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Chapter 2 – Labor Market Policies: Theoretical Background A. Abrahart and P. Verme



A.



Introduction



I



n recent years, there has been a renewed interest in social protection due to the increasing financial, economic, environmental and social instability experienced by many of the poorest countries in the world. These adversities often affect people through the labor market. Losses of work or assets providing subsistence are often the first shocks that leads to poverty and destitution. Hence, labor markets are central mechanisms for rehabilitation programs when adversities occur, to reverse the spiral of poverty. This understanding of the role of the labor market has encouraged multilateral and bilateral donors to include labor market policies (LMPs) and programs into social protection strategies. This is in recognition of the fact that labor markets have important implications in people’s ability to cope with adversities. The chapter starts with a general introduction to LMP experiences in the world as well as to the recent experiences of the major multilateral agencies operating in Asia. Following this, some important design issues are identified, including the formal and informal sectors, gender issues, financial considerations and some notes on crisis management. Finally, a discussion on selected demands and supply LMPs is presented, reviewing a possible “portfolio” of policies suitable for social protection. B.



Labor Market Policy Models 1. The Global View



Very broadly, labor market policies across the world have developed following what we may call the Japanese, the European, and the American models. These are not recognized and accepted categories in a strict sense but Social Protection in Asia and the Pacific
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simply reflect different types of approaches to labor market policies. Various countries may well fall in between this categorization. The purpose of this section is simply to highlight different approaches to LMPs developed by industrialized countries at the end of the 20th century. The Japanese model, at least until the early 1990s, relied on the principle of full-employment intended mainly as a value to be preserved in a stable society. Labor market imbalances were perceived as a major problem but one to be addressed at the company level rather than in the open market. Enterprises had hierarchical structures and protected their workers; in turn, employees remained faithful to the company. Job separation preferably occurred when alternative employment was available while costs experienced during economic downturns were absorbed within the enterprise and with the help of the government. In the Japanese model, the emphasis was on the “internal” labor market within the enterprise as opposed to the “external” labor market outside the enterprise. When difficulties arose and restructuring was needed, firms were supported by the government in skills upgrading and training programs so as to preserve employment and find production alternatives suitable for the changing market. In this context, LMPs were perceived to be part of the wider group of economic and industrial policies to be managed by the ministries of economy and industry. It is an enterprise centered and industry driven form of labor market management. In this context, LMPs may be considered as social protection intended in the form of employment protection. The Japanese model remained for long the main model for many Asian economies. A European model accepts market laws and the existence of unemployment as a necessary temporary condition to facilitate and maximize the allocation of labor. Government intervention to support enterprises in difficulties is expected to be limited and the government role is mainly to support the unemployed with income maintenance and training schemes so as to facilitate job seeking and placement. The European model is based on the acknowledgement that market failures exist, and at times there are divergences between public and private interests—particularly in areas such as public goods, externalities, and information asymmetries. Governments mediate to correct these failures of the market and mitigate possible economic and social losses in the short term. The main labor policy objective is to reduce labor market rigidities, and favor matching the supply and demand of labor. Unemployment support is often generous and meant to provide adequate income maintenance. Responsibility for LMPs normally lies with the ministries responsible for labor and social protection; however, governments may directly support enterprises on temporary basis, if adequate for the public
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interest—for instance in times of crisis or for regional development purposes. It is a mediating, public interest driven labor market management style. The American model focuses on the demand side of the labor market by limiting government intervention to a great extent. The main objective is to maximize labor contribution to growth. Enterprises are relatively free to dispose of labor according to economic fluctuations while the government attempts to maximize mobility of workers and minimize labor market rigidities such as hiring costs and mismatching of the supply and demand of labor. The unemployed may be supported but are expected to be very active in job seeking or employment generation. Strict rules are applied to unemployment duration and compensation. This dynamic, individualistic approach needs a parallel dynamic court system to solve labor disputes, inexistent in other areas of the world.1 In the Japanese model, labor conflicts have traditionally been very low, given the high degree of social cohesion and loyalty within the company; workers are protected by the enterprise and in the ultimate case by the government. In the European model, unions and local stakeholders rely on the government as a mediator between the interest of workers and enterprises. In the US model, labor disputes are perceived as a civil dispute between individuals; workers and consumers have access to a large pool of lawyers ready to sue companies in case of abuse, exploitation or malpractice. The American model arises from an individualistic perspective; the underlying philosophy is that growth eventually reaches all those in need and that shortterm investment and growth targets will naturally achieve long-term employment objectives through the market. This is a form of liberal, market driven labor market management system. 2. The Asian Experience The Asian experience has been rather diverse according to the factors and events that most influenced the development of LMPs. The Central Asian republics were part of the Soviet Union until 1990 and then underwent transition reforms during the 1990s. Mongolia followed a similar path, though not formally part of the Soviet Union, while the People’s Republic of China and Viet Nam are going through market reforms with an intact single communist party. Other countries in East and Southeast Asia, such as the Republic of Korea, looked at Japan as the general model of development and formulated LMPs accordingly, while South Asia experienced heavy state intervention until the important reforms of the 1990s.



1.



Except in American influenced countries, such as the Philippines.
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Among Asian transition economies, the Central Asian republics were part of the Soviet system where labor markets did exist but were heavily planned, where unemployment was officially unknown though existing in many areas, and where large portions of the labor force were underemployed and employed in technologically obsolete large enterprises. The post-1989 central issue in these countries has been privatization and restructuring of state owned enterprises (SOEs). This largely failed and resulted in growing unemployment and underemployment, and a severe slump in output and wages. In the 1990s these economies experienced a process of informalization and fragmentation of the labor market. Recovery became a very arduous task. The dismantling of the Soviet labor market system has paved the way for the introduction of a more liberal system. In theory, the labor market framework adopted is similar to the European model. In practice, however, the slow pace of real privatization and real restructuring hampers the application of such a model. Unemployment in the Former Soviet Union (FSU) remains a demand deficit problem due to limited economic activity rather than a labor market flexibility issue. For the People’s Republic of China and Viet Nam, the transition to a market economy started from agriculture. These societies were mainly rural and households already had a certain degree of control over the land. When the first reforms allowed households to keep the fruit of their productions, productivity started to increase dramatically. This eventually freed large quantities of human resources for the growing industrial coastal cities. Rapid changes in the economy led to changes in regulation on labor mobility, housing and residency, the establishment of support mechanisms for the unemployed, and also for the employed in SOEs that faced major restructuring challenges. These countries can now count on substantial growth patterns and budget revenues. However, they are facing major unprecedented challenges in terms of rapid urbanization and mass unemployment that growth alone cannot address. There is an interesting parallel to be made here between the Soviet Union on the one hand and the People’s Republic of China and Viet Nam on the other. The Soviet Union has often been described as a fast reformer in comparison with to China. That is because privatization, price liberalization and trade liberalization occurred over a relatively small period of time. However, real changes in enterprises and the economy at large have been very slow indeed. The great majority of the populations of the former Soviet Union have yet to enjoy any degree of participation or benefit from the reforms. By contrast, China and Viet Nam are usually described as slow reformers referring to the pace of reforms. Yet, such reforms have been made for the most to enjoy, and they have been subscribed and supported by populations eager for change.
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Changes in the real economy have been tremendously fast, in fact too fast for governments to cope. While both groups of countries today face large unemployment and difficulties in dealing with SOEs restructuring, China and Viet Nam have a definite advantage in having a buoyant economy that can better afford to cope with such problems. Some Southeast and East Asian countries have traditionally looked at Japan as a role model for LMPs. The Republic of Korea, until the early 1990s, had adopted a very similar approach to the Japanese model by encouraging large enterprises to maintain labor and managing the labor market from the demand side. Firms were encouraged to manage fluctuations in aggregate demand with internal labor restructuring. The role of trade unions until the 1990s was severely restricted and a general tight control was exercised from the state on the labor market. In this respect, countries like Singapore and Malaysia have shown similarities. They preferred to keep a tight control over employment in enterprises, discourage workers’ associations, and focus on growth and productivity by heavily investing in technology, education and training. The success of these countries in achieving long-lasting growth and full employment in the early 1980s encouraged governments to maintain the labor market approach and the double target of full employment and sustained growth. During the 1980s and 1990s, increased levels of education coupled with continued dissatisfaction with restrictions on freedom of association and minimum wages, led to increased social unrest and, eventually, some concessions on the part of governments. Moreover, the financial crisis of the late 1990s hit these economies hard and exposed some structural deficiencies in labor and financial markets, creating an unemployment problem of an unknown dimension. These factors are now leading some East Asian economies to reconsider their labor market approach. The countries of South Asia emerged from the colonial period with great expectations. The newly established states drove the economies with large investments in state companies that eventually became the driving force of production. With the advent of globalization and international competitiveness during the 1980s it became increasingly clear that labor laws and regulations were too restrictive. SOEs were burdened by over-manning and poor competitiveness. Budget deficits contributed to the realization that reforms towards stabilization and liberalization had to be undertaken. Stabilization reforms initiated the process with restrictive consequences on the economy and the deepening of labor market problems. Although privatization and liberalization measures followed increased competitiveness, they also added to the masses of retrenched workers. As a reaction, governments were forced to introduce social protection mechanisms such as the National Renewal Fund in
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India. Today South Asia is benefiting from sustained growth but many of the problems related to SOEs, retrenched workers and unemployment remain unsolved. The countries of the Pacific benefited more than any other region in Asia from substantial aid flows for a long period of time. In addition, the region has traditionally benefited from favorable trade agreements with the major trading blocks such as the United States and the European Union. Returns to such aid and trade facilities have been disappointing. Most economies have not been able to develop and diversify so as to become valuable competitors on the international scene. In addition, a dependency on aid had developed in some economies, which, together with increased levels of social instability, is hampering further changes. Yet, needs and expectations cultivated by populations exposed to globalization have grown. This contributed to attract many people, especially the young, from remote areas to urban centers. As a consequence, urbanization has become a new phenomenon that fragile ecosystems such as islands have obvious difficulty in sustaining, particularly if the urban economy is not able to provide adequately for all new comers. 3. The Multilateral Agencies Approach Many development agencies operate in Asia but three of these deserve closer attention given the experience on social protection: the International Labour Organization (ILO), the World Bank, and the Asian Development Bank (ADB). ILO is the oldest of the multilateral donors and a pioneer in many aspects of labor market policies. The agency has been the cornerstone for the development and implementation of international labor legislation and the great bulk of activities has been within this area. However, during the 1990s the agency experienced a process of internal restructuring based on the Active Partnership Policy approach designed to better respond to the needs of the beneficiaries. This framework generated a re-organization with a focus on decentralization, which has fostered an expansion of activities towards social protection and poverty issues. Within the social protection framework, ILO has developed an “In-Focus Programme on Socio-Economic Security”. The program is based on the concept of basic security for all. Its main objective is “… to work towards developing a sound knowledge base and policy framework, contributing to the founding of a just society that provides work-based security to all”. The strategy is based on seven pillars: (i) Labor market security—Adequate employment and work opportunities, through high levels of employment ensured by macro-economic policy;
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(ii) Employment security—Protection against arbitrary dismissal, and employment stability compatible with economic dynamism; (iii) Occupational security—A niche designated as an occupation or “career”, the opportunity to develop a sense of occupation through refining competences; (iv) Work security—Protection against accidents and illness at work, through safety and health regulations, regulated limits on working time, unsociable hours, and a reduction in stress at work; (v) Skill reproduction security—Widespread opportunities to gain and retain skills, through innovative means as well as apprenticeships and employment training; (vi) Income security—Provision of adequate incomes; (vii) Representation security—Protection of collective voice in the labor market, through independent trade unions and employer associations and other bodies able to represent the interests of workers and working communities. ILO is currently very active in Asia through the International Program on the Elimination of Child Labor (IPEC). Labor market interventions are wide ranging including employment promotion and poverty alleviation, human resources development, migration policies, industrial relations policies, international labor standards, workers’ protection, labor administration and statistics. ILO acts mainly as an advisor to local governments while various sponsors, usually bilateral or other multilateral development organizations, support funding. The World Bank has been working intensively during the year 2000 to develop a new social protection framework. The agency has a relatively long history in supporting social protection projects. It has been calculated that labor components alone during the 1990s were present in about one fourth of all projects between 1992 and 1998. Public works has been the most common component followed by support to micro-enterprises, training and support to labor market information and monitoring systems. The lending volume on social protection in 1999 was US$3.76 billion, 13 percent of the total. (Dar and Tzannatos, 1999). The World Bank approach revolves around the notion of Social Risk Management. According to the agency, “The concept of social risk management asserts that all individuals, households and communities are vulnerable to multiple risks from different sources whether they are natural ones (such as earthquakes, floods and illness) or man-made ones (such as unemployment, environmental degradation, and war)”. As a consequence of this new approach in the area of labor markets, this implies risk reduction and risk mitigation strategies such as assisting governments to make labor markets
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more equitable and inclusive, enhance pre- and in-service skills building, eliminate harmful child labor, improve income security and provide for appropriate unemployment benefits (Holzmann and Jørgensen. 2000). Since its establishment in 1966, ADB has invested solidly in Asia and the Pacific region in the area of LMPs, mostly through: (i) human capital development, technical and vocational education, and skills development of the labor force; and (ii) microfinance and self-employment schemes. The latter often appear as subcomponents of non-social protection related investment loans. Since the 1990s, ADB has expanded its scope of social protection intervention and LMPs to areas such as child labor, strengthening employment statistics, labor retrenchments and legislation. ILO, World Bank and ADB have placed labor market policies at the core of their social protection strategies. Most bilateral and multilateral agencies operate in Asia. Many have labor related projects particularly in the field of child protection, which is an area currently attracting considerable funding. Conditionalities regarding labor aspects are sometimes visible not only in World Bank lending but also in International Monetary Fund (IMF) packages or bilateral donors’ aid. The question of coordination of interventions is perhaps one important issue that is emerging as a consequence of changes among development agencies in the fields of social protection and labor market policies. Such coordination necessarily emanates from a common understanding of labor markets and a common philosophical approach to policies that, at the moment, are not clearly visible among donors. This is a major challenge for the years to come if the risk of contradictory policies at the local level is to be minimized. C.



