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Foreword by IDRC

High wage inequality is a major policy concern in Brazil, India, 
China and South Africa. Unequal societies undermine efforts to re-
duce poverty and underscore the policy urgency to promote more 
inclusive growth. Despite impressive growth results in recent years, 
these countries have not shared the benefits of growth equally across 
their populations. In India and China, inequality has been increas-
ing recently. Most households earn their incomes through paid work 
and therefore most of the observed inequality reflects differences in 
opportunities and wages in their labour markets. According to a re-
cent OECD study (“Tackling Inequalities in Brazil, China, India 
and South Africa”; 2010), the rise in unemployment in South Af-
rica since 1990 among new entrants, mainly black African women 
and the youth, together with increasing earnings inequality drive 
this country’s rising inequality. Indian data in the post-1990s reform 
period reveal a severe rise in wage inequality together with a strong 
persistence of the informal sector, the main source of jobs. China has 
also seen sharp increases in wage inequality, while Brazil has experi-
enced modest reductions in wage inequality. Real incomes in Brazil 
have grown in response to an active policy of cash transfers  while, in 
the other countries, wages and return to capital have concentrated at 
the top of the distribution, favoring high-skilled workers and capital 
owners. The recent literature points to the need to examine the role of 
minimum wages or unionization and their links to inequality within 
labour markets and the role of social protection. The World Bank’s 
report on Jobs (2012) argues that some of these labour policies per se 
might not be very effective and invites to assess the effectiveness for 
each country context.

These issues are at the heart of the International Development Re-
search Centre (IDRC)’s Supporting Inclusive Growth program. The 
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program supports policy-orientated research that promotes inclusive 
growth, enhancing opportunities for all, while reducing inequalities. 
Given IDRC’s focus on research to facilitate growth with decent jobs, 
in December 2010, IDRC supported a panel discussion on “Labour 
Markets and Social Protection in Emerging Economies: Experiences 
and Issues in Brazil, China, India and South Africa” at the Annual 
Conference of the Indian Society for Labour Economics in Dharwad, 
India. Responding to demands for enhanced comparative analysis, 
IDRC helped to strengthen collaboration amongst labour researchers 
in emerging economies, with support to the Indian Society of Labour 
Economics (ISLE) and the Brazilian Association of Labour Studies 
(ABET for its acronym in Portuguese), and four studies at the ABET 
congress in João Pessoa, Brazil on the impact of the crisis on labour 
markets and inequality and the role of social protection in Brazil, 
India, China and South Africa under the session entitled “What Cri-
sis? Economic Growth, Labour Outcomes and Social Exclusion in 
the ‘Dynamic South’”. These studies form part of this volume and 
examine the impact of the 2008 crisis on the outcomes of the labour 
market, and the return to growth in 2010. The studies focus on the 
quality of the jobs created and the participation of different segments 
of workers, highlighting specific forms of exclusion. This book con-
tributes to the important debates on the role of social protection for 
these vulnerable workers: Are there new possible ways of integrat-
ing social protection with new waves of income-generation policies? 
Would universalizing social policies help solve part of the obstacles 
faced in the markets for labour? The book proposes a research agenda 
around these questions and we expect it will elicit further avenues for 
collaborative research among researchers in these emerging societies.

Arjan de Haan / Carolina Robino / Edgard Rodriguez 
Supporting Inclusive Growth 

International Development Research Centre
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Foreword by ABET

Animis opibusque parati (Aeneid, Book II, 799) 
Prepared (to help) in mind and resources

With these words, Aeneas addresses the Trojans who, after the fall 
of their city, gather to join him into exile. The famous Latin poet 
Virgil (70 BC-19 BC), upon request of Emperor Augustus, narrates 
in the style of the Greek myths the saga of Prince Aeneas who, after 
the Trojan War, goes away and eventually founds Rome. Herein, the 
mention to Animis opibusque parati is intended neither as an analysis 
into the epic poem’s mythical value, nor as speculation with regard to 
the legend that Virgil sought to disassociate himself from the emper-
or’s political propaganda in his late life. The cross-referencing aims to 
understand, in the present setting, the condition of those countries 
emerging through the orchestration of globalized capitalism.

What does the statement “Prepared (to help) in mind and resourc-
es” mean to countries that, forcibly and with great contribution, join 
the capitalist game of losses and wins? The BRICs – an acronym cre-
ated eleven years ago by English economist Jim O’Neill – designate 
those countries that, like Brazil, Russia, India, and China, and despite 
their abysmal differences, have built up the capabilities to participate 
in the world economy through their own efforts and resources, in 
“mind and resources”.

Over and beyond quantified economic growth, the dollars’ worth 
of a respective GDP, and investment risk ratings, what are these efforts 
and resources? Attempts to assess these multiple efforts and resources 
to keep up with the pace of accumulation – which more recently have 
included South Africa – are reminiscent of the image of Aeneas brave-
ly combating the Greeks and taking to Rome, by his own strength, to 
establish the tradition of the Trojan origin of the Romans.
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Every economic insertion corresponds to a form of reaction by a 
country as a whole – people and culture, territory, and natural re-
sources – against irregular and poorly-distributed growth that only 
replicates, on a new scale and under new clothing, long-standing 
inequality problems, both domestic and across countries, through 
a gigantic new international division of labor. This dynamics keeps 
whole swathes of the population away from the rising accumulation 
structure, eventually prompting the phenomenon of their access to 
proportional consumption, yet with no income deconcentration.

Not only is the economy gauged in terms of the hardly equitable 
import/export frenzy of these countries’ foreign trade of goods and 
services, but also a poor democratic tradition in terms of political 
life, its constant change and instability, prompt pressures and expec-
tations as to a country’s capacity to compete in the market, attract 
investments, and accumulate. Coupled with complex institutional 
reconfigurations in adjusting the local/global realities there are the 
recommendations made by the IMF, whether for controlling inflation 
and public spending, and for dictating the need for monetary, tax, 
industrial, investment, employment, and income generation policies, 
or as additional measures designed to correct these policies’ adjectives 
– lax, restrictive, limited – and to bear the succeeding and extempora-
neous crises that shake the capitalist globe and each of its parts.

Yet, pressing growth demands for increased, global integra-
tion-driven economic activity force the emerging countries to face the 
appalling reality of their labor markets. This issue – work and workers 
– is the focal point of the reflections in this book, which was orga-
nized by Alexandre de Freitas Barbosa and Maria Cristina Caccia-
mali. After all, recalling the Aeneid’s lines in this epigraph, these are 
the real and indispensable efforts and resources on which economies 
in pursuit of world-class, capitalist economy development standards 
can count. Shortages? Surely. Insufficiencies? Of course. Variations in 
employment/unemployment rates? Yes. Bottlenecks? Too. And, un-
doubtedly, one of them is the labor market in the growing economies.
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Segmented, an unsteady labor market becomes multifaceted while 
precarious forms of labor are replicated. In it workers of all levels and 
skills coexist, mostly lacking the latter and poorly paid. The great 
number of unskilled, migrant, vulnerable, casual, self-employed 
workers, concentrated in the cities or scattered in the rural areas of 
India, Russia, South Africa, China, and Brazil, proves that the world 
globalization is a historical/social process of vast proportions that 
drastically affects the social members of these collectivities.

In the disproportionate composition between capital and labor, 
the latter bears the brunt of the burden, yet epically carries on, just 
like Aeneas on his way to Rome, reinventing “capitalisms” in order to 
ensure its survival. These are the “solutions” found by the BRICS and 
the responsibility that rests on their shoulders in terms of economic 
dynamism, labor market performance, social policies, which the au-
thors analyze herein, leading the reader to comparative essays.

Facing unrelenting poverty and inequality, also here in Brazil, 
places the discussion further beyond the national dimension, in sync 
with what is happening in other countries challenged by similar co-
nundrums. The reading of this book is stimulated, as the opus brings 
the contributions made by the foreign researchers who participated 
in the 12th ABET National Meeting, held in September in João Pes-
soa, PB, by invitation of this institution and with IDRC support. To 
ABET, organizing this work has been of the utmost importance, giv-
en the joint effort to think about the themes of labor and social inclu-
sion, these pressing needs.

Silvia Maria de Araújo 
Sociologist, Federal University of Paraná (UFPR) 

ABET Chair (2011/2013)





Introduction

 Brazil, China, India, and South 
Africa: Development and Labor in 
a Comparative Perspective

Alexandre de Freitas Barbosa & Maria Cristina Cacciamali

What do these countries have in common? Is it possible to analyze 
them from a comparative perspective that, rather than abstracting 
their differences, highlights them? To what extent are the development 
and social inclusion challenges faced by these countries analogous? 
How can an understanding of each country’s development pattern 
inspire solutions for these challenges? These are some questions this 
work raises, to which we are sure not to find definitive answers. At 
any rate, our expectation is to open up a broad field of investigation. 

This book is the result of an institutional effort that brought to-
gether a number of organizations. From the financial and intellectual 
support of IDRC (International Development Research Centre); to 
that of ABET (Brazilian Association for Labor Studies) and CEBRAP 
(Brazilian Center for Analysis and Planning) for organizing the open-
ing conference at ABET’s 12th Congress – held in João Pessoa, on 
September 2011; to the relevant participation of IHD (Institute of 
Human Development) and ISLE (Indian Society of Labor Econom-
ics), both headquartered in India. 

It is also important to stress that the above mentioned conference 
had as its main speakers the authors of the chapters prepared for this 
book, who benefited from the very insightful comments made by 
Gerry Rodgers from IHD and Radhika Lal from the International 
Policy Center for Inclusive Growth (IPC-IG/UNDP).
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What drives these various agents is the assumption that South-
South cooperation must go beyond expanding trade, investment, and 
technology flows across countries. The pursuit, therefore, is to stimu-
late critical reflection about the development patterns of those econ-
omies which have been recently given a few new labels – “emerging”, 
according to the definition of the IMF and other financial institu-
tions; “dynamic South”, by UNCTAD (United Nations Conference 
on Trade and Development); BRICS, by economists with Goldman 
Sachs; and so forth.

This is so because most of the mainstream analyses of the “giants 
of the South” suffer from some fundamental problems. The “emerg-
ing economies” tend to be viewed as opposed to the so-called ad-
vanced economies, or through the biased lens of the canons of the 
prevailing economic science, whose source comes from the developed 
West. Obviously this is not about proposing a new economic or so-
cial science, but rather of broad-mindedly working with their basic 
categories, seeking to comprehend the complexity of the institutional 
arrangements that compose the mosaic of development patterns in 
the South and in the North.

In short, this book aims to putting forth an analytical framework 
– or at least some hypotheses in this direction – on the specificities of 
these economic and social structures, without concealing these coun-
tries’ profound differences in relation to one another, or that econom-
ic growth is accelerating social and regional disparities. What’s more, 
their labor markets are extremely segmented, with a prevalence of 
structural labor surplus and an informal economy of a sizable dimen-
sion. Besides, there is no sign that these problems are being faced on 
the basis of development strategies oriented toward social inclusion 
and inequality reduction.

The four countries selected in this book – Brazil, China, India, 
and South Africa – have displayed a very peculiar combination of 
economic dynamic, labor market performance and implementation 
of social policies, with differing impacts on poverty and inequality. It 
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is believed that comparison across these distinct development patterns 
may result not only in a prolific theoretical exercise, but also and fore-
most, in an assessment of the potential for exchanging positive and 
negative features of the experiences analyzed which eventually may 
lead to potential changes in terms of the public policies conducted.

It is worth stressing, beforehand, that Russia was not included in 
this book because its social indicators and GDP per capita are well 
above the four other countries that make up the BRICS.1 That is, de-
spite the economic and social crisis Russia went through in the 1990s, 
this country does not exhibit the levels of structural heterogeneity 
that characterize the other countries comprised by the label. None-
theless, it would be interesting to incorporate this nation in future in-
quiries, precisely given the growing disparities that have accompanied 
the recent period of economic expansion.

This introduction has been divided into two parts. In the first, a 
critique is undertaken of the traditional view launched by Jim O’Neill 
and the Goldman Sachs’ team of economists. It seeks to provide an 
alternative interpretation of the reorganizing capitalist world-econo-
my, as it brings with it a new international division of labor, whose 
contours are still in consolidation. We seek to demonstrate how, in 
this new setting, the so-called BRICS are in the process of endogeniz-
ing mechanisms of capital accumulation, prompting differing inter-
actions between State, market, and society.

In the second part, we show how these countries’ specific eco-
nomic and social dynamics have reflected on the behavior of their re-
spective labor markets, with distinct impacts on their historically and 
deeply-rooted poverty and inequality. In order to meet this challenge, 
we conduct a comparison between these four countries based on the 
analyses developed by the authors responsible for the four chapters 
that make up the book.

1 South Africa was not, at first, part of the BRICs, being included in 2010, when this 
acronym came to acquire a more strictly geopolitical character.
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In 2001, in a somewhat visionary way, economist Jim O’Neill 
(2011) predicted that the BRICs – Brazil, Russia, India, and China – 
would account for good part of the global demand growth for two ba-
sic reasons: demographics and potentially dynamic economies. This 
thesis was put to test during the 2008/2009 crisis of the North At-
lantic economies, which were faced with a double dip in 2011/2012. 
As is well known, the BRICs, in different ways and at different paces, 
passed the “crisis test”, despite a slowdown in economic growth.

The blueprint for the concept of BRICs was based on three basic 
variables: potential growth of employment, capital stock, and acceler-
ation of technological progress, thus reducing the gap with the coun-
tries of the North. The simplicity of the model bears some relation to 
the hypotheses formulated by Rostow (1959) on the stages of econom-
ic growth. Nations are assumed to be competing, with the GDP of 
the BRICs outperforming that of the G-6 in 2040 (Goldman Sachs, 
2003), in current dollars, an estimate later reviewed for 2032 (Gold-
man Sachs, 2009).

Such approach overlooks the complex relations between the econ-
omies of both groups, the North and the dynamic South, in addition 
to failing to consider the necessary transformations in the global pow-
er structure, which are still undefined due to a stalled Group of 20, 
created in 2008, at the height of the crisis. And went on to state that 
the “success” of these economies was driven by an essentially norma-
tive assessment, since everything seemed to depend on their greater 
economic liberalization, on investment in education, on compliance 
with the “correct” macroeconomic policy fundamentals, and on pur-
portedly efficient institutions (Goldman Sachs, 2003). 

Despite the correct prognosis in strictly quantitative terms, this 
theoretical model, given its extreme simplicity, proves incapable of 
providing a diagnosis about the spatial reconfiguration of the struc-
tures of accumulation of the capitalist world-economy. Hence, we 
seek to recover the contributions made by Braudel (1996), Waller-
stein (1979), Arrighi (1994) and Harvey (2010), and the categories 
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proposed by Prebisch (1981) and Furtado (2000), in order to under-
stand the new international division of labor.

The concept BRICs fails – at least its economic meaning – in 
that it puts China together with the other semiperipheral countries, 
without underscoring the changes brought about by its economic as-
cent, which was driven by a major productive transformation. Our 
hypothesis is that China began to occupy a prominent role in the 
capitalist world-economy, serving as a privileged laboratory in seeking 
to understand how “capitalism and the market economy can coex-
ist and interpenetrate one another without always merging entirely” 
(Braudel, 1996, p. 26), at times even conflicting with each other.

There is, therefore, a “dialectic between the market economy 
developing almost unaided and spontaneously, and an over-arching 
economy which seizes these humble activities from above, redirects 
them and holds them at its mercy” (Braudel, 1996, pp. 28-29), assim-
ilating, pushing them aside, or simply repressing them, by virtue of 
the presence of the visible hand of the State.

Would capitalism be just a privileged place of accumulation, cir-
cumscribed to the higher levels of the developed countries’ societies 
and economies or could it interact, under new forms and in new spac-
es, with the market economy around it, redirecting and leveraging it, 
while it occupies and reorganizes the workings of the global economy, 
increasingly diverse, as Arrighi (2007) seems to suggest in analyzing 
the Chinese experience?

In summary, capitalism, yes, for its global connection, and in or-
der to tap into the dynamism of a vibrant market economy, yet reined 
in by the power of the State, which chooses its winners, which in turn 
must prove themselves competitive within and outside China.

According to this approach, cheap labor is an integral part of the 
arrangement, but does not account for all. The public financial sys-
tem, fiscal incentives, interest and exchange rates, the role of local 
governments, the reorganization of state-owned companies, along 
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with central planning oriented toward internalizing the more technol-
ogy-intensive sectors, all these factors explain the Chinese dynamism, 
whose development pattern is undergoing deep qualitative shifts.

By way of illustration, it is as if portions from the center, the semi-
periphery, and the periphery of the capitalist world-economy had 
been transplanted to the Chinese territory, affecting all of the territo-
ries of the capitalist world-economy, which, in a chain reaction, adopt 
a defensive, adaptive or offensive attitude (Castro, 2008).

That is, China succeeded in expanding its market economy and 
in establishing an autonomous place for accumulation by way of se-
lective connection with the capitalist world-economy, assigning a new 
pace and sense to its economic transformation. By another token, the 
continued expansion of the Chinese economy – and of the many “in-
ternal” economies it encompasses – now starts to depend on decisions 
made not only by its State, commanded by an extemporaneous Com-
munist Party as it endeavors to manage rising social conflicts, but also 
by the other structures of the global economic power, in which it is 
actively engaged, yet does not have the last word.

In summary, the capitalist world-economy has experienced, with 
the Chinese rise, extroversion of the dynamic centers of capitalist 
accumulation over and beyond the North Atlantic. The East China 
coast makes up – together with the still dominant, economies of Eu-
rope and the United States, despite the recent crisis –, the core spaces 
of accumulation of capital, power, and technology. They act in an 
integrated manner, though the Chinese ascent has revealed the new 
facets of the intracapital conflict in the western powers.

Meanwhile, some economies like those of Brazil, India, Russia, 
South Africa, and others from Southeast Asia, characterized as semi-
peripheral economies, succeeded in rising in the international division 
of labor (some favored more, some less by the Chinese ascent) by vir-
tue of their foreign competitiveness in some sectors and their capacity 
to reverberate the dynamic impulse of capital accumulation to their 
reinvigorated market economies (in the Braudelian sense).
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The traditional periphery, situated in the de-industrialized coun-
tries of Latin America, great part of southern Asia and Africa, is once 
again posting high growth levels, prompted to a large extent by the 
Chinese demand for commodities, yet resenting the absence of inter-
nal market economies, which makes it difficult to endogenize mech-
anisms of capital accumulation.

Summarizing, building on this theoretical scheme, nurtured by an 
international political economy approach, we can come up with the 
following core setting.

On the one hand, a developed center, with greater technological 
and consumer standards’ homogeneity, engenders new peripheries on 
the wake of the crisis prompted by excessive financialization, as in 
the case of southern Europe and some regions of USA, thus opening 
up a new context of relative dependencies (see Greece in relation to 
Germany).

China, in turn, is seeking to address the development/underdevel-
opment polarization throughout its vast territory. The development 
of the eastern part of the country, with an outstanding advance of the 
productive forces, rather than reducing social and regional gaps has 
widened them.

In the remaining semiperipheral regions, on the other hand, this 
polarization also exists, yet the difference lies in that the capital ac-
cumulation centers, notwithstanding their having afforded greater 
dynamism to their internal markets, have not managed, as in the 
Chinese case, to activate a productive reconversion in the capital- and 
technology-intensive sectors that allowed for widespread competitive 
pressure on the central areas. In this context, dependency is at best 
alleviated, though still present as a structural trait, regardless of the 
novel and diverse forms through which it manifests itself.

The broad periphery, on the other hand, repositioned by the Chi-
nese rise, sees its structural dependency worsen, as it needs markets for 
its few products and capital inflows not only from the three dynamic 
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cores of the capitalist world-economy, but now also from the semipe-
ripheral economies. In addition to the typical North-South cleavages, 
a new South-South type of cleavage arises.

We are alluding, therefore, to the, now reconfigured, scenario pro-
posed by Wallerstein (1979) of multiple hierarchies and dependencies, 
built on a capitalist world-economy in which the various spaces are 
characterized by a specific role in the international division of labor 
(center, semiperiphery, and periphery), which implies different class 
structures, distinct modes of labor management and control and, de-
pending on the economic position in the world-economy, a given ap-
propriation of the system’s profitability.

Power relations within the world system, on the other hand, evolve 
both at supranational levels as well as within the boundaries of na-
tional States, influenced by the specific economic positioning of each 
of them in the world-economy as it undergoes new spatial adjust-
ments (Harvey, 2010).

Foremost, the global scene today looks complex, since these some-
what autonomous accumulation structures influence all the others, 
bringing about a chain of events whose elucidation is hard. The hege-
monic crisis the traditional western powers are going through, how-
ever, is ripe with new possibilities in terms of the reorganization of 
the global power structure (in the G-20, the WTO, the IMF, the 
World Bank, the Climate Summits), which are capable of engender-
ing, at least in thesis, a capitalist world-economy of multiple centers 
and less rigid hierarchies, redefining multilateralism on new foun-
dations. Thus, it is at the level of the global power structure that the 
decisive contours of the consolidating capitalist world-economy will 
be defined, despite and on account of the lengthy crisis as experienced 
by the North Atlantic economies.

The interest in studying the countries that this book focuses on 
lies in understanding the emergence of new “varieties of capitalism” 
which are not self-contained but, rather, complementarily and contra-
dictorily integrated within the new capitalist world-economy.



19Alexandre de Freitas Barbosa & Maria Cristina Cacciamali

According to this theoretical strain, there are a number of estab-
lished connections between markets and institutions in the scope of 
capitalism. Instead of a single institutional architecture deemed as 
more efficient, diversity is inherent to capitalist societies (Amable, 
2005).

The dichotomy between market economies and state-capitalism 
proves to be, besides Eurocentric, restricted. Every capitalism would 
be State-led, while market economies would not exist if not as seg-
ments that participate in a dynamic and dialectic relation with the 
capitalism that surrounds them and assigns them meaning, according 
to the Braudelian interpretation.

In this regard, Boyer and Hollingsworth (1997) prefer to bet on 
the global coexistence of diverse social systems of production com-
manded by the market logic, yet marked by institutional varieties. 
The reason for that is, for one, that there is neither full globalization 
of the factors of production, nor perfect competition in the goods 
markets, while resistance prevails when it comes to transferring mod-
ern technologies. For another, we see the State taking up a leading role 
in economic regulation under various forms and in diverse arenas.

Several studies have been conducted that aimed to assess the dis-
tinct varieties of capitalism. Interpretations to that end, based on the 
theory of regulation, first promoted by Aglietta (1976) and Boyer 
(1986), are among the most prolific. These regulation theorists set 
out to explain the determinants of the dynamics and transformations 
of the capitalist system for long-ranging periods. Drawing on the in-
stitutional forms of the system’s structure, this methodology aims to 
analyze the hierarchy and manner whereby these forms complement 
each other and interact with one another so as to create situations of 
stability and growth, or situations of systemic crisis. Generally, pre-
cursor studies considered five institutional forms, namely, wage rela-
tion, currency, competition, State and international positioning.

Amable (2005) revisited the selection of structural institutional 
categories usually set by the regulation school and, in a recent study, 
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created a model to detect relations between the following institution-
al forms: competition in the goods markets, wage relation, financial 
intermediation, social protection, and education.

However, this theoretical effort is restricted, to a large extent, to 
the developed countries. The exclusion of underdeveloped countries, 
as originally conceived by Prebisch (1981) and Furtado (2000), that 
is, as those countries marked by profound heterogeneity of economic 
and social structures and several forms of dependence on the inter-
national system, can be accounted for by the following factors. On 
the one part, lack of knowledge about the reality of the countries of 
capitalism’s semiperiphery, deeply transformed over the recent period; 
and, on the other, the overarching, though in our view misguided, 
conception that these countries have failed in endogenizing the mech-
anisms of capitalist accumulation.

Well, this does not seem to be the case of the economies and soci-
eties covered by this book. Still, if their economic dynamism proves 
insufficient to overcome the structural heterogeneity that character-
izes them, new conundrums emerge, thus rendering the debate on 
development more complex, plus opening room for new political in-
tervention strategies.

The chart below was based on the chapters that make up the pres-
ent book and is designed to help us understand the diverse capital-
ist development patterns – and the underlying interactions between 
State, market, and society – displayed by the four countries.

Firstly, it is worth underscoring that China and India stood out 
for their higher pre-crisis (as well as post-crisis) levels of economic 
growth. In the first case, the industrial and construction sectors are 
the engines of growth, while in India the services and infrastructure 
industries lead growth, though not entailing a decrease in industrial 
activity.

In the South-African and Brazilian cases the services sector grows 
faster than the GDP, but in the second case, manufacturing also 
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grows, though below average. In these two countries it was noticed 
also a decrease in the share of the more value-added exports due to the 
expansion of commodities.

Chart 1 – General Characteristics of Development 
Patterns in the Years 2000 Before the 2008/2009 Crisis

 Brazil China  India South Africa

Economic 
dynamism

Average eco-
nomic growth 
(around 4%), 
higher than in 
the 1990s.

High eco-
nomic growth 
levels.

High eco-
nomic 
growth 
levels.

Average eco-
nomic growth 
(around 4%), 
higher than in 
the 1990s.

Labor 
market

Drop in open 
unemployment, 
high formal job 
expansion rates, 
and reduction 
in share of 
informal jobs 
(at still a high 
percentage).

Job expan-
sion in urban 
areas, with 
broader par-
ticipation of 
rural migrants 
with no social 
rights; higher 
wage levels 
for many 
segments.

High levels 
of informal-
ity, lower 
employment 
expansion 
capacity, 
tendency to 
casualization 
of formal 
sector jobs.

Drop in un-
employment, 
kept at con-
siderably high 
levels, with 
smaller rela-
tive presence 
of the infor-
mal sector 
(if compared 
with the other 
countries). 

Social 
policies

Expanded cash 
transfer pro-
grams, higher 
minimum wage 
purchasing 
power, and no 
universaliza-
tion of social 
policies.

Still timid 
attempt to 
reorganize 
public system 
of social pro-
tection and 
security to 
include rural 
migrants.

Expanded 
cash transfer 
programs 
(still restrict-
ed in terms 
of reaching 
out to the 
poor popu-
lation), with 
low mini-
mum wage 
levels.

Expanded 
cash transfer 
programs and 
establishment 
of a social 
protection 
system.
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 Brazil China  India South Africa

Poverty Important drop 
in poverty.

Important 
drop in urban 
and rural 
poverty.

Maintenance 
of high  
poverty 
levels, even 
though a 
reduction 
was achieved 
due to social 
programs.

Decrease 
in poverty 
due to social 
transfers.

Inequality Important 
decrease in 
inequality level 
of household 
income distri-
bution with 
no change in 
distribution 
structure and 
maintenance 
of significantly 
high levels if 
compared with 
other countries 
with the same 
income per 
capita.

Increased 
inequality, 
despite re-
duced wage 
gaps across 
urban work-
ers and rural 
migrants.

Increasing 
inequality 
levels,  
although 
still lower if 
compared 
to the other 
countries.

Increased 
income dis-
tribution gap, 
especially 
across racial 
groups (alle-
viated by cash 
transfers to 
the poorest).

The different levels of economic liberalization of these four econ-
omies, which have in most cases broadened when we track foreign 
trade/GDP ratios, have not, however, prevented strong domestic mar-
ket dynamics.

The main differences across these countries can be found in the la-
bor market dynamics. The relation between economic dynamics and 
employment and income levels is highly complex, since it depends on 
a range of factors such as the level of productive diversification, for-
eign positioning pattern, capital/labor relations, interaction between 
the countryside and the city, labor-related institutions and labor mar-
ket policies.
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Building on a rather generic approach to these complex relations 
that is by no means intended as comprehensive, we may say that Bra-
zil can be singled out for combining lower economic growth levels 
with greater employment elasticity, while India can be placed at the 
other end of the spectrum.

