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unemployment, employment composition, real earnings, and poverty and inequality 
in Taiwan). The unemployment rate, though higher than before, has never exceeded 
3 percent. The composition of employment improved. Agricultural employment fell 
from 37 percent of total employment in 1970 to less than 8 percent today. Paid 
employment as opposed to self-employment and unpaid family work grew from 
51 percent of total employment to 71 percent. Professionals as a percentage of total 
employment went up from 15 percent in 1970 to 38 percent in 2000. The lower 
education group plummeted; those with less than a secondary education fell from 
74 percent to 18 percent of the employed population in 30 years. 

The powerhouse behind the growth of employment in Taiwan's labor market was 
the private sector. Consider three groups of workers: wage and salary employees in the 
public sector, wage and salary employees in the private sector, and self-employed and 
other workers in the private sector. Between 1970 and 2000, the number of wage and 
salary employees in the public sector fell, implying that all the growth in employment 
was in the private sector. Within the private sector, wage and salary employment grew 
at the expense of self-employment and other types of work. 

Real earnings rose overall, for both men and women, and for every industrial group
ing and sector. Although real earnings have risen, they have not seen the phenomenal 
growth in the 1990s that occurred in the 1980s. Workers' wages in Taiwan grew at a 
slighdy higher rate than the economy's growth rate in the 1980s. This was not the case 
in the 1990s: GNP per capita grew by 68 percent in real terms, while real earnings grew 
by 33 percent. Disaggregating, we find that the earnings gap between male and females 
fell throughout the 1990s. In 1990, females' real earnings were 67 percent of males'. By 
2000, their earnings were 74 percent of males'. Earnings increased in each sector (com
munity, social, and personal services; manufacturing; and trade). Public sector earnings 
remain only somewhat above average, as was the case 20 years ago, confirming Taiwan's 
position as one of the most highly integrated labor markets in the world. 

The reduction of poverty has been outstanding throughout Taiwan's history of 
economic growth. The estimated percentage of households with disposable incomes 
less than NT$200,000 in 1980 prices was 47 percent in 1980 and just 11-12 percent 
in the late 1990s. 

Finally, income inequality has been slowly and steadily rising since 1980. Nonetheless, 
Taiwan today still has one of the most equal distributions of income of any economy 
in the world. 

In summary, the economic growth that has taken place in Taiwan was passed on to 
workers in the form of continued close-to-full employment, higher wages, improve
ments in the job mix, a better-educated work force, and a reduction in poverty. 
Economic growth in Taiwan continued to promote long-term economic mobility in 
the 1990s, just as in the previous decades. 

The Case of Indonesia 

Indonesia has been labeled one of the "Asian Cubs" for its strong performance in 
sustained economic growth. During the three decades prior to the economic crisis of 
1997-98, real GNP per capita in Indonesia grew on average by 4.5 percent a year. 
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To investigate to what extent Indonesia's economic growth was passed on to the 
workers, we divide our analysis into the strong growth period up to 1997, the eco
nomic crisis in mid-1997 that led to the massive fall of GDP per capita in 1998, and • 
the attempted recovery since (see Appendix B). 

The Central Bureau of Statistics (BPS) conducts a household survey called ; 
SAKERNAS, or the National Labor Force Survey, from which the official labor : 
market statistics are derived. For the most part, the data are comparable over time. One \ 
substantial change was made in 1998, however; the minimum age for the survey was ; 
raised from 10 to 15 years old. 

When Indonesia's period of strong economic growth began, essentially full employment 
had already been attained. Unemployment hovered between 2 and 3 percent until the ; 
crisis, then jumped to 6 percent in 1999. Improvements in labor market conditions .' 
in Indonesian economic growth were reflected not in open unemployment but in ' 
employment composition, which exhibited sharp improvements.Workers shifted away 
from low productivity agriculture and into higher paying sectors. In 1976, 62 percent -•) 
of total employment was in the agricultural sector. By 1997, the percentage of agri- '; 
cultural workers had declined to 41 percent. From 1986 to 1997, industrial employ- , 
ment more than doubled, from 8 percent to 19 percent of the labor force (Smith and 
others 2000). Professional employment also grew. In 1976,5 percent of total employment , 
was in professional occupations. By 1997, the percentage had increased to 9 percent. : 
As a result of the shift away from agricultural employment and into industrial and , 
professional jobs, employment in the formal wage sector went up. The work force has 
also become more educated, as the percentage of employed persons with less than • 
a secondary education has decreased from 91 percent in 1976 to 67 percent in 1997. 
All these improvements reflected the pull of workers into growing sectors of the econ- '• 
omy, with consequent rising real earnings not only in the sectors they were moving ] 
to but in the sectors that they were leaving (see discussion below). | 