Key Issues in Labor Market Policy Design



The labor market in developing countries, including Asia and the Pacific, is typically segmented along many different lines. Workers have difficulty in moving from one labor market segment to another because of barriers such as distance from alternative markets, entry requirements, education and skills requirements or discrimination based on status or ethnic group. For instance, workers that start their career in the public service rarely move to the private sector later on, mainly because of the different skills they develop during their working career. Workers in heavy industry rarely move to the service sector during their working life because they do not usually have the professional qualifications required by the service industry. It is easier for workers to move from the formal to the informal sector or from wage employment to self-employment because both the informal sector and self-employment do not usually have significant entry barriers. However,
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the transition between these different status often implies a “hard” choice such as deciding to move residency or deciding to pay taxes. These hard choices are effective barriers to labor mobility, making labor segmentation a common feature of any developing economy. This phenomenon is less acute in industrialized countries because the division between rural and urban areas is less marked, the formal and private sectors are larger, and workers usually have more opportunities to move, study and generally adapt to different labor market specificities. It is important to understand labor market segmentation when we approach the issue of LMPs. While one of the general aims of LMPs is to reduce barriers between segments in the labor market, it is also necessary at times to target certain segments rather than others. And policies in this case should be segment specific and respond to specific needs. In the following sections some of the characteristics of various labor market segments are explored. 1. Labor Market Policies and Poverty Reduction By definition, LMPs address labor market problems and are not necessarily concerned with the most disadvantaged or those most exposed to risks in society. From an economic perspective, the primary objectives of LMPs are to facilitate a proper allocation of labor resources and to develop the necessary human capital so as to maximize the labor contribution to growth. This vision stems from human capital theory and more recently from advances in growth theory where human capital has formed part of theoretical models. By contrast, if we have to identify the primary objective of social protection, we would probably emphasize the aspect of protecting all individuals from adverse risks such as economic crises, wars, disability, old age, discrimination, unemployment or poverty. The primary objectives of LMPs and social protection are somehow conceptually different. Thus LMPs do not fall into social protection by virtue of definition or content but they can be brought under such a strategy if they properly target groups in need of social protection. The question is which LMPs best serve the primary objective of social protection. One may discuss the benefits and disadvantages of a particular wage policy for a certain economy but for the purpose of social protection the relevant debate is about benefits and disadvantages, not only for the economy at large, but for those most vulnerable to risks. This is a significant shift in the debate. LMPs designed to target the unemployed incidentally target a share of the poor, although not all poor are unemployed and not all unemployed are poor. Again, if we look at LMPs
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through a social protection lens, their design and implementation may be quite different from the traditional approach. Multilateral agencies have placed LMPs at the center of their social protection strategies. Bringing LMPs under a social protection strategy implies the consideration of LMPs as part of a risk management framework. Risk management includes the consideration of cyclical variations, such as economic and agricultural cycles, as well as non-cyclical events such as natural disasters or conflicts. These are macro risks that may affect entire countries or regions. They have a great influence on income and labor. Also, together with these macro risks, a risk management strategy needs to consider micro risks that affect individuals during a life cycle. Loss of income due to loss of jobs, crops, or markets is an example; others could be risks associated with injuries and disabilities, or the loss of a breadwinner in a family. It is generally agreed that governments should care not only about macro risks but also about micro risks affecting households and individuals. Hence, the search for mechanisms that would protect people from ordinary and extraordinary risks. LMPs can supplement other social protection mechanisms. Education and training can be valuable tools to facilitate reemployment and alleviate the pressure on unemployment insurance. Public works is sometimes the only concrete help from the government that the unemployed receive in times of deep recessions. While the primary objective of LMPs remains the contribution to growth via human capital and labor market development, the secondary function can be understood as enhancing individuals’ abilities to confront adverse risks and protect against poverty and destitution. In fact, the secondary function of social protection can, at times, become a primary function depending on the needs of any country at any particular time. In this case, LMPs have to be seen in a new light. Designing policies to target the poor implies equipping the policymaker, such as the ministry of labor, with proper tools to understand, measure, analyze and target the poor or the most vulnerable. A distinction should also be made between anti-poverty measures and social protection. While these two classes of policies are often taken interchangeably because they often target the same population, this is not always the case. Social protection concerns all individuals, including the nonpoor. The poor are obviously more exposed to risk and usually less covered by social protection, which should make them a primary target group. However, social protection will still have to cover all income groups in society. In fact, one important function of social protection is to prevent people from falling into poverty as well as lifting people out of poverty. In the case of LMPs, while a microcredit scheme may be targeted for the poor, a wage policy is likely to
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affect mostly the non-poor and yet it can be an effective social protection measure. Summarizing, LMPs, social protection and anti-poverty measures overlap to a great extent. An LMP can provide social protection as well as contribute to reduce poverty, just as an anti-poverty measure may turn out to improve labor market functioning. This is the reason why many countries merge LMPs, social protection and anti-poverty measures under the responsibility of one ministry. However, historically this has not always been the case worldwide, since different underlying philosophies have shaped LMPs. 2. Public and Private Sectors The distinction between private and public sectors is relevant for LMPs, particularly in transition economies. In Central Asian countries, most policies including LMPs are geared or should be geared towards private sector development in an attempt to reduce employment in SOEs from the quasitotality of employment as it was in 1989. In the People’s Republic of China and Viet Nam, employment in the state sector at the beginning of reforms was much smaller, around 20 percent, because of the much larger share of employment in small-scale agriculture. While these latter countries also face a problem with dismantling large SOEs, the more important issue is the absorption of excess labor from agriculture. In the Central Asian economies, LMPs face a much more important task in trying to facilitate enterprise restructuring. The growth prospects of these countries are almost entirely dependent on enterprise restructuring. There is also a need for designing LMPs for the public sector. This has two aspects. One is the reform of public administration and the other is the privatization of SOEs. The reform of public administration has an important impact on labor markets in countries where the formal wage sector is largely constituted by the public sector. The public sector in poor countries is often one of the few employers of university graduates. Broad restructuring of public administration encouraged by donors and budget deficits implies the lay off of large numbers of highly educated people. In poor countries, there are often few alternative options for university graduates given that the private enterprise sector is small and usually requires low skills. The experience in Latin America has shown that the creation of a pool of highly educated and unemployed workers can have serious negative consequences on social stability. It is obviously costly to maintain a large public administration but it may be more costly to maintain retrenched and highly educated workers with no obvious alternative in the open market. Instead, it is always possible to
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expand the functions and workload, not the staff, of public administration and provide a better qualitative and quantitative service to the population. This potential for expanding the output of existing public administrations is an aspect that has received little attention. The privatization of SOEs is currently an important issue not only in the transition economies but also in countries traditionally characterized by large state sectors such as India or Bangladesh. A period of sustained growth, such as the one that India is experiencing, is obviously the moment for proceeding with privatization. This, however, requires an important effort in re-training and often re-location which is likely to exclude older workers. This adds to the already persistent problem of youth unemployment restricting further labor force participation at the two tail ends of the working age spectrum. The issue at stake in this case is how to include and not exclude groups at risk during privatization process. 3. Urban and Rural Areas LMPs sometimes ignore differences between areas. For instance, when labor market exchange systems are set up, these tend to be equally distributed in the country and assigned similar functions and resources countrywide. This often turns to be a major drawback in rural areas where infrastructure and transportation are more limited and where the distinction between employed and unemployed persons or formal and informal activities are somehow blurred. Rural employment services become in this way redundant, overstaffed, ineffective or unable to serve the purpose they were designed for. In fact, in countries where the rural population is still the majority of the population and where villages constitute the backbone of society, a more effective way of delivering LMPs is through village organizations or community services and not through provincial or district employment services. There are also labor market problems that are typically either urban or rural. Youth and female unemployment is usually prevalent in urban areas because in rural areas young people and women in need of a job occupy themselves with various types of agricultural or household duties appearing in statistics as employed or economically inactive rather than unemployed. Seasonal labor is typically a rural phenomenon and policies designed to support seasonal workers have to be rural based. Intra-household income distribution is also typically different in urban and rural areas. Offering training or public works to households in urban or rural areas can have very different repercussions over household income. A simple but often overlooked
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point is made here. When designing an LMP strategy, a proper way to start the planning is by separating policies for urban and rural areas. 4. Formal and Informal Sectors Despite worldwide efforts to define what the informal sector actually is, the most internationally recognized definition of informal sector, produced by the ILO’s 15th international conference of statisticians, leaves much to be desired in terms of applicability. This is probably due to the nature of the subject and to the multiplicity of ways in which different people think about it. In relation to social protection policies (SPPs) and LMPs, the concern is whether policies effectively reach not only those who are at risk in the visible and formal economy but also those who are less visible and operate in more informal activities and are therefore less likely to be registered in social security schemes. This concern may not be well served if we categorize the population according to formal and informal status for three reasons. Firstly, as noted, a clear definition of the informal sector is hard to find. Therefore implementing LMPs along this categorization is arduous. Secondly, even if we had a clear definition, the distinction would be very much blurred in rural areas due to the very nature of agricultural work, constantly varying from farming to animal raising, home production and products’ marketing. Even during the same day, an agricultural worker may be moving from formal to informal activities, assuming we had a clear definition of the subject. Finally, many workers in the formal and even government sector hold two or more occupations. In many South, Central and Southeast Asian economies, it is openly recognized that public wages are insufficient for living and public employees compensate with secondary informal occupations. For the purpose of social protection, it is important to find a definition that separates the people in the labor force who usually benefit from social protection and those who do not. This purpose may be better served by defining employment in terms of wage and non-wage sectors. The wage sector is regulated by contractual agreement; i.e. the sector where formal employees are. In economies largely rural and with an important informal urban economy the wage sector is quite small. Public sector employees—including the civil service, the military, medical and educational personnel—and employees in private enterprises formally registered and with a certain number of employees (basically large and medium enterprises) are the core of the wage sector and those who also contribute to the various social contributions and taxation. In Southeast Asia, for instance, the share of wage employment over total employment is typically between 10 percent and 15 percent.
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The wage/non-wage distinction applies to employment. However, the unemployed can also be divided following a similar approach. The registered unemployed (registered at employment services) typically look for wage employment while those not registered may look for both wage and non-wage employment. While the first group is assisted by labor market policies, the second falls out of the social protection net unless voluntary contributions schemes are in place. A classification along wage and non-wage sectors also allows for better addressing redistribution issues between those typically assisted by social protection schemes and those who are not. LMPs are generally financed by levies on both employers and workers belonging to the wage sector. As a consequence, where the will to offer LMPs to the non-wage sector exists, the wage sector is called to “subsidize” the non-wage sector. Hence, the big challenge for the expansion of LMPs coverage is how to target the non-wage sector such as the self-employed and individual farm labor by minimizing the burden on the already weak wage-sector. Hence, in terms of LMPs coverage and delivery, the distinction between wage and non-wage labor seems more useful and applicable than the distinction between formal and informal sectors. The wage sector in developing countries is quite clearly defined. It is easy to measure and clearly distinguishes itself from the nonwage sector because of its social contributions and taxes. It is also the sector that normally benefits from LMPs. 5. Economic Sectors The main distinction between economic sectors is typically between primary (natural resources and agriculture), secondary (industry) and tertiary (services) sectors. This distinction is useful for LMP purposes because it identifies sectors with clearly different needs, capacity and potential in terms of employment. Moreover, historically there has been a close association between economic development and the development of the different sectors, with export of raw materials coming first followed by the development of industry and services. The classification according to sectors is useful to keep in mind during the planning stage of an LMP strategy. However, especially in the case of Asian economies, industry needs a closer attention. The transition from a rural to an industrialized economy occurs principally via manufacturing. Excess labor in agriculture is typically low skilled and it can be properly reemployed only in simple and often repetitive tasks. Also, the manufacturing sector has the potential to quickly employ and absorb the largest number of people. Countries that have successfully managed to reach and maintain full-
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employment did so by developing manufacturing first. Special attention to the manufacturing sector therefore needs to be paid in LMPs. What is the industrial plan for the country? What are the manufacturing sectors that offer the best potential for growth and employment? What policies could encourage investment in such sectors? Who is going to gather and channel the necessary investments? What skills are needed in emerging manufacturing sectors? These are some of the questions that need to be addressed before an LMP plan can be drafted. 6. Gender Policies Gender issues are critical when it comes to LMPs. There is worldwide evidence that there is a bias against women when it comes to education, employment and wages. However, there is little evidence of a lower productivity of women in employment. Some policies that target women only have proved to be effective in improving labor markets and alleviating poverty. Policies that focus on the improvement of girls’ school for instance, attendance have proved to ameliorate the health and welfare of future households and to increase the probability of escaping poverty. One of the central issues here is how to encourage female participation and equal gender opportunity in the world of work without upsetting cultural values, family life and social stability. The route for the formal and urban sector may be to alleviate the task of motherhood for working mothers by establishing proper support mechanisms at work and at home such as kindergartens or maternity leave legislation. By contrast, in prevalently rural economies, LMPs may not be the best means to improve equal gender opportunities in the labor market. In some cases, water and sanitation infrastructures can do more for women than a kindergarten by reducing the time needed to collect water where this is a traditional female task. Other than the human rights argument for equal gender opportunities there is also a valid economic argument. Bringing women into full employment at equal wage increases the potential for growth of any economy and allows exploiting at best local labor as opposed to immigrant labor. Countries such as Singapore have been trying hard to encourage women into work so as to keep internal labor supply up to demand requirements and to avoid massive immigration. A gender perspective should not be limited to women issues only. In some cases, such as during the transition to a market economy in Central Asia, men have suffered more than women in areas such as labor market and health. Men have shown to be more vulnerable to psychological shocks induced by loss of work, income and status. They show higher statistics in unemployment
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(when measured including job-seekers and discouraged unemployed), morbidity and mortality among working age populations. Problems related to men are rarely addressed because, in popular imagination, men are wrongly perceived as not being vulnerable. While this is an issue that deserves some attention, it needs not to be in contrast with policies aimed at addressing the existing and more acute discrimination against women. Male unemployment is a recognized cause of male depression, alcoholism, and domestic violence against women and children. It is not simply by using coercive methods to stop alcoholism and violence that these issues can be tackled effectively but also by trying to address the psychological impact of unemployment on the male character. This entails an open recognition that males are actually more psychologically vulnerable than women when it comes to loss of work and loss of status. LMPs have an important role to play in addressing this complex gender aspect. 7. Managing a Crisis An additional aspect to be considered in LMP design is whether the country needs to respond to a particular crisis—war, natural disaster, economic slump—or if it needs to set up long-term institutions to be better equipped for labor market management. In the case of many Asian economies affected by the recent crisis, the understanding is that the crisis exposed social protection systems that were simply neglected during the good years and incapable of responding during the first major economic downturn. The crisis has in fact sparked a debate and a reconsideration of social protection policies in Asia. Many countries are now equipping themselves with more comprehensive social protection systems. However, the question that arises is whether the labor market problems generated by the crisis will persist in the years to come or whether it is merely a temporary phenomenon. During the Southeast Asian crisis, many countries, such as Thailand and Viet Nam have come to the conclusion that an unemployment benefit system is a necessity. However, because of the very crisis, a comprehensive unemployment benefit system will not be introduced for some years to come. This means that the system will come too late to provide for the victims of the first crisis. On the contrary, once the system is in place, it will be a costly administrative structure to maintain. Southeast Asian economies may well show that unemployment will persist in the years to come (therefore justifying an unemployment benefit system). But the question of timing and choice of LMPs in response to such crises needs to be addressed. From a financial perspective, the obvious consequence of an economic crisis is the double effect of reduced budget revenues and increased
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expenditure needs. As most governments in poor countries act under budget constraints, a decline in budget revenues turns forcibly into expenditure cuts. And, in times of crisis, expenditure cuts have to be made in sectors that absorb a great deal of resources such as health, education and labor programs. In other words, a government budget undergoing severe difficulties can hardly cope with the emerging needs determined by the economic crisis in the social sphere. This issue is likely to remain unresolved unless budget management becomes a long-term activity where budget surpluses are run in good times to save for the bad times. This is notoriously an arduous task for democratic governments who struggle to stay in power. Although this is one way of confronting crises, a government could more pragmatically prepare itself with a cost reduction plan that puts at its core the most vulnerable in times of crises. For instance, automatic cuts in defense expenditure or sale of non-strategic assets in order to maintain social expenditure levels. The menu options can be many. But the point here is for governments to be prepared with a budget crisis plan made of budget cuts and reallocation, to be easily and promptly implemented when needed. 8. Financial Considerations A first general consideration concerns the status of LMPs. Labor policies often suffer from a “second class” stigma that leads governments to allocate a relatively small portfolio to the ministry of labor. Though this is less true for health and pensions, social protection is often not the favorite area of intervention of poor governments. An institutional reorganization will need to address this problem by rendering the ministry responsible for social protection measures a strong ministry vis-à-vis the ministry of finance. This is necessary to guarantee a sustained flow of resources for social protection measures. LMPs can be financed from: (i) the general budget and therefore from general taxation; (ii) direct levies from enterprises, workers or both; and (iii) in the case of services (e.g., education and training), the provision of user’s fees. Financing from the general budget can come from a wide range of budget lines depending on the policy under consideration. Given that different policies are often the responsibility of different ministries, policy financing can also be at the discretion of each ministry. In this case, it is rather difficult to monitor LMPs as a whole and coordination of interventions across the ministries becomes a central issue to be addressed.
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LMPs that fall under the ministry of labor and target the unemployed, such as unemployment benefits, training and job brokerage, are often financed through an employment fund where contributions are levied from employers and workers and expenditures are channeled through the employment services. This choice has the advantage of making clear what is spent for what while the fund ensures that there is no over-spending unless the government intervenes with fresh funds. It is also easier to monitor and evaluate single policies while employers and workers understand more precisely what the contributions are meant for. However, a fund type of management is vulnerable to crises when enterprise contributions forcibly diminish while expenditure needs increase due to the rising number of unemployed. A system that prefers fund management to budget allocations needs therefore to have mechanisms in place that allow cost-saving, better targeting and generally a better use of resources in times of crisis. A system that uses most fund resources for administrative purposes is clearly more vulnerable than a system that employs resources more equitably between administration and active LMPs. Users’ fees are a possible way of financing or contributing to finance education and training schemes. These are more indicated for employed workers who intend to undergo retraining in order to change profession or job. In this case, workers can normally afford the fees and may be willing to contribute. On the contrary, users’ fees for training provided to the unemployed should be discouraged given that by definition the unemployed have no income,s and that the majority would be unwilling to pay. A different case may be that of retrenched workers where former enterprises may be willing to contribute to the users’ fees to facilitate workers dismissal. Workers may also receive either severance pay or lump sums paid at the end of the contract, and may be willing to invest in some retraining to increase their chances to find alternative employment. D.