In the Chinese case, employment growth rose in line with eco-
nomic growth, bringing with it an increase in the share of the more 
socially vulnerable rural migrants to 35% of the urban labor market 
in 2010.

In the South-African case, the level of employment also expand-
ed faster than the workforce, prompting an important drop in un-
employment, which, however, remained above 20% before the crisis, 
when considering this indicator’s restricted rate.

Before we proceed, two issues warrant being highlighted; firstly, 
urbanization rates – above 80% in Brazil and below 50% for the In-
dian and Chinese cases. Secondly, there is a matter of scale to con-
sider. South Africa’s workforce in 2008, prior to the crisis, was less 
than one-fifth of the Brazilian, while the South-American country’s 
workforce was one-fifth of the Indian, and a lower percentage still in 
relation to China.

In the case of the Asian countries, the urban/rural cleavage also 
accounts for good part of the behavior of the labor market and in-
come gaps, while in Brazil, in contrast with South Africa, the rural 
population living off farming activities has been divided into a capi-
tal-intensive sector, with low employment levels and high productivi-
ty, and a considerable family farming sector, in the market but still in 
disadvantageous conditions.

As a rule, the four chapters of the book focus on the impacts of 
the economic dynamics on the labor market, basically on employ-
ment levels, wage behavior, and income disparities, before and after 
the 2008 crisis.
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It is worth recalling that these countries’ labor markets are high-
ly heterogeneous, especially when one takes into account the weight 
of the informal economy – which may be interpreted as the set of 
low-productivity activities (non-organized sector) or expressed as a 
host of workers without access to labor and social security rights, de-
pending on the approach embraced by the authors.

The Indian case distinguishes itself substantively from the oth-
ers in this regard. As pointed by Sharma and Papola in a chapter 
in this book, less than 20% of the country’s total employment falls 
into the category of regular salaried jobs. Nonetheless, around half of 
these workers have no access to labor and social rights. In contrast, 
more than 80% of the jobs in India are distributed in activities of the 
non-organized sector, encompassing a substantive portion of self-em-
ployed or precariously “hired” workers in urban and rural areas alike. 
As shown by these authors, the share of rural areas and of women in 
this broad “informal sector” is even more significant.

 Cai Fang’s analysis reveals the importance, as urban workers, of 
a broad segment of rural migrants (153 million people in 2010) who, 
albeit having experienced some wage increases, do not have access 
to social and labor rights. This is so because, in accordance with the 
hukou household registration system in place in China, access to so-
cial protection is contingent on place of residence, thus rendering 
rural migrants extremely vulnerable. Here informality/casualization 
comprises a segment of salaried workers whose access to collective 
bargaining, social rights, and access to public policies is quite limited.

The Brazilian case is noteworthy for the expansion of formal labor 
during the pre-crisis years; yet, according to Dedecca and Lopreato, 
the labor market absorption rate and upward mobility seen in the 
years 2000 have not been enough to pull out more than half of the 
workforce from occupations not contributing with social security, in-
cluding those workers in domestic activities and the non-paid ones.

In South Africa, the relative low informality rate – 20% of to-
tal employment – is associated not with an enhanced labor market 
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structuring, but rather, with a broader unemployment rate of about 
30%, when considering discouraged workers. As highlighted by 
Bhorat, Goga, van der Westhuizen, and Tseng, these indicators vary 
widely in terms of racial cleavages.

The various shapes of these countries’ labor markets, in interaction 
with distinct development patterns, have prompted different impacts 
in terms of poverty and inequality.

The Brazilian and South-African cases show a substantial fall in 
poverty. The difference is that in the South-African case this decrease 
was due exclusively to the implementation of a social protection sys-
tem, while in Brazil, labor market dynamics added to the social poli-
cies, playing an even more important role in reducing the income gap, 
which did not happen in South Africa.

In India, the broader reach of the social policies toward the poorest 
segments –approximately 10% of the workforce – had little impact 
in terms of poverty alleviation, in addition to proving ineffective in 
changing inequality indicators.

In China, addressing the situation of deeply segmented urban la-
bor markets depends on changing the hukou system and on reorga-
nizing the social protection system, a condition for poverty alleviation 
not to take place in a context of rising inequality in terms of access to 
public policies and working conditions.

In summary, over and beyond salient differences, what unites 
these countries is the fact that, despite the increased economic dy-
namism experienced in the pre-crisis 2000s, the development pat-
terns adopted were not able to substantively widen social inclusion, 
notwithstanding the accomplishment of absolute poverty alleviation 
either through social programs (South Africa and Brazil) or by virtue 
of high economic growth levels (China). Even in the Brazilian case, 
where important strides were made in quantitative terms in good part 
of the indicators analyzed, it seems unlikely that the same formula 
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can prove successful in the near future without significant changes in 
the development pattern.

Finally, every chapter focused on the effects of the 2008/2009 cri-
sis. In China and in India, economic growth has, despite a slowdown, 
remained at high levels. In the Chinese case, the most affected seg-
ments were the rural migrants, who were forced to return to their 
places of origin. In India, the poorest sectors were concentrated in the 
informal activities’ sector.

South Africa and Brazil were more affected in economic terms 
in the year 2009, experiencing a quick recession, soon followed by a 
rebound in growth, though at lower-than-pre-crisis levels. In the for-
mer country, the crisis was felt in the form of higher unemployment 
and greater casualization of the labor market, especially for blacks, 
women, young workers, and less skilled segments. As for Brazil, the 
labor market recovered rapidly, with no increase in unemployment, 
yet informal labor remained at high levels.

The great challenge these countries must face in the near future 
– especially in a setting of semi-stagnation of the economies of the 
North Atlantic, as observed in 2011/2012 – is to inject dynamism 
into their domestic markets while simultaneously changing their de-
velopment patterns in order to increase job-generation capacity and 
overhaul their social inclusion policies to keep consistently reducing 
their high levels of inequality.
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Chapter 1 – Brazil

Growth Outlook and Labor 
Market Challenges1

Claudio Salvadori Dedecca & Francisco Luiz C. Lopreato

1. Introduction

Contrary to what we saw in the past, the Brazilian economy and 
society were little affected by the current international crisis. Gross 
Domestic Product only dropped for two quarters, while formal em-
ployment levels experienced a four-month downturn. As discussed in 
this essay, some fundamentals of the Brazilian economy were critical 
to mitigate the impact on output and labor. A paid off foreign debt, 
trade surpluses that remained unchanged throughout the crisis, a sub-
stantial amount of foreign reserves, low inflation, the reining in of 
the fiscal situation, and near-sufficiency in domestic oil production, 
coupled with ethanol-producing capacity, allowed the government to 
be free to move ahead with its sectoral, infrastructure, social and labor 
policies and to adopt further measures to ensure credit liquidity at the 
moment the international crisis broke out.

The measures adopted by the government to face the crisis avert-
ed a slowdown in output, employment and income growth, yielding 
positive economic and social results in 2009 and 2010, as acknowl-
edged by the main multilateral development institutions and by the 

1  Essay produced for the project What Crisis? Economic Growth, Labor Outcomes and 
Social Exclusion in the “Dynamic South”, organized by ABET/Brazil, CEBRAP/Bra-
zil and IDRC/Canada, which reviews the responses by the Brazilian, South-Afri-
can, Indian, and Chinese governments to the international crisis.
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governments of the developed countries. Brazil’s good economic and 
social performance, second only to China’s, has made the country one 
of the most successful development experiences in this beginning of 
century.

This good economic performance strengthened the domestic mar-
ket, revived investments in infrastructure, and increased the coverage 
provided by the social policies, giving rise to a movement character-
ized by the fall of unemployment, informal work, current income in-
equality, and poverty across the national territory.

These social and economic conditions enhance the capacity of the 
country to meet the challenges of achieving social development with 
job generation and social justice in the present decade. The precari-
ousness of working and social conditions, affecting a large swath of 
the Brazilian population, requires the efforts of both institutions and 
social actors towards setting and conducting the sectoral, infrastruc-
ture, labor, and social policies. Notwithstanding the positive results 
achieved by the official programs and actions thus far, it is necessary 
to recognize the need to further their quality and efficiency, without 
which the opportunity of development with job generation and social 
justice might be lost or only partially leveraged.

This essay analyzes how the country faced the most acute moment 
of the crisis and, still in an environment of international economic in-
stability, the present economic and social conditions of the Brazilian 
economy to leverage its advantages and face the challenges of struc-
turing of the national labor market. The reduction of unemployment, 
informal labor, and the recovery of incomes were the highlights of 
this market’s recent history. However, it bears significant problems, 
whose solution depends on the continuity of growth and the coor-
dinated conduction of the various policy areas. Hence, the unavoid-
able demand that the economic policy should respond to the socially 
agreed-upon goals set for the other policies.

The text is organized in the following way. After this brief intro-
duction, we analyze the recent evolution of the Brazilian economy, 



31Claudio Salvadori Dedecca & Francisco Luiz C. Lopreato

underscoring the action of the State as a driver of growth as from 
2006. In item 3 we seek to investigate the relation between economic 
activity and the dynamics of the labor market, particularly labor’s 
quick recovery after the 2008 crisis. Item 4 outlines the characteristics 
of the recent labor and income evolution, with an emphasis on the de-
crease of informal labor and the improvement of income distribution. 
Finally, the last topic concludes by pointing the favorable context for 
facing the great challenges that still remain and possible measures 
that would be necessary to advance labor market conditions.

2. Overall Picture of the Recent Evolution 
of the Brazilian Economy

The recent evolution of the labor market in Brazil is directly relat-
ed to the performance of the economy and the paths taken by the eco-
nomic policy, as well as to the economic and social public regulatory 
bodies. Brazil, after a protracted period of economic crisis, marked by 
low growth rates and high inflation, overcame the inflationary con-
text with the Plano Real (1994), yet adopted a development proposal 
contrary to that responsible for the advancement of industry.

The path taken then, based on the critique of the accelerated expan-
sion strategy phase (1950-1980), denied the action of the State as an 
agent for driving growth and advocated a new approach to integration 
into the world economy, thus opening room for a host of reforms whose 
goal was to adapt the institutionality handed down by the previous 
period to the project to be implemented. With regard to the interplay 
with the globalized world, the Fernando Henrique Cardoso admin-
istration (1994-2002) furthered the trade and financial liberalization 
process initiated in 1990 and forced industrial restructuring. The high 
domestic interest rate and the appreciated exchange drove a growing 
demand to the foreign market and spurred the competition power of 
foreign products and companies interested in the Brazilian market. On 
the other hand, the government set out to change the fiscal regime in 
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an attempt to eliminate, once and for all, public deficit, seen as the core 
cause of inflation. The fiscal policy, driven by the new rationale, lost its 
place as a tool for managing aggregate demand and started to be used 
to guarantee this environment of capital appreciation.

The change in the fiscal regime altered the State structure, tam-
pered with retirement rules and relevant features of fiscal federalism, 
and renegotiated the debt of subnational governments. The subna-
tional governments’ fiscal adjustment program imposed rules for 
indebtedness control, the binding obligation of generating resources 
used in the payment of financial expenses, and the privatization of 
state-owned enterprises and banks, in order to submit states and mu-
nicipalities to the goals of the macroeconomic policy.

These reforms altered the dynamics of Brazilian capitalism vis-à-
vis that prevailing in the previous period. Nonetheless, after the first 
two years of the stabilization, period during which growth rose at sub-
stantial rates, macroeconomic results proved little promising. Rising 
current transactions deficits, caused by the appreciated exchange and 
disorderly trade liberalization, brought back the problem of foreign 
restriction and evidenced the frailty of the road then charted by the 
Brazilian economy.

The crises in Asia (1997) and Russia (1998) underscored the diffi-
culty in sustaining the balance of payments and the foreign exchange 
peg. The threat of a collapse of the foreign exchange regime2 led to 
higher interest rates in an attempt to maintain the flow of foreign 
capital and avert the depreciation of the currency and the subsequent 
risk this posed to the stabilization strategy.

The choice for upholding the foreign exchange regime brought 
about problems of various natures. The expansion of domestic output, 

2  The Plano Real initially adopted a quotation of R$ 1/US$ 1. In the first months 
after the adoption of the plan, the exchange rate reached R$ 0.82/US$1 due to a 
strong foreign capital inflow. As from the Mexican crisis, in late 1995, the currency 
started to be depreciated in line with the inflation rate, though not recovering the 
appreciation of the initial phase.
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which had experienced high levels in the immediate post-stabiliza-
tion, lost momentum. Though the economic downturn positively af-
fected the employment rate and the income gains yielded by the fall of 
inflation, it failed to fix the problem of the current transactions’ defi-
cit. Moreover, the high interest rates and expectations regarding the 
depreciation of the currency had an immediate effect on the domestic 
public debt, heavily concentrated on base rate and foreign exchange 
denominated bonds, substantially increasing debt-servicing costs and 
the nominal deficit.

The attempt to uphold the currency proved mistaken, as depre-
ciation eventually came (January 1999). The demise of the foreign 
exchange peg prompted the adoption of the canonical model of mac-
roeconomic policy hinged on a floating exchange rate, a regime of 
inflation targets, and the consolidation of a fiscal policy based on the 
sustainability of public debt. The rise of the nominal deficit put in 
check the rationale of the fiscal policy that had already been in place 
since the threshold of the Plano Real, and the government simply 
deepened it. The agreement signed with the IMF in November 1998 
required the achievement of primary surpluses capable of ensuring 
intertemporal solvency of public debt and crystallized the use of fiscal 
rules with the passage of the Fiscal Responsibility Law (2001). On 
the other hand, the currency devaluation, in spite of the inflationary 
tensions it brought about, prompted the recovery of the trade balance 
and reduced the need for foreign funding.

The change of the macroeconomic policy addressed the problems 
under way, yet neither ensured a recovery of growth nor sufficed to 
overcome the acute setting of economic instability, reflected by inter-
est rate and foreign exchange volatility stemming from foreign con-
straints (current account deficit and lack of foreign currency reserves) 
and funding problems at home. Uncertainty gained momentum with 
the prospect of a win by the opposition candidate (Lula) in the 2002 
elections. A speculative capital movement triggered a flight and the 
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exchange rate rebounded, nearing R$ 4.00 in late 2002, bringing ten-
sion to prices and public accounts.

2.1. The new government

The inauguration of the Lula government, amid the market’s wide-
spread distrust, was marked by expectations of significant changes in 
economic policy steering. Yet, what was actually seen was the mainte-
nance of the macroeconomic policy, with unanticipated levels of fiscal 
and monetary austerity. The command of the macroeconomic policy, 
handed over to a market executive, led the inflation targets regime 
with strong conservatism while interest rates remained high for the 
entire period. The fiscal policy orientation, driven in this first phase 
by an expansionary fiscal contraction vision, advocated for fiscal ad-
justment and increased primary surpluses, as drivers of the economy. 
This proposal left little room for active engagement by the State, and 
the focus was narrowed to microeconomic reforms.

Graph 1 – International Reserves (1), Foreign Debt, 
Current Account Deficit and Trade Balance in Relation 

to Gross Domestic Product – Brazil, 1970-2010

Source: Central Bank of Brazil.

(1) Net.
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In 2003, austerity in the conduction of fiscal and monetary policy 
failed to prompt the recovery of the GDP, as well as that of income 
and employment. Exports became the only dynamic aggregate-de-
mand element. Boosted by the exchange rate, and combined with a 
world economy in expansion and a Chinese-driven hike in commod-
ities’ prices, foreign account results changed. The strong expansion of 
the trade balance allowed Brazil to achieve current account surpluses 
over the 2003/2007 period (Graph 1). Simultaneously, foreign reserve 
volumes grew, which, associated with a drop in public foreign debt, 
allowed the public sector to enjoy the unprecedented situation of hav-
ing negative net foreign debt as from 2007.

Graph 2 – Foreign Dependence on Oil and 
By-products (1) – Brazil, 1991-2010

Source: National Oil Agency.

(1) Apparent consumption minus domestic production.

Moreover, in the second half of the decade Brazil overcame, even 
before operations had started in the deepwater oil reserves, its de-
pendence on imported oil, eliminating the impending risk of bal-
ance-of-payments crisis in moments of strong oil price swings (Graph 
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2). Thus, the favorable behavior of the balance of payments and the 
solving of the foreign debt and oil dependence problems reduced the 
risk of contagion from international crises. That is, the setting of 
foreign restriction, common throughout the history of the Brazilian 
economy and the main gateway for international crises, was no longer 
the inevitable outcome of the turbulences of the world economy. This 
is not about defending the thesis of immunity against credit cycles or 
world crises, yet it is worth highlighting the fact that the critical situ-
ation of the early 1980s or even of the days of the crises in Asia (1997) 
and Russia (1998) stayed behind, while resilience to shifts in the inter-
national setting grew. The resurgence of the deficit in current transac-
tions, beginning in 2008, not only brought back the controversy over 
the effect of an appreciated exchange rate on the industrial sector, but 
also sent a warning signal in face of the rapidly falling trade balance 
and the risk of rising funding needs. However, the amount of foreign 
reserves and the present flow of foreign funds have not pointed to a 
foreign exchange crisis, in spite of the unavoidable effects on the do-
mestic market dynamics.

As from March 2006, greater expenditure stemming from the new 
paths taken by the official policy strengthened the trade balance stim-
ulus. The change of command in the Ministry of the Economy and in 
national development bank BNDES neither changed the conventional 
macroeconomic policy tripod nor affected the conservative monetary 
policy, keeping relevant hurdles for expansionary measures. Howev-
er, four actions designed to strengthen the internal market gained 
substance: i) development-driven policies; ii) the sustained minimum 
wage appreciation policy; iii) social policies, as the family allowance 
program, as well as social security spending; and iv) credit expansion.

The official strategy incorporated a growth target and the State 
once again took up a leading role in driving development. The obli-
gation of rebuilding the engagement capacity of public actors and the 
fiscal and financial measures set in place to sustain investment and 
support private activity was back on the center stage. The domestic 
market, bolstered by the four sources mentioned above, once again 
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took command over growth and ensured GDP dynamics before any 
sign of the international crisis.

2.2. Growth support measures

The policies adopted to spur investment and output sought to 
broaden State actions in support of private sector initiatives and in-
frastructure expenditure. The government once again took up the 
task of designing a plan of action, through the Growth Acceleration 
Programme (PAC), setting spending targets for the various areas. 
Furthermore, it designed a program to support the productive sec-
tor (Program for Productive Development – PPD), by granting fiscal 
incentives to strategic sectors in order to advance industry (Barbosa; 
Souza, 2010).

The idea of drafting plans of action, albeit embryonic and con-
strained by the hurdle represented by a high interest rate, reintro-
duced features of the developmentalist tradition and parted away the 
trend, present since the early 1990s, to delegate to private interests the 
task of bolstering growth. The State set out to foster private investing, 
but retook the responsibility of setting strategy and coordinating the 
implementation of investment projects by strengthening state-owned 
companies and reactivating the power of public banks, especially the 
BNDES, in funding sectoral policies and infrastructure spending 
(Lopreato, 2011).

State-owned companies were valued again and received outlays in 
order to take the place of catalysts of new investments (Petrobras, 
Valec, and Eletrobras). On the other hand, the BNDES took the lead 
in fostering action by private agents, while relying on substantial 
financial support to leverage its fire power. The institution elected 
three basic engagement axes as priorities. First, by reducing private 
risk in productive sectors considered strategic in an attempt to enable 
new investments, laying down a specific model for equity ownership 
in companies operating in the infrastructure industry: Establish-
ment of private-led consortia, with the participation of state-owned 
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companies and state-led pension funds, in addition to the guarantee 
by the BNDES of funding a substantial share of the capital. Second, 
by changing the productive structure, through mergers and acquisi-
tions, in order to increase sectoral concentration and competitiveness 
of national leading companies in the global economy. Third, by stim-
ulating the internationalization of domestic companies, in that Brazil, 
as an emerging power, is under-represented by their presence in the 
world market.

Graph 3 – Net Public Debt and Primary 
Result – Brazil, 2002-2010

Source: National Treasury Secretariat.

(1) Consolidated for all government levels.

(2) Central Government.

The fiscal policy, although not giving up its concern with the solven-
cy of the public debt, put aside the practice of raising primary surplus, 
consistent with the theoretical view advocated by the government until 
then, and favored an increase in public investment. Investment expen-
diture was left out of the primary surplus calculation and became part 
of the growth expansion strategy, deemed essential to keep control of 
the debt-to-GDP ratio. The accomplishment of a higher GDP growth 
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rate ensured a positive fiscal result, as well as a falling GDP/debt ratio 
trend, despite lower primary surpluses (Graph 3).

The satisfactory behavior of public accounts contributed toward 
macroeconomic stability. The good behavior of tax collection enabled 
further incentives and fiscal easing policies in favor of specific sectors 
(shipyards), social programs associated with infrastructure (housing), 
and part of the sectoral policies encompassed by the Program for Pro-
ductive Development. Moreover the government, concerned with the 
effect of the appreciated currency on the industrial sector, discontin-
ued the previous public procurement system and started to give pref-
erence to companies producing locally, plus setting nationalization 
rates for the equipment used in the pre-salt oil exploration.

The social measures further strengthened the driving force gener-
ated by the actions in support of investment and private capital. The 
new order was epitomized by the minimum wage appreciation policy. 
Although the minimum wage had started to be raised earlier, it only 
became an income distribution policy in the Lula government and, 
as discussed further ahead, impacted on the gains of all private sector 
workers and of a significant part of the public sector across the coun-
try’s various regions.

The minimum wage policy also played the role of a conveyor belt 
for the Social Security, by becoming responsible for raising the bene-
fits paid, as a high number of private sector retirees (RGPS) have their 
benefits pegged to the national floor. Additionally, the restructured 
Bolsa Família program increased the amount of social transfers and 
started to reach out to more than 12 million families below the pov-
erty line, spurring consumption in poor regions of Brazil.

Swift credit extension complemented the other actions and was 
a driver of demand, incorporating into the market swathes of peo-
ple who, until then, had been denied higher value-added consump-
tion, with direct effect on those sectors with the highest impact on 
the growth dynamics (automobiles, white line, and homebuilding) 
(Graph 4).
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Graph 4 – Credit Operations with Earmarked and 
Non-Earmarked Resources as a Percentage of 
Gross Domestic Product – Brazil, 2001-2011

Source: Central Bank of Brazil. 

The interplay between these policies lent dynamism to the inter-
nal market and sustained domestic product growth, in addition to 
expanded employment and improved income distribution.

2.3. Economic activity and economic policy

The policies set in place ensured GDP expansion and the popula-
tion’s current income; yet, in contrast with the two previous decades, 
growth was not spatially concentrated.3 All of the country’s regions 
presented positive rates for domestic product evolution, with the na-
tional average outpacing the expansion of the southern and south-
eastern areas, while regions with lower relative development grew at 
higher rates, pointing to a process, albeit still incipient, of inclusive 
growth, with improved regional distribution of income (Table 1).

3  For a regionally-based assessment for the last decade, see Cano (2011).
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Table 1 – Evolution of Gross Domestic Product 
Brazil and Great Regions, 1995-2008

Index Yearly Growth Rate

1995 1999 2003 2008 1995-
1999

1999-
2003

2003-
2008

Gross Domestic Product

Brazil 100.00 105.9 116.2 147.0 1.4 2.3 4.8

North 100.00 113.6 137.9 181.9 3.2 5.0 5.7

Northeast 100.00 107.0 117.7 151.9 1.7 2.4 5.2

Southeast 100.00 103.3 110.3 140.6 0.8 1.7 5.0

South 100.00 108.8 122.4 144.6 2.1 3.0 3.4

Center-West 100.00 113.4 133.8 173.3 3,2 4.2 5.3

Gross Domestic Product Per Capita

Brazil 100.00 100.3 104.5 124.4 0.1 1.0 3.6

North 100.00 103.6 115.6 138.6 0.9 2.8 3.7

Northeast 100.00 102.4 108.0 132.6 0.6 1.3 4.2

Southeast 100.00 97.9 99.3 119.3 -0.5 0.4 3.7

South 100.00 103.7 111.5 124.9 0.9 1.8 2.3

Center-West 100.00 104.9 115.1 137.4 1.2 2.3 3.6

Source: IBGE, in partnership with States’ Statistics Offices, States’ Departments 
of Government, and the Superintendence of the Manaus Free Zone – Suframa.

The crisis had limited impact on the Brazilian economy. The 
greatest tension took place in the private sphere. The currency deval-
uation, triggered by a halt in capital flows at the moment of greatest 
stress in the international market, affected a significant number of 
big companies with operations in the derivatives market, which en-
dured multi-millionaire losses and risk of bankruptcy. The banking 
sector, though not presenting a level of exposure similar to that of 
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its international peers, also went through hard times, especially the 
small-sized banks, heavily reliant on inter-bank operations. Lack of 
knowledge about each institution’s actual situation led to a standstill 
in inter-bank operations and posed a risk to the survival of those insti-
tutions dependent on market funding, only averted through bailouts 
from public banks.

On the macroeconomic level, the shock did not have the effect 
of the previous crises (Graph 5), when contracted credit cycles com-
promised foreign accounts and called for financial aid from interna-
tional bodies. The quick recovery of commodities’ prices kept the 
deficit in current transactions flat and did not affect foreign funding  
(Fundap, 2011).

Graph 5 – Annual Growth Rate of Gross Domestic Product 
Latin America (Selected Countries), 1981-1993/2009-2010

Source: ELALC.

The collapse of Lehman Brothers frightened the international 
market and prompted a typical capital flight reaction, and subsequent 
currency depreciation, yet the situation did not destabilize the Bra-
zilian economy. A steady FDI flow, coupled with the Central Bank’s 
firepower – with significant holdings of foreign currency –, showed no 
signs of balance-of-payments risk or problems regarding the foreign 
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funding of the public sector. Still, the highly uncertain environment 
contaminated the expectations of the private agents, brought invest-
ments to a standstill and triggered an economic downturn in the last 
quarter of 2008 and the first quarter of 2009 (Graph 6).

Graph 6 – Annual GDP and Formal Employment 
Growth Rates – Brazil, 2008-2011

Source: Central Bank of Brazil.

The government responded swiftly to the crisis by setting in place 
several public policy instruments. Concerning the economic policy, 
the basic line of action remained largely unchanged. The decision 
of adopting development-driven policies had already been taken in 
2006 and was not discontinued. With the crisis, the hitherto exist-
ing critiques against the greater presence of the State ceased and the 
government was able to get rid of the ties limiting its steps, advancing 
its line of action and adopting specific measures in response to the 
events. Specifically with regard to the fiscal policy, the government 
granted tax reliefs to sectors with broader pre- and post-production 
chains (white line, carmaking, and building materials) for the pur-
pose of curbing a slowdown in consumption.
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Moreover, national economic development bank BNDES created 
a credit line at subsidized interest rates (PSI) in an attempt to recover 
investing after the collapse of late 2008. BNDES actions also proved 
critical in dealing with the crisis faced by big companies, responding 
to capital demand and playing the role of coordinator of the bail- 
outs to distressed companies, thus averting bankruptcies and negative 
expectations.