Statistical data on wages reveal that workers have benefited from economic growth. | 
The statistical authorities do not publish data on real wages. We converted the J 
nominal earnings to real earnings using the Consumer Price Index from the IMF, J 
which covers only urban prices. Real earnings rose for males, females, and each main j 
industry during the 1990s until 1998. From 1991 to 1997, real earnings grew by | 
around 47 percent, which was faster than the growth rate of the economy. Employees' J 
earnings in manufacturing grew by 51 percent, as compared with 38 percent for | 
workers in agriculture and 29 percent for workers in trade. Thus, the workers of J 
Indonesia benefited with higher earnings from the economic growth of the early and J 
mid-1990s. 1 

The rapid economic growth since the late 1960s had a major effect on poverty. In | 
1976, the incidence of poverty was around 40 percent of the population. By 1996, the | 
percentage of the population below the poverty line had fallen to 11 percent. There j 
was no pronounced trend in inequality over this period. j 

Overall, then, workers benefited from the positive economic growth in Indonesia I 
through 1997. The employment composition improved, the work force became i 
more educated, real earnings went up for males and females and in each sector, and i 
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poverty fell significandy.The only negative feature was the increase in open unemploy
ment by 3 percentage points, which is dwarfed by the 47 percent increase in real 
earnings. 

Although this is a study of long-term economic mobility, we would be remiss if we 
did not talk about economic events in Indonesia in the last few years. After more than a 
quarter of a century of sustained economic growth, a major economic crisis hit Indonesia 
in the middle of 1997.The crisis was extremely severe, causing a 15 percent contraction 
in real GDP per capita in 1998 and a fall in the rupiah to one-quarter of its 1997 value. 

How did the economic crisis affect the composition of employment? What 
happened to the labor market because of this huge economic decline? 

During the Indonesian economic crisis, the unemployment rate increased, but only 
from 4.7 percent in 1997 to 5.5 percent in 1998 and 6.4 percent in 1999.The impact 
of the crisis on the labor market was not felt as harshly on employment as it was on 
earnings. The reason massive unemployment did not occur was because of the flexi
bility of the Indonesian labor market to take in displaced workers. During economic 
decline, the employment structure would be expected to shift back into less produc
tive and lower paying sectors and occupations. This is exactly what happened during 
the Indonesian crisis. Displaced workers from the more productive sectors, occu
pations, and occupational positions were forced to find jobs in the low-paying agri
cultural and informal sectors. Agricultural employment increased by almost 5 million 
workers, raising agriculture's share of total employment from 41 percent in 1997 to 
45 percent in 1998. About half consisted of workers from other sectors; the other half, 
of new entrants to the labor force (ILO 1999). Wage and salaried employees as a 
percentage of total employment decreased from 35 percent in 1997 to 33 percent in 
1998. Wages during the economic crisis fell dramatically. "The drama of the crisis lies 
not in employment but in earnings," Duncan Thomas and his colleagues note 
(Thomas, Beegle, and Frankenberg 2000: 16). Real earnings for both males and 
females decreased by about 40 percent from 1997 to August of 1998, according to 
an ILO study (1999). Real hourly earnings during the crisis collapsed by around 
40 percent in one year, James P. Smith and his colleagues found (Smith and others 
2000). This study also noted that real hourly earnings of self-employed males in the 
rural areas have remained essentially stable. These workers account for one-quarter of 
the male work force in Indonesia; thus conclusions about the effects of the crisis on 
earnings that focus only on the market wage significantly overstate the magnitude of 
the crisis (Smith and others 2000). 