Discussion on Selected Labor Market Policies



LMPs are often classified into groups of policies according to different criteria such as the type of beneficiaries, the purpose of the policies or the instruments used. Traditionally, LMPs are classified as active or passive depending on whether they actively contribute to put people back into work or not. Passive LMPs are typically unemployment benefits schemes while active LMPs could be on-the-job and off-the-job training, self-employment and startup business support such as micro-credit schemes. Other classifications may be: demand LMPs and supply LMPs, depending what side of the labor market is the main target; employment or unemployment policies, depending on what
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group of individuals is targeted; macro and micro policies, depending on the degree of LMPs’ impact on the wider economy; ordinary or extraordinary policies, depending of whether they are policies designed to be short or longterm. The choice of one classification over another should be determined by the need for emphasizing particular features of the particular labor market under study. For the purpose of this paper a classification between labor supply and labor demand policies is made. Different LMPs or groups of LMPs may also be managed by different institutions and organizations. The ministry of labor may be the principal organization responsible for LMPs but it is by no means the only one. Ministries of industry, economy, education, finance, interior and more are often involved in one way or another in the design or implementation of LMPs. Trade unions, employers’ organizations, NGOs, local administrations and village autonomous organizations are only some of the stakeholders which may be involved in the design and implementation of LMPs. An LMP country strategy needs very much a “who does what?” preliminary assessment in order to assure that implementation and division of responsibility issues are addressed from the start. A word of caution may also be voiced about what LMPs can really achieve. Employment growth worldwide and historically is principally determined by output growth. If managed well, LMPs can facilitate the process of employment generation and even contribute to growth through human capital formation. They should not, however, be seen as a replacement for growth policies. The scope and capabilities of LMPs are limited. Reviews of LMPs in member countries of the Organization for Economic Cooperation (OECD), transition economies or developing economies almost always conclude that the evidence is mixed with good results for some policies in some places and bad for others elsewhere. Overall, there seems to be no conclusive evidence that LMPs alone reduce unemployment permanently or increase employment substantially by creating new long-term jobs. LMPs are more seen and accepted by governments as an effective way to facilitate matching the supply and demand of labor, especially in highly segmented labor markets. They provide some form of assistance to the unemployed as a form of social protection as discussed in previous sections. Job brokerage and training can contribute to matching the unemployed with vacancies while microfinance and other measures aimed at assisting the selfemployed can be effective in creating new jobs. However, the overall effect on the economy is usually marginal. Therefore, it is important to have the correct expectations towards LMPs and invest in monitoring and evaluation, especially for new experimental measures, in order to keep possible waste of resources to a minimum. The establishment of costly systems such as



13883-Asia.book Page 78 Tuesday, December 11, 2001 11:37 AM



78



Chapter 2



employment service networks should be carefully reviewed before introduction. In this section, a number of selected LMPs will be discussed. Far from being exhaustive, the range of policies examined may be considered as an initial LMPs “portfolio” available to policy makers. There is also a large number of macro and sectoral policies that have great effects on labor markets such as demographic, education, industrial, tax, price and trade policies. In fact, almost any economic policy has repercussions on the labor market. The discussion offered below should be understood as an introduction to some of the important LMPs issues that may be relevant to Asian and Pacific economies today. 1. Labor Legislation Labor legislation represents the institutional setting that paves the way for LMPs. It is a vast area where the ILO and other international organizations have played an important role over the post-war years. This is an area which is the responsibility of legislators, but which involves a large number of contributors, from the drafting process to the implementation phase. Trade unions, employers’ associations, various ministries or inter-ministerial bodies, parliamentary committees, international organizations, NGOs and others, can all have a say in labor legislation at some stage. This is what makes labor legislation such a lengthy and difficult process for many countries. Three important aspects to be addressed in labor legislation are the actual intention of the legislator, dissemination of information and implementation and enforcement. Concerning the intention of the legislator, legislation can be looked at in two ways: as enabling or legalizing specified actions and practices; or as disabling or outlawing specified actions and practices. The distinction is important. In some countries the lack of legislation covering particular practices may mean that they are effectively illegal. Legislation may be required to authorize them. This is especially relevant in countries in transition to market economies although it is not limited to them.2 On the other hand, legislation may be necessary to outlaw activities commonly regarded as undesirable, but still widely practiced. One example is child labor, which is



2.