In contrast, the monetary policy retained the conservative stance 
that characterized the entire Lula administration. The directors of the 
Central Bank raised the base rate on the eve of the collapse of Leh-
man Brothers. Though the Central Bank acted with excessive caution 
by not reducing the base rate in face of the dimension of the inter-
national crisis, it ensured liquidity to the market by reducing reserve 
requirements. On the other hand, the public banks took up the task 
of sustaining credit expansion and occupied the place left void by the 
retreat of the private agents. Simultaneously, public banks gave sup-
port to institutions with cash flow problems, buying credit portfolios 
or capital stakes to prevent contagion in the banking system.

With respect to the social and labor policies associated with the 
generation and protection of current income, the government not 
only kept them in place, but also stressed their importance to sustain 
the domestic market, particularly at a moment when the international 
economy was slowing down.

The prompt response to the crisis and the domestic market’s pre-
vious dynamism enabled growth to recover shortly. The domestic 
product had already posted positive growth rates in Q2:2009 in com-
parison with the previous quarter, in spite of the evident slowdown 
in relation to the previous year. The slightly negative growth in 2009 
(-0.6%) did not affect the ongoing expansion fronts and did not de-
mobilize the economy. On the contrary, the response to the crisis sus-
tained the positive business outlook and allowed for a quick recovery 
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of the economy, with the labor market following the movement of the 
economic activity.

3. Economic Activity and the Labor Market

3.1. Demographic dynamics and economic growth

The rate of recovery of economic growth during the last decade 
was relatively low when compared with those of other emerging coun-
tries and even with that of Brazil in the accelerated expansion period 
(1930-1980). However, though smaller, the recent growth has had, 
on average, relevant impact on job and income generation, which was 
only made possible due to Brazil’s demographic dynamics.

The present growth phase, unlike the previous ones, took place 
with a yearly increase of the Brazilian population by 1.7%, while the 
workforce (the Economically Active Population – PEA) grew at an 
annual rate of 2.6%. Prospects for the coming decades are of a steady 
decline of these population growth rates, while the active to inactive 
age4 ratio is forecast to remain above 1 until the 2030s. Furthermore, 
the countryside-city migration process and across Brazilian regions 
subdued, with greater population retention by regions and a slower 
drop in the population in the countryside. For the present decade it is 
estimated that this population will remain stable at 30 million people 
(Brito, 2008).

4 Inactive population comprises those individuals aged 10-under or 65-plus. 
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Table 2 – Growth of Total Population and 
Workforce – Brazil, 1940-2030

In thousands

Total Population (TP) Workforce (PEA) PEA/TP

Total Urban Rural

1940 41,236 12,880 28,356 14,759 35.8

1950 51,944 18,783 33,162 17,117 33.0

1960 70,070 31,303 38,767 19,081 27.2

1970 93,139 52,085 41,054 29,557 31.7

1980 119,003 80,436 38,566 43,236 36.3

1991 146,825 110,991 35,834 58,456 39.8

2000 169,544 137,697 31,847 79,808 47.1

2010 199,992 170,017 29,974 102,888 51.4

2020 221,450 192,664 28,786 118,784 53.6

2030 238,326 209,872 28,455 132,559 55.6

Annual Growth Rates

1940-1950 2.3 3.8 1.6 1.5

1950-1960 3.0 5.2 1.6 1.1

1960-1970 2.9 5.2 0.6 4.5

1970-1980 2.5 4.4 -0.6 3.9

1980-1991 1.9 3.0 -0.7 3.1

1991-2000 1.6 2.4 -1.3 3.2

2000-2010 1.7 2.1 -0.6 2.6

2010-2020 1.0 1.3 -0.4 1.4

2020-2030 0.7 0.9 -0.1 1.1

Source: Demographic censuses, national statistics office IBGE, and CELADE/
ECLAC.
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The current Brazilian demographic dynamics allows for more sig-
nificant results even in the presence of relatively lower growth rates. 
According to Table 2, the 4.8% growth between 2003 and 2008 
prompted an annual increase in income per capita by 3.6%. Formerly, 
a growth rate this level would not have resulted in significant gain in 
income per capita.

Moreover, it is worth highlighting that the Northeastern Region, 
the less developed and with the most unfavorable social conditions, 
exhibited the highest income per capita growth rate of all Brazilian 
regions. This region’s relatively more significant performance reflects 
a growth pattern that is less concentrated in the Southeastern Region, 
thus potentially capable of dynamically encompassing the whole na-
tional territory. That is, there was a more regionally balanced growth 
process, with the power to provide dynamism to the labor market, 
which resulted in widespread gains for the Brazilian population re-
gardless of region of domicile.

3.2. The crisis and the labor market

The more balanced growth across regions was important to face 
the international crisis, insofar as a less regionally concentrated domes-
tic market dynamics facilitated job expansion and improved current 
income distribution across the population. This happened because, 
at the height of the crisis, investment and income policies sustained 
the domestic market and job generation, preventing a slowdown in 
productive activity for the national economy as a whole.

As pointed out earlier, lower output was limited to three quarters, 
while employment fell for three months only. In March 2009 the for-
mal labor market was once again positive, whereas the economy gave 
its first signs of output recovery in the second quarter of 2009.

The low impact of the international crisis is directly related to 
the favorable setting in terms of economic constraints, that is, stable 
public accounts, no foreign indebtedness, significant foreign reserves, 
positive trade balance, and near sufficiency in terms of oil needs, in 
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addition to the upholding of policies and the adoption of initiatives 
capable of underscoring the importance of the home market in a con-
text of a constrained international economy. The sectoral policies, in-
dustrial and farming, coupled with the social policies, the minimum 
wage, and cash transfers, started to play an even more important role 
in sustaining the economy, while initiatives to expand current credit 
and investments for the productive sector increased. The existence of 
important public banks made it possible for the government to quick-
ly broaden credit supply for the domestic market as well as for exports.

Graph 7 – Quarterly Rates of Gross Domestic 
Product, Formal Employment and Employment-

Output Elasticity – Brazil, 1996-2011

Source: Central Bank of Brazil.

Baseline: Average of year 2000 = 100.

The maintenance of income and credit, coupled with the ongo-
ing sectoral and social policies, was determinant for the limited drop 
in output and employment, besides feeding back into production, as 
happened in the third quarter of 2009, with positive outcomes for the 
labor market.

This result can be easily seen in Graph 7. Output for the third 
quarter of 2009 was the same as that of the same quarter of 2008. In 
contrast, the employment level reached in the second quarter of 2009 
was already the same as that of Q3:2008. The continuous expansion 
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of output caused an equal movement in the employment level, favor-
ing a reiteration of output-employment elasticity around one. That is, 
the virtuous production/employment/income cycle was quickly reac-
tivated, even in the face of an international economic context marked 
by exacerbated instability and huge restrictions to resume growth in 
the developed countries.

The positive results of output, employment and income in a con-
text of serious international crisis made of Brazil an example of eco-
nomic and social success during the 2008/2010 period. However, as 
we shall explore in this essay, the challenges to be faced in the present 
decade in terms of employment are still huge.

3.3. Economic dynamics, public 
institutions, and labor market

The analysis done so far indicates that Brazil, after two decades 
marked by great constraints, has re-established its capacity to grow 
and increase job generation, a scenario that had been largely discarded 
by scholarly inquiry and the international multilateral institutions.

The converging growth relation between output and employment 
should not be construed as spontaneous. It arose through the Nation’s 
capacity to leverage foreign stimuli in order to strengthen the do-
mestic market and production, as well as through implementation of 
sectoral, infrastructure, and social policies, tapping into the existing 
robust matrix of public and private institutions. Moreover, acknowl-
edging the importance of production and employment took center 
stage in public policy making, given their implications for income 
and the creation of a mass consumer market. 

In the transition to democracy, Brazil produced a new Federal 
Constitution, in effect since 1988, which provides for a broad in-
stitutional array of social and labor public policies, plus some funds 
that also strengthen the State’s investing capacity. The goal of the 
Workers’ Support Fund (Fundo de Amparo ao Trabalhador – FAT) 
is to fund workforce intermediation, continuous skills building, 
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and unemployment insurance, while its reserves are funneled to the 
BNDES to finance the industrial and infrastructure policy. Several 
social charges make up the budget of the Social Security, responsible 
for funding the universal health policy, social assistance actions, so-
cial security benefits, and noncontributory benefits, including cash 
transfer programs.

Graph 8 –  Open Unemployment Quarterly Average 
Rates, Metropolitan Regions – Brazil, 2002-2011

Source: Monthly Employment Survey, PME/IBGE.

This template of social and labor policies was made concrete by 
the decision of recovering the role of the State in driving growth. This 
strategy consolidated the policy for the appreciation of the minimum 
wage, first introduced in the mid-1990s, and assigned it a status of an 
income distribution policy, ensuring the evolution of the legal wage 
floor in line with the behavior of gross domestic product. Thus, job 
and income generation and increased domestic production became 
the goals of the policymaking by the government, which was virtu-
ous in taking advantage of the stimuli that the external vector pro-
duced on the Brazilian economy between 1999 and 2003. On the 
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other hand, the coupling of job growth and increased income, made 
possible by an appreciated minimum wage and public policies focused 
on shielding and assuring income, favored large swathes of the pop-
ulation, allowing them to increase and improve their consumption, a 
process that was magnified by a credit extension policy for those with 
the lowest incomes.

Graph 9 – Evolution of Real Minimum Wage (SMR) 
and the Relation between Minimum Wage (SM) 

and GDP Per Capita – Brazil, 1940-2009

Source: Ipeadata.

In short, priority was assigned to production, employment and cur-
rent income, and, as a consequence, growth became the government’s 
core policy strategy. Considering that the government was led by a 
former factory worker who had founded a party in order to defend the 
interests of the workers and had been running in elections for two de-
cades, we can say that it would be almost impossible for the themes of 
growth, employment, and income not to have taken a special place in 
public policymaking. In a certain way, the centrality of these themes 
became an imperative to sustain the government’s legitimacy. Thus, 
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for the first time ever Brazil got to know a government policy that 
had, and still has, social and labor policies as constituent and relevant 
elements of the growth and development strategy.

Faced with the impossibility of addressing in this essay all the 
points mentioned herein, we will focus on the minimum wage policy 
to illustrate the role of social and labor policies for the recent growth. 
Graph 9 shows the historical evolution of the minimum wage since its 
creation in the 1940s. In it we can see the erratic evolution of the legal 
wage floor until the mid-1990s, when the process for the progressive 
appreciation of the minimum wage began. Since 2007, a social agree-
ment, enacted into law in 2011, has set nominal increases for the min-
imum wage which are exactly the same as the GDP growth rate of the 
two previous years, inflation-adjusted for the last 12 months. That is, 
both the minimum wage, as an instrument for regulating the mini-
mum legal floor for the Brazilian labor market, and its actual evolu-
tion, as part of the country’s growth strategy, were institutionalized.

Contradicting a practice seen in similar situations experienced be-
fore, the government stressed the importance of the minimum wage 
appreciation policy in face of the emergence of the economic crisis, 
electing this public policy as one of the elements for the preservation 
of income, consumption and, therefore, of the national production in 
a context of international instability. In other words, the preservation 
of the population’s real current income was considered strategic to 
face the foreign crisis, thus rejecting the prescriptions advocated by 
the conservative thought.

4. Characteristics of the Recent 
Evolution of the Labor Market

4.1. Job generation and informal jobs

An important feature of the relation between growth and employ-
ment has been the reduction of unemployment, as well as a decrease 
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in the density of non-socially protected relations, generically termed 
the informal sector. As mentioned earlier, the smaller growth of the 
workforce, the Economically Active Population, became, in the last 
decade, a key driver of the drop in informality, especially when we 
consider the relatively low growth of the Brazilian economy.

Graph 10 –  Distribution of Working Population According 
to Pay and Social Protection – Brazil, 2001/2009

Source: National Household Sampling Survey, PNAD/IBGE. Microdados.

Nonetheless, the importance of growth to generate protected jobs 
and drive a decline in informality is unquestionable.5 Throughout the 
long period of economic instability experienced by Brazil, in the 1980s 
and 1990s, a vision has gained legitimacy that advocates that socially 
protected employment is unfeasible in a globalized world. The govern-
ments of the 1990s introduced changes designed to grant greater flex-
ibility to collective agreements and work relations, yet no sooner were 
they adopted than unemployment and informal labor grew.

The weakening of the capacity of public regulation over the labor 
market was reversed in the last decade. Several reasons account for 
this result. The first one stems from growth itself, which, boosted 
by exports, had bigger impacts on the large companies, which are a 
main source of protected or formal employment. Another is due to 

5 See Baltar (2011).
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the behavior of the labor protection institutions as a new government 
took over led by a former factory worker who started to demand great-
er compliance by these institutions with regard to the public norm. 
And a third reason is associated with the growth strategy, which 
included the strengthening of formal labor as adopted by this gov-
ernment. Hence, throughout the last decade, social actors, especially 
businesses, became gradually convinced that social protection con-
tributes to growth, rather than being a hurdle preventing it.

At the end of the last decade, socially protected work accounted for 
50% of total jobs or 2/3 of paid labor (Graph 10). Considering that 
public protection of labor is restricted to the salaried portion, we see 
that for every informal job there are three regularly hired workers, while 
in the beginning of the decade this relation was approximately one to 
one. In relation to non-paid employment, initiatives have been made 
aiming at their pay and protection. Through policies that guarantee 
and transfer income, agrarian and agricultural, great strides have been 
made to improve the working conditions of the non-paid jobs.

A more adequate understanding of the generation of formal jobs 
can be achieved by analyzing the profile of the new jobs created during 
the last decade. While only six out of ten jobs created were socially 
protected in the beginning of the decade, in 2009 fifteen out of every 
ten jobs created were protected by law (Graph 11). A quick look and 
we can notice the reversal of the job generation trend in the Brazilian 
labor market during the last decade, in addition to a formal job gener-
ation capacity that has a structuring effect on the labor market. As the 
formal labor market is established, there is a strengthening of public 
regulation, the minimum wage also as a relevant instrument thereof.
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Graph 11 – Number of New Legally Protected Jobs 
for Every 10 Jobs Created – Brazil, 2001-2009

Source: National Household Sampling Survey, PNAD/IBGE. Microdados.

4.2. The recovery of employment and labor incomes

The constitution of the Brazilian urban-industrial society, during 
the 20th century, was marked by the shaping of a labor market with 
a highly concentrated income structure and low wages (Salm et al., 
1989; Dedecca, 2005; Barbosa, 2008). The unfavorable track record 
of the minimum wage between 1940 and 1980 illustrates the uneven 
distribution of the fruits of the national industrialization process. By 
the end of a long development cycle, Brazil had one of the worst in-
come distributions among the developing nations.

The 1980s and 1990s were marked by economic instability, with 
rising unemployment and informality in the national labor market. 
In a context of exacerbated inflation and deteriorating working con-
ditions of the labor market, real labor income was systematically re-
duced. In the beginning of the last decade, labor income distribution 
as measured by the Gini coefficient was at 0.56 (Table 3), with labor 
income sharing about 43% of national income.
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Table 3 – Income Indicators (Main Job) – Brazil, 2001/2009

2001 2003 2005 2007 2009

Real Average Income

1° decile 26 26 33 41 41

2° decile 160 157 186 211 230

3° decile 290 265 300 398 392

4° decile 341 330 361 443 467

5° decile 434 409 453 523 553

6° decile 550 511 566 641 681

7° decile 703 647 697 778 824

8° decile 942 857 892 995 1065

9° decile 1462 1316 1388 1522 1642

10° decile 4258 3873 4152 4245 4563

Average 916 842 880 971 1016

Relative Indicators

10/12 26.7 24.7 22.4 20.2 19.8

5/total 2.1 2.1 1.9 1.9 1.8

Concentration Indices

Gini 0.56 0.55 0.54 0.53 0.52

Theil-T 0.65 0.62 0.62 0.59 0.56

Medium Income in Minimum Wages

1° decile 0.08 0.08 0.09 0.10 0.09

2° decile 0.52 0.49 0.52 0.50 0.49

3° decile 0.95 0.83 0.83 0.95 0.84

4° decile 1.12 1.03 1.00 1.05 1.00

5° decile 1.43 1.28 1.26 1.24 1.19
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2001 2003 2005 2007 2009

6° decile 1.81 1.59 1.57 1.52 1.47

7° decile 2.31 2.02 1.94 1.85 1.77

8° decile 3.09 2.67 2.48 2.36 2.29

9° decile 4.80 4.10 3.86 3.61 3.53

10° decile 13.98 12.08 11.55 10.08 9.81

Average 3.01 2.62 2.45 2.31 2.18
Source: National Household Sampling Survey, PNAD/IBGE. Microdados.

The history of labor in Brazil is inextricably associated with an 
unequal economic and social configuration that accounts for the high 
regional imbalances and high structural poverty.

The economic recovery of the last decade has features suggesting 
a disruption with the historical relation between development and 
inequality in Brazil. As can be seen in Graph 12, GDP expansion as 
from 2003 has been accompanied by the recovery of both the aver-
age labor income and mean wages, a trend that was not interrupted 
by the 2008 crisis. The former is associated with the behavior of the 
minimum wage, responsible for ensuring that benchmark wages rose 
at least at the same pace as the GDP. The latter stems from collective 
bargaining agreements providing for real wage increases. It is worth 
stressing that the strength of these determinants received a concurrent 
contribution from a one-figure inflation rate, a key factor in preserv-
ing the purchasing power of labor income.

A more adequate assessment of the recovery of labor income can 
be made by analyzing the results according to income strata through-
out the last decade. As can be noted, the first years of that period 
were marked by a deterioration of labor incomes, a trend reversed 
only in 2005. The reason for that negative behavior can be traced 
to the exacerbated economic instability imposed by foreign crisis be-
tween 1999 and 2003. The high current deficit produced before 1999 



58 Chapter 1 – Brazil

wound up in a crisis of the balance of payments, which was faced 
by adopting a restrictive economic policy that was agreed upon with 
the International Monetary Fund, which further compounded the 
precarious situation of the Brazilian labor market. The only positive 
initiative adopted by the government at that time was to maintain the 
minimum wage appreciation policy, which attenuated the widespread 
deterioration of the incomes from labor imposed by the unfavorable 
employment situation and by ascending inflation.

Graph 12  – Gross Domestic Product, Average 
Income, and Mean Wage – Brazil, 2001/2009

Source: National Accounts and National Household Sampling Survey, PNAD/
IBGE.

The recovery of labor incomes started only after 2005, coinciding 
with the economic recovery. This movement was marked by a wide-
spread rise in labor incomes across the various income strata, with 
impressive gains for the lower strata. Income gaps fell throughout the 
period, while the Gini coefficient dropped from 0.56 to 0.52. In spite 
of these positive results, labor income concentration was still high in 
2009, just as the distribution profile was characterized by very low 
income baselines.
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Also worth underscoring is the progressive concentration of in-
come around the minimum wage.6 In 2009, the income of the sixth 
stratum was lower than two minimum wages; that is, 2 out of every 3 
occupied Brazilians earned a monthly income of up to two minimum 
wages, which was equivalent to US$/PPP 1600.00.

Inequality and low income continue to be important character-
istics of the Brazilian labor market in the beginning of this decade. 
A point that is worth mentioning is the uninterrupted recovery of 
income and of its structure’s falling inequality on account of the inter-
national crisis. In short, the country, for the first time ever, was little 
affected by an international crisis and had the capacity to preserve 
employment and labor income, factors which were instrumental in 
sustaining the level of economic activity.7

4.3.  The dynamics of the economy and the 
current income of households

The recovery of the labor market, both in terms of formal em-
ployment and current income, was materialized in income gains for 
the households, which were also benefited by the policies designed to 
guarantee and transfer income. As in the labor market, the poorest 
households had the most significant gains, either due to the public 
policy or to the combined effect of job generation with higher labor 
income.

The recovery of employment prior to the recovery of income al-
lowed for higher household income starting in 2003 for the poorest 
families. But only in 2003 we can see a widespread recovery of house-
hold income for all strata. As in the labor market, there is a decline in 
the level of distribution concentration of household current income.

6 On the relation between the minimum wage and the income structure, see Sabóia 
(2010). 

7 Also see Cacciamali (2010).
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Due to the favorable evolution of the labor market during the crisis 
and the decision by the government to maintain the social policies 
that guaranteed and transferred income as a tool for facing a situation 
of foreign instability, we can see the trend remains of rising household 
income per capita between 2007 and 2009, as well as a decrease in the 
level of concentration of its distribution (Table 4).8

Table 4 – Indicators of Per Capita Household 
Income by Strata – Brazil, 2001/2009

2001 2003 2005 2007 2009

Real Average Per Capita Household Income Indices

1° decile 100.0 101.2 135.3 142.8 155.5

2° decile 100.0 103.7 128.4 144.8 163.2

3° decile 100.0 101.7 120.1 137.8 156.3

4° decile 100.0 100.1 116.4 133.7 150.7

5° decile 100.0 100.0 115.4 133.4 148.0

6° decile 100.0 101.3 113.8 131.9 145.4

7° decile 100.0 97.2 108.4 122.4 134.3

8° decile 100.0 96.4 106.0 118.2 127.9

9° decile 100.0 95,4 102.7 112.7 119.3

10° decile 100.0 93.0 99.3 104.9 109.0

Total 100.0 94.8 102.9 113.4 122.1

Concentration Indices

Gini 0.594 0.582 0.571 0.557 0.546

Theil-T 0.724 0.685 0.665 0.631 0.608

8  On the recent decline in current income distribution inequality in Brazil, see Salm 
(2007) and Dedecca (2007). 
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2001 2003 2005 2007 2009

Distribution of Overall Income

1° decile 0.4 0.5 0.7 0.7 0.6

2° decile 2.2 2.4 2.6 2.6 2.9

3° decile 3.1 3.3 3.6 3.6 3.8

4° decile 4.4 4.6 4.9 4.9 5.4

5° decile 5.2 5.9 6.2 6.2 6.8

6° decile 5.9 5.8 5.6 5.6 6.1

7° decile 8.7 8.3 8.5 8.5 9.0

8° decile 10.4 10.9 10.9 10.9 11.2

9° decile 16.9 16.6 16.2 16.2 15.4

10° decile 42.7 41.7 40.7 40.7 38.9

Total 100.0 100.0 100.0 100.0 100.0

Source: National Household Sampling Survey, PNAD/IBGE. Microdados.

The elevation of household income during the last decade eventu-
ally caused a decrease in the poverty level prevalent in the Brazilian 
society. While in the beginning of the decade poverty, as gauged in 
terms of current income earned by households and in accordance with 
a criterion set forth by ECLAC, reached households up in the fourth 
distribution stratum, in 2009 it affected mostly households in the two 
first strata. Considering that labor income accounts for, on average, ¾ 
of the households’ current income, we can see the significance of the 
reduction of economic inequality and poverty in the Brazilian society 
in the first decade of the century, a trend that was not affected by the 
international crisis.
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5. A Favorable Economic Setting to 
Face Huge Social Challenges

In the last decade, Brazil experienced some substantial changes in 
its economic and social outlook. From a beginning of decade marked 
by broad pessimism, society shifted to a context of favorable expecta-
tions at the end of the decade, and in spite of the international crisis.

The economic recovery was accompanied by high job-generating 
capacity, allowing for a decrease in unemployment and informal la-
bor, improved levels of income, and reduced economic inequality and 
poverty. In short, the economic and social conditions present in this 
beginning of decade are quite favorable for Brazil to take the path of 
development with job generation and greater social justice. The public 
and private institutions supporting this undertaking are met with a 
broad convergence of interests from the social actors. The economic 
and social agenda under way has broad political legitimacy.

The present economic and social conditions do not diminish the 
challenges posed to society to consolidate the development process 
with job generation and social justice. Rather and in spite of the im-
portance of and opportunity provided by these conditions, the eco-
nomic and social problems that Brazil has historically borne require 
great planning effort in order to produce a long-term strategy of 
changes in the productive structure, in the labor market, and in social 
protection. Should the international crisis persist, it should curtail the 
growth of the Brazilian economy in this beginning of decade and the 
accomplishment of a potential development strategy.

With these more general considerations, we may now present a list 
of relevant issues on employment and income that should be addressed 
by a development strategy that is able to boost the results achieved in 
the last decade and make it possible to continue to mitigate the effects 
of the international crisis on the Brazilian society.

The first issue to be focused concerns the need for coordinated in-
dustrial, agricultural, and labor policies. The dominance of low pay in 
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the Brazilian labor market also stems from the productive structure, 
marked by a broad range of low-productivity companies. Thus, it is 
critical that the industrial and agricultural policy may foster invest-
ment and technological clustering in combination with the enhance-
ment of the workforce’s skills and pay. This concern has been present 
in the initiatives by the BNDES, yet it is necessary to assign greater 
synergy and institutionality to the existing actions and programs.

This coordination between sectoral and labor policies is particu-
larly relevant for the farming sector, to which at least 15 million work-
ers are linked. The transformation of the rural labor market toward 
a configuration featuring greater skills and higher pay constitutes a 
decisive process to face the immense poverty present in the country-
side and in small towns.

Moreover, the coordination of the sectoral and labor policies should 
consider the need to broaden collective bargaining, thus ensuring 
more adequate and balanced conditions among social actors, which 
may be provided, for instance, by adopting an agenda of themes that 
are also shared by workers in the other industries. It is necessary that 
collective bargaining agreements address working conditions, but also 
that they come to be an arena for the definition of common conducts 
in terms of building the capacity and skills of the workforce and of 
transforming production.

Another important issue refers to the labor policy as a public system 
of employment that is capable of coordinating and implementing con-
tinuous skills/capacity building programs, workforce intermediation, 
and unemployment insurance. Since Brazil has a labor policy fund tar-
geting such actions and programs, it is decisive that there is synergy 
across these actions and programs by consolidating an integrated public 
system of employment, work, and income for the purpose of facilitating 
and increasing the workers’ access to the labor market.

The consolidation of a public system of employment, work, and in-
come must be coordinated with other labor policy actions, such as im-
proved environmental conditions, risk reduction, occupational therapy, 
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and moral harassment. That is, the present national agenda for decent 
work must be conducted in combination with the actions and programs 
of the public system of employment, work, and income. The expected 
gains this will bring should also benefit the sectoral policies.

Still with regard to the public system of employment, work, and 
income, it is also necessary to broaden and ascribe greater institution-
ality to actions and programs oriented to small businesses and family 
farming, either in terms of the managerial and technological capacity 
building of entrepreneurs or in terms of the development of distribu-
tion and sales, access to technology, and credit networks. Even if the 
steady dominance of formal labor persists in the labor market, Brazil 
will continue to have a considerable number of small businesses that 
need to progressively become legal.

Another kind of action that needs greater engagement with the 
public system of employment regards the establishment of greater eq-
uity between men and women and between blacks and whites in the 
labor market. The Brazilian government has two secretariats, with 
quasi-ministerial status, developing actions to reduce discrimination 
against sex and color. However, these actions are hardly coordinated 
with the labor policy, hence the need to promote coordinated actions.

As regards the youth, a program is under way by the name of 
Pró-Jovem that coordinates several federal government policies, con-
stituting an important, and fairly successful, initiative, yet still de-
serving of greater institutionality and coordination even with the ex-
isting labor policy.

An enhanced structuring of the sectoral and labor policies requires 
the development of the social policy. Brazil already has a complex 
social policy matrix comprising food and farming security, education, 
health, housing, social assistance, and social security actions and pro-
grams. An important part of these policies boasts a high coverage of 
the target population, the only major problem being related to the 
quality of the services delivered.
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From the point of view of labor, it is of critical importance that 
problems of quality of life be steadily overcome. Good working con-
ditions do not depend only on the configuration of the productive 
structure and on corporate protection of work, but also on adequate 
social services providing for quality of life for workers and adequate 
social conditions for them to join the labor market.

