. In our view, while we have serious 
limitations of data with respect to generating a “good employment” elasticity measure on a 
regular basis; this ought not to be a reason to continue using a highly problematic measure 

 

37 See Mazumdar (2003) for a discussion of manufacturing employment elasticities. 
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of all employment in developing countries, to examine the relationship of “employment” 
and  output expansion at the economy wide level.   

In our view, the issue of improving statistical techniques for the estimation of the 
changes in employment in relation to output growth is independent of the problems 
encountered in the construction of the category of employment. In other words, 
improvements in the estimation method of the elasticity number ought not to be considered 
equivalent to improving the estimate of employment itself that goes into the elasticity 
measure as a numerator. Elasticity estimation methods can essentially operate at two levels. 
First less or more sophisticated methodologies can be employed to improve the elasticity 
estimates. These range from the simpler arc elasticities (as shown in Table A1) to ones that 
are generated by regression techniques (that require more observations per country); and 
second, the level of disaggregation by sector and geographical location within a country can 
be increased38. However, more sophisticated estimation methods that use the employment 
indicator cannot improve on what the employment indicator itself captures. If the 
employment number includes the working poor and the underemployed, as it must, in an 
environment of an absent market for social insurance, even panel data regression estimates 
of elasticities with spatially and sectorally disaggregated data will do nothing to fix the 
original category problem.  The question then is a very basic one. Put starkly, can one 
continue to use a problematically measured category for developing economies, and only 
improve methods in which it is used to infer things about employment in the economic 
growth process? We think not. 

Table A1 gives elasticities of total employment as well as good (income) employment 
with respect to GDP growth for the episodes. The difference between the two for the same 
episodes is clear. The point about the elasticities we present in Table A1 is not their general 
validity for the country, since these are for short episodes, but rather the differences 
between them for the same episode.  A few points are worth noting in this regard. There are 
few cases of negative elasticities in these indicators. Second, both the elasticities vary 
considerably, and this variation has much to do with country specificity of the periods for 
which they have been calculated. Many high elasticity countries require country level 
period specific explanations to make sense. However of the elasticities using total 
employment, 60 out of 67 are positive and less than 1.5. The same count for the good 
employment elasticity is 44 out of 67. So the majority of the arc elasticities are not 
implausible.  Elasticities of good employment with growth are also generally higher than 
elasticities of total employment as can be seen in Figure A1.  This is interesting. It 
essentially means that growth of aggregate output is likely to produce a higher growth in 
number of good jobs than it would in total employment. The implication is that we could be 
understating the impact of growth on good employment. This of course does not mean that 
as a percentage of total employment it would show up as a systematic relationship with 
GDP per capita growth. 

 

 

 

 

38 See Islam and Nazara (2000), for improved methods of estimation and sectoral elasticities in Indonesia.  For 
calculations of employment elasticities by regression methods for samples split by age and sex groups as well as 
major economic sectors.  See Kapsos (2005)  
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Table A1. Comparative arc elasticities of employment with respect to output 

Country 

Period Arc elasticity of 
decent 
employment with 
growth  
 
ELnp  

Arc elasticity  of 
total employment 
with growth 
 
 
 ELa 

 
 
 
 