Until recently in the Republic of Korea, for example, there was little legislation covering the hiring of workers through worker-leasing companies (companies hiring out temporary workers). Such companies did exist but, in practice, their activities were constrained by the Ministry of Labor, which took the view that the lack of legislation meant that the companies were not authorized to move into certain industries and occupations.
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difficult enough to prevent even with appropriate legislation but may be impossible otherwise. The intention of the legislator also needs to be carefully considered regarding possible vested interest of government agencies, especially in labor legislation requirements. Legislation may have as much to do with protecting, promoting or expanding a particular government agency, or domestic producers, as it does with ensuring the well being of the labor market. The dissemination of information concerning labor legislation is also important. It is too often assumed that by legislating a particular issue the problem is solved. Once legislation is passed, legislators move on to other issues and those responsible for implementation are not given the means or the power to implement the legislation. Very few employers or workers follow labor legislation closely in developing countries and compliance can hardly be left to individual initiative. The first task of the implementing agency is therefore to make sure that both employers and workers are informed well about legislation. This can be done through trade unions and employers’ organizations while control mechanisms should be in place to make sure that people are effectively informed and understand the meaning of the legislation. To this end, legislation should be clear and use a simple vocabulary understood by most. The issue of implementation and enforcement is perhaps the most complex. Most employers think of legislation as an impeding rather than a facilitating mechanism. It takes time to read, understand, and apply, and is often costly. Therefore, traditional employer-workers relations tend to continue until there is a clear threat of penalty. Hence, implementation cannot possibly rely on the initiative of individuals but has to rely on an effective control mechanism. A labor standards inspectorate is one solution to the problem but an active role on the part of trade unions and employers’ organizations is also important. a. Core Labor Standards The ILO identifies four core labor standards and regulates them with eight conventions that it calls “fundamental conventions on labor standards”.3 These core labor standards are the following: (i) freedom of association and the effective recognition of the right to collective bargaining; (ii) the abolition of all forms of forced or compulsory labor;



3.



See www.ilo.org
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(iii) equality or the elimination of discrimination in all aspects of employment and occupation; and (iv) the elimination of child labor. The core labor standards stem, first of all, from a human rights principle. Freedom of association and equality are recognized as fundamental human rights while forced and child labor are perceived as violations of basic human rights. The need for the conventions regulating labor standards historically emerged as a need to protect mainly workers from exploitation and discrimination. While few would dispute the importance and necessity for the core labor standards, the achievement of such standards presents some important dilemmas for countries committed to comply. The application of the core labor standards can have beneficial effects on the functioning of the labor market by strengthening social dialogue, increasing workers’ productivity, expanding the size of the labor force and encouraging children’s participation in schools. However, in the case of child labor for example, it is often found that the arbitrary abolition of child labor in the absence of additional household supporting mechanisms can have very negative consequences on the welfare of poor households. Child labor often emerges as a survival strategy rather than as a parental exploitation of children. b. Industrial Relations Policies Industrial relation policies refer to legislation aimed at regulating relations between social partners in industry, i.e., government, enterprises and workers. These include legislation on the formation of employers’ associations or trade unions, rules on tripartite negotiations, regulations on labor disputes and settlements or the establishment of labor courts. In Asia, governments and employers often argue in times of growth that the benefits are being shared ‘naturally’ with workers and that any claim for a greater share could even jeopardize that growth. These broad generations should be avoided, analyzing issues in the country context. While there is evidence that increased wages may lead to productivity gains, a strong trade union movement may not be essential in achieving high growth. A union’s position may well be more critical during times of crisis (Box 1). In some Southeast Asian countries the easing of trade unions regulations has paved the way for the birth of a large number of small unions that substantially fragmented the trade union sector and impoverished its capacity to operate on a national scale and contribute to the tripartite dialogue.
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Box 1. Trade Unions in the Republic of Korea and Indonesia in the 1990s In the Republic of Korea, trade unions were not especially powerful during many years of economic growth. Legislation governing their activities has now been relaxed. The change was important during 1997/1998 when economic restructuring rather than growth was the focus of government policy. Unions were asked to share in making decisions on industry restructuring; decisions that lead, at least in the short term, to considerable difficulties for their members. Unions thus became a powerful voice in the Republic of Korea. Similarly, in Indonesia until around 1997 there was only one recognized trade union. As the political reforms engendered by the financial crisis gave rise to an explosion in the number of political parties, so, too, the rules for establishing and recognizing unions were eased dramatically. Unions were sanctioned based on religious affiliations (e.g., union of Moslem workers), political affiliations (all major parties are expected to have a union arm) and geographic regions. Unfortunately, this “reform” in Indonesia resulted in difficulties for workplace bargaining by effectively undermining the workplace rationale for trade unions. Freedom of association cannot therefore be taken to mean a lack of rules or guidelines for unions or a lack of control on how unions may operate. In Indonesia, some controls will have to be reestablished, and some retightening of the rules for registration will be necessary.



Freedom of association of employers also needs to be considered. It is impossible to avoid all connections between political parties and unions or employers, or even necessary to do so. However, problems arise when the government is closely linked with either employers or unions. There are two interesting examples outside Asia. In Egypt, each employer association is subject to oversight by the ministry with responsibility for the relevant industry. The independence of the two bodies is thus compromised. In South Africa, it is the union movement that is closely linkedwith the government. In this case, restrictive labor legislation is being developed which will inevitably lead to some form of labor market rigidity. The experience of East Asia during the financial crisis showed that freedom of association is a desirable core standard but that it needs to be interpreted in a practical way. Collective bargaining must take place in a constructive manner, which is impossible if unions or employers are themselves poorly organized, or the reverse, if they become too aggressive and confrontational. There needs to be a distinction between the role of unions and employers in industrial negotiations and their roles and associations with governments or political parties in general. c. Wage Determination The primary consideration is probably the question of minimum wages. While views on the advantages or disadvantages of minimum wages may differ, perceptions depend greatly on the circumstances of individual
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countries. The World Bank’s 1995 World Development Report noted that the ratio of minimum wages to GNP per capita tended to be higher for poorer countries, almost as if governments try to legislate away poverty by insisting on wage levels that are not easily affordable. In part this is because they usually set the minimum wage with reference to a minimum consumption basket. Yet, virtually by definition, average wages in poor countries (and certainly low level wages in those countries) cannot be that much higher, if at all, than the minimum consumption basket. The 1995 World Development Report also observed that real minimum wages (particularly compared to average wages) tend to fall during periods of crisis. This has proved true in developing countries during periods of economic or financial crisis, and in countries in transition to market economies. Finally, it can also be said that minimum wages, like other pieces of labor legislation, are not especially enforceable. Movements in the level of legislated minimum wages are sometimes used as an index for government transfers such as pensions or unemployment benefit. This sort of indexation imposes restrictions on government policy during periods of difficulty and is one reason why minimum wages are allowed to fall during these times. The nexus between minimum wages and other government policies related to social security need to be understood and would normally require breaking.4 A minimum wage can contribute to poverty reduction, boost aggregate demand and improve productivity but this depends very much on the specific country context. In large informal and rural economies the wage sector is very small and minimum wage regulation affect a small share of the workers and, directly, few of the poor workers. The effect may be to further restrict access to wage employment. However, productivity and domestic demand are likely to rise following an increase in wages. Better-paid workers tend to be more productive and boost internal demand. Such understanding is what pushed the big automobile manufacturers such as Ford (US) and Fiat (Italy) to pay workers above national standards. For Ford it was a question of how to improve workers’ productivity beyond what the national average wage could offer while, for Fiat, in particular during the 1960s, it was a matter of how to build a car that its workers could afford. Boosting internal demand is important for all countries but countries with large populations and limited export may put more emphasis on this aspect than a country such as Singapore with a small population and high-tech export oriented production. If wage determination policies are used to improve productivity and domestic demand, it has to be done in coordination with employers and all labor-related government 4.



This is clearly evident in the FSU where such nexuses were well established during the Soviet Union and are still maintained by many of the successor states.
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departments. The adequate wage level should be determined balancing all social contributions/benefits, taxes, and the employers profit share. All three social players—employers, unions, and government—can have major gains if they manage to consolidate an agreement in which productivity and economic gains are maximized. Minimum wages are not only relevant from a developmental point of view but also from a human rights perspective. During deep recessions or in conditions of large excesses of labor supply, such as during transition towards a market economy or transition from a rural to an industrialized economy, employers find themselves in a very strong position indeed. The experience in these cases is that employers can obtain labor at salaries as low as the value of one daily meal even if productivity criteria would allow for paying higher wages. That is because the alternative for workers may be starvation. It is obvious that minimum wage legislation can and should prevent such abuses but also that enforcement becomes the cornerstone of such a policy. Without proper enforcement, the minimum wage would simply drive out of the market compliant employers with obvious repercussions on workers in the formal sector. The problem with minimum wages is the fact that there is always an enterprise prepared to ignore legislation or a neighboring country prepared to have a lower minimum wage or not have it at all. The argument is similar to the abolition of slavery. Although it has been argued that slavery ended for economic reasons (when slaves’ productivity could no longer be improved), it is also true that slavery would have continued for a long period if legislation prohibiting it had not been passed and enforced. The fact that slavery disappeared without obvious consequences on profitability or growth shows that wages can increase without necessarily damaging the economy. The problem is enforcement by all competitors and, in a global economy, the global rules that would be needed. Generally it remains difficult to fully appreciate the extent of the effect of minimum wage legislation in developing economies. In countries exposed to frequent and sudden price changes, the minimum wage has very little effect unless tripartite agreements are negotiated very frequently or the work on minimum wages is given to a wage commission. Exchange rates policies can have important effects on global competitiveness, rendering the effect of minimum wage policies on enterprises ability to compete abroad irrelevant. The tax regime exchange rate policy, transaction costs (including hidden transaction costs such as red tape and corruption) in any developing country are probably more important for multinational investors than the actual minimum wage. Other wage determination mechanisms include set ceilings to increases or mechanisms to index wages to inflation. One of the greatest concerns of
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trade unions is how to maintain the real value of wages. Employers, worried about labor costs, and governments, worried about inflation, often find themselves on the same side when it comes to wage increases in tripartite negotiations. Wages fully indexed to inflation generate an inflationary spiral not acceptable to governments. When indexation mechanisms are established they tend to be lower than inflation. Also, automatic wage increases do not take into consideration productivity levels and international competitiveness. This is why some Asian countries, such as Singapore, have a national wage board very much concerned about maintaining good levels of productivity and international competitiveness. In conclusion, the balance between wage increase, productivity and competitiveness is probably found in the determination of a proper share of revenues among the government, employers and workers. This is done by carefully reviewing not only wages but also social contributions, taxes and employers’ profits share. The final objective should be maximizing economic returns while minimizing income inequality. d. Job Security Provisions Legislation on job security provision includes legislation on recruitment and separations such as compulsory contractual clauses, rules on recruitment procedures, regulations on dismissals and unpaid leave, as well as legislation on job brokerage. Legislation covering employee recruitment and separation requires employers to sign or, de facto, to recognize employment contracts that limit their ability to hire and fire. Labor market regulations in Europe and the USA highlight the differences of opinion there can be about the value of this policy. In its simplest form, legislation on recruitment should prohibit discrimination and is therefore covered by core labor standards. However, the legality of other recruitment practices may not always be so clear. The civil service in many countries, for example, offers the most secure employment. Civil service regulations, though, may specify certain restrictions on recruitment or give preferential treatment to certain groups (e.g., under represented minorities, women, people from lower castes, etc.). Trade union restrictions may prevent enterprises from hiring people other than union members. It becomes a moot point whether labor legislation should be used to outlaw such practices or legalize them, or be silent. Legislation may be used to prevent employers from treating employment contracts in an arbitrary manner. Employers may be required to sign formal contracts or to pay social insurance contributions on behalf of employees. Occupational health and safety legislation may require them to maintain
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adequate facilities. However, the cost of complying with employment contracts implicit in labor legislation may make it unattractive to be in the formal sector altogether. Not only may employers feel this way but employees as well. Both may prefer to negotiate their own wages and conditions irrespective of what the government may think. Legislation on separations usually imposes costs on employers and is likely to generate rigidities, leading employers to avoid change and disruption, and eventually leading to decreased labor market mobility and flexibility. Nevertheless some legislation is usually warranted. Employers may be required to give a legal period of notice, to meet minimum severance conditions, or to negotiate large-scale retrenchments with unions and help displaced workers to recover their outstanding legal entitlements such as wage arrears. Employees may have the right of appeal against dismissal. In many countries in Asia and the Pacific, such as Indonesia, legislation has been particularly poor in this respect. Employers have not been able to dismiss staff without approaching the Ministry of Manpower for approval. In the case of a disputed dismissal, the mechanisms for mediation and appeal had given rise to lengthy backlogs and employers finding alternatives (such as increased severance pay) to buy workers’ agreement to voluntary separations. Some employers, as they did in Central Asia where there are huge wage arrears have also engaged in more dubious practices to force workers to quit voluntarily. A number of countries impose restrictions on job brokerage. Some require all vacancies to be lodged with the public employment services (PES). Others prohibit private employment agencies or restrict their activities in various ways. Although some of these restrictions can be justified on the grounds of consumer protection (particularly where the consumer is an unemployed person), regulations on job brokerage, unlike legislation on working conditions, are not so defensible. The most common ways of hiring workers, in any country, are through newspapers, word of mouth or through contacts. Employers find ways to avoid restrictions imposed by governments. ILO conventions require countries to provide a free job brokerage service to workers. This can be interpreted to mean simply that an information service is in place, providing details of jobs known to the PES or that an advisory service provides career information to young people. In many OECD countries, the PES have grown large over the 25 years or so since the mid1970s when unemployment increased significantly in most member states. PES are the vehicles for: (i) administering systems of unemployment benefits or insurance; and (ii) implementing labor market programs. Even so their record has not been unambiguously successful. One country, Australia, has
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now moved to privatize much of its PES while leaving only one public core structure, largely to implement the unemployment benefit system. Exactly what sort of PES, if any, may be required, is therefore an open issue. There has been some attempt to establish and strengthen PES in Eastern Europe but whether the same thing is required in Asia is doubtful. The Republic of Korea has a PES that seeks to emulate those of many of its OECD partners. Even under the financial crisis, Republic of Korea had sufficient strength to consider implementing labor market programs and would naturally see the PES as the implementing agency. However, there is no reason to entrust labor market programs exclusively to the PES as various ministries may participate in a national plan or private providers may successfully operate in conjunction with public ones. In fact, any institution or organization able to meet the set standards should be encouraged to offer services such as job brokerage, training or microcredits. The role of the state is prevalently to monitor standards, fill the gaps left vacant by other providers and provide for those groups typically exposed to market failure such as the disabled. e. Working Conditions Working conditions cover issues such as: Occupational health and safety (OHS): This includes safety equipment and clothing, working in dangerous or onerous conditions, lighting and ventilation, and the general safety and protection in workplaces—hand in hand with OHS go considerations of insurance against injury such as workers’ compensation schemes; (ii) Working hours: This includes maximum weekly hours, weekend work, piece-time, casual employees, part-time work, holiday periods, and breaks during work-time; and (iii) Age limits on employment: This includes age limits on entry to work (a core labor standard) and age limits on retirement. (i)