Concluding, Brazil is faced with good opportunities to achieve de-
velopment with job generation and social justice. Thus far the country 
has managed to weather the international crisis with competence. Yet, 
if the crisis escalates or if there is a long period of stagnation in the 
developed countries, this may reduce the levels of freedom of the Bra-
zilian economy, thus reducing the likelihood that the current growth 
model will continue. If the main constraints of the present crisis are 
dealt with fairly quickly and the international economy gets back on 
the expansion track, Brazil may take advantage of its good economic 
and social moment, provided it has the capacity to set a development 
strategy that will broaden the horizon of the present coordination of 
the sectoral, infrastructure, labor, and social policies.
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Chapter 2 – China

Rural-Urban Migrant Workers: 
Indispensable and Vulnerable  
in Labor Market of China

Cai Fang

1. Introduction

Unlike in the time of Asian financial crisis in the late 1990s, when 
urban workers, mostly the employees of the state-owned enterprises 
(SOEs), suffered the labor market shock the most, migrant workers 
from rural to urban sectors were the foremost victims of the global fi-
nancial crisis in 2008 and 2009, which severely hit the exporting sectors 
in the coastal areas. According to the official report, during the peri-
od of the Chinese Lunar New Year (late January) in 2009, 12 million 
migrant workers went home with the impact of the crisis. Since the 
migrant workers have families and contracted arable land in their home 
villages, such large scale layoff and exodus did not cause any visible ri-
ots. On the other hand, lacking unemployment insurance, employment 
assistance, and other social protection from the urban governments, 
and being unwanted surplus labor in agriculture, the returned migrant 
workers would have suffered unemployment, underemployment and 
income shrinkage if the situation had lasted long.

On the other hand, the crisis, together with tight macroeconomic 
policies initiated in the late 2007 aimed to tighten investment, hit real 
estate sectors severely, and in turn slowed down the growth of the sec-
tors such as construction, iron and steel, and construction materials. 
That caused also urban workers’ unemployment. As a measurement 
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of urban local workers’ unemployment status, the registered unemploy-
ment rate increased from 4.0 percent in 2007 to 4.2 percent in 2008 and 
4.3 percent in 2009. However, the registered unemployment only peaked 
to 4.3 percent, and the unemployment rate decreased quickly as the econ-
omy recovered in 2010. In fact, as is estimated (Du and Lu, 2011), the 
natural unemployment rate of urban China was 4.0-4.3 percent. Com-
paring the natural unemployment rate and the registered unemployment 
rate (Figure 1), we can conclude that the urban local workers did not 
suffer much from cyclical unemployment during the crisis.

Figure 1 – China’s Urban Registered 
Unemployment Rate, 2002-2011

Source: National Bureau of Statistics and Ministry of Human Resources and Social 
Security, China Labour Statistical Yearbook (various years), China Statistics Press.

There are two reasons explaining why the crisis hit the migrant 
workers more than urban local workers. One, as China has met its 
Lewis turning point – namely, there appears labor shortage as a result 
of the demographic transition and fast economic growth and thus 
employment expansion –, labor market has had strong demand for 
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labor and absorbed all employable urbanites except the structurally 
incapable. Two, since the last crisis in the late 1990s, the government 
has implemented a proactive employment policy package, which has 
built up a relatively strong safety net to secure and assist urban em-
ployment, while excluding migrant workers. As a result, any time 
when a shock comes, migrant workers become the first to be hurt in 
labor market, given their institutionalized status.

While the urban resident workers, mainly those who are at their 
40th and older, still face structural and frictional employment diffi-
culties, they are institutionally protected by labor market policies, 
social safety net, and local social welfare programs. Therefore, mi-
grant workers, who make up 34.9 percent of total urban employment 
(Figure 2), are vulnerable and excluded labor market participants and 
deserve a special examination, which is the task of this paper.

Figure 2 – Total Migrant Workers and 
Their Share in Urban Employment

Source: Calculated according to data from China Statistical Yearbook and Chi-
na Yearbook of Rural Household Survey.
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2. Migrant Workers’ Integration and Exclusion

What are migrant workers in the Chinese context? Migrant work-
ers refer to laborers whose home is based in rural areas and work place 
is beyond their home township. In 2010, the total number of such 
workers was 153 million, of which 96 percent migrated into cities. 
What distinguishes between migrant and urban local workers is their 
household registration status. The professed function of the Chinese 
household registration (or hukou) system, formed in the late 1950s, 
is to register population separately in rural and urban areas. Distin-
guishing the rural or urban birthplace determines the legitimate res-
idence of any Chinese citizen, which is identified by the hukou. The 
alteration of the hukou between rural and urban areas is conditional, 
and the criteria for such an alteration are terribly strict, constraining 
the rights of free migration for rural residents. The hukou was imple-
mented, typically and strictly, before and during the early period of 
Chinese reform.

In the past thirty years, overall economic reform has been accom-
panied by the reform of the hukou system to some extent, which is 
mainly manifested in the large scale and scope of labor mobility – the 
rural-to-urban migration particularly. The migrant workers have not 
only met the demand of urban sectors for labor, but also contributed 
to the rapid urbanization.

While the mass labor migration from rural to urban sectors has 
naturally reduced the degree of labor surplus in agriculture (Cai and 
Wang, 2008), and the demographic transition in China has reached 
the stage at which the growth rate of the working-age population is 
declining (Cai, 2010), the fast economic growth has continued to 
generate huge labor demand, leading to demand for labor exceeding 
supply. Since 2003, the difficulty in hiring migrant workers, or the 
labor shortage more generally, has become widespread and wages of 
migrant workers have significantly increased year by year. In addi-
tion, the wage rates of hired workers in agricultural sectors have also 
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improved (Figure 3), indicating the shrinkage of surplus labor in agri-
culture, the shortage of unskilled workers in urban areas, and ensuing 
wage increases in all sectors (Wang, 2010).

Figure 3 – Changes in Wages in Selected Sectors

Source: The wages of grain production workers were calculated according to 
data from China Rural Statistical Yearbook and Compilation of National Farm 
Product Cost-Income (various years). The wages of manufacturing and con-
struction workers were calculated according to data from China Labour Statis-
tical Yearbook (various years). The wages for migrant workers are from Statisti-
cal Reports of National Bureau of Statistics (NBS).

Note: The wages of workers in grain production is a weighted average of rice, 
wheat and corn.

In terms of income distribution, the wage increase for migrant work-
ers has led to a narrowing of the long-standing income gap between 
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rural and urban areas. Of course, due to the shortcomings of statistical 
systems, incomes earned by migrant households and by the members 
of rural households who left home for urban sectors for more than six 
months are, significantly, omitted from official household surveys. A 
survey conducted by the Institute of Population and Labour Economics 
at the Chinese Academy of Social Sciences found that such unreported 
income constituted some 40 per cent of the total. Taking this missing 
income into account, the actual income level of rural households is esti-
mated to be much higher, and the income gap between rural and urban 
households much smaller than what is officially reported. 

A number of surveys show that the rural-urban income gap has con-
tributed 40-60 per cent of the overall inequality among Chinese house-
holds when unpacking various inequality indices. The re-alignment of 
rural-urban income as a result of wage increases for unskilled migrant 
workers tends to reduce overall income inequality. As a result, domestic 
consumption will become a more important source of economic growth 
in the next Five-Year Plan period and beyond than it was in the past.

While the migrant workers’ wage converges with their urban coun-
terparts, such labor market has not been synchronously accompanied 
by equal treatment in social protection. The overwhelming reason is 
the remaining distinction of hukou identity between migrants and 
locals in cities.

As the Chinese urban residents were statistically defined as those 
who live in cities for 6 months and longer when the 5th National Cen-
sus was conducted in 2000, the migrant workers and their accom-
panied family members contribute a large part of incremental urban 
residents during the period. In 2009, the urbanization rate – the share 
of population living in cities for 6 months and longer was 46.6 per-
cent. Those migrants, however, when having migrated to the cities, 
do not obtain urban hukou status and therefore do not have equal 
access to social welfare as their counterparts with urban hukou do. 
The distinction in social treatments is made between and identified 
by agricultural hukou and non-agricultural hukou. In 2007, the share 
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of population with non-agricultural hukou, which all native urbanites 
hold, was 33 percent, 12 percentage points less than the statistical 
urbanization rate of the year (Figure 4).

Figure 4 – Statistical Urban Population vs. 
Non-Agricultural Hukou Population

Source: National Bureau of Statistics (various years), China Population and Em-
ployment Statistical Yearbook, China Statistics Press.

Living and working in cities without local hukou makes migrant 
workers not contributors but foreigners, because they are not entitled 
to access to many social protection programs. What follows we look 
into such an exclusion in details.

3. Institutionalized Vulnerability in Labor Market

3.1. Job insecurity

Although labor shortage and strong demand for migrant laborers 
have been widely seen in all Chinese cities, given the institutionalized 
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status of migrant workers, they are still vulnerable in labor market. 
According to the rural household data collected by the Research Cen-
ter of Rural Economy, Ministry of Agriculture, average working days 
per year in the non-agricultural sector have been growing since 2003 
except for a transient break during the global financial crisis. That is, 
even though the returned migrant workers due to factors related to 
the financial crisis before 2009 Spring Festival have returned to cities 
very shortly, with the recovery of the Chinese economy from the cri-
sis, and the labor shortage has reappeared and the labor market has 
since tightened, the actual days of migrants’ off-farm work in 2008 
and 2009 did fall down (Figure 5).

Figure 5 – Total Migrant Workers and 
Days of Off-Farm Work by Gender

Source: Cited from Wu and Zhang (2010).
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Conventional wisdom viewed rural-to-urban migration as a round 
trip movement following a repetitive come-and-go pattern, rather 
than of a permanent settlement (Todaro, 1969; Harris and Todaro, 
1970). The ways of agricultural production, however, have changed 
in response to the massive and unremitting outflow of laborers. Such 
outflow, given its large scale and steady growth, has accelerated agri-
cultural mechanization and modernization and has pushed a transfor-
mation of agricultural technological change from being of labor-use 
type to being of labor-save type. Since agriculture no longer has a pool 
of surplus labor force, migrant workers without urban hukou have 
been institutionalized as victims of cyclical unemployment.

3.2. Unequal entitlement of social protection

Taking into account the difference between statistical urbaniza-
tion rate and non-agricultural rate of population, many scholars and 
policy researchers assert that the hukou reform has not made notice-
able progress and the urbanization level has been overestimated (for 
example, see Chan, 2010; Chang, 2010). Those arguments are par-
tially correct, because whereas long-term migrant workers are counted 
as urban residents, they are still excluded from equitable entitlement 
to many kinds of public services provided by urban governments. For 
example, their participation rates of social insurance programs are 
significantly lower than local workers’ (Table 1), their children have 
difficulty to get enrolled in compulsory schooling, let alone to enter a 
higher school, and they are not entitled to minimum living standard 
guarantee programs in urban areas where they work. The exclusion 
of migrants from social protection makes them a vulnerable group in 
urban labor market.
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Table 1 – Coverage of Social Insurance Programs 
for Migrant and Local Workers (2009, %)

Basic 
pension

Basic 
health 
care

Unemploy-
ment

insurance

Work injury 
insurance

Maternity 
insurance

Urban 
workers

57.0 52.7 40.9 47.9 34.9

Migrant 
workers

9.8 13.1 3.7 24.1 2.0

Source: NBS (2010); Sheng (2009).

When urban enterprises encountered difficulties, migrant workers 
were the first group of employees to be affected. Therefore, while be-
ing vulnerable in job and wage security and weakly covered by social 
safety nets, they also suffer the worst labor relations. According to 
a survey in 2009 (Ru et al., 2009), labor dispute cases accepted and 
heard by courts increased by 30 percent in the country as a whole and 
by 40 to 150 percent in coastal provinces. Migrant workers became 
the dominant accusers of those cases ranging from wage arrears to 
social security entitlements. This indicates the existence of social risks 
caused by employment and income insecurity, on the one hand, and 
the urgent need for revising the conventional mode of regulating la-
bor market, on the other.

3.3. Income inequality

The existence of the hukou, which prevents migrant workers from 
getting equal treatment and permanent settlement in urban areas, 
still serves as an institutional barrier deterring complete transforma-
tion of rural surplus labor, and therefore it has maintained the income 
gap between rural and urban areas (Figure 6). It is commonly agreed 
that rural-urban income gap contributes 40 to 60 percent of overall 
inequality of per capita income among Chinese residents (Gustafsson 
and Li, 2001; Kanbur and Zhang, 2004; Wan, 2007). That is, the 
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existence of income gap between rural and urban areas is greatly re-
sponsible for the high Gini coefficient, which is believed to be as high 
as 0.47 in recent years.

Figure 6 – Increases and Differentials in Income 
between Rural and Urban Households

Even when they enter the urban labor market, migrant workers, 
generally speaking, earn less than their local counterparts because of 
two facts. First, it is difficult for them to enter “formal sectors” such 
as government offices and State-owned enterprises. They can only 
enter non-State-owned, informal sectors, or self-employment for un-
skilled labor (Solinger, 1999). Secondly, when they enter the formal 
sectors by chance, they are paid less and enjoy fewer benefits than 
their urban counterparts (Wang and Zuo, 1999). Not only do mi-
grant workers earn 20 percent lower wages than local workers, they 



78 Chapter 2 – China

also obtain little in terms of housing, medical insurance and pension 
(Knight, Song and Jia, 1999).

Table 2 – Difference on Hourly Wages and 
Working Hours per Month between Migrant 

Workers and Urban Local Workers

Migrant workers Urban local workers

Difference
(U-M)/(M)*100

Hourly 
wages

Mean
(M)

Standard 
Deviation

Mean
(U)

Standard 
Deviation

2001 3.42 3.15 5.66 4.36 65.50

2005 4.65 4.51 7.00 6.58 50.54

2010 10.65 11.74 12.76 13.88 19.81

Difference
(M-U)/(U)*100

Working 
hours per 
month

Mean
(M)

Standard 
Deviation

Mean
(U)

Standard 
Deviation

2001 266 83 184 45 44.57

2005 249 77 191 49 30.37

2010 220 60 186 39 18.28
Source: Calculated from CULS2001, CULS2005 and CULS2010.

Note: The self-employed workers are excluded from the analysis.

Table 2 reports difference on hourly wages and working hours per 
month between migrant workers and urban local workers aged 16 to 
60. From 2001 to 2010, working hours per month for migrant work-
ers have been decreasing rapidly and working hours per month for 
urban local workers have not changed much. For migrant workers, 
working hours per month were 266 hours in 2001 and they decreased 
to 249 hours in 2005 and further fell to 220 hours in 2010. Com-
pared with urban local workers, the number of working hours per 
month of migrant workers was more in each year. The gap of work-
ing hours between migrant workers and urban local workers has kept 
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falling from 2001 to 2010. In 2001, the number of working hours 
of migrant workers was more than that of urban local workers by 45 
percent. This percent fell to 30 percent in 2005 and 18 percent in 
2010, respectively.

4. What Research Agenda and Policy Priority?

4.1. The hukou system reform

Now that the existing exclusiveness of urban public services provi-
sion is rooted in the hukou system, the extension of those provisions to 
migrant workers should logically initiate from the hukou system reform. 
Because many of the municipalities have little financial capability to 
cover all migrants with equal provision of public services, such as so-
cial security, migrant children’s compulsory education and entrance of 
higher education and subsidised housing, while there have been some 
initiatives of hukou reform in some cities, they have not yet made sig-
nificant breakthroughs. However, the hukou system is significant only 
because of its affiliation with various urban public services that favor 
residents with local hukou identity. Under the circumstance of labor 
shortage, in pursuit of attracting and keeping migrant workers, devel-
opmental local governments will change their function to focus more 
on equal public services provision. When non-hukou migrant workers 
and their accompanied families can enjoy more equal rights to urban 
basic public services, the hukou per se becomes less meaningful. That is, 
the actual hukou reform can be embodied in the process of transform-
ing farmers-turned laborers into migrants-turned residents.

Compared with other developing countries and transition coun-
tries, the hukou system is unique in China. China’s development of 
a dual economy has therefore been characterised by transforming 
farmers into urban workers without entitlement to public services, 
particularly the access to social protection, which has driven the fast-
est urbanisation with Chinese characteristics. As the Lewis turning 
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point brings about labor shortage, a new round of urbanisation with 
Chinese characteristics will be shifted to transform migrant work-
ers to entitled residents. If it can be said that China’s development 
of a dual economy has created the largest farmers-turned migrant 
workers in human history, it can be expected to create the largest 
migrants-turned urban residents in the world in the next two decades.

4.2. Building labor market institutions

Although a meeting between the Lewis turning point and a lagged 
Kuznets turning point can be expected by theory and was confirmed 
by the experiences in some countries, the improvement of the income 
distribution is not as spontaneous as the arrival of the Lewis turn-
ing point, but instead is conditional on institutional arrangements in 
both domains of primary distribution and redistribution. The advent 
of the Lewis turning point changes the relationship between demand 
for and supply of labor market institutions, giving rise to public poli-
cies that are favorable toward ordinary workers and low-income fam-
ilies in the labor market. 

As laborers, especially the migrant workers in the Chinese case, 
they face more employment opportunities, and they actually obtain 
the power to “exit” or the rights to “vote with their feet”. How they 
use such a power depends on what jobs they currently hold. For ex-
ample, they may simply choose to quit if they are not satisfied with 
a job in a small, futureless enterprise, since they now have plentiful 
outside options for employment. Also, they are more likely to take 
actions to voice their concerns in front of employers, such as filing 
complaints, engaging in collective bargaining, and even organizing 
strikes in order to seek higher pay and better working conditions, if 
they are dissatisfied with their current status but reluctant to leave the 
firms. In recent years, particularly after 2008, when the Chinese labor 
laws were updated, labor disputes have intensified. This is not a sign 
of worsening labor relations, but an indication of stronger demand for 
labor market institutions.
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After their economies arrived at the Lewis turning point, Japan 
and Korea used different approaches to deal with the increased de-
mand for higher wages. When Japan arrived at its turning point 
around 1960 (Minami, 1968), the government seriously responded 
to labor disputes by playing an active role in collective bargaining 
and helped form harmonious labor relations. As a result, the income 
distribution quickly improved after the arrival of the Lewis turning 
point, and Japan became the country with the least income inequal-
ity (see Minami, 1998; Moriguchi and Saez, 2008). In Korea, on the 
other hand, when it arrived at its turning point around 1970, the role 
of trade unions was still restricted by the government and workers 
did not feel satisfied with their wages. The consequence was not only 
a slower improvement of its income distribution compared to that 
of Japan’s, but also a disastrous political cost, namely, more than a 
decade long collapse of social cohesion (see Freeman, 1993). In short, 
the time lag between the Lewis turning point and Kuznets turning 
point was much longer in Korea than in Japan, because of different 
approaches in building labor market institutions.

4.3. Inclusive social security programs

The general concerns about including migrant workers in the ur-
ban social security system have been threefold. First of all, the au-
thority has been long concerned with the burden of migrants’ partic-
ipation on the affordability of social security funds. Secondly, as for 
the migrant workers’ and employers’ incentives to participate in the 
programs, the fact that all the social security schemes are not portable 
and transferable across regions has deterred the migrant workers’ and 
their employers’ willingness to participate, since migrant workers’ em-
ployment is not stable. Thirdly, the high contribution rates required 
have reduced the affordability of migrants and hence the incentives 
for employers to participate. 

We now examine the increasingly mellowed conditions for an in-
clusive basic pension system. The current basic pension system for 
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urban enterprises consists of two parts – social pooling and individual 
accounts. The system was formed in 1997 and it has long mixed up 
the pooling and individual accounts, because the inadequacy of the 
social pooling was required to be filled by individual account col-
lection. That caused a problem of empty individual accounts, and 
the system is indeed a pay-as-you-go type with only a nominal ful-
ly-funded component. The inadequacy problem of the social pool-
ing accounts is twofold. First, a huge historic debt was accumulated 
during the pre-reform period, during which there was no accumula-
tion for workers’ pension funds, since the state guaranteed retirement 
support for all state-owned enterprises’ employees who overwhelm-
ingly dominated urban employment. Second, the dependence ratio 
has increased since the reform initiated and is expected to grow over 
time, according to demographic predictions (United Nations, 2009).

There have been, however, some significant changes in the system 
during the past years. First, many of the “middle men” (those who 
had not yet retired in 1997) became retired and well supported by 
the social pooling pension, together with the “old men” (those re-
tired before 1997). That is, a large portion of historic debt has been 
raveled out as time passes by. Second, as the pilot program for basic 
pension system reform aiming at substantiating individual accounts 
in Liaoning province has been completed and extended to 11 more 
provinces, individual accounts have accumulated to a certain level, 
which is reflected in a positive balance of more than 700 billion yuan 
in the revenues and expenditures of the basic pension fund. Thirdly, 
migrant workers, whose ages are concentrated between 20 and 30, 
became widely engaged in urban sectors, which significantly reduces 
the dependence ratio of the retired to working population – namely, 
migrant workers not only contribute to social pooling but also build a 
full individual account if they can be included. With all these chang-
es reflecting positive improvements in the basic urban pension sys-
tem, when a fuller inclusion of migrant workers in the system can be 
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reached, the financial difficulties of the system will not be aggravated 
but substantially eased (Cai and Meng, 2004).

The lack of portability has been the decisive constraint on migrant 
workers’ incentives in participating in the basic pension system. The 
basic pension fund was not built at the provincial level in 19 provinces 
and it was not even at the municipal level in some regions until 2007. 
The low levels of social pooling have restricted the portability of basic 
pensions and prevented highly mobile migrant workers from transfer-
ring their pension contributions. As a result, when a migrant worker 
changes his work place, he has to surrender his pension contribution; 
and when labor market shocks happen, a mass of migrant workers re-
treat from the program. Given that only the individual accumulation 
but not the pooled contribution is refundable, both migrant workers 
and their employers tend not to participate beforehand. 

In order to tackle this problem, the central government has recent-
ly issued Interim Measures on the Transfer of Continuation of Basic Pen-
sion for Urban Enterprises Employees, which stipulates that all workers 
who participate in the basic pension program, when migrating across 
provincial boundaries, will be guaranteed a transfer of both their in-
dividual and pooling accounts to their new work place. This new 
regulation provides institutionally-guaranteed portability for migrant 
workers’ pension entitlements.

A small fraction of migrant workers have so far participated in 
the unemployment insurance program. While the Employment Con-
tract Law put into effect in 2008 requires employers to sign contracts 
with migrant workers so that the latter can be included in various 
social security programs, government departments holding on to the 
Todaro dogma, and hence considering migrant workers as a highly 
mobile group of laborers, have not had a strong incentive to enforce 
this regulation. That is, the authorities expect that such high mobility 
might cause circumstances in which migrant workers contribute less 
to and benefit more from the program. As was said before, the Todaro 
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dogma is preventing an accurate understanding of migrant workers’ 
actual status in the labor market.

The current unemployment insurance program requires a min-
imum contribution period of one year and warrants a time period 
of benefiting from one to two years. Migrant workers’ employment 
features are not incompatible with this regulation’s framework. Ac-
cording to a recent survey (Zhang et al., 2009), only those migrant 
workers who entered cities for less than one year, which account for 
11 percent of all samples, changed their jobs and cities within a year. 
All others, who migrated out of rural areas for more than one year, 
changed jobs and cities of working less than once within a year. And 
the longer they migrated to cities, the less frequently they changed 
their jobs and cities where they work (Table 3). Furthermore, migrant 
workers usually accept low reservation wages and less satisfying jobs, 
so they take less time to find a new job once encountering unemploy-
ment. In conclusion, the labor market status of migrant workers can 
perfectly meet the requirements of the minimum time of contributing 
and the warranted time of benefiting.

Table 3 – Duration of Migrating Work and 
Mobility of Migrant Workers (Numbers, %) 

Years 
Effectual  
numbers of  
persons surveyed

Proportion 
in total

Numbers of  
annual job  
change

Numbers of  
annual city  
change

-1 362 11 4.00 3.89

1-3 658 20 0.87 0.76

3-5 454 14 0.50 0.42

5-8 475 15 0.34 0.27

8+ 1268 39 0.18 0.14

Total 3217 100 0.82 0.75

Source: Zhang et al. (2009).
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Since 2003, the revenue of the unemployment insurance fund 
has significantly outweighed the expenditure of the fund, so that the 
balance was accumulated to 128.8 billion yuan by 2008, which was 
five times the total expenditure of the year. As a pay-as-you-go type, 
a consecutive excess of revenue over expenditure is not necessarily 
advisable, particularly when a huge amount of surplus has been ac-
cumulated. It is such an overrun that causes a dissymmetry between 
the contributions and benefits of potential participants and reduces 
the incentive of participation. Therefore, it is feasible to adjust the 
contribution rate of unemployment insurance in order to enhance in-
centives to participate and to expand the coverage of the program. 
This is an example of strengthening the levels of social protection for 
migrant workers.

In fact, as long as local governments began recognising the needs 
of increasing social protection to increasingly scarce laborers, the local 
government authorities of labor and social security tend to flexibly ad-
just the contribution rates of various social security programs, which 
are legally supposed to be adjusted by the central government. During 
the time of tackling the financial crisis, the central government intro-
duced a series of employment support policies, which allow qualified 
enterprises to postpone their payments of social security contributions 
and reduce workers’ contributions to social security funds. Taking 
advantage of the temporary flexibility, local governments in some re-
gions, especially in those where labor shortages had been strongly felt 
before the financial crisis occurred, increased the social security cov-
erage of migrant workers by debasing the contribution rates during 
the period.

Moreover, one can observe a host of phenomena that had rarely 
happened before the shortage of ordinary laborers became widespread 
all over the country. First, local governments in labor-migration desti-
nations have tried to establish formal coordination mechanisms with 
their counterparts in labor-sending regions in order to help local en-
terprises secure a stable supply of labor. Secondly, some municipal 
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governments have relaxed criteria – size of purchased housing, years 
of an employment contract, and accumulative years of contributing 
to social security programs – for migrants to obtain urban hukou. All 
these efforts made mainly by local governments indicate an incentive 
compatibility in people-centered urbanisation.
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Chapter 3 – India

Labour and Employment in a 
Fast Growing Country: Issues of 
Employment and Inclusiveness

T.S. Papola & Alakh N. Sharma

1. Introduction

India has witnessed a rapid and accelerated GDP growth rate 
during the last three decades since the beginning of the 1980s, more 
so since the early 1990s, when the major economic reforms both in 
domestic and external sectors were initiated. During the three de-
cades prior to the high growth period, 1950-80, India had grown 
at around 3 percent per annum. With a population growth of 2.5 
percent, there was only a very small increase in the per capita income 
during this period. On the other hand, during the three decades of 
the high growth period, 1981-2011, the average GDP growth rate was 
close to 6 percent, and during the period 1991-2011 it was close to 7 
percent. With a population growth rate below 2 percent per annum, it 
resulted in a substantial rise in per capita income. In fact, during the 
first decade of the 21st century, the trend growth rate further acceler-
ated to 8.5-9 percent per annum. The average GDP growth between 
2004-05 and 2009-10 was close to 9 percent, with per capita income 
growing at around 7.2 percent per annum. India was to be one of the 
fastest growing economies of the world, next only to China.

Along with the high GDP growth rate, the Indian economy has 
been more and more globally integrated during the past three de-
cades. India’s external trade, i.e. exports plus imports, as a proportion 
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of GDP has vastly increased, from less than 19 percent in 1997-78 to 
around 40 percent in recent years. Both financial integration with 
the world and trade globalization have been rapid. The ratio of total 
external transactions to GDP has also more than doubled, going from 
around 47 percent to nearly 120 percent in the same period. The last 
decade has also witnessed the country’s foreign exchange reserves in-
crease to over US$ 300 billion (Malhotra, 2012, p. xxv).