 
ELnp – Ela 

Swaziland 1995  2001 9.334665 2.163869 7.170796 

Malawi 1998  2004 8.834231 2.46845 6.365781 

Guinea-Bissau 1991  2002 7.676691 10.70698 -3.030293 

Central African Republic 1993  2003 6.413736 1.614251 4.799486 

Gambia, The 1998  2003 4.011932 0.8218588 3.190073 

Mauritania 1993  2000 3.353934 1.271786 2.082149 

Guinea 1991  2003 3.01653 0.7263658 2.290164 

Lesotho 1993  2003 2.935365 1.521858 1.413507 

Cameroon 1996  2001 2.150867 0.6964245 1.454443 

Mali 1994  2006 2.095153 0.4174262 1.677727 

Senegal 1991  2005 2.076705 0.849856 1.226849 

Kenya 1992  2005 1.986937 1.262269 0.7246678 

Pakistan 1991  2005 1.964056 0.7769693 1.187086 

Nepal 1996  2004 1.942414 0.8448588 1.097555 

Niger 1992  2005 1.783742 1.228883 0.5548584 

Madagascar 1993  2005 1.652263 1.172632 0.4796304 

Ethiopia 1995  2005 1.515247 0.6866739 0.8285732 

Zambia 1993  2004 1.465031 1.647992 -0.1829603 

Venezuela, RB 1993  2006 1.371348 1.453332 -0.0819837 

Tajikistan 1999  2004 1.289817 0.5131913 0.7766256 

Honduras 1990  2006 1.287338 0.7282821 0.5590563 

Paraguay 1990  2007 1.279093 1.294024 -0.0149305 

Burkina Faso 1994  2003 1.253528 0.5263429 0.7271853 

Ecuador 1994  2007 1.232905 0.9653596 0.2675452 

Indonesia 1990  2005 1.214579 0.4224202 0.7921592 

Nicaragua 1993  2005 1.153632 0.7161025 0.4375293 

Ghana 1992  2006 1.146709 0.644694 0.5020152 

Guatemala 1998  2006 1.096166 0.9957278 0.1004382 

Vietnam 1993  2006 1.083695 0.3056242 0.7780709 

Brazil 1990  2007 1.056978 0.8529755 0.204003 

South Africa 1993  2000 1.048976 1.237556 -0.1885799 

Uganda 1992  2005 1.026545 0.4731592 0.5533855 

Jordan 1992  2006 1.008531 0.9756091 0.0329223 

Mozambique 1997  2003 0.9980657 0.2415522 0.7565134 

Cote d'Ivoire 1993  2002 0.9333864 1.40596 -0.4725732 

Philippines 1991  2006 0.8937732 0.6881403 0.2056329 

Mexico 1992  2006 0.8902895 0.8325989 0.0576906 

Panama 1991  2006 0.8783246 0.7522209 0.1261038 

Colombia 1995  2006 0.8593649 1.119053 -0.2596882 
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Country 

Period Arc elasticity of 
decent 
employment with 
growth  
 
ELnp  

Arc elasticity  of 
total employment 
with growth 
 
 
 ELa 

 
 
 
 
 
ELnp – Ela 

Morocco 1991  2007 0.802316 0.7908854 0.0114306 

Costa Rica 1990  2005 0.791098 0.696566 0.094532 

Lao PDR 1992  2002 0.7793334 0.4045497 0.3747837 

El Salvador 1991  2005 0.7556159 0.3136376 0.4419784 

Moldova, Rep. 1992  2004 0.7502002 1.174159 -0.4239593 

Cambodia 1994  2004 0.6894706 0.484992 0.2044787 

China 1990  2005 0.6607972 0.1202976 0.5404996 

Tunisa 1990  2000 0.6526855 0.5355266 0.1171588 

Yemen, Rep. 1992  2005 0.6235049 0.8571151 -0.2336102 

Egypt, Arab Rep. 1995  2005 0.6083798 0.5874578 0.0209221 

Bangladesh 1992  2005 0.5841998 0.4850008 0.099199 

Mongolia 1995  2005 0.5784987 0.6600589 -0.0815602 

Dominican Republic 1992  2005 0.4936575 0.5192241 -0.0255666 

Sri Lanka 1991  2002 0.4742016 0.4268161 0.0473855 

India 1994  2005 0.4659616 0.277434 0.1885276 

Azerbaijan 1995  2001 0.4290441 0.2607063 0.1683378 

Chile 1990  2006 0.4139706 0.397422 0.0165486 

Bolivia 1991  2005 0.3642127 0.7691166 -0.404904 

Thailand 1992  2004 0.3422714 0.2746095 0.0676619 

Turkey 1994  2005 0.1747297 0.1551523 0.0195774 

Armenia 1996  2003 0.0896885 0.0141207 0.0755678 

Kazakhstan 1993  2003 0.038662 -0.0038811 0.0425431 

Russian Federation 1993  2005 -0.0071759 -0.0114003 0.0042244 

Nigeria 1993  2004 -0.0494818 0.7594199 -0.8089017 

Georgia 1996  2005 -0.396367 -0.1444882 -0.2518789 

Uzbekistan 1998  2003 -0.4294734 0.8326322 -1.262106 

Tanzania 1992  2000 -2.550673 0.9330882 -3.483762 

Burundi 1992  2006 -5.617392 -3.264809 -2.352583 

 
Note: Elasticities are based on changes in absolute numbers.  
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Figure A1. The difference between “good employment elasticity” and “total employment elasticity” 
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