Each of these issues is difficult to cover in broad legislation. It is usual to set broad parameters for each in national legislation, with more detailed collective agreements between unions and employers covering individual industries and occupations. Working conditions may be difficult to administer. Legislation must include the need for inspectors, whose roles are as important as the legislation they are dealing with. Inspectorates are often understaffed, even in industrial countries, and may be ineffective. Inspectors may be underpaid and there is a risk of rent seeking (one reason why minimal legislation is desirable), leaving
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most of the “enforcement” to be done through collective agreement at workplace or at industry level. Although OHS issues may be second-order compared to core labor standards, failure to address them can result in increased poverty for individuals who become unable to work or in increased social protection costs for governments, which are forced to provide safety nets to overcome deficiencies in OHS provisions. Unfortunately, part of the attraction of poor countries to investors (local or foreign) is not only the low wages but also the low overheads that go with it—low social insurance costs and the low cost associated with maintaining poor conditions of work. The fact that the true costs arising from poor working conditions are borne by individuals or by the government may not be a great concern to employers or may even be viewed positively by them. Improving OHS is arduous and can be subject to more frequent and more intense industrial disputes than wage disputes. Unions regard OHS as a major area of concern and the role they have played has done more to improve conditions than enforcement through legislation. The same is likely to be the case in Asia and the Pacific in the longer term. Working hours are second-order problems. Again, the attraction of lowwage countries is the low hourly wage being accepted by workers, and workers accepting longer hours for a poor weekly wage. Legislation on working hours can make foreign workers more attractive to employers as they are willing to forego the legislative benefits. Piecework may be unrestricted or supervision may be low or impossible. Homework, for example, is common among migrant workers (especially those who are illegal) even in industrialized nations. In Southeast Asia workers migrate from lower to higher income countries. Malaysia, for example, will continue to attract Indonesian workers; Thailand will attract workers from Cambodia. Apart from standard weekly hours, legislation often includes details related to holiday periods such as setting minimum annual leave entitlements or additional benefits such as long service leave, maternity leave, sickness leave or penalty payments for weekend work. While these are legitimate workers’ rights, the capacity of employers to pay these benefits must be taken into account. 2. Skills Development Skills development is a national objective and priority for most countries. It stems from the economic theory that human capital contributes to growth as well as physical capital, and that investment in human capital should lead to economic returns. In this respect skills development should be part of the
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national economic plan and objectives in this area should be elaborated on the basis of labor projections by sector of economic activity. Skills development is a vast area that stretches from early childhood to old age. Research has shown that the ability to learn is the result of heritage, social, health and educational factors that can be traced back as early as the first year of life. Poor science content in primary education, for instance, restricts students’ ability to learn technical subjects later on. Hence, every step in education and training throughout life is relevant for skills development. Skills development can be broadly divided into two areas: edBox 2. Skills Development in Thailand ucation and pre-employment trainThailand has long realized that its labor force is under skilled as compared to competing ing; and employment retraining neighboring countries. The country now has a and skills upgrading. Traditionallarge department dedicated to skills ly, education and pre-employment development under the Ministry of Labor training is the responsibility of the rather than under the Ministry of Education. ministry of education while emThe department coordinates the activities of 62 training centers throughout the nation, ployment retraining and skills upproviding more than 100 different kinds of grading fall more often under the specializations. Currently, about 200,000 responsibility of the ministry of latrainees are trained each year and bor or, occasionally, the ministries approximately 81 percent of these find an of education or industry. occupation after training. Information on Skills development programs courses is provided to school students through the Ministry of Education. Financing of the can be generally designed by govcourses is determined on a case-by-case basis ernments and delivered by both depending on the capacity of the trainee and/or private and public sector. These the sponsoring institution. Government programs exist in most countries budget, private institutions, grants and fees can of the Asian and Pacific region. all contribute to financing the courses. Many of them, however, suffer from: (i) Supply-driven training programs. Government agencies are financed with little or no account taken of emerging needs of the labor market. Performance criteria are rarely used to judge systems, which have with little incentive to adjust to labor market demand. Curricula have often been devised over many years and left un-reviewed. (ii) Limited involvement of the private sector. There is usually little interaction with employers or unions, even in an advisory capacity. (iii) Lack of student choice. Students may be streamed towards technical and vocational education and training from a young age. Few students are able to change streams or progress to post-secondary education. Higher education may retain features of elitism with graduates employed in government positions but ill equipped for private sector enterprise.
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These failures lead to a lack of labor market credibility in skills development. Employers have doubts about the quality of graduates and, more often, about the certificates that are issued by schools and technical or vocational training centers. Training also lacks credibility in the general community and among students. Technical and vocational education and training (TVET) is perceived as a second-class form of education and training when compared to general education and governments often finance and administer the sector accordingly. a. Education and Pre-employment Training Education and pre-employment training include basic skills (literacy and numeracy—primary, secondary and non-formal education), vocational skills (vocational schools, technical colleges, apprentice/dual systems), professional and para-professional skills (community colleges, polytechnics), and professional skills (higher education). Education and pre-employment training is probably the priority concern for most governments. Although this is a policy area largely under the responsibility of the ministry of education, it remains the fundamental basis for supplying good workers to the labor market. Yet, education is mainly perceived as the school for good citizens, the place where children learn about their country, history, culture and the world outside. It is the place where intergenerational knowledge transfer occurs. Course curricula are usually strongly influenced by political factors because education is perceived as the institution that eventually shapes political ideas. While these aspects of education are certainly the most important for nations worldwide, they overshadow the more practical function of supplying good workers to the labor market. Also, the divisional responsibility between the ministry of labor and the ministry of education contributes to the fracture between formal education and the labor market. In terms of skills groups, the field generally covers: (i) Preparatory occupations, which are usually entry-level jobs for young people, often in service occupations such as retail trade; (ii) Skilled operators such as plant and machinery operators, and drivers; (iii) Trade skills such as mechanics, electricians and others; (iv) Post-trade skills such as basic business management or bookkeeping; (v) Technicians and para-professionals such as dental technicians, electronics technicians, para-medical staff, nursing aides; and (vi) Professional skills usually implying higher-level education skills although many occupations can be described as “professional”.
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A country may be pursuing many objectives through its skills development policies, encompassing elements of labor market policy, education policy and social policy. Some countries seek to improve participation in higher education by streaming students, at an early stage, into vocational or academic schools. Vocational students have their access to higher education and wider opportunities severely restricted. Yet this streaming may still give rise to poor quality vocational schooling to the detriment of labor market needs. Other countries, concerned about youth unemployment, use vocational training centers as a social safety net. The training, however, often turns out to have minimal labor market relevance and it is debatable whether the policy achieves even social objectives let alone labor market ones. In countries where the general education system reaches the overwhelming majority of the population, and where average years of schooling is around 10 years or more of education, the difference between education and work is less of a problem. That is because people with tertiary education normally have good learning skills and capabilities and can be easily retrained in different professions, while lower educated people need more time to be reoriented or to access new professions. Hence, a proper objective for the general education system is normally to keep children as long as possible in education and to increase as much as possible the learning capabilities rather than the professional skills. The drawback of such a strategy in a developing country is the risk to create a pool of unemployed with tertiary education. Many Asian economies are facing such problems because education systems have progressed faster than industry. New graduates simply do not want the jobs available in industry, while services and the public sector are unable to absorb the totality of tertiary graduates. This is a problem that some developed nations, such as Italy, are facing because the tertiary education system has been traditionally open to everyone and is free of charge. This has encouraged many people to undertake university studies while the job market still required many more vocational and technical skills. Other countries, such as Germany, have instead built a more diversified educational system with many more options available to students in the vocational field. They have kept a closer eye on developments in the labor market so as to reorient the education system accordingly. Especially in an early stage of industrial development, the labor market applicability of skills learned at school should be closely monitored. Hence, proper planning implies finding the right balance between educational output and labor market needs with an emphasis on flexible skills rather than overspecialized ones. The educational system in the Soviet Union was a typical example, where the nature of the plan allowed making clear



13883-Asia.book Page 91 Tuesday, December 11, 2001 11:37 AM



Labor Market Policies: Theoretical Background



91



projections on professional skills needed and where education could be tailored accordingly. With the transition to a market economy, FSU countries faced enormous problems with large number of workers disposing of obsolete and highly specialized skills and low capacity to learn new skills. Paradoxically, one of the best educational systems in the world proved ill prepared for changes in labor demand. One of the lessons learned from this experience is that the basic and compulsory educational system is better suited to train capable and flexible individuals with good learning abilities rather than overspecialized technicians. Technical and professional skills should be more the responsibility of the employment training and skills upgrading system. b. Employment Retraining and Skills Upgrading Economies in most developing countries are usually notable for the dominance of smaller enterprises, often in the informal sector, which are usually reluctant to undertake training except to meet the most immediate and limited needs. Even larger enterprises may be unwilling to commit themselves in establishing training centers of their own. Most employers complain about trained staff being “poached”. Pre-employment training is therefore usually in urgent need of development. Existing workers need retraining or skills upgrading. Even though much of this should be the responsibility of industry, there are reasons for government assistance. Industries that are restructuring and changing (for example as a result of privatization) already have a substantial investment in their workers. In-service training offers a more effective and cheaper way of upgrading their workforce. Government intervention, however, should be geared to fostering greater industry expenditure rather than replacing private expenditure with public expenditure or creating infrastructures to manage the process. The reforms needed are essentially financial. Studies into the reform of training systems usually concentrate on institutional issues and tend to ignore the financial changes that should be an integral part of reform. Many training systems argue that their main problem is a lack of resources; poor equipment, and inadequate training materials and supplies. This is often not the case, and institutional reforms should normally be implemented before capital investments. The reforms should therefore have two aspects: financial and institutional. Financing should be designed to make systems more demand-driven and outcome-oriented and to develop greater pre-employment training in the economy. Reforms should focus not just on increasing the expenditure on training but on ensuring that existing expenditures are more effectively spent.
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There are three main sources of funds to finance training: Government budgets: typically through individual ministries; the most frequent case is where the ministry of education is the major supplier of technical and vocational education and training and budgets are provided through normal education funding; (ii) User fees: typically student fees or fees for employers on a fee-forservice basis; and (iii) Special funds: often financed from payroll tax levies and used to finance post-employment training as well as pre-employment education; ministries of labor are often involved, if not in collection (which may be left to the tax collecting agency), at least in the disbursement of funds. (i)