A remarkable feature of India’s growth history is its resilience. It 
has been able to withstand both the internal and external shocks to 
a large extent. The country has been witnessing at regular intervals 
calamities like droughts and floods. Earlier they used to have signif-
icant macroeconomic impacts, particularly on GDP and inflationary 
trend. However, over the years their impact has been much smaller. 
Similarly, although the global financial crisis of 2008 had its adverse 
impacts on the Indian economy as well, the country was able to ab-
sorb them significantly. Immediately after the crisis, several of the ex-
port sectors such as garments, gems and jewellery, engineering goods, 
IT and BPO, etc. witnessed significant decline, adversely affecting 
the workers employed in them. The GDP growth rate declined to 6.7 
percent during 2008-09 from 9.3% during 2007-08 because of the 
global financial crisis. But the economy quickly reverted back to a 
high growth path and GDP growth during 2009-10 was 8.4 percent. 
With several fiscal measures and stimulus packages, no significant 
adverse effect was witnessed in livelihoods. In fact, it is the second 
global financial crisis – the euro zone crisis, which in combination 
with the several domestic constraints has impacted the Indian econo-
my more severely than the first one. With a high fiscal deficit, decline 
in exports, increased currency volatility with a sharp depreciation of 
the Rupee vis-à-vis the US dollar and a high inflation rate close to 
double digit, the GDP growth rate is estimated to have declined to 6.9 
percent during 2011-12 from 8.4 percent during 2010-11 (the growth 
rate is estimated to be further lower to around 6 percent during the 
first six months of the year 2012-13). It is primarily the sharp decline 
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in the growth of industrial sector to below 4 percent in 2011-12 from 
above 7 percent during 2010-11. Several fiscal and monetary along 
with economic reforms measures including liberalization of FDI in 
retail trade and aviation, cut in fuel subsidies, etc. have been initiated 
to withstand the crisis. The crisis has certainly impacted the capacity 
of the state to initiate and strengthen the several measures of poverty 
reduction and increased the population well-being. However, as in 
most parts of the world, this second slowdown has come so quickly 
on the heels of the previous one that the latitude that the country 
has in terms of fiscal and monetary policy is more limited and there 
is need for being more innovative in terms of policy (Government of 
India, 2012, p. 3). In spite of the pessimistic notes by several experts 
both from India and outside, there is rather optimism on the part of 
the Government of India with regard to growth outlook and price 
stability. According to the government’s 2011-12 economic survey, the 
weaknesses in economic activity have bottomed out and a gradual 
upswing is imminent (ibid., p. 1).

Notwithstanding the current growth and other macroeconomic 
scenario, it is widely believed that the three decades of rapid growth 
have not transformed the labour market and employment conditions 
in the country. The improvements in employment conditions have 
been rather modest and the traditional low productive employment 
remains overwhelmingly dominant in the economy. All indicators 
show that the disparities and inequalities, both across regions and 
groups, have widened. The growth process has not been inclusive and 
a significant proportion of the population has not benefitted from 
the growth process to a large extent. Thus, there has been rather a 
disconnect between growth on the one hand and labour markets and 
employment on the other hand.
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2. Some Characteristics of the 
Indian Labour Market

India’s 520 million workers account for about one-sixth of the 
world’s total workforce. In terms of size, it is next only to China, 
which accounts for nearly one-fourth of the world’s workforce. India 
has rather a low proportion of workers to total population, mainly due 
to low participation of women in work. It has a very low sex ratio in 
its labour force around 28 percent, as compared to 40 percent in the 
world. Most of the workers have very low education and skill levels 
– only about 52 percent of the workers are educated, as compared to 
77 percent in the world as a whole. The average schooling years of 
the workers is abysmally low – about 4 years, as against 6.5 years at 
global level.

Another important feature of the Indian workforce is that agri-
culture still accounts for about 53 percent of the total workforce, the 
average for the world being only one-third. As in the most developing 
countries, the open rate of unemployment is quite low. It is around 
2.5 percent on the basis of the Usual Principal and Subsidiary Status 
(UPS) measure.1 Even using the most comprehensive measure of un-
employment, current daily status (CDS), which takes into account 
the work performed on a daily basis, the rate of unemployment goes 
up to only around 8 percent. On the other hand, the level of poverty 
is very high. As per the latest official estimates, the proportion of poor 
in the country is around 36 percent. This obviously means that a large 
proportion of the workers are poor and, as such, poverty, not unem-
ployment, is the main problem. This is typical of a labour surplus 
developing economy where most people are engaged in subsistence 
activities and unemployment is rather a luxury. With about half of 
the workers engaged as self-employed, they share whatever work is 
available, leading to acute underemployment and poverty. It is not 
surprising that the incidence of poverty was much higher among em-
ployed (39 percent) as compared to unemployed (27.7 percent) during 
2004-05. Consequently, the unemployed were mostly educated as 
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they could afford to get support from their families. During 2004-
05, the average schooling years of the unemployed was 8.8, whereas 
in the case of the employed it was just half of this (4.4 years). Thus, as 
a whole, the unemployed are younger, better educated and economi-
cally better off than the employed, on an average.

In such a situation, a standard definition of employment and un-
employment may not be appropriate to capture all the dimensions of 
the labour market in India. It will be better to see a dualism in the 
labour market, with one large part a largely subsistence economy and 
the other a modern one. The former is what is called unorganized sec-
tor, and the latter, organized sector. In the unorganized sector, consist-
ing of both agriculture and non-agriculture, productivity is low and 
jobs are irregular. More than half of the workers are self-employed 
and about one-third are casual wage workers, working on a daily wage 
basis. A small proportion of workers are full-time regular workers, but 
their earnings are also low. This sector is extremely heterogeneous, 
comprising big cultivators and an increasing number of professionals 
with high earnings on the one hand and petty producers, small and 
marginal farmers, hawkers, etc. on the other hand. A part of the sec-
tor is linked to the organized sector and is more dynamic than the 
rest. Notwithstanding this heterogeneity, around three-fourth of the 
unorganized sector workers are poor. The workers in this sector have 
neither government regulations nor collective bargaining.

On the other hand, employment in the organized sector carries the 
benefits of social security and other non-wage benefits. Jobs are reg-
ular and wages/salaries are determined by collective bargaining and 
government regulations. Consequently, wage/salary in this sector is 
much higher than in the unorganized sector.

The broad features of the structure of employment prevailing in 
India are provided in Table 1. As can be seen, regular wage employ-
ment constitutes less than one-fifth of the total employment. More-
over, more than half of the regular wage employment is informal, 
either in the organized sector or in the unorganized sector. A little 
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over one-third of the workers are casual workers and close to half are 
self-employed. 86 percent of the employment is in the unorganized 
sector and only 14 percent in the organized sector, which employs 
about 40 percent of informal workers (usual, contract etc.). Thus, the 
Indian labour market is highly dualistic in nature and this dualism 
has sharpened over time, more so during the high growth period. Sev-
eral features of the labour market are in line with the country’s GDP 
growth rate of 8 to 9 percent, the 6.5 to 7.5 percent annual growth in 
per capita income and aspirations and prospects of becoming a major 
global economic power in not too far distant a future!

Table 1 – Structure of Employment, 1983-2009/10

(Persons in age group 15-59 years)

Share (%) in total 
employment of:

1983 1993/94 1999/00 2004/05 2009/10

Regular wage 
employment

16.1 15.7 16.1 16.5 17.7

 Regular formal 10.2 9.3 6.9 6.7 7.4

 Regular informal 5.9 6.4 9.2 9.8 10.3

Casual wage 
employment

31.6 34.3 35.4 31.1 34.9

Self-employment 52.3 50.0 48.5 52.4 47.4

Casual and self 
employment

83.9 84.3 83.9 83.5 82.3

Organized sector 13.6 12.4 11.6 10.9 14.2

Unorganized 
sector

86.4 87.6 88.4 89.1 85.8

Source: Calculated by Ajit Ghose at IHD from the various NSSO surveys.
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3. Trend and Pattern of Employment Growth

Aggregate employment has grown at an average annual rate of 2 
percent in India during the past four decades since 1972-73. In itself 
this could be regarded as a significant record, as such an employment 
growth has not been recorded by many countries historically or in 
recent periods. However, as mentioned in the earlier section, a large 
part of this growth of employment simply indicates growth in labour 
force. The growth of organized sector employment and of formal em-
ployment in the organized sector is rather a good indicator of growth 
of quality employment. Of course, the rise in productivity and earn-
ings of workers in the unorganized sector also denotes improvement 
in the employment conditions. Employment growth in recent years 
has, however, not been characterized by these features.

Notwithstanding the quantitative expansion in employment 
growth, there are a few disconcerting features of employment 
growth in recent years. First, employment growth has decelerated. 
Second, the employment content of growth has shown a decline. 
Third, sectors with higher employment potential have registered 
relatively slower growth. Fourth, agriculture, despite a sharp decline 
in its importance in gross domestic product, continues to be the 
largest employer, as the non-agricultural sectors have not generated 
enough employment to affect a shift of workforce. Fifth, most of 
the employment growth has been contributed by the unorganized, 
informal sector, which is characterized by poor incomes and con-
ditions of work. And, sixth, employment growth in the organized 
sector, which seems to have picked up in recent years, has been 
mostly in the categories of casual and contract labour.
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3.1. Growth in employment, GDP and 
employment elasticity

Although the long-term employment growth over the period of 
about four decades, as noted earlier, has been around 2 percent per 
annum, it has seen a declining trend from one decade to another: it 
was 2.44 percent during 1972-73/1983, 2.02 percent during the next 
ten-year period and 1.84 percent during 1993-94/2004-05 (Table 2). 
In between these decadal periods, some fluctuations were noted in 
shorter periods of five years. Of these, a sharp rise in employment 
growth during 2000-2005 to 2.81 percent over 1.00 percent during 
1993-94/2004-05 is most striking. The most favourable interpreta-
tion of this upturn in employment growth in the post-2000 period 
is that the teething troubles of the economic reforms which led to 
slow growth of employment initially were over by 2000 and global-
ization started having its beneficial effect on employment with the 
start of the millennium. The fact that GDP growth was no better 
— was, in fact lower — during 2000-2005 than during 1994-2000, 
that most employment growth recorded during the later period was 
in the informal sector, of which a large part was self-employment in 
agriculture, and that organized sector employment, in fact, saw an 
absolute decline, however, raises doubts about the high employment 
growth during 2000-05 being demand-led and productive. A virtual 
stagnation in employment during 2004-05/2009-10, as revealed by 
the latest round of NSSO survey casts further doubt on the veracity 
of the 2004-05 estimates. This has been largely due to a sharp fall in 
the women work force participation rate due to increase in schooling 
etc. This period has also seen a significant increase in the organized 
sector employment relative to the unorganized sector.

The long-term trend of a decline in the rate of employment 
growth is, however, a fact that cannot be ignored. What is partic-
ularly intriguing is that this decline has accompanied acceleration 
in the rate of economic growth. Thus, when GDP grew at 4.7 per-
cent per annum during 1972-73 to 1983, employment growth was 
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2.4 percent; GDP growth increased to 5 percent; but employment 
growth declined to 2.0 percent during 1983/1993-94; during 1993-
94/2004-05, GDP growth accelerated to 6.3 percent, but employ-
ment growth further declined to 1.8 percent; and during 2004-
05/2009-10, when GDP growth was as high as 9 percent, employ-
ment grew at an insignificant rate of 0.22 percent! The declining 
trend in the employment content of growth is quite clearly seen in 
terms of the values of employment elasticity (ratio of employment 
growth to growth in value added) in Table 2. It was 0.52 during 
1972-73/1983, declined to 0.41 in the next ten-year period and fur-
ther to 0.29 during 1993-94/2004/05. During 2004-05/2009-10, it 
declined to almost zero.

The employment growth rates have of course varied across 
various sectors and activities. In the secondary sector, con-
sisting of mining, manufacturing, electricity, water and gas, and 
construct ion, the growth has been relatively high, in fact the 
highest among the three sectors, during the long period, 1972-73 
to 2009-10. It has declined over the period with some fluctuations 
over the shorter periods, but has shown a significant increase during 
1994-2005. Even during 2004-05/2009-10, when overall employ-
ment virtually stagnated, it g rew at around 3.5 percent in the sec-
ondary sector. Employment growth in the tertiary or services sector 
has also been relatively high, but has consistently declined over the 
three periods of 10 years each since 1972-73. Employment growth 
in the primary sector, as expected, has been the lowest and seen the 
sharpest decline. It has, in fact, turned negative in recent years. Slow 
and declining growth of employment in agriculture is a result both 
of a slow and declining GDP growth rate and a decline in employ-
ment elasticity. In the secondary sector, a high employment growth 
despite moderate rates of GDP growth has been possible due to 
relatively high and rising employment elasticity. But in the tertiary 
sector, even a high GDP growth has not been able to maintain a 
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high growth in employment due to a steep decline in employment 
elasticity.

Within the secondary or industry sector, construction experi-
enced a relatively high and increasing rate of employment growth; it 
was as high as over 7 percent during 1994-2005, almost similar to its 
GDP growth. It has recorded 11 percent employment growth during 
the 2004-05/2009-10, when total employment virtually stagnated. 
Employment growth in manufacturing has also been moderately 
high, and, after declining during 1983/1993-94 over the earlier ten-
year period, it registered an increase in the next period, 1994-2005. 
But it experienced a decline during 2004-05/2009-10. Employment 
elasticity in manufacturing has been relatively high except during 
2005-2010, when it, in fact, was negative.

In the services sector, trade and transport have shown the best 
employment performance, both registering a growth of over 5 per-
cent during 1994-2005, after having seen a decline in growth rate, 
sharper in transport than in trade, during 1983-94, over 1973-83. Fi-
nancial services, however, recorded the highest increase in employ-
ment over the longer period 1983-2005, except during 1983/1993-94. 
Even during 2004-05/2009-10, this sub-sector of services registered 
an employment growth of about 6 percent, while trade and trans-
port sub-sectors experienced only about 1 to 2 percent growth in 
employment. Thus it appears that all sub-sectors of the tertiary 
sector, with the possible exception of community, social and person-
al services, have shown reasonably high potential for employment 
generation. It must, however, be noted that in most sub-sectors of 
services, while GDP has seen a high and increasing growth rate, em-
ployment growth has been on a declining rate. Employment elasticity, 
therefore, declined sharply from 0.81 during 1972-73/1983 to 0.30 
during 1999-2000/2009-10 in trade, from 0.91 to 0.25 in transport, 
and from 0.71 to 0.28 in community, social and personal services, 
although in financial services it increased during 1993-94/2009-10.
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Thus, as a whole, it can be concluded that the employment con-
tent of growth has declined over time. Of course, it has varied across 
the sectors. The primary sector, consisting mainly of agriculture, has 
witnessed less employment growth, which in itself is not worrisome 
as this sector is home to the large bulk of surplus labour. The sub-sec-
tors of the tertiary sector such as financial services, which are linked 
to globalization, have witnessed rather faster growth of employment. 
However, the manufacturing sector, which has significant multiplier 
effects with other sectors, has not registered a high growth of employ-
ment due primarily to a low growth of output.

3.2.  Organized versus unorganized 
sector employment

The organized or formal sector is defined a s  consi s t ing  of the 
entire public sector and the private sector enterprises employing 10 
or more workers. It accounted for only about 14 percent of total em-
ployment in 1999-2000 as well as in 2004-2005. The proportion is 
found to have slightly increased to 16 percent in 2009-10. Still that 
leaves 84 percent of workers in the “unorganized” or “ informal” 
sector, with no job security or  social security. Even in the formal 
sector, over half the workers are in the “informal” category, with no 
secured tenure of employment or any protection against the contin-
gent risks during or after employment. What is further distressing 
to note is that their proportion has been rising: “ informally” 
employed workers constituted 42 percent of those employed in the 
formal sector in 1999-2000, the figure increased to 47 percent in 
2004-05 and stood at 51 percent in 2009-10. A small proportion 
(about 0.5 percent) of those employed in the informal sector en-
joyed a measure of job security and social security. Thus, of all the 
workers in the formal and informal sectors together, 92 percent were 
in “ informal” employment. Only 8 percent were in employment 
with secured job tenure and with social security against contingent 
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risks of work and life. Their proportion has remained more or less 
constant during the decade 1999-2000/2009-10 (Table 3).

Table 3 – Percentage Distribution of Workers 
in Formal/Informal Sectors/Employment

Year Informal Workers

Informal Sector Formal Sector Total

1999-00 93.6 6.4 100 (362.75)

2004-05 93.1 6.9 100 (422.61)

2009-10 91.2 8.8 100 (423.17)

Formal Workers

1999-00 5.3 94.7 100 (33.64)

2004-05 4.1 95.9 100 (34.85)

2009-10 4.5 95.5 100 (37.25)

Total Workers

1999-00 86.2 13.8 100 (396.39)

2004-05 86.3 13.7 100 (457.47)

2009-10 84.2 15.8 100 (460.42)

Source: NCEUS, 2009, and Kannan, 2012.

Note: Figures in parenthesis are the absolute number in millions.

The organized sector employment saw a continuous decline for a 
number of years since the mid-1990s. After continuously increasing 
and reaching the highest figure of 28.3 million in 1997, it recorded 
a continuous decline since then till 2005, but has shown some in-
crease since 2005. It stood at 28.7 million in the year 2010. It should 
be noted that the earlier decline has been mainly in the public 
sector employment, which continued to decline even in the post-
2004 period, except during 2009 and 2010. So far as the private 
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sector is concerned, it showed a small decline during 2001-2004, 
but increased to an all time high at 10.8 in 2010. The decline in 
the public sector employment has been in all divisions of activity, 
namely manufacturing, construction, transport as well as commu-
nity, social and personal services. Mining is the only sector where 
some increase has taken place in public sector employment in recent 
years. The trend in the organized sector employment, both public and 
private, since the initiation of economic reforms, can be more clearly 
seen in Graph 1.

Graph 1 – Trends in Emplyment in 
Organised Sectors in India, 1991-2010

A decline in the public sector employment is a policy-induced 
phenomenon propelled by the reforms towards economic liberaliza-
tion which led to measures like government downsizing, reduction in 
overstaffing of public enterprises and withdrawal of the government 
from commercial activities. Employment in all activity segments 
of the private sector except manufacturing has continuously ris-
en since 1991, and even in manufacturing the trend appears to have 
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reversed with an increase since 2004. While during 2001-2004 the 
employment of workers as well as employers declined in manufactur-
ing, there was a reversal during 2005 and 2009, with a significant 
growth in employment in both categories. However, here also this 
employment growth is overwhelmingly because of the employment 
of contract workers at the expense of regular workers. The analysis 
of data from the Annual Survey of Industry (ASI) clearly reveals that 
during the period of 2000-2001 to 2008-09, while regular workers 
increased by around 2.1 percent, the growth of contract workers was 
close to 10 percent per annum. This resulted in a significant increase 
in the share of contract workers from one-fifth during 2000-01 to 
close to one-third during 2009-09 (Kumar, 2012). In fact, this trend 
of increasing contractualization has been evident even from the early 
1990s, when the economic reforms were initiated. This is quite evi-
dent from Graph 2, which shows the rapid growth of contract workers 
in the manufacturing sectors.

Graph 2 – Proportion of Contract Workers in 
Total Number of Workers in the Organized 

Factory Sector, 1993-94 to 2008-09
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3.3. Sectoral employment shares

As is well known, the majority of Indian workers are engaged in 
agriculture and allied activities. With economic development, agri-
culture is expected to decline in importance in terms of its share in 
employment and output. The proportion of agriculture in total em-
ployment has declined over the years: from 74 percent in 1972-73 to 
68 percent in 1983, 60 percent in 1993-94 and 57 percent in 2004-
05. It declined further to 51 percent in 2009-11. But the decline in 
the share of agriculture in employment has been much slower than in 
the share of agriculture in gross domestic product (GDP). Thus, while 
the share of agriculture in GDP declined from 41 percent in 1972-73 
to 15 percent in 2009-10 (Table 4), that in employment declined from 
74 percent to 51 percent. And the rate of decline in the GDP share 
was faster during 1993-94 to 2009-10, from 30 to 15 percent, while 
the rate of decline in the employment share was relatively slow, from 
64 percent to 51 percent.

The decline in the employment share of agriculture has been 
mostly compensated by an increase in the share of t h e  secondary 
sector in the pre-reform period (before 1991), but since the economic 
reforms the tertiary sector has been the main gainer of the shift in 
employment. Yet increase in its employment share has not been 
commensurate with the increase in its share of GDP during 1993-
4/2009-10. The share of t he  secondary sector in employment has 
increased at a relatively faster rate, while its share in GDP has 
remained constant at about one-fourth of the total. Within the 
secondary sector, construction has sharply increased its share in em-
ployment. Manufacturing increased its share both in employment 
and GDP, but rather slowly. In the tertiary sector, trade experienced 
a fast increase in its share in employment and a significant though 
somewhat smaller increase in its share in GDP in the post-reform 
period, but saw only a small increase in its employment share.
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Financial services registered a fast increase both in its employment 
and GDP share, though its share in employment is small (2.25), 
about one-seventh of its share in GDP (15.64%). Community, 
social and personal services, which used to be the largest activity 
in the tertiary sector, both in terms of employment and GDP, in 
the pre-reform period, saw a marginal decline in i t s  share both in 
employment and GDP, and i s  now the smallest in regard to GDP, 
though it continues to be the second largest, after trade, in terms of 
employment.

The asymmetry in the rate of change in employment and GDP 
shares of different sectors and divisions has serious implications 
in terms of differences in earnings and income between different 
sectors. In 1972-73, agriculture employed 74 percent of workers, 
but it also produced 41 percent of GDP. Per worker productivity 
and income in agriculture were significantly lower than in non-ag-
ricultural activities even then, the ratio being 1:3.6. In 2009-10, 
the ratio went up to 1:6. Thus there has been a large decline in 
the relative earnings of agricultural workers. That is partly because 
agricultural growth has been consistently much lower than that in 
the non-agricultural sectors, but, mainly, because a shift of workers 
from agricultural to non-agricultural activities as expected in the 
process of economic development has not taken place. During the 
period under consideration, agriculture’s average growth rate has been 
of 2 to 3 percent per annum, as against 5 to 6.5 percent in the 
non-agricultural sector. It is not generally realistic to expect a much 
higher growth rate in agriculture. But even if it grew at a rate of 
about 4 percent per annum, as envisaged in the Eleventh Plan, i t 
wou ld  not  ma na ge  to  employ  many more persons productive-
ly. In fact, productivity per worker in agriculture is so low that even 
with a higher growth rate it would need to reduce its workforce so as 
to provide a reasonable level of income to those engaged in it. It is 
precisely for this reason that the Planning Commission projected no 
increase in the number of workers in agriculture during the Eleventh 
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Plan (2007-12) and a decline of 4 million during the Twelfth Plan 
period (2012-17) (Planning Commission, 2008, Vol. I, pp. 76-77).

In other words, new jobs that are required to be created are not 
likely to be in agriculture, they have to come from the non-ag-
ricultural sectors. In a 25 to 30 years perspective, employment 
structure must be envisioned as consisting of about 30-35 percent 
in agriculture and 70-75 percent in non-agricultural activities, as 
against of 51 percent in agriculture and 49 percent in non-agriculture 
in 2004-05. It would imply l o c a t i n g  all the new employment 
opportunities in non-agricultural activities in the coming years.

4. Impact of the 2008 Global Financial Crisis 
on Indian Labour Market and Employment

The subprime crisis of 2008, which started in the USA, had global 
ripple effects. Although most of the emerging market economies were 
not as badly impacted as the developed ones, they also experienced 
several of the bad effects, though the effect varied intersectorally and 
spatially across countries. India was considered to be one such large 
emerging economy which was decoupled to a large extent from the 
crises in several spheres. The growth rates of GDP in India, which 
were over 9 percent for three years preceding the crisis, declined to 
6.7 percent during 2008-09, but again jumped to over 8.4 percent 
in the next year, 2009-10. India was one of the few countries to re-
cover quickly from the slowdown in its economy, mainly because of 
relatively less exposure of the Indian financial sector with the global 
financial market. Nevertheless, the Indian economy showed signs of 
overheating in the mid-2007, with inflation rising above 6%.

Industrial production increased by only 2.7 percent, a signifi-
cant drop from the 9.2 percent average growth in the previous four 
years. This contributed to the slowdown of the economy. The stock 
exchange index, which had been rising over a protracted period, lost 
37.9 percent of its value, adversely affecting household wealth and 
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the ability of businesses raising money in the capital market. At the 
same time, rising commodity prices in world markets contributed to 
a sharp increase in inflation rates. As the advanced economies started 
growing at slower rates and in some cases contracted, India’s bilateral 
trade stagnated in 2008-09, with exports growing at only 5.4 percent 
and current account deficit increasing to 2.6 percent. The tightening 
in the credit markets in advanced economies made it more difficult 
for Indian businesses to continue borrowing in external markets. The 
Indian Rupee had depreciated against many of the major foreign cur-
rencies and the debt service cost had risen. The net capital inflow also 
declined.

With the volatility in portfolio flows having been large during 
2007 and 2008, the impact of global financial turmoil was felt partic-
ularly in the equity market. Indian stock prices were severely affected 
by foreign institutional investors’ (FIIs’) withdrawals. FIIs had invest-
ed over Rs 10,00,000 crore between January 2006 and January 2008, 
driving the Sensex significantly over the period. But, from January 
2008 to January 2009, FIIs pulled out from the equity market partly 
as a flight to safety and partly to meet their redemption obligations 
at home. These withdrawals drove the Sensex down significantly. 
However, no direct impact on account of exposure to the sub-prime 
crisis was in evidence in the banking sector in India. This was largely 
because none of the Indian banks had any direct exposure to the sub-
prime markets in the USA or other markets.

However, the financial crisis that spilled over to various sectors af-
fected the industrial growth in India badly. The most adversely affect-
ed export-driven sectors were gems and jewellery, fabrics and leath-
er etc. Exports declined in absolute terms for five months in a row 
during October 2008-February 2009. In the manufacturing sector, 
the growth had come down to 4.0 percent in April-November 2008 
as compared to 9.8 percent in the corresponding period the previous 
year. The services sector, including the transport, communication, 
trade and hotels & restaurants sub-sectors, was also badly affected.
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4.1. Impact on employment

There is no regular system for monitoring the employment situa-
tion in India. Thus, the impact of such a crisis can be assessed only 
through specific surveys. The Ministry of Labour and Employment 
of the Government of India conducted a survey of selected industries 
covering the period October to December 2008 to identify any possi-
ble loss of employment. The survey was based on a fairly large sample 
size across five sub-sectors from textiles manufacturing, automobiles, 
gems & jewellery, metals and mining, and two such sectors of services 
from the transport and BPO/IT sectors. Employment in these sectors 
went down by about half a million from 16.2 million during Septem-
ber 2008 to 15.7 million during December 2008. Quite expectedly, 
employment in the export sector declined faster than in the non-ex-
port sector (-1.13 and -0.81 percent, respectively), as can be seen from 
Table 5.