The crisis reversed the substantial gains that Indonesia had made throughout the 
years in poverty reduction. By one estimate, in 1996, 11 percent of the populace was 
living in poverty; but because of the crisis, the poverty rates more than doubled to 
24 percent (Smith and others 2000). By another estimate using a different methodology, 
the poverty rate rose from 18 percent in 1996 to 27 percent in 1999 (Suryahadi and 
others 2000).This is what would be expected from the decrease in real wages, wors
ening of the employment structure, and increase in people out of work. Since the Gird 
coefficient of expenditure was 0.36 in 1996 and 0.31 in 1999, it would seem that the 
crisis has fallen disproportionately on higher income people. 
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As this chapter is being written, the latest figures show an unemployment rate of 
8.1 percent, 60 percent of the population living below a poverty line of $US2 a day, 
and dubious economic prospects. Poverty remains substantially higher than it was * 
immediately before the crisis (Suryahadi and others 2000).The workers in Indonesia j 
are continuing to suffer from the doldrums the economy is facing. 

The Case of Costa Rica 

This study uses statistical data obtained from the household survey in Costa Rica, -
first called the Encuesta Nacional de Hogares, Empleo y Desempleo and later the Encuesta ] 
de Hogares de Propositos Multiples. Data on labor market conditions in Costa Rica date ! 
back to 1976. However, because of a change in the survey format, data after 1986 are J 
not strictly comparable to earlier ones. (See Appendix C for detailed information 1 
about growth, unemployment, employment composition, real earnings, and poverty ; 
and inequality in Costa Rica.) '. 

Costa Rica exhibited economic growth in the 1970s, recession in the early 1980s, \ 
and uneven but generally positive growth since. Growth has never been rapid, so it 
would be expected that labor market conditions would not have changed much either. ; 

In many respects, that is in fact the case. The unemployment rate doubled in 
the 1981 recession, then gradually came down; since 1987, it has been little changed. \ 
The movements of workers out of agriculture and out of the low education categories \ 
have continued, at similar rates in the 1976—86 and 1987—2000 periods. The labor \ 
force moved gradually into wage and salaried employment, but that trend stopped in j 
the late 1980s. On the other hand, the growth of professional employment continued j 
at the same pace in the later period as in the earlier one. 1 

For a long time, the Costa Rican labor market has been characterized as a 1 
segmented one, in which wages in the public sector are substantially higher than those j 
in the private sector (Gindling 1991). Interestingly, since 1987, the public sector has J 
been shrinking in relative size, though its wage advantage has changed little. Most ' 
Costa Rican employment growth has taken place in the private sector, and this trend j 
has accelerated in the latter period as compared to the earlier one. \ 

During the lost decade of the 1980s, real incomes stagnated. Since then, they have ; 
slowly been rising: overall; for men and for women; in both the public and the pri- 1 
vate sectors; and in each sector (manufacturing, commerce, agriculture, and services). ,j 

Poverty rates rose during the recession of the 1980s, then started falling. That trend : 
has continued unabated since 1987, according to both government and Inter-American j 
Development Bank estimates. Inequality appears to have fallen in the 1976—86 period ' 
and to have remained unchanged since. „ 

In sum, when there was economic growth in Costa Rica, workers benefited, j 
The economic growth that occurred was transmitted through the labor market with ' 
a movement to higher paying jobs, substantial increases in real income, decreases in 
unemployment, and lower poverty. The rise in earnings has been comparable to the 
rise in GDP ' 



3. Economic Mobility and the Private Sector in Developing Countries 45 

Xhe Case of Brazil 

This study is based on data on labor markets and income distribution derived from 
the Pesquisa Nacional Por Amostra de Domicilios (PNAD). Surveys were conducted 
annually during the 1990s (excluding the years 1991 and 1994, when there were no 
surveys). After 1990, the PNAD was revised, which introduced many changes in the 
survey. Because of these changes, it would not be appropriate to compare pre- and 
post-1990 statistical data directly. (See Appendix D for detailed information about 
growth, unemployment, employment composition, real earnings, and poverty and 
inequahty in Brazil.) 