Many developing countries, or countries in transition to market economies, apparently suffer from inadequate financing of Technical and Vocational Education and Training (TVET). However, much of this can be traced back to the fact that they rely on direct employer contributions as their main source of finance. These are invariably inadequate, as avoidance by employers is high. Industrialized nations, on the other hand, can usually rely on significant employer contributions through the direct participation of employers in training, either apprenticeships or direct involvement in skills upgrading. The imposition of training levies leads to the same problem as with any tax. Compliance is low and most likely to fall on those already undertaking training, such as larger enterprises and multinationals. Taipei,China and the People’s Republic of China abandoned their schemes and the Republic of Korea has changed them often. In Singapore the disbursements were lower than collections and the Malaysian scheme was unduly complicated. In OECD countries, such schemes have a lower place. There are no such schemes in Germany; and Australia, which flirted with a scheme in the mid-1980s, gave it up in the face of evidence that employers were undertaking more than enough training without being subject to a further government impost. TVET undertaken in the education system is not necessarily financed in the same way as other education sectors, such as higher general secondary schooling or higher education, even where they can all be considered to be post-compulsory education. Student fees are more likely to be charged in TVET than in other education sectors. Even so, the fees do not cover any more than a fraction of the real cost. TVET institutions are also more likely to undertake the sale of goods and services produced by them than other educational institutions. However, there really seems little reason to distinguish the financing of educational institutions on the basis of the type of course offered. It would seem preferable to distinguish only on the basis of
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age, tying government funding to its obligation to provide compulsory education but leaving post-compulsory education open to a more diverse source of funding. At least at the level of the post-compulsory education and training, the financing of institutions is also closely tied to the extent to which private providers are allowed to operate. Private providers in skill levels often concentrate on areas where lesser capital investment is required, such as secretarial skills, computer studies (especially at a lower level), and hospitality training (for example, hotel staff and restaurant waiters). More expensive training (such as electrical and automotive mechanics) is more likely to be financed by governments. Even though all governments finance training to this, some extent, does not necessarily mean they also have to provide all the training. Some governments (for example, Sweden) allow non-government providers, such as private enterprise and profit or non-profit NGOs, access to government funding, usually on a competitive basis. NGOs can include industry or workers’ associations. The government agency responsible for financing training should not also be responsible for delivering training. Delivery agencies should be asked to compete for government finance along with the nongovernmental providers. Institutional arrangements should be designed to establish a system of accreditation and standards for the vocational training system. While some may conclude that the priority for reforms is to upgrade classrooms, workshops, staff, equipment, materials and so on, this is not often the case. Rather, the priority is to ensure that training standards are relevant to the economy and that credentials are meaningful at a number of levels. Recognizing this, a number of countries are beginning to adopt qualifications frameworks that establish training standards based on occupational competencies agreed with industry. The frameworks include appropriate systems for assessment of training and for certification of skills attained. Some care has to be taken with these developments. Countries like South Africa are adopting frameworks that are very comprehensive and complicated. It is doubtful if this sort of development is warranted. Cambodia is reforming its TVET system with the help of the ADB and is also contemplating the adoption of a formal qualifications framework. In theory, this may make sense but in practice other needs of the system are so much greater, and a detailed and formal qualifications framework cannot really be afforded. Nevertheless, reforms should be designed to establish a system of accreditation and training standards, especially for the pre-employment training. Strong industry involvement, even to the extent of domination by industry, is essential. Private training providers could also be invited to seek
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accreditation. Funding (e.g., through support for students paying fees) might be dependent on private providers obtaining accreditation but they should not be coerced or forced by legislation to be accredited. Nongovernmental providers generally fail or succeed on the basis of their outcomes and how they choose to operate is at their discretion. The role of industry associations varies considerably from country to country. They are usually strong in developed countries, operating as the voice of one of the social partners and being parties to industrial agreements. In developing countries, their voice is frequently muted. In some cases, associations have been closely tied to political structures, making their independence suspect, while in others government ministries oversee them. The independence of the associations should be beyond question. Nevertheless, in most countries, industry associations have the potential for considerable strength and are at the forefront of reforms toward market economies. Not surprisingly, the role of industry associations in TVET is strongest in countries that already have well-established market economies. In countries such as Germany and France, employers’ associations are active in setting standards, undertaking assessment of training, and providing certification. In many countries they are active in setting standards through industry-specific tripartite mechanisms. Nevertheless, the emphasis on training remains with the larger companies, and associations must work hard, along with government, to encourage training among small enterprises. Government intervention may result in ad hoc structures being established. The most notable example is in the United Kingdom where the government has established a variety of bodies over a long period. Each of them has been tripartite, supported by government funding, with strong bureaucratic involvement in their management. Other countries, such as Germany and France, also support the idea of using employers’ associations as integral elements of any national training policy. Their role includes involvement as equal partners in national tripartite structures, and involvement as the dominant partner in developing standards, assessment and certification. National Training Boards (NTBs) offer one mechanism for coordinating training although their emphasis is generally on training outside the education system. A tripartite board in particular offers the best way of maintaining cohesion between government agencies and industry in meeting labor market objectives, especially if it is seen more as an industry body than just as another government agency. NTBs are being proposed or developed in many countries. Malaysia has had a board known as the National Vocational Training Council since 1989. There are now proposals to give it greater legal authority to
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coordinate training, bringing it closer in line to Singapore’s Vocational and Industrial Training Board. 3. Labor Demand Policies Labor demand policies mean policies that target the enterprise with the specific purpose of protecting, encouraging and upgrading labor in enterprises. a. Support to Enterprises Support to enterprises should be understood as a family of policies aimed at reducing enterprise costs or increasing profits via non-market mechanisms, i.e. with government intervention. For example, an import tariff is a subsidy to local producers vis-à-vis foreign producers and so is a tax cut. Reductions in social contributions to be paid by enterprises may also be understood as a form of subsidy as well as a price policy that supports certain producers at the expense of others. There are also other forms of subsidies meant to support the enterprise to achieve particular objectives such as cash subsidies for technological or skills upgrade or simply training offered free of charge. The European Union, for instance, supports enterprises in disadvantaged areas of the union with a number of subsidies schemes aimed at boosting production and employment. In economies undergoing rapid structural changes, such as in transitional economies, subsidies may be channeled for restructuring of SOEs or for encouraging the creation of new private businesses. Subsidies to enterprises are perhaps the least popular means among analysts. They are generally accused of distorting product markets, favoring malpractice and misallocating resources. In effect, in an economy or in a welldeveloped product market with a significant number of competitors and clear competition rules, the intervention of the state in favor of one producer or industry is obviously an unfair practice and an obstacle to growth. Yet, in developing economies dominated by few domestic oligopolists or multinational monopolists, where anti-monopoly commissions are not in place or easily lobbied, and where competition rules are sketchy or nonexistent, the state may be called to protect some industries from unfair competition. This has been argued in the past in the so-called “infant industry” literature. The argument is that a newly born manufacturer in a developing country cannot possibly survive the competition of a multinational giant unless some form of protection is granted by the state. This is an argument that received harsh critique, particularly during the 1980s and early 1990s, but still maintains a certain vitality in the light of the fact that all countries, including the United States, resort to protecting industries from foreign competition when a serious
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threat to local producers emerges. Even a low tax regime is in fact a state subsidy for domestic producers vis-à-vis foreign producers. Infant industry argument apart, other cases may be suited for a reconsideration of state intervention. One of the important unresolved issues in transition and developing countries is the restructuring of enterprises. Restructuring remains a problem for a variety of reasons including the fact that a viable financial system is not in place, and because large and medium credits are simply not available for large and medium enterprises. In Central Asia as in Russia, banks charge interest rates that are far too high for local producers. Banking is still a very cumbersome activity, highly risky, and burdened with bureaucratic requirements. In other words, borrowing for most entrepreneurs is not an option. Foreign investors have been either disappointed by bad experiences or fearful of the unstable political climate. Bad or poorly skilled management has also contributed to impede reforms and enterprise restructuring creating the current impasse in production. It seems that private institutions have not automatically filled the role left vacant by the state with the transition, which de facto leaves to the state the burden of the consequences, such as high unemployment and low budget revenues. The question is not so much whether state subsidies are good or bad but who benefits, for how long, and what is done with them. In other words, the real urgent question is not about economics but about governance. The process of industrialization of post-war Europe, Japan and the Republic of Korea has largely been based on state subsidies and public enterprises. What contributed to the successful development of these countries were a vision and a government driven industrial strategy. While anyone would recognize that private enterprises in a market economy with proper competition employ resources more efficiently, the government still has an important role to play in a very early stage of development to create the conditions for a market economy. b. Apprenticeship Programs Apprenticeship programs are designed to bridge the gap between the educational system and employment. Employers prefer experienced workers and often find the cost of employing a new graduate too high. That is because, even when the salary remains low, social contributions have to be paid and the total cost of the worker remains high. Apprenticeship programs have proved effective tools to encourage enterprises to hire new graduates. However, the drawback is that schemes are often so convenient for enterprises that when the apprenticeship program is finished (periods from 3 to 24 months are usually covered by such schemes), employers dismiss the newly trained workers only
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to start with other trainees. This is often the case in countries such as Italy where social contributions are a heavy burden indeed and enterprises find apprenticeships programs as a way around high labor costs. On the contrary, many Asian economies are less keen on apprenticeship programs because of the risk of “poaching” once the training period is finished. In this case the problem relates to the scarcity of valuable skills rather than to high labor costs. Therefore the success of these programs is linked to the “fine tuning” of government contributions. These should be just enough to fill the gap between what an enterprise would be willing to invest in a new untrained recruit and the actual cost of such training. c. Defensive Restructuring In times of crisis, the enterprise is faced with the choice of shedding labor, hence shifting the burden on the employees and ultimately on the government, or undertaking a number of measures aimed at reducing costs without necessarily shedding labor. These measures can be called “defensive restructuring” and include various forms such as work-sharing mechanisms, working time reductions, wage cuts and early retirement. Work-sharing programs simply split a job place between two or more persons. This scheme is not very easy to implement because it is difficult to coordinate different people on the same tasks or attribute responsibilities when problems emerge. For these reasons, enterprises do not usually look very favorably at these schemes. However, assuming that the beneficiaries are willing to split salary and benefits, the scheme has the advantage of maintaining two people with the same capacities with the possibility of backing up each other or quickly expand production when needed. The scheme also suits categories with particular necessities, such as mothers with children or people who need recurrent health care. It is in fact a form of part-time labor. Reduction in working time allows enterprises to save on wages without shedding labor during economic downturns. The hope is that the crisis is temporary and that production will pick up again. In this case, it is less of a cost for the enterprise to keep labor on part-time than shedding labor first and then re-hire later. This attitude may be encouraged by the government by allowing companies to save temporarily on contributions other than wages. If the crisis persists and is limited to the enterprise, then such policy may turn against both the enterprise and the labor market and should therefore be discontinued. Cuts in real wages tend to occur during crises by default rather than as a policy. That is because a crisis usually implies high inflation and wages are quickly eroded. The case of Central Asia during the first half of the 1990s and
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the case of Southeast Asian economies during the last crisis are obvious examples of such a process that contributed to maintain a relatively high level of employment during a major economic downturn. Such a phenomenon allows enterprises to survive during economic slumps with relatively small social frictions, given that inflation is usually understood and accepted as a common disease during a crisis. Early retirement schemes are traditionally one of the most popular schemes for enterprises undergoing restructuring. This is a good exit route for both workers and firms but may leave the burden of pensions on the insurance scheme, especially in societies that are ageing very fast. The government should decide whether the short-term benefits compensate for the long-term effects and bad governance impacts on the pension scheme. 4. Labor Supply Policies Labor supply policies mean policies aimed at targeting the part of the working age population not fully employed and in need of an occupation. a. Public Works Public works programs offer one means of providing assistance to the unemployed and other groups in need of an occupation. They are perhaps the programs that come closest to social protection, as the main objective is income maintenance. The key to their effectiveness is self-selection. Effective self-targeting depends, in turn, on setting the conditions of the program, particularly the wage, so that only the most needy apply. A scheme could have the following features: (i) There would be no prescribed selection criteria, for example by directing the program to different age or gender groups. It is to be by self-selection. The wage determines the market response. (ii) There should be an appropriate wage level. Setting an appropriate level for public works wages is clearly a key determinant of how the scheme operates. Wages should be set high enough for public works to be a better option (at least for some) than not working at all but low enough not to attract any but those in real need. Since the budget for public works will often be limited, the wage needs to be set a level that brings the demand and supply more or less in balance. The basic idea is that public works is a “poverty-related” program. The key parameters to set the wage are the poverty level, the real level of the minimum wage in the economy, the minimum consumption basket and the level of social assistance (i.e., cash assistance) provided to poor families.
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(iii) Substitution effect should be minimized. Work should be additional to what is already undertaken by the public and private sectors. This is difficult to achieve in any situation and is one good reason for having public works financed by a specific subsidy from the national budget. (iv) The program should normally be administered at a regional level. Typically, the work would be low level, unskilled labor. Management groups may be local governments or social fund agencies or non-profit organizations, but not private employers. Box 3. The Maharashtra Employment Guarantee Scheme This scheme in India is perhaps the most renowned public works program in Asia. The program had an impressive record in terms of numbers with 875 million person-days of work created in 1991 alone. An evaluation of the program showed that the targeting was good with more than 70 percent of the beneficiaries below the poverty line and that it effectively contributed to contain the adverse consequences of droughts. One of the key elements of the success has been attributed to the fact that the wage rate had been set at a level below the minimum wage and that this, in turn, allowed for proper self-selection. The scheme also had a visible effect on Indian infrastructure, particularly the irrigation system that has been an important factor for the consequent expansion of agricultural output. The scheme has more recently come under criticism as its records have been declining but it historically remains a major example of an effective public works scheme.