Table 5 – Changes in Employment in Exporting 
and Non-Exporting Units (in percentage)

Industry Exporting 
units

Non-exporting 
units

Total

Gems and jewellery -8.43 -11.9 -8.58

Transport 0.00 -4.03 -4.03

Automobiles -1.26 -4.79 -2.42

Metals -2.60 -1.24 -1.21

Textiles -1.29 +0.32 -0.91

Mining +0.33 -0.33 0.33

IT/BPO +0.33 +1.08 +0.55

Total -1.13 -0.81 -1.01

Source: Labour Bureau (2009); taken from Kannan (2010).
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As can be seen from Table 5, the export-oriented units were more 
adversely affected than the non-export units, despite the higher loss 
of employment. While the highly export-oriented gems and jewel-
lery industry witnessed the largest fall in employment, the IT/BPO 
industry, another highly export-intensive industry, in fact registered 
an increase in employment. The non-traded transport sector also wit-
nessed decline in employment. The broad conclusion is that, while ex-
port-oriented industries were more affected, there was overall impact 
on other industries too, due to a slowdown in the economic activity.

Another study, carried out by the UNDP, indicates that the six sec-
tors most adversely affected on account of the crisis were gems and jew-
ellery industry, engineering industry, auto parts industry, textiles and 
garment industry, chikan craft and agriculture (UNDP, 2009). These 
six sectors broadly represent the range of affected sectors in the econ-
omy. Gems and jewellery is a sector that is highly integrated with the 
global market. It depends almost totally on imports for raw materials 
and exports for markets; the home-based garments and chikan craft 
industries export a significant part of their output, but also have a huge 
domestic market; auto parts and engineering industries also export a 
significant proportion of their output and have a well-developed do-
mestic market. Agriculture is the least globalized sector, with only some 
regions exporting selected agricultural produce. The sectors vary in or-
ganization of production, with chikan craft and garments being signifi-
cantly home-based and agriculture carried out on family farms, with 
participation of family members, while auto parts, engineering and di-
amond cutting and polishing have small production units outside the 
homes. The home-based garments and chikan craft sectors employ a 
large number of women. Agriculture also has significant participation 
by women, while in the remaining three sectors women constitute less 
than 5 percent of the workforce (UNDP, 2009).

The main impacts of the crises on employment in these six sur-
veyed sectors can be summarized as follows. About 44 percent of 
workers in the engineering and 37 percent of workers in the auto 
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parts industry did not experience any change in employment after 
the crisis. Like in the Labour Bureau survey, the gems and jewel-
lery industry was among the worst affected sectors, as 30 percent of 
the workers were unemployed, 49 percent had shifted to similar work 
with lower income and 21 percent had shifted to other less paying 
activities like petty services and petty trade. Those who remained in 
the industry also experienced a decline in employment and income. 
In the auto parts and engineering industries, the impact was relatively 
smaller: the unemployment figure in these sectors was less than 5 per-
cent. The rate of unemployment, however, was low (around 5 percent) 
in home-based garments, chikan craft and agriculture, where a large 
number of workers remained in the sector but with much less work. 
A number of workers who remained in the same sector experienced 
a decline in employment and wages. This figure was more than 90 
percent in agriculture, 80 percent in home-based garments and more 
than 55 percent in chikan craft. The figure was around 50 percent 
in the engineering and auto parts industries. The highest percentage 
of workers who left one sector for employment in another sector was 
in chikan craft (38 percent), followed by gems and jewellery (21 per-
cent). This percentage was lowest in the auto parts and engineering 
industries (only 1 percent each). Further, a large number of skilled 
workers in the selected sectors were forced to shift to unskilled work. 

The study also found there was some deterioration in the em-
ployment status, even of these informal workers, from “regular” to 
“casual” or “temporary” status, implying less regularity of work and 
increased employment insecurity. This deterioration from “regular” 
to “casual” status is significant in all the industries, though the per-
centage of casual workers varies from 25 percent in the engineering 
industry to 61 percent in the gems and jewellery industry and to as 
much as 70 percent of workers in the auto parts industry. The average 
monthly income of workers has declined significantly in all the sec-
tors. The daily earnings/wages of workers in the samples also declined 
in all the sectors.
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4.2. Women’s employment

The study specifically investigated the impact of the crisis on 
women workers. The work women took up was home-based work 
such as making incense sticks, grinding spices, embroidery work or 
jobs inservices like domestic service; construction work, mainly as 
helpers to masons or other kinds of manual labour, etc. The highest 
percentage of households reporting non-working women joining the 
labour market was in the gems and jewellery sector, which is one of 
the worst affected sectors in the economy, as was shown in the Labour 
Bureau study also. More than half of the households in the gems and 
jewellery sector reported women taking up full-time work, while 17 
percent of the households reported women joining part-time work. 
But at the same time self-employed women face several constraints 
that prevent them from expanding their work into successful enter-
prises. These constraints have been magnified since the crisis. The 
major problems that they faced were (i) poor access to credit, which 
has almost dried up after the crisis, (ii) low level of infrastructure 
support, (iii) poor access to markets, especially after the crisis, and 
(iv) inadequate support in technical upgradation, skill training, etc.

There is evidence that women’s unpaid work increased after the 
crisis. This unpaid work includes domestic work such as cleaning, 
washing, sweeping, etc. (as domestic hired help is dispensed with), 
care work (caring of sick, of children) and collection of vegetables, 
leaves, fruits, etc. from common lands and common properties. The 
features that are common to all the sectors are: (i) all these sectors 
grew rapidly in the last few years, largely due to growing export mar-
kets; (ii) small producers or informal units were predominant in all 
these sectors; and (iii) most workers engaged in these industries were 
informally employed.

Thus, the UNDP sectoral studies found that workers were adverse-
ly affected in terms of employment, employment status and wages and 
incomes. Since many urban workers were employed in export-oriented 
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industries, many of them lost their jobs and had to migrate back to 
villages, a major coping strategy of the affected workers.

Interstate migration occurs notably from Bihar, Uttar Pradesh, 
West Bengal and Orissa to states such as Karnataka, Andhra Pradesh, 
Tamil Nadu, Maharashtra and Gujarat, and encompasses semi-skilled 
and unskilled labour in the export sector, and migrant labour from 
this sector was the worst affected. The impacts on employment and 
labour were mostly in the unorganized sector of those parts of the or-
ganized sector which employed informal workers. A key characteristic 
of informal sector employment is lack of protective labour legislation, 
including that on social security. Other than the obvious negative 
effect on remittances and consumption expenditure, the loss of ex-
port-related jobs means a return flow of migrants to their home states.

However, owing to the announcement of some fiscal stimulus 
packages, the effect of the crisis was mitigated. Some other measures 
included hefty transfer of purchasing power to the farmers and to 
the rural sector in general through farm loan waivers, funds allocat-
ed to the National Rural Employment Guarantee Scheme (NREGS), 
Bharat Nirman (targeted for improving rural infrastructure), the 
Prime Minister’s Rural Road Programme, and a large increase in sub-
sidies on account of fertilizers and electricity supplied to the farmers.

Because of these measures, India withstood the adverse impacts 
of the crises and was able to mitigate them to a large extent. This is 
revealed by the subsequent rounds of the surveys by the Ministry of 
Labour, which showed that the initial setback was overcome, and to-
wards October-December 2009, employment was estimated to have 
increased by 12.8 hundred thousand during the year 2009 (see Table 
6). It is significant to note that initially export-oriented sectors and 
units had a setback and those focusing on domestic market, in fact, 
saw a positive growth in employment. A major part of the increase in 
employment has been accounted for by only two sectors –  textiles 
during the first and t h e  third quarters and IT/BPO during the last 
quarter of 2009.
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On the whole, it appears the adverse effect of  the  2008 f i-
nancia l  cr i s i s  on growth and employment in India was not as 
severe as elsewhere, and also appears to have been of a relatively 
short-term nature. A s  ment ioned in  Sec t ion  1,  t he  GDP 
g row t h r ate  had  declined from an average of 9.4 percent during 
2005-06 to 2007-08 to 6.7 percent in 2008-09, but recovered to 8.4 
percent in 2009-10 and 2010-11. The year 2011-12, which is again 
afflicted by a debt-driven crisis in the developed world, especially 
in Europe, is likely to produce an impact on the Indian economy, 
but not of a large order. The GDP growth is projected to be lower 
than in 2010-11, but is still expected to be around 6.5 percent. The 
period of the Eleventh Plan (2007-12) is expected to end with an 
average growth of 7.5 percent per annum. The broad impact of the 
debt-driven euro zone financial crisis on employment can be as-
sessed from the latest twelfth quarterly Labour Bureau survey (the 
Bureau has been conducting these quarterly surveys since the first 
survey during October-December 2008). In addition to a couple 
of new sectors (leather and handloom/powerloom), some sectors 
have continued to be surveyed. The 12th survey shows that overall 
employment in September 2011 over September 2011 increased 
by 911 hundred thousand, with the highest increase recorded in 
the IT/BPO sector (796 hundred thousand), followed by one hun-
dred thousand in metals and 71 thousand in leather industries. 
An upward trend in employment has been continuously observed 
since July 2009. In the export-witnessed units, the employment at 
the overall level increased by nearly 200 thousand, whereas in the 
non-exporting units it increased by 116 hundred thousand during 
the period October-September 2011 over June 2011. As a whole, 
overall estimated employment in all scheduled sectors has expe-
rienced a net addition of 2.36 million during the period October 
2008 (first survey) to September 2011 (12th survey) (Government 
of India, 2012, p. 309).
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5. Quality of Employment and Disparities

As has been explained earlier, employment growth in a labour sur-
plus economy like India largely denotes growth in the labour force. 
It is quite evident from the very low rate of open unemployment, of 
around 2 percent. The fact that nearly 36 percent of the population 
is poor according to the new officially adopted poverty line points 
out towards the phenomenon of working poor. While growth in the 
labour force due to the demographic pressure and structural changes 
in the economy will always necessitate quantitative expansion of em-
ployment, the qualitative dimension is more important where about 
one-fourth of these employed are poor, the proportion being larger 
among the casual wage workers. One reason for poverty among the 
employed workers could be that they do not have full-time work and 
these severely unemployed may need alternative employment. For 
some groups, underemployment is quite high. For example, agricul-
tural labourers were reported to be in the labour force on an average 
for 312 days, out of which they were unemployed for 51 days in 2004-
05, making the person-days of unemployment (or underemployment) 
to be 16 percent.

But most often the reason for poverty amongst the employed 
lies in low earning out of their work – either on a self-employed or 
on  a  wage/salary basis. Data on earnings of the self-employed are 
not available, but according to a survey among farmers, who consti-
tute the majority among the self-employed, about 48 percent earned 
on an average less than the poverty line expenditure of Rs 1,800 per 
month in 2003 (NSSO, 2005; Bhalla, 2006; Papola, 2010). Aver-
age daily earnings of casual workers, constituting 31 percent of all 
workers, were estimated to be Rs 49 in rural and Rs 58 in urban 
areas, as against a per capita per day income of Rs 64 for the entire 
population in 2004-05. Earnings of a regular worker were relatively 
higher, at Rs 134 in rural and Rs 194 in urban areas. Average daily 
earnings of casual workers in agriculture were only about 65 percent 
of those in non-agriculture. And among the non-agricultural sectors, 
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workers in transport and communications, utilities and financial and 
social services earned much better than those in construction, trade 
and manufacturing (NCEUS, 2007). The acute disparity is also 
sharply revealed by the fact that, while a rural casual labour earned 
on average around Rs 75 in 2009-10, the per capita emoluments of a 
central public sector enterprises were Rs 1670 per day.

Levels of earnings in different sectors and activities are, of course, 
primarily a function of differences in productivity. As can be seen from 
Table 8, utilities, with over eight times the average productivity, thus 
pays the highest emoluments, followed by financial and social services 
and transport and communication, with about 2.7 times the average 
productivity. Workers in agriculture, with only about one-third of the 
average productivity level, earn the lowest. Ratio between the agricul-
ture and non-agricultural productivity stood at 1:6 in 2009-10. In the 
unorganized segment of the manufacturing sector, productivity per 
worker was estimated to be as low as Rs 12,993 (at constant 1993-94 
prices), almost one-twentieth of that in the organized sector (Rs 2.55 
hundred thousand) in 2006-07 (Papola et al., 2011). Workers in the 
unorganized segment of services (excluding trade) are similarly worse 
off, with an average productivity of Rs 35,438 (at constant 1993-94 
prices), as against the average of about Rs 66,995 for the entire sector 
in 2006-07.

5.1. Social protection

If the criterion of social protection is added to the characteristics 
of good jobs, the quality deficit in employment becomes much larg-
er. According to the estimate made by the National Commission for 
Enterprises in the Unorganized Sector (NCEUS), only about 8 per-
cent of all workers enjoy any statutory protection against such risks 
as sickness, maternity, disability and old age, through various central 
and state level legislations on conventional social security (NCEUS, 
2006). This is particularly disconcerting, because the universalized 
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provisions of social protection for population at large, such as public 
health and old age pension, are rather limited and poorly delivered.

Practically all the workers in the unorganized sector, which em-
ploys about 86 percent of the total workers, are without any statutory 
social security benefit. But almost one-half of workers in the orga-
nized sector do not enjoy such benefits either. Of late, there have been 
some initiatives to increase universal social protection in respect of 
health and old age (e.g. National Health Insurance Scheme and Old 
Age Pension Scheme, both launched in 2007) as well as to extend the 
social security available to the formal workers to informal workers 
(e.g. Unorganized Workers’ Social Security Act, 2008). The coverage 
and the effectiveness of the delivery of services, however, are still poor.

5.2. Workforce structure and quality of employment

The quality of unemployment and disparities are also considerably 
impacted by the workforce structure, which is very imbalanced, as 
has been noted earlier. The first of such structural aspects of employ-
ment quality consists of the continuing dominance of agriculture in 
employment. Even though its share in employment has declined over 
the years, it still accounted for over half the workers in 2009-10. Its 
share in GDP, on the other hand, declined from about 43 percent in 
1972-73 (when its employment share was 74 percent) to 15 percent in 
2009-10. Lack of a similar structural change in workforce as in the 
national output has meant a steep relative deterioration in the quality 
of employment in agriculture.

The second structural characteristic of the Indian economy that 
signifies poor employment quality is the predominance of the infor-
mal employment. Productivity per worker in a large part of the in-
formal sector is miserably low. For example, in manufacturing, as it 
was noted earlier, it was one-twentieth of that in the organized sector. 
Virtually all the employment in agriculture is informal, but in man-
ufacturing also about 88 percent of employment is in this category. 
Average earnings per worker were Rs 62 in the unorganized sector, as 
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against Rs 239 in the organized sector, in 2004-05. In terms of social 
protection, only about 0.4 percent of the workers in the unorganized 
sector were covered by any statutory social security scheme, though 
even in the organized sector the extent of such coverage was only 
53 percent (NCEUS, 2006). According to the latest estimates, it de-
clined to less than 50 percent in 2009-10 (Kannan, 2011).

The third aspect of the workforce structure with direct implica-
tions for quality of employment is the dominance of the self-employed 
and casual labour categories, the regular employer category forming a 
small percentage of total workers. It is only the last category that gen-
erally provides an assurance of reasonable quality of employment in 
terms of regularity of work, reasonable level of earnings and a measure 
of social security. By definition, the workers in this category have reg-
ular employment. Estimates of earnings of the self-employed are not 
available, but earnings of the casual workers were only one-fourth of 
the wages of regular workers (Rs. 51, as against Rs. 200) in 2004-05. 
The incidence of poverty was as high as 32 percent among the casual 
labour and 17.5 percent among the self- employed, but lower at 11 
percent among the regular workers, with an average of 20.51 percent 
for all employed workers (Planning Commission, 2008, Chapter 4, 
Annexure 4.7). Any social security benefits that are statutorily avail-
able to workers are only to regular employees of establishments, very 
rarely to the casual workers or the self-employed. Given these differ-
ences between the regular workers and other categories of workers, 
the fact that they constitute less than one-sixth of the total workers 
and that their share has remained virtually constant over a long peri-
od of time, while that of the casual labour, the category scoring lowest 
by different criteria of quality employment, has been increasing, goes 
to show that the overall quality of employment is low and has been 
deteriorating over the years.
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5.3. Women workers

Within the overall low quality of employment, there are groups 
of workers that face particularly large quality deficit in employment 
in so far as they tend to be concentrated in employments with low 
productivity, low earning and irregular and uncertain availability of 
work with no or very little social protection. The most conspicuous of 
these groups consists of women. But workers from social groups like 
SC/STs and other low caste Hindus and Muslims face similar disad-
vantage (Kannan, 2012). And workers without education and skills 
also fall in this category, with very little prospects of improvement in 
quality of their employment.

Only about one-third of India’s workforce consists of women, but 
a large majority of them, about 67 percent, are engaged in agriculture. 
Of male workers, only 55 percent were in that sector in 2009-10. 
Utilities, the sector that meets the criteria of good quality of employ-
ment most often, employs only 0.08 percent of women workers, while 
0.35 percent of the total male workers are in this sector. Similar is 
the situation in transport and communication, another sector pro-
viding reasonably good quality employment, where only 0.43 percent 
are women workers; the corresponding percentage of male workers is 
6.04. Only about 1 percent of women workers but over 2 percent of 
male workers are in financial services. Women workers are, however, 
more likely than men to be in the community, social and personal 
services: over 10 percent of them are in this sector, as against 8 per-
cent of male workers. The share of agriculture in employment has 
been declining over the years, but the rate of decline has been slower 
in the case of women workers than in the case of men. The share of 
community, social and personal services, on the other hand, has been 
declining in male employment, while it has shown an increase among 
female workers.

Taking regular wage and salary jobs as the best quality employ-
ment, women are at a large disadvantage as compared to men. While 
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19 percent of male workers belong to this category, the corresponding 
figure for women was only 11 percent in 2009-10 (Table 7). Thus, the 
likelihood of a woman worker finding a regular wage or salaried job 
is much smaller than that of a male worker. The relative position of 
women, however, seems to be improving over the years, in so far as 
the proportion of regular workers has been increasing faster among 
female than among male workers. Thus the proportion of regular em-
ployees among women workers rose from 6.4 percent in 1993-94 to 
10.97 percent in 2009-10, while among male workers the increase was 
much smaller: from16.95 to 18.81 percent. Women are more often 
than men in the category of casual labour, though the share of this 
category has been increasing in the case of men, while it has seen some 
decline in the case of women workers. Overall, there appears to be an 
improvement in the quantity of employment among women, though 
they continue to be distinctly disadvantaged as compared to men.

Of the estimated 136 million women workers in India in 2007-08, 
about 5.3 million, or about 4 percent, were in the organized sectors. 
The corresponding percentage for all, male and female workers, work 
out to be around 6 percent. Thus the likelihood of a woman worker 
finding a job in the organized sector, which is expected to fulfill the 
criteria of good employment, is about 0.67 of that of a male worker. 
This is corroborated by the fact that, while women accounted for 
about 30 percent of the total workforce, their share in organized sec-
tor employment was 20 percent only. The share of women in the or-
ganized sector workforce has, however, been increasing over the years 
and it was around 20 percent in 2008.
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Table 7 – Distribution of Workers (UPSS) by Their 
Status of Employment: Male, Female and Total

Gender Year Self-
Employed

Regular 
Employees

Casual
Labour

1 2 3 4 5

Male

1993-94 53.75 16.95 29.29

1999-00 51.28 17.86 30.86

2004-05 54.17 18.34 27.49

2009-10 49.57 18.81 31.52

Female

1993-94 56.65 6.44 36.91

1999-00 55.53 7.54 36.92

2004-05 60.99 9.10 29.91

2009-10 52.95 10.97 36.08

Person

1993-94 54.70 13.53 31.77

1999-00 52.61 14.65 32.75

2004-05 56.38 15.35 28.27

2009-10 50.58 16.63 32.79

Source: Own estimates based on various rounds of NSS data on employment 
and unemployment.

6. Increase of Labour Flexibility and 
Erosion of Labour Rights

6.1. Labour flexibility

The labour market in India has been widely perceived to be very 
rigid. A number of economists and industry associations have at-
tributed the deceleration in the employment growth, particularly in 
the organized manufacturing sector, to the inflexibility of the labour 
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market, which is believed to have increased the labour costs for en-
terprises (Fallon and Lucas, 1991; Besley and Burgess, 2004). On the 
other hand, a number of the other economists, based on empirical 
facts, have concluded that the so-called labour market in no way has 
hindered the employment growth and that factors such as infrastruc-
ture bottlenecks, rationalization of enterprises by the employers in 
the wake of technological change, etc. have been the major causes be-
hind the deceleration in employment growth (Ghosh, 1994; Nagaraj, 
2004; Papola, 1994; Deshpande et al., 2004; Sharma, 2006).

It is interesting to look at some recent statistics in this context, as 
most of the studies cited above are based on old data. A recent study 
has analyzed data from the Annual Survey of Industry (ASI) to ex-
amine the recent trend in manufacturing employment and flexibility 
issue (Kumar, 2012). Comparing the two sub-periods after economic 
reforms, 2001 to 2004 and 2005 to 2009, the latter coinciding with 
the period of high GDP growth, the study found that employment 
grew by around 6 percent between 2004-05 and 2008-09 per annum, 
while during the previous period, 2001-01 and 2003-04, it actually 
declined at the rate of 0.4 percent. The labor laws and institutions 
largely remaining the same during both periods, this challenges the 
basic argument that there is not enough flexibility in the Indian la-
bour laws to vary employment based on the needs and exigencies of 
business. This significant employment growth during the later peri-
od was accompanied by growth in fixed capital formation, net val-
ue addition as well as profit, which increased by 15 percent (Kumar, 
ibid.). This was largely achieved by the hiring of an extremely flexible 
category of contract workers (i.e. workers not directly employed by 
an establishment) which grew at a compound rate of more than 10 
percent during this period. As a result, the share of contract workers 
in the total workforce, which was only around 10 percent in the early 
1990s and 20 percent in 2000-01, increased to 31 percent in 2008-09. 
The employment of contract workers provides several advantages to 
the employers. Apart from giving to the employers the flexibility of 
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varying the number of workers, being overwhelmingly non-unionized 
they are pliable as well as can be hired at a much cheaper rate, com-
pared to regular workers, through a contractor with no obligations of 
statutory non-wage benefits. The cost of engaging contract workers 
is much lower than that of engaging regular workers – during 2007-
08, the cost per man-day in case of contract workers was only 20 
percent of the cost per man-day of regular workers. This has enabled 
the employers to reduce their labour costs – the total labour cost as a 
percentage of the total cost of the production declined from 8 percent 
in 2001 to around 6 percent in 2008. Another notable fact is that 
the above practices were largely followed by establishments employing 
above 100 workers where allegedly rigidly is more prevalent, as such 
firms are not legally allowed to retrench workers without the prior 
permission of the appropriate government. The above phenomenon 
was facilitated by higher capital intensity with the help of imported 
manufacturing from outside added with a lower interest rate regime. 
All these have led to a surge in profits at the expense of labour costs. 
The share of workers in net value addition almost halved from around 
19 percent to 11 percent by 2001 to 2009. At the same time, the share 
of profits increased from 25 percent to 56 percent during this period.

It is obvious that employers were able to resort to the above men-
tioned practices in spite of so-called labour market rigidities. Apart 
from employment of contract labour, several other routes were found 
out – illegal closures by not paying electricity bills, etc. Several state 
governments have relaxed the provision of enforcement of labour laws, 
thus preventing or hindering inspection of firms. For example, in the 
largest state of UP, the labour inspectors can carry out inspection only 
after prior consent of an offer of the rank of labour commissioner 
or district magistrate. Some other states (e.g. Rajasthan and Andhra 
Pradesh) have also reduced the scope of labour inspection and have 
exempted several establishments from the provisions of labour inspec-
tion. All these have only added to the problem of labour – they neither 
are paid their wages nor get their due compensation. This has also 
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resulted into significant industrial sickness as well as prevalence of re-
dundancies leading to their uncompetitiveness. Although unions have 
generally resisted to any legislature or executive move to make closure 
and retrenchment easier, in recent years unions at enterprise level have 
generally found to be accepting the inevitability of adjustments in 
workforce in the face of globalization and industrial restructuring.

6.2. Workers’ rights

The forces unleashed by technology, liberalization and globaliza-
tion have adversely affected the rights of workers and their bargaining 
capacity vis-à-vis employers. On the other hand, there is ascendancy 
in the managerial rights. While the trade unions have weakened, the 
militancy of employers is on the rise. There are several factors behind 
these developments. Unionization was largely confined to the orga-
nized sector, in which the public sector accounted for two-thirds of 
employment. But employment in the organized sector, which consti-
tuted the base of trade unions, has shrunk. Privatization, downsizing 
and resort to contingent and flexible categories of workers have all 
exacerbated this situation. Although the organized trade union move-
ment witnessed a general decline, there has been an increase in the 
firm level unions. As a result, the federated and central trade unions 
have experienced further erosion in their bargaining power.

The trade unions have been further weakened by the ascendan-
cy of managerial rights and new strategies like outsourcing, parallel 
production and so on. Apart from an aggressive shift in employment 
from the permanent to temporary, casual and contract employment, 
there has been a systematic transfer of jobs from the bargainable or 
unionized category to the non-bargainable category by several tactics 
such as redesignation of workers. All these developments have not 
only weakened the collective bargaining machinery, but in a signifi-
cant number of cases led to agreements between local and plant level 
unions and employers which have adversely affected the interests and 
welfare of workers. For example, the fear of losing jobs has compelled 



126 Chapter 3 – India

unions to accept cuts in salary, freezes in allowances and benefits, 
voluntary suspension of trade union rights for a specific period and 
commitment to modernization, flexibility and action points to in-
crease production and productivity. The weakening of the workers’ 
bargaining capacity and the rise in the militancy of employers are also 
captured by a significant increase in the incidence of lockouts and a 
decline in the incidence of strikes. In the pre-liberalization phase – 
between 1976 and 1990 –, the man-days lost due to strike were about 
55 percent, while man-days lost due to lockouts were 45 percent; the 
corresponding figures were 40 percent and 60 percent, respectively, 
for the post-liberalization phase, between 1991 and 2000; and during 
2005 the figures came around 30 percent and 70 percent, respec-
tively. Further, the average duration of lockouts is also considerably 
longer, roughly three times those of strikes.

The shift in the ideology of the state from welfarism to the neo-lib-
eral values of market that call for labour flexibility is pushing such 
reforms through legislative, executive and judicial action. Unable to 
initiate legislative action because of constraints imposed by parlia-
mentary democracy, the state has resorted to executive action and 
judicial activism for reinterpreting legal rights of labour in the light of 
the prevalent values. It is significant that the Parliament has so far not 
been able to liberalize labour legislation despite the recommendations 
of the Second National Commission on Labour.

However, since labour is on the concurrent list of the Constitu-
tion, some of the states have issued directives to prevent or hamstring 
inspection of firms for compliance with the labour laws. As noted ear-
lier, several state governments through executive orders have virtually 
excepted inspection of firms. 

Thus, the general ideological shift towards “neo-liberal values” in 
society as a whole, abetted by technological change and new trends 
in the labour market, has served to weaken the trade unions and 
considerably erode the rights of workers. A sense of resignation per-
vades within the working class and its leadership. All these make for 
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a situation which forces workers to accept concession bargaining that 
is increasingly being resorted to in the corporate world today. Some 
recent events such as violence by automobile workers point out to-
wards the growing disparities and frustrations of the working class. 
It is bound to increase unless the root cause of the discontent, i.e. 
erosion of basic rights of workers, is addressed.

Thus, the ranks of the voiceless workers are swelling. Those in the 
unorganized sector have virtually no bargaining power despite the 
fact that a large percentage of the membership of some central trade 
unions comprises workers drawn from among them. In this sector, 
any attempt at organizing on the part of workers immediately in-
vites managerial reprisals and the leading workers are sacked. Thus, 
organizing becomes too risky for those who eke out a rather precar-
ious living. The neo-classical figment of a trade-off between work 
and leisure amounts to an option between work and starvation. No 
wonder these workers are forced to work for long hours without min-
imum wages, overtime, casual or sick leave and even maternity leave 
for women workers. Thus, an increasing number of workers are fated 
to suffer from extremely poor conditions of work, low wages and no 
social security.