Like other Latin American countries, Brazil experienced positive real per capita 
GDP growth in the 1970s, stagnation in the 1980s, and slow growth in the 1990s. 
Unfortunately, the unemployment rate did not fall during either growth period. 
However, the job mix did improve, as the share of employed persons in professional 
employment rose and the share in agriculture fell. The fraction of workers with low 
education fell, but remains disturbingly high. 

Based on special tabulations from the PNAD, generously prepared for us by Sergei 
Soares of Instituto de Pesquisa Economica Aplicada, we were able to examine the 
changes in different types of employment in the stagnation years of the 1980s and 
again during the growth years of the 1990s. In both periods, public sector contract 
employment grew faster than did private sector contract employment and informal 
sector employment. The Brazilian labor market is said to have exhibited "tremendous 
flexibility" overall, but the government's employment policy is charitably said to have 
been "generous" (Fox, Amadeo, and Camargo 1994: 159-60). Based on these figures 
and characterizations, we conclude that the public sector played .a disproportionate 
role in the small improvements that took place in the Brazilian labor market. 
Nonetheless, because formal public employment is only a small fraction of total 
employment, most of the job growth in Brazil was in the private sector; within that, 
most of the growth was in informal employment. This reflects a region-wide 
phenomenon. In Latin America during the 1990s, seven of every ten new jobs in cities 
were generated in the informal sector (ECLAC 2001). 

Earnings data in Brazil are problematic, because of the hyperinflation that took 
place in many years and the inability to adjust the nominal wage series by a CPI 
pertaining to the precise month (or even week) when the survey was conducted. 
Nevertheless, looking at broad trends, we see somewhat positive earnings growth in 
the 1980s and substantially positive earnings growth in the 1990s.The gender pay gap 
has been contracting, a progressive development. On the other hand, real earnings, 
which were already higher in the public sector than elsewhere, grew even faster than 
in the private sector—a sign of deepening labor market segmentation. 

The 1980s were a time of rising poverty, owing to an increase in the already high 
income inequality in Brazil and the slow economic growth registered during that time 
(Londoiio and Szekely 1998). In the 1990s, though, growth has been more rapid, 
poverty has been falling (Szekely 2001), and inequality has stopped rising. Still, the 
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poverty rates reported for Brazil for the 1990s are considerably higher than those 
reported for the 1970s and early 1980s. 

In summary, the Brazilian labor market did not improve much, mainly because the 
economy did not achieve much growth and because what small gains there were 
tended to be quite unequally distributed. 

LESSONS LEARNED FROM THE COUNTRY STUDIES 

A comparison of the four country studies yields some powerful findings. Economic 
growth has been the driving force leading to improved labor market conditions and therefore to 
reductions in poverty. Moreover, the faster the economic growth, the faster the fall in poverty. 

Taiwan was the fastest growing country, and it eliminated 75 percent of its poverty 
in 14 years of rapid economic growth, achieving a 5.4 percent annual reduction in the 
poverty rate. Indonesia pre-crisis was able to reduce its poverty rate by almost as much: 
72 percent. Because of slower growth, however, its annual rate of poverty reduction 
was a more modest 3.6 percent. Sadly, poverty rates fell by much less in Costa Rica 
(2.1 percent a year, by one estimate; 1.5 percent, by another) and have not fallen at all 
in Brazil since the 1980s. Slow economic growth has been the culprit in both these 
economies. Although the importance of economic growth for poverty reduction is 
not a new finding, it reinforces various past studies and casts doubt on the view held 
in some quarters that in today's globalized world, economic growth no longer leads 
to poverty reduction. 

Economic growth brought about higher wages, a movement to more productive and higher 
paying jobs, and a more educated labor force in each country we studied. Our data confirm the 
general hypothesis that the labor market plays a critical role in transmitting economic 
growth or responding to the lack of such growth. Furthermore, this relationship 
remained the same in the 1990s as in previous decades. Our analysis indicates that 
labor market conditions improved during economic growth and worsened during 
economic decline. The countries that had sustained rapid growth (Taiwan and 
Indonesia) had much more favorable results in their labor markets than the slower-
growing countries (Costa Rica and Brazil). Unemployment rates typically fell during 
periods of economic growth, except when there was virtually full employment to 
begin with. 