b. Microfinance for Microenterprise Development Credit schemes for small and medium-size enterprises and selfemployment are some of the most popular means to generate employment. The schemes arise from the necessity to support mainly small activities with a loan otherwise inaccessible in the formal financial system. The lack of access to credit in the formal financial system may be due to the non-existence of small retail finance/banking services non-affordable interest rates, severe collateral requirements or discriminatory bank practices against categories such as women or the poor. Microfinance schemes normally attempt to by-pass these obstacles by keeping minimal interest rates, relaxing collateral requirements, reaching the poor where they live, mobilizing local savings and providing equal opportunities to all those in need. Microfinance experiences throughout the developing world are countless and vary a great deal in success. The Grameen Bank in Bangladesh is perhaps the most widely acclaimed system in Asia but there are many other examples. In Viet Nam alone there are at least six different forms of microfinance programs delivered under different institutions, including the bank of the poor, the employment promotion fund, the cooperative alliance, the women’s association, trade unions and state banks. The purpose of all these credit
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schemes is employment generation and poverty alleviation but the means to achieve these objectives vary according to the type of beneficiaries. Microfinance involves more than simply microcredit; it addresses banking and non-banking services to the poor—very importantly, savings mobilization and microinsurance, in addition to the microcredit products. Some of the characteristics of a good microfinance scheme should be: (i) Close to the beneficiaries. Many small branches are better than few large branches. Services must be available to people in their surroundings, otherwise transaction costs (e.g., transport) will limit the number of beneficiaries. (ii) Designed so that collateral requirements are in reach of the target group. If the target group is the very poor with no available guarantees by definition collateral should be minimal. Work can also substitute as a form of payback mechanism. Sometimes a bank of time can substitute for a credit scheme. The principle behind a bank of time is exchanging hours of work across different professions. This may be an alternative solution where cash is scarce. (iii) Low interest rates. Microfinance schemes should not compete with but complement the formal banking system. They should be designed to fill a gap existing for the poorest. Hence, interest rates have to be as low as possible. That is why cooperative or community forms of schemes tend to be the most popular. Successful microfinance schemes sometimes evolve into proper banks and naturally start competing with bigger banks losing their original function. While this could be a positive development and a sign of improved conditions, it can also create a vacuum for a real need of low interest credits. In this case, either a new scheme is set up or a restructuring of the scheme is needed. (iv) Small and frequent repayments. This allows verifying customers’ repayment abilities and possible problems early on so that the credit does not become difficult to manage for both the bank and the customer. Poor people tend to be less literate and have more difficulties in dealing with numbers and money. They are also often concerned and worried Box 4. The Grameen Bank The Grameen Bank of Bangladesh is probably the largest and most renowned experiment of microfinances for the poor in Asia. Today, the Grameen Bank counts 1,118 branches, reaches more than 38,000 villages, has almost 2.4 million members and has disbursed more than US$2.5 million in credits. The bank lends to individuals or self-constituted small groups and does not ask for collateral. Control is within the group. The scheme has been monitored and evaluated by several institutions and it has been shown that participants and villages where the Grameen Bank is present regularly outperform nonparticipants and other villages in terms of income and welfare.
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about not being able to meet the debt because they do not feel in control. With small repayment there is a better opportunity to familiarize with the system and gain confidence. (v) Group pressure. An internal control mechanism based on trust managed by members for the members. Microfinance schemes for the poor are often community based. They rely on a close network of people who know each other with different levels of trust. Therefore the best people to decide about responsibilities and tasks within the scheme are local communities that can design appropriate methods of control suited for local customs and traditions. (vi) An external control mechanism based on financial criteria and managed by a supporting institution (the government, NGOs or multilateral donors). Credit schemes are often initiated and financed by donors. While one aim of these schemes is long-term sustainability and autonomy, a role for the donor could still be to assist the institution with an external control based on financial criteria. With time this function can be passed on to the beneficiaries but these often need a learning period and technical assistance should be phased out over a sufficiently long period. 5. Labor Market Programs and Services Labor market programs mean programs that aim at facilitating labor market functioning by reducing mismatching and labor market rigidities, and by increasing information and placements. Policies aimed at these objectives include job brokerage, labor information systems, training, housing programs for labor mobility, psychological support for the unemployed, and other programs aimed at mobilizing the discouraged unemployed. These programs are usually managed by the employment services under the ministry of labor. Two areas of interventions are described: (i) job brokerage, and (ii) training programs for the unemployed.5 a. Job Brokerage Job brokerage is perhaps the most important function of employment services. Especially in economies with underdeveloped labor markets, where communications means are limited and where information is difficult to acquire, employment services can be the proper place where labor demand



5.



The unemployment benefit system is treated under the chapters on social insurance.



13883-Asia.book Page 102 Tuesday, December 11, 2001 11:37 AM



102



Chapter 2



(vacancies) and labor supply (job seekers) in the wage sector meet. Among the services that can be considered are the following: (i) Accepting and then displaying or advertising job vacancies; (ii) Screening of applicants; (iii) Automatic (computer) matching; (iv) Referrals and placements; and (v) Self service operations. Job brokerage includes a number of services tailored for job seekers and enterprises. Job seekers are assisted by first being registered and then with job offers and other offers such as training, psychological support, and job clubs. If none of the activities lead to a job, job seekers are registered as unemployed and, if eligible, offered benefits. Enterprises, on the other hand, are offered the opportunity to advertise their vacancies at the employment services. When candidates who meet requirements are found, they are sent for an interview at the enterprise. Services may be provided free to unemployed jobseekers. Services to employers may be free of charge or may attract a fee depending on the service offered. The Public Employment Services (PES), for example, may display vacancies for free but charge for screening applicants. Services may also be provided to employed jobseekers (looking to upgrade their jobs), perhaps at a fee. Services may be provided through the PES or be contracted out to private providers. The emphasis in government services is to provide assistance to unemployed jobseekers. In addition, the PES may be required to administer a work test, requiring unemployment beneficiaries to accept work offered to them, at least under certain conditions (for example, beneficiaries may be able to reject offers outside their designated occupation or outside a certain distance from home). Job brokerage services are expensive to operate, more so if there is no cost recovery, and poorer countries need to consider carefully whether they are worth having. On the other hand, many countries are reluctant to let private agencies operate freely. They worry about jobseekers being defrauded by private agencies: typically by advertising non-existent vacancies and then charging fees to conduct job searches; or by offering jobs tied to training courses that attract a course fee. Governments prefer, at least, to license private providers and sometimes refuse to let them operate at all. Job brokerage is obviously a necessary and valuable function. However, there are a number of problems, which often emerge with employment services. Firstly, the rules for registration as job seekers or as unemployed are determined by law and are often quite strict. These usually include the possession of certain documents such as a residency permit, a workbook or
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payslips. Some among the most disadvantaged may not have the requirements and are the first to fall out of the system. Moving from job seeking to unemployment registration to entitlement for benefits increases the number of requirements such as: not having refused job offers a certain number of times; not having refused training; not having been registered as unemployed during the previous six months; or not fulfilling some income criteria. The result of these requirements is that many who approach the employment services for help fall out of the system by default. Usually, these people are the most disadvantaged and tend not to re-apply because the first experience has been disappointing. Secondly, the number of the unemployed who actually approach employment services is usually small in developing countries. The reasons are several and include excessive distances from employment services, transport costs, poor expectations, poor services provided, little or non-existent unemployment benefits. Employment services often complain that they cannot reach their customers. Finally, the number of enterprises that actually uses the employment services to advertise vacancies is usually small. This is so even when advertising is compulsory. The reason seems to be that enterprises prefer to advertise vacancies in newspapers and elsewhere, because they believe that employment services can only provide unemployed people with low skills and motivation. This is partly true but it is this kind of self-fulfilling prophecy that makes employment services inadequate. Enterprises do not trust employment services and, as a consequence, good workers know that employment services do not advertise good job. The labor market takes place outside employment services. This may not be a big handicap in well-functioning labor markets, where private employment agencies play a major role and where many newspapers and other means of communications have job sections. However, it is more of a problem in developing countries where the government is often the sole entity with the necessary resources to set up an effective job brokerage system. In this case, it is important that employment services gain the credibility they need to fulfill an existing need. Governments are usually more informed, at least quantitatively, about the labor market than most employers, workers or jobseekers.6 They have access to data (from statistical collections or administrative data) that are not widely known. One of the most important services they can provide is to make this information widely available through the employment services, through educational institutions, and though publications and advertising. 6.