7. Conclusion and Policy Agenda

All available evidence on different aspects of the employment and 
labour scene suggests that, despite an impressive growth performance, 
there have been very little improvements in employment conditions. 
Most of the jobs are being created in the unorganized sector, char-
acterized by low earnings and poor working conditions. Even in the 
organized sector, the trend has been towards increasing casualiza-
tion, contractualization and informalization in the name of labour 
flexibility.

The State, even though hitherto unable to bring in legislation for 
reducing job security and ensuring compliance with labour standards, 
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seems inclined to prioritise efficiency and investment at the cost of 
protection of labour. Trade unions, on the other hand, have waned 
in importance as pressure groups and lost their “bargaining” power, 
partly due to their “own actions”, but largely as a result of the entrench-
ment of an all-pervading neo-liberal ideology in the government pol-
icy, the economic elite and the civil society. Certain pronouncements 
by the judiciary have further buttressed the trend towards erosion of 
workers’ rights.

There may be even faster job creation with accelerated economic 
growth in the long run, especially for the few with high professional 
skills and social mobility. However, most jobs are likely to be low-
end ones offering low earnings, little upward mobility and limited 
social security. The organized voice of and on behalf of workers is 
likely to further weaken, adversely affecting their conventional rights. 
This appears to be the likely future scenario on the labour front in 
India. Faster employment growth may result in some tightening in 
the labour market, thus leading to an improvement in the economic 
dimensions of quality of work. But a reversal in the trend of social 
and political decline of labour seen over the last couple of decades is 
unlikely without a concerted and sustained effort by political groups 
and the civil society.

Some of the elements of the emerging policy agenda for employ-
ment-intensive growth are mentioned below.

7.1. Faster growth

As the employment challenge facing India entails both creation 
of new jobs and improving the quality of the existing ones, faster 
economic growth is the key to meet this challenge. Faster growth 
can generate reasonably high employment growth with a signifi-
cant increase in productivity. To accelerate employment growth, 
sectors and activities with relatively higher employment elasticity 
could be targeted. However, the compulsion of raising productivity 
for improving employment quality in a major part of the economy 
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necessitates a high growth rate of the economy to generate the req-
uisite employment opportunities. Thus, the strategy for creating 
quality employment essentially involves a strategy for rapid and di-
versified economic growth.

A faster growth of agriculture derived from geographical and 
cropwise diversification is an essential element of such a strategy in 
India. Agricultural growth is needed not for a quantitative increase 
in employment, but for a qualitative improvement in employment in 
the farm sector, by increasing productivity and income. As regards 
the workers in agriculture, their number can be expected to decline 
as more and more of them move to other sectors. Manufacturing is 
the best candidate for absorbing those moving out of agriculture as 
also other job-seekers in relatively good quality employment, and 
must therefore be targeted for higher growth. The transport and 
trade sectors too have significant potential for generating productive 
employment.

7.2. Macroeconomic policy

Appropriate macroeconomic and sectoral policies need to be for-
mulated and implemented. Among the sectoral policies, the creation 
of decent employment needs emphasis because most exclusion relates 
to employment or lack thereof. The State needs to actively strengthen 
its economic and industrial base to enable the economy to face global 
competition. The withdrawal of the State from investment in phys-
ical, economic and social infrastructure would adversely affect the 
nation’s capacity to benefit from globalization.

Employment expansion that does not flow from the growth pro-
cess would at best be a mere palliative. As Kalecki (1944) noted, any 
strategy for expanding employment has three elements: a) redistribu-
tion of income in favour of the low-income groups, b) public invest-
ment and c) provision of incentives to private investment. A growth 
strategy for generating decent full employment cannot be based solely 
or even mainly on private investment. The sine qua non of such a 
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growth strategy is investment by the State. However, in a country like 
India, State investment needs to be preferentially directed towards 
activities for generating employment and reducing poverty. For ex-
ample, the available literature on developing countries clearly shows 
that agricultural growth contributes more to poverty reduction than 
growth in manufacturing, besides also indirectly stimulating non-
farm production. Land reform too has been seen to play a critical role 
in mitigating exclusion of the poor from growth and development in 
rural areas.

7.3. Social sector development

Human capital endowment primarily determines the capability of 
a person or group to prevent exclusion and benefit from globalization. 
Strengthening human capital, in general, and for the disadvantaged 
group, in particular, is primarily the State’s responsibility. Public in-
vestment in the social sector plays a crucial role in making globaliza-
tion exclusionary or inclusionary. Since most of the expenditure has 
gone towards increasing salaries rather than developing quality-en-
hancing infrastructure, it is imperative to restructure the expenditure 
pattern and delivery systems for allocation of resources to the social 
sectors. The withdrawal of the State from the fields of education and 
healthcare would also promote the exclusion of the poor and vulner-
able from the fruits of growth. Thus, there is no alternative but en-
hanced public investment and public action in educational and health 
services. It is therefore necessary to emphasize that various poverty 
alleviation and employment generation programmes, despite their 
weaknesses, have played an important role in minimizing the adverse 
impact of globalization and the global financial crisis on the poor, 
particularly in rural areas. However, these anti-poverty and employ-
ment programmes need to be strengthened to improve their targeting 
and beneficial impact.
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7.4. Labour market reforms and employment generation

With the proposed intensification of economic reforms, the agen-
da for labour market reforms too would assume importance. Employ-
ers need flexibility in adjusting the workforce in the face of global 
competition. Thus, combining efficiency with measures to safeguard 
the genuine interest of labour would prove to be a real test for the 
Indian system. In a poor country like India, workers should be as-
sured of adequate separation benefits and viable minimum wages well 
above poverty-line income in the course of implementation of labour 
reforms. The proposal to formulate a national minimum wage must 
also be considered.

The changes in the labour market indicate the need for tackling 
the unemployment problem through diversification of the economy. 
Gender differentials in skill and expertise levels, as well as gender 
biases in the labour market, must also be removed to enhance the 
utilization of the female labour force.

7.5. Skill development

Besides acquiring general education, a worker also needs to imbibe 
relevant skills for participating effectively in the labour market. Hence, 
imparting training and skill formation constitute an important strat-
egy for preventing exclusion from labour market participation. The 
advent of modern technology also necessitates continual re-skilling 
through re-training, as well as the installation of an effective mecha-
nism for monitoring the technical demands of industry. The training 
institutions should also be totally free from bureaucratic red-tapism to 
facilitate continuous redesigning of training programmes and effec-
tive industry-institution collaboration in this area.

Although the Government has recognized the need for greater em-
phasis on skill development and vocationalization of education, it has 
made little effort towards building the necessary capacity and institu-
tional mechanisms or setting up training institutions for the purpose.
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Significantly, most of the employment is expected to be created 
in the informal sector, which has hitherto been completely neglected 
by planners, leading to its low productivity. It has both self-employed 
and wage workers, but most of them carry out their job under de-
plorable working conditions with low earnings. Accordingly, a well-
planned support system should be provided for the growth of this 
sector, covering marketing, credit, training and upgradation of tech-
nology. It is also desirable to provide a proper blend of education and 
training to workers in the informal sector, and to develop an effective 
safety net mechanism for enhancing their productivity and ensuring 
their inclusion in the process of globalization-led growth.

7.6. Strengthening social protection

As mentioned earlier, social protection is presently available to 
only about 10 percent of the workforce in the country. In the wake 
of growing uncertainties as well as informalization of employment 
and livelihoods, it is extremely important to provide a minimum level 
of social protection to all the workers. The National Commission of 
Enterprises in the Unorganized Sector (NCEUS) had recommended 
a modest scheme for workers in this sphere. However, the Govern-
ment has only partly accepted the NCEUS’s recommendation and 
implemented an act for the social security of informal workers, which 
includes old age benefits such as pension and healthcare. However, 
this is restricted to the workers below the poverty line, and has conse-
quently not had any appreciable impact. A national health insurance 
scheme, the RSBY, is also applicable to people below the poverty line, 
along with some other specific categories of workers. There are several 
other provisions and acts that address particular groups of workers, 
but they have huge targeting problems and their impacts are diffused. 
The self-employed workers, who constitute about 50 percent of the 
workforce, are largely excluded from any social security provision. 
The state of Kerala has, however, brought as many as 80 percent of its 
workers under social security cover. The impacts of the programmes 
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in the state are also greater because of the high level of unionization 
and greater awareness among workers. It is thus widely believed that, 
following the example of Kerala, the time has now come to bring the 
entire unorganized sector, comprising workers undertaking low-pro-
ductive activities, self-employed and casual workers, under a man-
datory social protection system. This necessitates a comprehensive 
scheme including minimum wages and incomes, basic conditions of 
work, coverage of medical/accidental exigencies and old age security 
for all. This would not only contribute towards inclusive growth, but 
would also help accelerate economic reforms, including labour mar-
ket reforms.

7.7. Organizations of the poor

Several experiences in India, as also in other countries, have shown 
that collective voice and action constitute an important mechanism 
for combating social exclusion. Hence, the programmes and policies 
meant for the poor cannot be effectively implemented in the absence of 
the collective voice of the poor. Local self-government institutions and 
membership-based organizations (MBOs) of workers can play a defin-
itive role in enabling the poor and the excluded to assert their voice.

The Indian labour market is characterized by a small segment of 
organized labour and an inordinately large segment of unorganized 
labour. The resources of the organized sector unions thus need to be 
diverted to the unorganized sector for the purpose of organizing the 
latter. There is a danger of the growing contingent of the unemployed 
attacking the organized working class and democracy if trade union-
ism does not rise to the occasion in time to organize the unorganized 
workers to enable them to fight for decent employment. It is therefore 
necessary for the unions to discard their rather narrow approach of re-
stricting the concept of the working class to industrial workers in the 
formal sector and to adopt a more inclusive conception of the work-
ing class, encompassing a wider section of wage and self-employed 
workers.
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1. Introduction

The democratic government of South Africa has always concerned 
itself with the triumvirate of welfare challenges – namely poverty, in-
equality and unemployment. Despite these challenges, the South Af-
rican economy, guided by strong macroeconomic policies, had been 
able to maintain 55 quarters of positive economic growth since the 
demise of apartheid in 1994. With the onset of the global economic 
crisis, many South African policy makers believed that the economy 
would be protected from the crisis given that its banking sector had 
limited exposure to asset-backed securities and the sub-prime mort-
gage market. Unsurprisingly, the economy’s immunity from the glob-
al crisis was short-lived as the real economy effect of the financial 
crisis was felt globally. In the final quarter of 2008 South Africa expe-
rienced its first recession in almost seventeen years. This significantly 
changed the course of not only the growth path of the economy, but 
that of the labour market too. Importantly though, a key component 
of South Africa’s social security architecture, the Unemployment In-
surance Fund (UIF) provided a vital source of income for some of 
those who found themselves out of work as a result of the recession.
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Classified by the World Bank as a high middle-income country, 
South Africa saw its economy grow at a steady average annual rate of 
approximately 3.7 percent between 1994 and 2004. Despite this, the 
economy has been unable to translate such growth into a substan-
tial improvement in individual and household welfare. Hence, high 
poverty levels and entrenched income inequality continue to ham-
per the growth trajectory of an economic legacy inherited from the 
apartheid era (Bhorat & Kanbur, 2006). Nevertheless, in the context 
of phenomenally high unemployment rates, the country’s substantial 
social grant system has provided much needed income, particularly 
for households at the lower end of the income distribution. In this 
paper we dwell on labour market outcomes in the context of the cri-
sis, as well as on the role of two important facets of South Africa’s 
social security architecture – the UIF and social grants – in providing 
relief for the poor and unemployed both in times of crisis and more 
generally. 

2. Labour Market Outcomes and the 
Role of the UIF in Times of Crisis

2.1. Pre- and post-crisis labour market outcomes

There was some level of expectation amongst analysts and market 
spectators that the global financial crisis would have a minimal im-
pact on the South African economy. This hope was anchored around 
the fact that while developed economies were struggling with solven-
cy issues and the collapse in credit availability, the South African fi-
nancial system did not experience any significant crisis domestically 
(ODI, 2008). However, as is now well-known, what began as a finan-
cial crisis in the developed world very rapidly transformed into a real 
economy crisis in both developed and developing economies alike. 
South Africa was not spared from the local real economy effects of a 
global industrialised country financial and credit crisis. As we show 
below, for a small open economy like South Africa, the impact of 
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the financial crisis was both significant and potentially devastating to 
the country’s long-run growth trajectory. Indeed, the headline result, 
when trying to understand the impact of the global crisis on South 
Africa, is that the economy experienced its first official recession in 
the post-apartheid era, marking the end of 55 quarters of uninterrupt-
ed positive growth.

While South Africa’s economy grew at an average of almost five 
percent annually between 2001 and 2007 (see Figure 1 below), in the 
last quarter of 2008 South Africa reported its first significant decline 
in seasonally adjusted, annualised quarterly gross domestic product 
growth rate of -0.73 percent, thus ending seventeen years of positive 
economic growth for the economy. The GDP growth rate collapsed 
to mean negative growth rate of -1.73 percent1 in the post-crisis peri-
od,2 with the worst economic contraction occurring in quarter one 
of 2009 with an annual average growth decline of -7.39 percent. As 
expected, the contraction in GDP was coupled with an equally un-
impressive employment performance. Hence, employment growth in 
quarter one of 2009 declined by -1.5 percent, continuing for at least 
three consecutive periods at an increasing rate, ending with a sharp 
decline of 3.64 percent in the third quarter of the same year.

1 This result is statistically significant at the 1 percent level. Due to lack of annual 
post-crisis data (only two observations for GDP figures are available) we take the 
mean of the average annualized growth rate derived from the seasonally adjusted 
quarterly GDP figures. Effectively, the risk here is stretching the X-axis of time for 
these time-series observations.

2 Since – as indicated in Figure 1 – the first negative growth rate was recorded in the 
third quarter of 2008, the period from Q3:2008 is referred to in this section as the 
“post-crisis” period, while the period prior to this is referred to as the “pre-crisis” 
period.
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Figure 1 – Percentage Change in 
Employment and GDP, 2001-Q3:2009

Source: Own calculations – SARB 2009 Economic and Financial Data; Statis-
tics SA: LFS (September 2001-September 2007) & QLFS (Q1:2008-Q3:2009).

Though the data is not provided here, an analysis of value-added 
fluctuations by sector makes it clear that the crisis had a differentiat-
ed influence at the sectoral level. Both the tradable and non-tradable 
sectors, however, appear to have been equally affected by the crisis. In 
particular though, wholesale and retail trade witnessed its contraction 
in value added earlier than any other industries in South Africa, in 
quarter two of 2008, ahead of the rest of the sectors by a full quarter. 
Following retail trade industry’s lead, the mining and manufacturing 
industries both recorded declines in value added at -9.45 percent and 
-5.19 percent respectively in quarter three of 2008, when the evidence 
of the crisis’ impact was unmistakable in South Africa.

Amidst crumbling domestic demand, construction and financial/
business services remained strong and were growing at a moderate 
rate of 7.61 percent on average for at least six months since the cri-
sis stuck – although the financial sector thereafter also followed the 
global trend and began contracting. Two additional features of this 
crisis are, however, noteworthy in the South African context. Firstly, 
fuelled by the state-led infrastructural investment program linked to 
large-scale projects such as Gautrain (South Africa’s first rapid-rail 
system), the FIFA World Cup and meeting backlogs in municipal 
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infrastructure, the construction industry served as a vital counter-cy-
clical sector in the economy. The second key feature of this first post-
1994 recession for South Africa was that the tradable goods sector 
was possibly the most visible casualty in the fallout from the domestic 
recession. Hence parts of the mining industry, notably platinum, and 
both downstream and upstream manufacturing firms (motor vehicles 
and steel, for example) saw a rapid and fairly brutal decline in revenue 
over a short period of time.

In trying to understand the impact of the recession on the labour 
market more holistically, in Table 1 below we consider a range of la-
bour market indicators including labour supply and unemployment.3 
Looking at employment and labour force results together we find the 
following: The pre-crisis estimates for total employment show an av-
erage annualised increase of 2.90 percent over the period 2001 to 
Q2:2008, while the post-crisis period shows a clear decline in the 
growth of employment, with the number of jobs being created de-
clining on average by 1.25 percent between the third quarter of 2008 
and the third quarter of 2009. In turn, the same trend is evident for 
the labour force which experienced a mean positive growth rate of 
1.6 percent before the recession, and a mean negative growth rate of 
0.87 percent in the period following the recession. This result hints 
at the possibility that those who lost their jobs as a consequence of 
the crisis have chosen to exit the labour market rather than search for 
employment.

International studies (OECD, 2009) suggest that in times of re-
cession many of those who leave the labour market use the oppor-
tunity to upgrade their human capital to improve their probability 

3 The analysis of the employment shifts covers the period 2001 to 2009, and is drawn 
primarily from the Labour Force Survey of South Africa (LFS) for the years 2001 to 
2007 and the Quarterly Labour Force Survey of South Africa (QLFS) for the period 
Q1:2008 to Q3:2009. The QLFS was introduced in 2008 and is undertaken on a 
quarterly basis, while the LFS was undertaken bi-annually during the 2000 to 2007 
period. For the purposes of the paper, the September (rather than March) releases of 
the relevant LFS were utilised. 
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of securing employment. The result for discouraged workers in the 
table below appears to corroborate this result with the table below 
showing a 14 percentage point increase in the mean growth of dis-
couraged workers (from -5.1 percent to 9.0 percent) between the pre- 
and post-crisis periods. This evidence thus strongly indicates that a 
portion of those who have lost their employment during the recession 
have since become part of the economically inactive population as far 
as the official definition of the labour force is concerned.

Table 1 – Mean Percentage Labour 
Market Changes: 2001-Q3:2009

Mean

Pre-crisis

(2001-2008:2)

Post-crisis

 (2008:3-2009:3)

Working age population 1.11 0.30*

Employed 2.90 -1.25*

Official unemployed -1.76 0.49

Official labour force 1.61 -0.87***

Official unemployment rate -3.43(26.54) 1.38***(23.02**)

Discouraged work seekers -5.06 8.96***

Source: Own calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008 – Q3:2009).

Notes: 1. One asterisk (*) denotes that the change is statistically significant at 
the 99 percent level, two asterisks (**) denotes that the change is statistically 
significant at the 95 percent level, and three asterisks (***) denotes that the 
change is statistically significant at the 90 percent level. 2. The percentage 
changes for the pre-crisis are annualised averages while those for the post-cri-
sis period are quarter-on-quarter changes. 3. The actual mean unemployment 
rates for both periods are included and are enclosed by brackets.

As expected, the weakening economy affected the unemploy-
ment rate too. In the boom years prior to the recession, the official 
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unemployment rate showed an average decline of 3.4 percent, while in 
the post-crisis period the unemployment rate increased at an average 
of 1.38 percent. It is important to note, however, that the peak un-
employment rate during the pre-crisis period was significantly higher 
than that of the post-crisis period. More specifically, the official un-
employment rate peaked at 31.3 percent in September 2002, com-
pared with a high of 24.2 percent in Q3:2009 in the post-crisis pe-
riod. This suggests that the gains from growth in the post-apartheid 
period have not been completely eroded, given that – on average – the 
jobless rate remained higher in the pre-crisis period.

Prior to the onset of the recession, unemployment was – at least in 
part – a function of the inability of the economy to create sufficient 
levels of employment for the expanding labour force, as new entrants 
streamed into the labour market at a rate faster than the economy was 
able to absorb these individuals (Bhorat & Oosthuizen, 2006). The 
results reveal that the labour force as a whole increased dramatically 
between 2004 and the second quarter of 2008, by over 2 million indi-
viduals, from 15.5 million individuals to 17.8 million individuals. Put 
differently, the labour force participation rate (LFPR) (shown in the 
figure below) increased significantly by more than 5 percent between 
2004 and Q2:2008, from 52.8 percent to 57.9 percent.

With the onset of the recession, though, we observe a slight de-
crease in the aggregate labour force initially, with the aggregate labour 
force remaining relatively unchanged between Q3:2008 and Q1:2009 
at around 17.6 million individuals. It is only after the first quarter of 
2009 that dramatic changes arose. Overall the aggregate labour force 
lost 688,000 individuals during the post-crisis period, declining from 
17.69 million individuals to 17.0 million individuals between October 
2008 and 2009. In turn, the initial decline in the LFPR was a gradual 
one before the LFPR plummeted, with the LFPR standing at 54.5 
percent in the third quarter of 2009 – its lowest level since 2005. 
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Figure 2 – Labour Force Participation Rates, 2001-Q3:2009

Source: Own calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008-Q3:2009).

Note: The narrow definition of the labour force is used when calculating the 
labour force participation rates; this definition regards non-searching unem-
ployed or discouraged workers as outside of the labour force.

Disaggregated results indicate that the African LFPR tracks the 
aggregate labour force quite closely. In terms of age, the data shows 
that the withdrawal of younger people from the labour force was 
much more severe than that of older people. Thus, even though the 
labour force was almost evenly split between youth (15-34 years of 
age) (51 percent) and those between 35 and 65 years of age (49 per-
cent), youth accounted for 86 percent of the total loss in the labour 
force in the aftermath of the recession.
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Table 2 – Mean Percentage Change in the Labour 
Force by Age and Education, 2001-Q3:2009

Mean

Pre-Crisis

(2001-2008:2)

Post-Crisis

 (2008:3-2009:3)

Age

15-24 years 1.17 -2.75***

25-34 years 1.71 -0.89**

35-44 years 1.05 0.21

45-54 years 2.35 -0.44**

55-65 years 2.77 -1.07***

Education

None -3.83 -4.70

Grade 0 – Grade 8 -2.55 -3.24

Grade 9 – Grade 11 3.77 -0.36**

Grade 12 (Matric) 3.83 -0.18**

Diploma/Certificate without Matric 1.61 -5.06

Diploma/Certificate with Matric 5.48 2.05

Degree 2.93 0.42

Total 1.61 -0.87***

Source: Own calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008-Q3:2009).

Notes: 1. One asterisk (*) denotes that the change is statistically significant at 
the 99 percent level, two asterisks (**) denotes that the change is statistically 
significant at the 95 percent level, and three asterisks (***) denotes that the 
change is statistically significant at the 90 percent level. 2. The percentage 
changes for the pre-crisis are annualised averages while those for the post-cri-
sis period are quarter-on-quarter changes.
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Table 2 above shows that the very young (those aged between 15 
and 24 years) and the very old (those aged between 55 and 65 years) 
were most affected by the recession, as they experienced the largest 
declines in average growth rates in the post-crisis period. In turn, the 
25 to 34 year cohort also experienced a significant lowering of growth 
rate in the labour force between the two periods, declining from 1.71 
percent in the pre-crisis period to -0.89 percent in the post-crisis 
period.

The data therefore suggests that whilst there was a general with-
drawal from the labour force in the post-crisis period, younger workers 
(and to some extent those aged 55 to 65 years) opted out of the labour 
market at the fastest rate. Given this, it is possible to ascribe a delayed 
first-time entry into the labour market as being the consequence of 
young people opting to remain in schooling and the higher education 
system longer. Older age cohorts, in turn, may instead have been leav-
ing the labour market early either voluntarily or involuntarily.

The changes in the labour force by education, shown in Table 2 
above, suggest that during the pre-crisis period labour force growth 
was mainly due to growth in the cohorts with incomplete secondary 
education (or Grade 9-Grade 11 education) (3.77 percent) and matric 
education (3.83 percent), as the growth rates for these groups was 
well above the aggregate growth in the labour force for the period. In 
turn, the post-crisis results suggest that it was also these two groups 
which opted out to delay their entry into the labour market. This 
would suggest then that young workers have responded to the crisis 
by choosing to accumulate additional human capital, probably in the 
hope of improving their probability of employment in future periods.

Figure 3 below provides a graphical depiction of the change in 
total employment in South Africa between 2001 and the third quar-
ter of 2009. Employment grew by 25.5 percent between 2001 and 
Q2:2008, from 10.9 million individuals to 13.7 million individuals. 
With the onset of the global financial crisis, and following the peak 
in total employment in June of 2008, a distinct and steady decline 
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in total employment is observed from the third quarter of 2008 to 
the third quarter of 2009. Put differently, over a five quarter period 
during the recession (Q3:2008 to Q3:2009) the economy shed over 
700,000 jobs, as employment fell from 13.7 million to 12.9 million 
individuals.

Figure 3 – Changes in Total Employment, 2001-Q3:2009

Source: Own calculations – Statistics SA LFS (September 2001-September 
2007), QLFS (Q1:2008-Q3:2009).

In terms of race, Table 3 below shows that prior to the onset of 
the crisis, African employment was rising faster than for all other race 
groups. However, with the onset of the recession the average percent-
age change in total employment for both the aggregate and the Af-
rican workforce plummeted. The data shows that African workers 
bore the brunt of the recessions, accounting for 82.4 percent of the 
774,000 individuals who lost their jobs between October 2008 and 
October 2009. Indeed this suggests that Africans were disproportion-
ately affected by the recession, since their share in total employment 
stands at approximately 70 percent. Thus, on aggregate, the data sug-
gests that whilst it was predominantly Africans who benefited from 
the rise in employment in the pre-crisis period, it was this cohort of 
workers who were also disproportionately affected by the collapse in 
employment as a result of the recession.
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Table 3 – Mean Percentage Change in Employment 
by Race and Gender: 2001-Q3:2009

Mean

Pre-Crisis

(2001-2008:2)

Post-Crisis

 (2008:3-2009:3)

Race

African 3.92 -1.53*

Coloured 2.50 -0.35

Asian 1.10 -0.54

White -0.17 -0.76

Gender

Male 2.54 -1.58*

Female 3.42 -0.84**

Total 2.90 -1.25*

Source: Own calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008-Q3:2009).

Notes: 1. One asterisk (*) denotes that the change is statistically significant at 
the 99 percent level, two asterisks (**) denotes that the change is statistically 
significant at the 95 percent level, and three asterisks (***) denotes that the 
change is statistically significant at the 90 percent level. 2. The percentage 
changes for the pre-crisis are annualised averages while those for the post-cri-
sis period are quarter-on-quarter changes.

The shifts in male and female employment reflect a similar trend, 
with both genders experiencing a positive average shift in employ-
ment during the pre-crisis period, and sharply declining average 
growth rates with the onset of the recession. The difference between 
the mean changes in employment in the pre- and post-crisis periods 
was however larger for females (4.26 percentage points) than males 
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(4.12 percentage points), thus suggesting that females were more ad-
versely affected by the crisis.

Figure 4 below shows that the recession affected youth more se-
verely than those in the 35-65 year cohort. In fact, youth accounted 
for 73.9 percent of the loss of employment between quarter three of 
2008 and 2009, with total employment for this group declining by 
570,000 of the 773,000 job losses in the post-crisis period. Moreover, 
the loss in employment for this cohort was disproportionate to their 
share in employment, since their share in employment stood, on aver-
age for this period, at 44.2 percent.

Figure 4 – Changes in Total Employment 
by Age Categories, 2001-Q3:2009

Source: Own calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008-Q3:2009).

Figure 5 below shows that, although all skill levels experienced 
a decline in their total employment in the post-crisis period, it was 
those who were low- and medium-skilled who experienced the great-
est losses in employment. Our data suggests that of the total 773,000 
jobs lost between quarter three of 2008 and 2009, almost 60 percent 
of these individuals were medium-skilled workers. In turn, low-skilled 
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workers accounted for 28.7 percent of job losses and high-skilled 
workers, for 10.9 percent.