In times of economic decline, the labor markets responded with lower wages, 
a movement of workers back into less productive sectors and types of jobs, and higher 
unemployment rates. The recession of the 1990s had different impacts in different 
countries. The economic crisis that hit Indonesia affected the labor market mainly 
through a deterioration in wages; unemployment increased only slightly, considering 
the severity of the downturn.This was because Indonesia's labor market was flexible—-
a flexibility that enabled many displaced workers to be absorbed into the agricultural 
sector. 

The respective role played by the private and public sectors in employment was an important 
factor in the long-term economic mobility of the four countries. Of,fhe four countries, Taiwan 
comes the closest to a non-dualistic labor market. There, the engine of growth in 
employment was the private sector. In Indonesia, most workers are employed in the 
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private sector, and the percentage of employees who worked as civil servants 
decreased. From these facts, we conclude that the private sector was the stimulator of 
employment growth in Indonesia. In Costa Rica, the public sector pays much higher 
wages than the private sector does (close to double). However, the private sector had 
higher rates of employment growth during the 1990s, thereby facilitating the upward 
mobility of the workers in the country. On the other hand, Brazil's public sector played 
a disproportionate role in the gains in the labor market. During the 1990s, public 
sector employment and earnings growth were both higher than the private sector, but 
the private sector remained the predominant employer in the country. 

Returning to the controversy with which this chapter began, there are those who 
say that workers will participate in the growth process through heightened demand for 
labor by successful firms. Others argue the opposite: that nowadays, it is impossible to 
continue to progress in such a way, because fierce competition imposes incessant cost 
pressures on the labor market, preventing earnings from rising and poverty reduction 
from taking place. 

These results deliver a clear verdict. We reaffirm the position that now, as before, 
economic growth is a critical means for improving employment and earning oppor
tunities and thereby lowering poverty. 

Before closing, we wish to raise a cautionary note. Let us not forget that although 
economic growth tends to benefit labor market conditions and reduce poverty over
all, not every worker in a growing economy is expected to be better off. Even when 
economic growth is very fast, there will always be some workers who will lose their 
jobs or suffer declines in earnings and end up worse off. These people should not be 
ignored. 
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A P P E N D I X A. THE CASE OF TAIWAN (CHINA) 

Source: All figures for Taiwan are based on authors' calculations, drawing on Taiwan's 
Manpower Utilization Surveys and Surveys of Family Income and Expenditure. 
Earlier years' figures were published in Fields (1984, 1985, 1994). 
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Figure 3A-1 . Growth, (a) Level of Real GNP/Capita, 1970-2000 (NT dollars); (b) Growth of Real 
GNP/Capita, 1970-2000 (percent). 
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Figure 3A-2. Unemployment Rate, 1970-2000 (percent). 
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Figure 3A-3. Employment Composition, (a) Agricultural Employment as a Percentage of Total 
Employment, 1970-2000 (percent); (b) Paid Employees as a Percentage of Total Employment, 1970-2000 
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Figure 3A-4. Real Earnings, (a) Average Monthly Earnings of Employees in All Industries and Services, 
1970-2000 (1980 N T dollars); (b) Average Monthly Earnings of Male, and Female Employees in All 
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Figure 3A-5. Poverty and Inequality, (a) Poverty Headcount Ratio, 1980-2000 (percent of households); 
(b) Gini Coefficient of Inequality, 1970-2000 (Gini coefficient of household disposable income). 
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APPENDIX B.THE CASE OF INDONESIA 

Source: All figures for Indonesia are based on authors' calculations, drawing on the 