Although it is worth mentioning that communities are well informed qualitatively, often better than many analysts.
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b. Training Programs for the Unemployed Training for the unemployed by the employment services is usually offered after a period of job search. When job seekers approach the employment services, they are offered a vacancy list or a number of interviews with enterprises. If the job search does not come to a result during a certain period, the job seeker is offered some retraining opportunities. These can be training courses organized by the employment services but also training offered by other institutions, private and public, and paid for by the employment services or other budget sources. The relevant issues concerning training are the quality and relevance to the labor market. Quality is the first priority of any training course and, as any other course, this can only be guaranteed if a proper method of evaluation is in place. Relevance to the labor market is obviously important but very often training courses turn out to be not very relevant. This is partly due to the fact that employment services grow to become big machines with heavy structures where curricula are fixed and reformed rarely. Training for trainers is underfinanced and outsourcing training is expensive. The result is that the training offered is of little interest to both job seekers and enterprises. Nevertheless, governments often continue to maintain poor systems because it keeps the unemployed away from the unemployment roster and because they can always be justified on an employment assistance basis. A typical attitude is to think that any training is good because it keeps people busy and mentally active. While this may be true, a Box 5. Penang Skill Development Centre (Malaysia) good training course is the one caThis is an example of social partnership for pable of responding to a real detraining in the electronics industry, which is mand serving both employers and based on a partnership between the state, workers best. private enterprises and academia. The center The private sector can also was established by multinational enterprises and the Penang State Government and is contribute effectively to the trainmanaged as a business by a management ing of the unemployed. There is a council composed of public and private sector clear interest, at least in certain representatives. The state provides cash grants, economic sectors, to train technitrainers, equipment, training materials and cians who are in scarce supply premises. The private sector supplies and many industries may be willfinancing, equipment and trainers. The center is used both by the Government and the ing to contribute to the training private sector. There are user fees for courses process. This is useful not only and membership fees. (Quoted from Mitchell, from a financial perspective but A. G. (1998), ‘Strategic Training Partnership also from a labor market perspecbetween the State and Enterprises’, ILO, tive. Enterprises are in the best Employment and Training Papers, No. 19).
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position to evaluate which skills are needed and when, and the commitment to finance training is a guarantee that the acquired skills will lead to a permanent job. 6. Unemployment Compensation Schemes Financial assistance to the unemployed may be provided through contributory schemes (Unemployment Insurance or UI), or non-contributory schemes (Unemployment Assistance or UA). Either way, the schemes should be: (i) Financially affordable and sustainable at various stages of economic cycles; (ii) Equitable among different groups of unemployed, and fair when compared to other forms of social assistance available to those in need; and (iii) Administratively feasible. a. Affordability and Sustainability In unemployment compensation schemes, claims increase as contributions decrease—as unemployment rises, compliance declines. Enterprises disguise payrolls and employees are willing to receive cash payments in return for work. Part-time and casual work increases, much of it in the informal sector. The contributing sector thus declines faster than the overall level of employment. Affordability and sustainability are achieved by adequately balancing the levels of expenditure on unemployment compensation, and the source of revenue to pay for it. Decisions on the one affect the other. All schemes set limits on entitlements. These may be limits on the duration of compensation, which imposes a brake on expenditure at times of higher than usual unemployment when the length of unemployment tends to increase. Waiting periods can also be introduced, the impact of this being noticeable no matter the level of unemployment. Setting the wage-replacement rate is also a critical factor; high replacement rates tend to increase the level of unemployment by lengthening its duration, the unemployed are able to undertake longer job search as they can afford to wait for a better opportunity to come along. It does not matter whether or not the scheme is insurance-based. UI schemes, described in Chapters 4 and 5, appear more self-contained; however, governments are prone to increase the levels of compensation beyond a point that the levels of contributions can sustain. Subventions from government budgets are common. Even UI schemes should therefore be seen as inevitably having significant budgetary impacts. The issue is clearer with
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non-contributory schemes; UA is a line item in a government’s annual budget, and so it is more clearly recognized as competing for limited government resources. b. Equity and Coverage One question is whether financial assistance to the unemployed is a labor market or a social welfare program. UI schemes are surely the former—they assist people who, by virtue of their contributions, are entitled to make claims for assistance. UA schemes may also be considered labor market programs provided only those unemployed persons with a work history are eligible for assistance. Both schemes apply work tests to ensure that claimants are willing and able to work. When schemes distinguish between claimants by using income tests or means tests they become social assistance programs. Coverage of the schemes is a critical topic for equity considerations. Insurance-based schemes rarely cover the whole country. By definition their coverage is limited to those who are contributors, that is to those in the formal sector and, even there, compliance may be low. Non-contributory schemes can have wider coverage but if eligibility still depends on a claimant demonstrating a work history then the informal sector will again be excluded. If work history does not have to be demonstrated then the schemes are general social assistance programs. For many governments, serious questions of equity and fairness are raised with respect to UI and particularly UA—is it fair that some unemployed people should receive more benefits while others in worse plights may receive nothing? The coverage of unemployment insurance schemes is often low, particularly in countries with large informal sectors. In addition, UA schemes may not be easily affordable. In any case, administrative difficulties arise when it becomes necessary to assess people’s need for assistance. Schemes may require assets or income tests to be applied, extremely difficult at the best of times but perhaps impossible in countries with poor administrative records and administrative systems. In cases where both coverage and government’s administrative capacity is low, public works programs offer one means of providing assistance, given that they depend on self-selection from among the unemployed as the means of targeting the program. c. Administrative Issues Revenue for UI schemes, the collection of payroll levies, is not an easy task in DMCs with significant informal sectors. In transition economies, for example, it is reported that payroll levies are even being paid in-kind,
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according to the produce available from the enterprises involved. Additionally, corruption is a common leakage of revenue in many DMCs, starting at the collection point. The first priority, then, is an effective collection system; irrespective of whether the revenue is for an earmarked fund (such as a UI fund) or for general revenue. Generally, unless a country has a reasonable tax collection system, contributory schemes will fall considerably below expectations. It is also important to decide whether the system should keep individual accounts. Single funds are certainly simpler to design and administer, however, if funds are collected into general revenue then there is no guarantee they will be used for the purpose they were collected for in the first place. For instance, at the end of the 1990s the Kyrgyz Republic government collected all social contributions into a single social fund but then spent those funds according to other priorities. Since all payments from the funds were in arrears, and since the government regarded old-age pensioners as priority, UI contributions were diverted. But individual accounts are an option much as they are in pension schemes. Accounting and administration thus becomes more complex. A fast and direct payment system needs to be set to effectively cover the risks of the unemployed. Payments in arrears, however, are very common in the region. There may be questions about the banking system, or the postal system or the use of payment agents, even where the payment agent is the government’s own social protection or employment department. In many transition economies, under-the-table payments by petty bureaucrats with very low salaries have been documented. This should be taken into account before designing any unemployment compensation system. 7. Labor Migration Given the relative disadvantages suffered by rural areas in most Asian countries, such as lack of work opportunities and high levels of poverty, labor migration is an important factor in Asia and the Pacific labor trends. Migration can be internal (predominantly from rural to urban areas) and external (both to and from foreign countries). In both cases, the main reason reported for migration is lack of good employment opportunities. Other, secondary, causes for migration, especially among the poor and the unskilled, include: (i) Landlessness, which is a major reason for the migration of rural workers; (ii) Seasonal opportunity, especially in areas that produce only one major crop a year; (iii) Higher wage rates, and
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(iv) Perception of higher living standards of the earlier migrant workers. Workers who are more skilled (graduates, for example, or technicians and skilled crafts workers) are more likely to seek long-term or even permanent migration and will continue to do so as long as the opportunities in their national labor markets offer inadequate opportunities. a. Internal Migration The main reasons for internal migration from rural to urban areas are clear. Migrants may be: in search of employment; displaced; moving because of marriage; transferring their work place; avoiding natural calamities or seeking greater physical security; or improving their educational opportunities. Bearing in mind the risks associated with illegal external migration, it is reasonable to assume that internal migration to the city will be the favored movement for most migrants. Seasonal movement, based around an annual agricultural cycle, may also become a significant feature of internal migration to urban areas generally as it has been the case in the People’s Republic of China, even though the costs and distances may be significant. Urban-rural migration is less common but frequent in times of crisis such as during the transition in Central Asia or during the financial crisis in Southeast Asia. In these cases, migrants move in search of subsistence activities, selfemployment and generally lower living costs. The proportion of people who migrate is likely to be younger than the population in general. The age structure of the labor force in the cities is therefore also likely to be younger, bringing with it its own problems. This can be expected to continue, with the inverse impact on the rest of the country. Internal migration, at least in the short-term, may well have an impact not only on the respective growth rates of urban and rural areas but also on their demographic structures. The government attitude towards internal migration can either be in terms of encouraging or discouraging such flows. When regional mismatch exists governments should support migration flows with housing policies and other policies aimed at facilitating the insertion of workers and their families in the new working environment. Enterprises are usually unable to sustain housing and relocation costs. When a supporting government policy is missing collateral phenomena develop such as shantytowns and ghettos for migrant labor. These typically urban developments, visible across Asian cities, become in the long run a substantial cost for governments in terms of rise in criminality, low schooling and generally poor human development. As a
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response to such phenomena, governments may turn to try to discourage ruralurban migration by emphasizing regional and rural development. However, development in rural areas is a lengthy process and the attraction of a large metropolis for rural labor has proved to be a very strong force difficult to stop or even slow down. Therefore, while long-term policies may focus on rural development, short-term policies have to necessarily address urban settlements and infrastructure problems. b. External Migration External migrants face higher costs than in-country immigrants. Migrants may have to borrow money to finance their migration or sell assets for the same purpose, especially for long-range migration. Naturally, the costs can be higher for illegal migration. The lower cost of near-border migration therefore tends to attract the very poor. The near-border Cambodian migrants, for example, are more inclined to undertake seasonal work and work at dayrates in agricultural occupations.7 Long-range migrants undertake work in fields such as construction or in manufacturing and food processing. One way or another, the considerable majority of the work taken up is unskilled daily work. External migration is also subject to significant risks when it is illegal. The widely reported movement of illegal Asian migrants to Europe, North America and Australia demonstrates very poor labor and transport conditions, including harassment and exploitation. Expatriate workers are more likely to be paid less than locals, do not benefit of any form of social protection, and are less likely to be assisted by the local judiciary system. Vulnerability for migrant workers also increases as a result of abandoning the place of origin for a certain length of time. For example, workers who returned to Cambodia as a result of the Asian financial crisis in Thailand could find themselves landless, short of assets, or lacking family support. As a result of such precarious situations, countries that rely extensively on foreign remittances, such as the Philippines, have equipped themselves with social protection mechanisms for migrant labor that function mainly through public bodies or certified private organizations. These mechanisms can take various forms such as providing legal assistance in case of labor 7.



It has been estimated, for example, that Cambodians working in Thailand represent the fourth sector in terms of employees after agriculture, retail and wholesale trade, and public administration and defense. Most Cambodians arrived as refugees, fleeing Cambodia in earlier years, but the rationale now is almost exclusively economic. Cambodians living in areas neighboring Thailand have simply resorted to selling their labor at a better price outside the country.
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disputes, facilitating migration by means of welcoming organizations in charge of helping migrants with housing, work or other administrative consultations, or establishing compensation schemes for pension and other social contributions. These organizations emerged partly as a response to open human rights violations, and partly as an institutional support to large migration flows determined by economic reasons. They usually operate through the local embassies and are likely to be encouraged by host countries because they facilitate the control and regulation of immigration as well as offer a valuable interlocutor for any sort of problem that may emerge in relation to migrant workers. External migration may be a significant source of foreign income. Migrants from South Asia and the Philippines are a noteworthy part of the labor force in Saudi Arabia and the Gulf States. Countries such as Indonesia and the Philippines also have official policies to foster the placement of their workers, especially their skilled workers, overseas while other policies restrict the immigration of labor. In some cases, though, the latter restrictions should be more properly regarded as a source of revenue for labor departments. Finally, labor migration has important implications for the size and composition of the local labor force. For some countries, such as Indonesia and the Philippines, emigration tends to be low skilled and governments tend to see the phenomenon positively and even encourage it. For other countries, such as India, emigration turned out to be an important brain drain with highly skilled workers fleeing to wealthier countries. This is the case for example of highly skilled workers in the software industry. India is currently able to produce a great number of technicians in this area and the rising global demand for these skills has encouraged a massive emigration of this type of workers with obvious negative consequences for the local labor force. In the past, India has experienced a similar emigration in sectors such as health with doctors and nurses migrating abroad. This phenomenon has proved to be permanent rather than temporary. Moreover, it is usually the younger that migrate affecting the intergenerational composition of the labor force. E.



Summary of Key Issues



This chapter has offered an overview of issues related to labor market policies when these are considered in a social protection context. Summarizing: (i) The global experience in managing labor markets is rather diverse and stems from fundamentally different conceptual approaches. These approaches are exemplified in the simple categorization of the Japanese, European and American models.
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(ii) While the Japanese model influenced some Asian countries, it can be argued that most Asia and Pacific countries had not followed any approach to labor market management. An important consideration when dealing with labor markets in developing countries is their segmentation along different lines. LMPs, while they should facilitate a reduction in such segmentation, they should also pragmatically address segment specificities such as those found in the rural or in the informal sectors. (iii) A labor market strategy aimed at contributing to social protection needs a reorientation from its natural objective of improving labor market flexibility and human capital towards a more comprehensive approach. Targeting has to be reconsidered in the light of social protection groups not traditionally targeted by LMPs. Organizations responsible for LMPs, such as the ministry of labor, need to be equipped with adequate skills able to manage the new target groups. Financial resources need to be secured. (iv) Labor legislation can typically be either too much or too little. While not every aspect of labor needs to be regulated, some particularly in the human rights sphere, are in urgent need of regulation and enforcement in the Asian and the Pacific region. (v) Wage determination programs should be evaluated in the country context. The balance between wage increase, productivity and competitiveness is probably found in the determination of a proper share of enterprises’ revenues between the state, employers and workers. This is done by carefully reviewing not only wages but also social contributions, taxes and employers’ profits share. The final objective should be maximising economic returns while minimising income inequality. (vi) The disparity between the educational system and the labor market in come countries needs to be addressed by developing a proper system of vocational education easily accessible, relatively inexpensive for the majority, and relevant to labor demand needs. While the government has the important role of designing a strategy in this area, private sector enterprises have to be heavily involved in the identification process of labor demand needs and delivery of programs. (vii) Public works and microfinance are active LMPs. These policies are selfselecting and usually open to anyone in need. Experience in these fields is vast and the record worldwide is rather positive. Public works are easy to implement and can be discontinued quickly when no longer relevant. However, they have very limited long-term impact. Microfinance is one effective way to mobilize local resources where a financial system is not
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in place or out of reach. It has a large impact on longer-term poverty reduction but it requires careful implementation. (viii)Labor exchanges/services are important instruments to monitor the labor market and assist the unemployed. Job brokerage is the primary function of labor exchanges and one that needs to be provided by government in poorly developed labor markets where private intermediation is either non-existent or of an exploitative nature. Labor exchanges could become the focus point for a social protection strategy, assisting the matching of supply and demand of labor while protecting the vulnerable. (ix) Labor migration is perhaps the most significant phenomenon in Asia and the Pacific. Migrants are among the most vulnerable groups in society because they usually lack the basic family support mechanisms, legal status or protection of any kind. Some countries are equipping themselves with mechanisms to assist citizens who migrate abroad for work but a lot needs to be done in the field of labor protection for immigrants. Labor migration occurs in response to labor imbalances and is beneficial for the economy as a whole. It needs to be assisted with adequate social protection schemes.
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