National Labor Force Survey (SAKERNAS), conducted by the Central Bureau of 

Statistics (BPS). 
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Figure 3B-1. Growth, (a) Level of Real GDP/Capita, 1976-99 (real GDP/capita); (b) Growth of Real 
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Figure 3B-2. Unemployment Rate, 1976-99 (percent). 
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Figure 3B-3 . Employment Composition, (a) Agricultural Employment as a Percentage of Total 
Employment, 1976—99 (percent); (b) Wage and Salaried Employees as a Percentage of Total Employment, 
1976—99 (percent); (c) Professional Employees as a Percentage of Total Employment, 1976—99 (percent); 
(d) Percentage of Employed Persons with Less than a Secondary Education, 1976—99 (percent); 
(e) Percentage of Employed Persons Who Are Civil Servants, 1976-99 (percent). 
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Figure 3B-4. Real Earnings, (a) Real Average Monthly Wage-net Salary of All Employees, 1990-99 
(Rupiah); (b) Real Average Monthly Wage-net Salary of Employees by Gender, 1990-1999 (Rupiah); 
(c) Real Average Monthly Wage-net Salary of Employees by Main Industry, 1990—99 (Rupiah). 
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Figure 3B-5. Poverty and Inequality, (a) Poverty Headcount Ratio, 1976-99 (percent of population); 
(b) Gini Coefficient of Inequality, 1976-99 (Gini coefficient of expenditure). 
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Figure 3C-3. Employment Composition, (a) Agricultural Employment as a Percentage of Total 
Employment, 1976—2000 (percent); (b) Wage and Salaried Employees as a Percentage ofTotal Employment, 
1976-2000 (percent); (c) Professional Employees as a Percentage ofTotal Employment, 1976-2000 (per
cent); (d) Population Five Years or Older Who Have Not Completed Primary School, 1993-2000 (percent); 
(e) Percentage of Employed Persons by Public and Private Sector, 1980-2000 (percent). 
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Figure 3C-4. Real Earnings, (a) Average Monthly Income of Employed Persons, 1976-2000 (Colones); 
(b) Average Monthly Income by Gender, 1976-2000 (Colones); (c) Average Monthly Income of Employed 
Persons in the Public and Private Sector, 1976—2000 (Colones); (d) Average Monthly Income of Employed 
Persons in the Manufacturing and Services Sectors, 1976—2000 (Colones); (e) Average Monthly Income of • 
Employed Persons in the Commerce and Agricultural Sectors, 1976—2000 (Colones). 
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Figure 3C-5. Poverty and Inequality, (a) Poverty Headcount Ratio, 1980-2000 (headcount ratio); 
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APPENDIX D. THE CASE OF BRAZIL 

Source: All figures for Brazil are based on authors' calculations, drawing on data on 
labor markets and income distribution derived from the Pesquisa Nacional Por Amostra 
de Domicilios (PNAD). 
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Figure 3D-1. Growth, (a) Level of Real GDP/Capita, 1976-99 (real GDP/capita); (b) Growth of 
Real GDP/Capita, 1976-99 (percent). 
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Figure 3D-3 . Employment Composition, (a) Agricultural Employment as a Percentage of Total 
Employment, 1976-99 (percent); (b) Wage and Salaried Employees as a Percentage of Total Employment, 
1976-99 (percent); (c) Professional Employees as a Percentage of Total Employment, 1976-99 (percent); 
(d) Percentage of Employed Persons by Years of Education, 1976-99 (percent); (e) Percentage of Employed 
Persons by Public, Private, and Informal Employment, 1981-99 (index of earnings). 
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Figure 3D-4 . Real Earnings, (a) Real Average Monthly Income of All Jobs of Employed Persons, 1985-99 
(Reais); (b) Average Monthly Income of All Jobs of Employed Persons by Gender, 1985—99 (Reais); (c) Real 
Earnings of Employed People by the Public, Private, and Informal Sectors, 1981—99 (index of earnings); 
(d) Real Average Monthly Income of All Jobs of Employed Persons by Sector, 1979—99 (Reais). 
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Figure 3D-5 . Poverty and Inequality, (a) Poverty Headcount Ratio, 1979-99 (headcount ratio); (b) Gini 
Coefficient of Inequality, 1981-99 (Gini coefficient of income). 

Note: "PNAD" data present the Gini coefficient of monthly income of all jobs for employed person 
10 years of age and older who have work income. "Szekely" data present the Gini coefficient of household 
per capita income. 
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NOTES 

*The authors thank Guy Pfeffermann,Wilham Maloney, and Carol Graham for helpful comments on an 

earlier draft. 

'inequality is another thing, however. Research on growth and inequality has clearly shown that there is 

no pattern, and that inequality increases with economic growth as often as it decreases (Fields 2001). 
2"Globalization and Its Critics." The Economist, September 19, 2001, pp. 3—30. 
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