Figure 5 – Mean Percentage Change in 
Employment by Skill Level, 2001-Q3:2009

	  

Source: Own calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008-Q3:2009).

Notes: 1. One asterisk (*) denotes that the change is statistically significant at 
the 99 percent level, two asterisks (**) denotes that the change is statistically 
significant at the 95 percent level, and three asterisks (***) denotes that the 
change is statistically significant at the 90 percent level. 2. The percentage 
changes for the pre-crisis are annualised averages, while those for the post-cri-
sis period are quarter-on-quarter changes. 3. Skill levels are categorised by the 
type of occupations individuals are employed in. The high skilled include pro-
fessional and managers; the medium-skilled include technicians, clerks, sales 
and service workers and craft and trade workers. Low skilled workers include 
elementary and domestic workers.

Prior to the downturn in the economy, employment growth was 
unevenly distributed among the various sectors. As shown in Table 4 
below, the three key employment growth sectors during the pre-crisis 
period were construction (8.46 percent), financial/business services 
(6.43 percent), and transport/storage/communication (4.62 percent). 
In turn, the table shows significantly different average growth rates 
between the pre- and post-crisis periods for the manufacturing, con-
struction, transport/storage/communication, financial/business ser-
vices and community services sectors. In fact, the manufacturing 
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sector was one of the most poorly performing sectors in the post-crisis 
period, with an average decline in employment of 2.57 percent. As a 
result, this sector accounted for just under a quarter of total employ-
ment losses in the post-crisis period.

Table 4 – Mean Percentage Change in 
Employment by Industry, 2001-Q3:2009

Mean

Pre-Crisis

(2001-2008:2)

Post-Crisis

 (2008:3-2009:3)

Agriculture, Forestry & Fishing -1.96 -3.71

Mining and Quarrying -4.89 -2.75

Manufacturing 2.64 -2.57***

Electricity, Gas and Water Supply 0.99 -2.94

Construction 8.46 -1.34**

Wholesale and Retail Trade 3.36 -1.66

Transport, Storage & 
Communication 4.62 -0.96**

Financial & Other Related Services 6.43 -0.02**

Community, Social and Personal 
Services 3.63 -0.05**

Total 2.90 -1.25*

Source: Own Calculations – Statistics SA: LFS (September 2001-September 
2007) & QLFS (Q1:2008-Q3:2009).

Notes: 1. One asterisk (*) denotes that the change is statistically significant at 
the 99 percent level, two asterisks (**) denotes that the change is statistically 
significant at the 95 percent level, and three asterisks (***) denotes that the 
change is statistically significant at the 90 percent level. 2. The percentage 
changes for the pre-crisis are annualised averages while those for the post-cri-
sis period are quarter-on-quarter changes.
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This loss in employment can be ascribed most visibly, but not pre-
dominantly, to the decline in global demand for motor vehicles, as 
firms across the entire motor industry value chain were deleteriously 
affected by the collapse in demand. Although at this level of disaggre-
gation statistical significance is a problem, the within-manufacturing 
data (not shown here) suggests that workers in the manufacturing of 
basic metals, fabricated metal products, machinery and equipment 
and office, accounting and computing machinery were the most af-
fected, with employment losses in these subsectors in the post-crisis 
periods amounting to 102,000 individuals. Other manufacturing 
sub-sectors which were also significantly affected in terms of employ-
ment losses between the third quarter of 2008 and the third quar-
ter of 2009 include those involved in the following: manufacture of 
wood and related products (loss of 33,000 workers), manufacture of 
radio, television and communication equipment and apparatus and 
medical, precision and optical instruments, watches and clocks (loss 
of 29,000 workers) and manufacture of transport equipment (a loss of 
21,000 workers).

As far as occupation groups are concerned, significant changes be-
tween the pre- and post-crisis growth rates were only evident for the 
craft and trade worker category. Total employment for this occupation 
group declined by 193,000 workers in the formal sector and 106,000 
workers in the informal sector4 between the third quarter of 2008 
and the third quarter of 2009. Hence, the occupational evidence sug-
gests that the majority of job losses occurred amongst craft and trade 
workers in both formal and informal sectors of the economy. Perhaps 
to caricature this occupational result, it may suggest that the typical 
worker who lost their job in the aftermath of the crisis in South Africa 

4 The informal sector is classified as follows: i) Employees working in establishments 
that employ less than five employees and do not deduct income tax from their 
salary/wage; ii) Employers, own account workers and persons helping unpaid in 
their household business who are not registered for either income tax or value-added 
tax (QLFS definition). 
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was either a semi-skilled industrial worker or a semi-skilled tradesman 
involved in informal retailing.

Box 1 – Impact of the Crisis 
on the Informal Sector

A key part of the debate around the impact of the recession 
is the effect of the economic downturn on the informal sector. 
We expect that the downturn in the economy affected those 
employed in informal economy more severely than those in the 
formal economy, since the informal sector provides less security, 
less stability, and lower wages than the formal sector, and this 
heightened vulnerability renders the sector and its employees 
particularly susceptible to economic shocks.

Figure 6 – Changes in Total and Informal 
Employment Pre- and Post-Crisis, 2008-Q3:2009

Source: Own calculations – Statistics SA: LFS 
(September 2001-September 2007) & QLFS (Q1:2008-Q3:2009).
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A graphical depiction of the changes in informal sector em-
ployment and aggregate employment above5 suggests that the 
informal sector experienced a steeper decline in employment 
than the formal sector. While aggregate employment declined 
by 5.64 percent, the informal sector saw a nearly 10 percent 
decline in employment. Furthermore, the absolute loss in em-
ployment for the informal sector stood at 217,000 workers, 
representing 28.15 percent of the total fall in employment in 
this period, while the informal sector accounts for only about 
20 percent of total employment. Thus, the informal sector not 
only experienced a significant decline in employment but also 
a disproportionate share of the loss in total employment during 
the recession.

Ultimately then, on the basis of our descriptive evidence above it 
is clear that the effect of the weakened economy resulted, in the first 
instance, in more than 700,000 workers losing their jobs over the pe-
riod October 2008 to October 2009. Secondly, unemployment rates 
rose and the labour force declined significantly. Thus, a crucial result, 
and one that had not been seen in the post-apartheid period prior 
to the recession, was the decline in labour force participation rates, 
possibly suggesting that one of the early consequences of the crisis for 
South Africa was a withdrawal from the labour market by potential 
participants.

The evidence further showed that relative to their share of total 
employment, it was young, Africans, the medium- and low-skilled 
and informal sector workers who were disproportionately affected by 

5 Due to data constraints, only estimates for the QLFS are considered since the de-
finition of the informal sector has changed considerably between the two datasets. 
Moreover, a comparable variable cannot be constructed since there are certain key 
variables in the QLFS which are notably absent in the LFS. We are therefore unable 
to differentiate between the formal and informal sector before quarter one of 2008 
when the QLFS was introduced.
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the recession. Although requiring a more detailed study, the decline in 
employment in the informal sector reflects, in the main, the vulner-
ability of these workers to negative output shocks. Lacking any form 
of contractual or financial protection from recessionary conditions, 
workers in the informal economy are those likely to lose their jobs 
more swiftly than more protected employers in the formal economy. 
In addition, the large contraction in manufacturing (and to some ex-
tent construction) employment should not be overlooked. The results 
in sum then suggest that it is, in general, those participants deemed 
most dispensable by employers who have been most deleteriously af-
fected by this downturn in the domestic economy.

2.2. Unemployment insurance as automatic stabilisers

The Unemployment Insurance Fund (UIF) is an insurance fund 
to which employees and employers in the economy contribute,6 and 
which offers short-term financial assistance to registered workers 
when they become unemployed or are unable to work because of ill-
ness, maternity, or adoption leave. Thus, employees who are registered 
with the UIF and who have been paying contributions to the Fund 
can claim from the Fund if they lose their jobs or cannot work.7 The 
UIF, as shown in the figure below, is the only component of South 
Africa’s social security architecture which is specifically aimed at the 
unemployed.

6  Specifically, employers must pay unemployment insurance contributions of two 
percent of the value of each worker’s pay per month to the UIF, with the employer 
and the worker contributing one percent each. UIF contributions are applicable to 
allworkers and employers except those working less than 24 hours a month, learners, 
public servants, foreigners working on contract, employees in receipt of an old-age 
pension, and workers who earn only commission. 

7  There are five kinds of benefits covered by UIF: unemployment benefits, illness 
benefits, maternity benefits, adoption benefits and death benefits. The Fund also 
assists the dependents of a contributing worker who has passed on.
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Figure 7 – UIF in South Africa’s Social Security Architecture

Source: National Treasury (2010).

As far as unemployment benefits are concerned, registered workers 
can claim from the Fund if they have been dismissed or retrenched, 
or if their contracts have expired.8 Naturally then, one of the major 
responses as far as the 2008/2009 recession was concerned was the re-
sponse in terms of UIF claims of retrenched workers. Using available 
UIF data for 2009, we find on the upper graphic of Figure 8 below 
that a total of 275,586 new unemployment claims were made between 
April and August 2009. Data on the lower graphic of Figure 8 below 
puts these new claims into perspective, showing a substantial rise in 
the value of payments made between April and August 2009 together 
with a steep rise in the number of beneficiaries.

8  Those contributing to the Fund for four years or more can claim for up to 238 
days, while those contributing for a shorter period can claim 1 day for every 6 days 
that they worked while contributing to the Fund. The Fund pays a percentage of 
thewage/salary that the claimant earned while contributing to the fund, with the 
highest amount that can be paid equalling 58 percent of the person’s daily salary.
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Figure 8 – UIF Payments and Beneficiaries, 2008 and 2009

Source: DPRU (2010) and National Treasury (2010).

While we do not have data prior to April 2009 to which to com-
pare the number of new claims, we note, as shown in Figure 8 above 
that the number of new claims increased in every month between 
April and July, and then decreased slightly between July and August. 
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The results for August thus suggest a possible slowdown in the growth 
of new claims on the UIF, but we note that aggregate new claims con-
tinued to expand, suggesting that the unemployment consequences 
of the recession were evident for those in the formal economy. The 
monthly increase in new claims for most of the period between April 
2009 and August 2009 is unsurprising, given that unemployment 
data from the QLFSs shows a significant increase in the broad unem-
ployment rate from 27 to 29 percent between April and August 2009.

Provincial data on the upper graphic of Figure 9 below is partic-
ularly interesting, since it indicates, to some degree, the reach of the 
UIF in different regions of the country. The data indicates that the 
largest number of new claims emanated from Gauteng (27 percent), 
the Western Cape (19 percent), and KwaZulu-Natal (19 percent). 
While these results are not surprising, since these provinces account 
for the largest relative shares of employment in South Africa, the data 
further shows that monthly growth in new claims over the period was 
highest for the Eastern Cape. This result may be indicative, as noted 
above, of the economic shock to the local motor industry as a result of 
global shocks in the motor industry. 

Furthermore, when comparing the total claim to total employ-
ment share across provinces, the data indicates that the UIF better 
serves those in metropolitan areas rather than rural areas, with the 
claim share to employment share being particularly low for the East-
ern Cape, Free State, and the North West. Although such a direct 
interpretation on ratio of shares is oblivious of many other factors 
that could influence the legitimacy of the results, it seems to imply 
that there exists some level of service disconnect or lags in UIF claims 
particularly for rural and poorer provinces.

Overall the age data on the lower graphic of Figure 9 below indi-
cates that younger workers (25-44 year olds) were more likely to ben-
efit from UIF payments, or, put differently, were more likely to suffer 
as a result of the crisis than older workers (45-65 year olds). Thus, 
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experience and undocumented expertise appear to have counted in 
favour of older workers as far as recessionary retrenchments were con-
cerned. This is consistent with QLFS data above which showed that 
the recession affected youth more severely than non-youth.

Figure 9 – Average Share of New 
Claims, by Province and Age

Source: Development Policy Research Unit (2010).

While the analysis above shows the number of new UIF claims 
during the middle of 2009, we next turn to data from the National 
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Treasury’s Budget Review 2010 to compare the scale of aggregate UIF 
beneficiaries and payments before and after the recession. Looking more 
closely at the actual number of beneficiaries, the table below shows that 
while there were 140,086 UIF recipients per month in the economy 
in 2007/2008, by the 2009/2010 financial year this number increased 
substantially to 207,967. In terms of spending, UIF spending almost 
doubled from R2 billion in the 2007/2008 financial year to R3.9 bil-
lion in 2009/2010. It is clear then that there was an enormous fiscal 
response in terms of UIF uptake and spending due to the recession.

Table 5 – UIF Benefits and Beneficiaries, 
2006/2007-2009/2010

2006/2007 2007/2008 2008/2009 2009/2010

UIF recipients per month 154,546 140,086 164,301 207,967

UIF benefits (R million) 1,991 2,031 2,834 3,942

Source: National Treasury (2010).

Aside from the response in terms of unemployment insurance cov-
erage linked to the recession, the UIF board in addition approved a 
sum of R2 billion to be invested with the Industrial Development 
Corporation to be used as part of the capital available to assist sectors 
in distress. Thus, the response in terms of both UIF uptake as well 
as investment of UIF funds in order to assist sectors in distress due 
to the recession was substantial. However, we note several areas of 
concern. Firstly, the provincial data appears to indicate that UIF was 
more accessible to provinces with large metropolitan areas rather than 
to more rural provinces. More disaggregated data on the UIF bene-
ficiaries relative to the losers in employment would have shed more 
light on the matter. Secondly, data is not available on the number of 
days of benefits received by workers. Access to this data could have 
provided a clearer picture on the extent to which the UIF was able to 
adequately protect unemployed workers during the recession. Finally, 
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the UIF is only available to workers in the formal sector of the econo-
my, leaving vulnerable informal sector workers to fend for themselves 
during recessionary periods. To this end, the UIF board has commis-
sioned an investigation into how UIF benefits can be improved (The 
Presidency, 2009), and it has been indicated in media reports that 
legislative amendments to include people not currently covered by 
unemployment insurance, such as workers in the informal sector, are 
currently being considered.9

2.3. Post-recessionary labour market outcomes: 
a look at unemployment in 2011

The labour market lost more than 1 million jobs within seven 
quarters after the fourth 2008, and employment stagnated at around 
13 million since 2010. In turn, unemployment – both its level and 
rate – has risen significantly since the end of 2008. The high level of 
unemployment remains a striking characteristic of the South African 
labour market. Including both searching and non-searching unem-
ployed, the expanded unemployment rate has exceeded 30 percent 
since the third quarter of 2009 and remained on a gradually upward 
trend. In the third quarter of 2011 the expanded unemployment rate 
was 33.2 percent.

Racial inequalities in the labour market are perhaps most vividly 
demonstrated in the unemployment rate. The rate for African labour 
force members in the third quarter of 2011 stood at 38.6 percent, 
1.5 times that of the unemployment rate for Coloured (26.4 percent), 
while the Coloured unemployment rate was twice that of Indians 
(13.4 percent) and four times that of Whites (7.0 percent). Similar 
inequality in labour market outcomes is observed by gender. Three in 
ten male labour force participants were unemployed according to the 
expanded definition of unemployment, compared to almost four in 
ten (37.6 percent) females.

9  http://www.fin24.com/Business/UIF-coping-with-surge-in-claims-20100323
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Unemployment rates are also correlated with age, with younger 
labour force participants being more likely to be unemployed. The 
unemployment rate among 15 to 24 year olds stood at a very high 61.2 
percent in the third quarter of 2011 and was at almost twice the na-
tional average of 33.2 percent. The rate for 25 to 34 year olds was also 
above the national average at 37.7 percent, while it stood substantially 
lower for 35 to 44 year olds and below 17 percent for 45-54 year olds 
and 55-65 year olds. The low rate for the oldest age cohort is related 
to the fact that unemployed individuals in this group have the option 
of leaving the labour market entirely and entering retirement.

Higher educational attainment is associated with superior returns 
to employment and also with lower rates of unemployment. Overall, 
unemployment is above 30 percent for those without post-secondary 
education, peaking at 41.9 percent amongst those with incomplete 
secondary education. One-third of those with completed secondary 
education are unemployed and the rate falls to 15.5 percent for those 
with diplomas or certificates and then to under 5 percent for those 
with degrees.
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Table 6 – Expanded Unemployment 

Rates (%), Q3:2009-Q3:2011

Q3:2009 Q3:2010 Q3:2011

Overall unemployment rate 30.9 33.1 33.2

By race

African 36.3 39.0 38.6

Coloured 23.6 24.8 26.4

Asian 15.2 10.9 13.4

White 5.9 6.5 7.0

By gender

Male 28.1 29.5 29.5

Female 34.2 37.3 37.6

By age group

15-24 year olds 57.2 61.1 61.2

25-34 year olds 34.9 36.7 37.7

35-44 year olds 22.4 23.7 24.9

45-54 year olds 16.2 18.3 16.9

55-65 year olds 10.3 12.1 9.5

By educational attainment

No education 25.3 29.4 30.3

Grade 0-7 35.1 37.2 35.2

Grade 8-11 39.4 41.6 41.9

Grade 12 30.4 32.2 33.4

Diploma/Certificate 12.8 15.4 15.5

Degree 4.6 4.7 4.9

Source: Own calculations – Statistics SA: QLFS (2009, 2010, 2011).
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The well-established patterns of labour market disadvantage in 
South Africa remain in place. Unemployment remains concentrated 
amongst Africans and Coloured, females, the youth and those with-
out post-secondary education. Finally, while the labour market has 
shown signs of recovery, the immediate challenge remains sustain-
ability. In particular, the severe decline in employment in response to 
the recession emphasizes the vulnerability of the South African labour 
market in times of crisis.

3. Poverty and inequality in  
Post-Apartheid South Africa

3.1. Poverty

The debate around post-apartheid trends in poverty and inequal-
ity in South Africa is hamstrung by data constraints. Nevertheless, 
on the basis of the first two Income and Expenditure Surveys (IES), 
conducted in 1995 and 2000, the consensus position is that, in the 
first five years of democracy, income poverty levels using a range of 
realistic poverty lines have probably not changed significantly (see 
Hoogeveen and Ozler, 2006; Van der Berg, 2006; Leibbrandt, Levin-
sohn & McCrary, 2005; and Leibbrandt, Poswell, Naidoo, Welch & 
Woolard, 2005). The key common denominator in the different stud-
ies is that the increase or decrease reported is in fact relatively minor. 
Evidence on income inequality indicates marginal increases in the 
Gini coefficient in most of the studies (Hoogeveen and Ozler, 2006; 
Leibbrandt, Levinsohn & McCrary, 2005; and Leibbrandt, Poswell, 
Naidoo, Welch & Woolard, 2005). These results suggest that the 
first five years of democracy were not accompanied by significant im-
provements in the welfare of South Africa’s citizens.
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Table 7 – Poverty Shifts by Race and Gender 
of Household Head, 1995 and 2005

Category Headcount Index Poverty Gap Ratio

Year 1995 2005 1995 2005

R322 a month poverty line

Race

African 63.0 57.5 31.9 25.2

Coloured 39.0 35.1 14.7 13.5

Asian 4.7 8.4 1.0 2.3

White 0.5 0.4 0.2 0.1

Gender

Male 45.8 39.4 22.2 16.6

Female 65.6 61.6 33.5 27.4

Total 52.5 49.0 26.0 21.3

R174 a month poverty line

Race

African 38.2 28.2 14.7 9.0

Coloured 14.6 12.9 4.1 4.1

Asian 0.8 1.6 0.1 1.1

White 0.2 0.1 0.1 0.0

Gender

Male 26.1 17.8 9.8 5.7

Female 40.3 31.1 15.6 10.0

Total 30.9 23.5 11.8 7.5

Source: Own calculations – Statistics South Africa: IES 1995& 2005.

Notes: 1. Poverty lines are in 2000 prices. 2. Bolded text indicates that changes 
are statistically significant at the 95 percent level. 3. The population in 1995 
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has been weighted by population weights according to the 1996 Census. The 
population in 2005 has been weighted by the household weight multiplied by 
the household size. The 2005 weights are based on the 2001 Census.

The release of the 2005 IES has made poverty and inequality anal-
ysis for the decade between 1995 and 2005 possible.10 Table 7 below 
presents the changes in the headcount poverty rate and the poverty 
gap ratio between 1995 and 2005, both nationally and by race.

All poverty measures have been calculated using individual per 
capita household expenditure.11,12 The results show that at the aggre-
gate level, and for Africans, poverty as measured by the headcount 
rate declined in the first decade of democracy in South Africa. Specif-
ically, at the poverty line of R322 a month in 2000 prices, aggregate 
poverty declined by three and a half percentage points, from 52.5 
percent in 1995 to 49.0 percent in 2005, while at the lower poverty 
line of R174 (also in 2000 prices) the decline was by more than 7 
percentage points, from 30.9 percent to 23.5 percent. The relatively 
larger decline at the lower poverty line suggests that those in deeper 
poverty experienced a relatively larger improvement in their welfare 
over the period.

The poverty gap ratio, which measures the depth of poverty rel-
ative to the poverty line, displays a similar trend at the aggregate. 
At the R322 line, the poverty gap index declined from 26.0 to 21.3 
percent, indicating a reduction in the “distance” between poor house-
holds’ expenditures and the poverty line. These reductions – in the 

10  The lack of more recent comparable data makes it impossible to provide more up-
to-date poverty and inequality estimates. The 2010/2011 IES was recently being 
conducted by Statistics South Africa but has not been released yet. 

11  All poverty and inequality measures are individual measures, calculated using per 
capita total household expenditure. Per capita total household expenditure was 
created by dividing total household expenditure by the number of people in the 
household (or household size).

12 Two standard poverty lines are used in our analysis. The R322 line (in 2000 prices) 
has been derived using a cost-of-basic needs approach, while the R174 line is 
equivalent to $2 dollar a day (again in 2000 prices) (See Hoogeveen & Ozler, 2006). 
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headcount index and the poverty gap ratio – are both significant and 
robust to the choice of poverty line.

The results by race indicate that only African individuals experi-
enced a statistically significant decline in their levels of poverty over 
the decade between 1995 and 2005. At the same time, the declines 
were relatively larger for Africans than those observed at the national 
level. At the R322 line, the headcount rate declined by more than 5 
percentage points from 63.0 percent to 57.5 percent. Over the same 
period, a reduction in the depth of poverty was observed for Africans: 
The poverty gap ratio decreased from 31.9 percent to 25.2 percent at 
the R322 line. Despite these declines, however, poverty levels as mea-
sured by the headcount indices remained higher for Africans than for 
any other race group.

Given the results above it is not surprising that Africans account 
for a disproportionate share of poor individuals at the R322 poverty 
line in both years. Africans accounted for about 77 percent of the 
population in 1995, with their share increasing to 79 percent in 2005. 
In both years, however, about 93 percent of the population who lived 
on less than R322 a month (in 2000 prices) was African. Africans 
clearly continue to account for a much larger share in poverty than 
their share in the population, with the other race groups accounting 
for a considerably smaller share of poverty relative to their popula-
tion weight. By way of contrast, in both years, Whites accounted for 
less than 1 percent of the poor population according to both poverty 
lines, while constituting around 10 percent of the population.

Like race, gender is an important predictor of poverty in South 
Africa. Table 7 above also presents poverty estimates according to 
the gender of the household head, and shows a significant disad-
vantage for female-headed households. The data shows that both 
male- and female-headed households experienced declines in pov-
erty levels as measured by the headcount index. While individuals 
living in male-headed households experienced a relatively larger de-
crease than females in their headcount rate at the R322 poverty line, 
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female-headed households experienced a slightly larger decline in their 
headcount rate compared to male-headed households at the lower 
poverty line. This result suggests that at the lower-bound poverty line 
poverty reductions of the ex-ante more vulnerable category of house-
holds – female-headed – were greater than those of their male-headed 
counterparts. Whilst the depth of poverty declined, irrespective of the 
gender of the head in the ten-year period, the evidence shows no bias 
in the form of female-headed households.

Despite the greater reduction in female-headed household pov-
erty at the lower poverty line, individuals living in female-headed 
households remained more vulnerable, in both absolute and relative 
terms, than those living in male-headed households. At the upper 
line in 2005, the headcount index for those in female-headed house-
holds was still a massive 22 percentage points higher than for those 
in male-headed households, while this differential was more than 13 
percentage points in terms of the lower line.

According to the evidence presented above, a reduction in poverty 
has occurred at the national level between 1995 and 2005. This is 
true in terms of both the headcount index and the depth of poverty 
(poverty gap ratio). The result is also robust to the choice of poverty 
line. However, the data also shows that significant inequalities exist 
when disaggregating by race and gender. Despite reductions in pover-
ty amongst Africans, individuals living in households headed by Af-
ricans account for a disproportionate share of the poor. Similarly, the 
population residing in female-headed households yield considerably 
higher headcount and poverty gap ratio estimates in 1995 and 2005.

3.2. Inequality

While the first decade of democracy can boast a decline in pov-
erty, the trends in terms of income inequality are less favourable. On 
the basis of per capita expenditure and using the Gini coefficient13 as 

13 The Gini coefficient is one of the most commonly used measures of inequality since 
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our measure of inequality, the data (in Table 8 below) suggests that 
South Africa experienced a rise in income inequality between 1995 
and 2005: the Gini coefficient increased from 0.64 to 0.69. This is a 
disturbing result for a number of reasons. Firstly, measures of income 
inequality by international experience do not change rapidly over time 
in either direction. It takes large shifts in economic growth, for exam-
ple, to change an economy’s income distribution or a very particular 
pattern of growth (Kanbur, 2005). Secondly, the result is disturbing 
within the context that South Africa has historically ranked as one of 
the most unequal societies in the world.

Table 8 – Inequality Shifts by Race, Gini 
Coefficients for 1995 and 2005

1995 2005

African 0.55 0.56

Coloured 0.49 0.58

Asian 0.45 0.53

White 0.39 0.45

Total 0.64 0.69

Source: Own calculations – Statistics South Africa: IES 1995 & 2005.

Notes: 1. The changes in the values of the Gini coefficients between 1995 
and 2005 are statistically significant at the 95 percent level, with the excep-
tion of Africans (indicated by bolded text). 2. The population in 1995 has been 
weighted by population weights according to the 1996 Census. The popula-
tion in 2005 has been weighted by the household weight multiplied by the 
household size. The 2005 weights are based on the 2001 Census.

Inequality estimates by race, however, are interesting. While only 
Africans experienced a decline in their poverty levels as measured by 

it is relatively easy to understand and interpret. The possible values of the Gini 
coefficient can range from zero to one, with a value of zero implying perfect equality. 
The higher the Gini coefficient is, therefore, the higher the level of inequality.
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the headcount rate and the poverty gap ratio, Table 8 suggests that 
Africans were the only population group that did not experience a 
significant increase in inequality between 1995 and 2005. African 
inequality, however, remained high in both years. The largest increase 
in inequality is observed among the Coloured cohort with the Gini 
coefficient increasing from 0.49 to 0.58. As a result, by 2005, the 
distribution for Coloured individuals displayed the highest level of 
inequality relative to the other race groups. Over the same period, 
Asian inequality increased from 0.45 to 0.53. While White inequality 
increased from 0.39 to 0.45, this population group continued to expe-
rience the lowest relative levels of inequality.

Table 9 – Inequality within and between 
Race Groups, 1995 and 2005

1995 2005

Within-group component
0.433 0.511

(53.15%) (50.35%)

Between-group component
0.381 0.504

(46.85%) (49.65%)

Total inequality (Theil-T)
0.814 1.014

(100%) (100%)
Source: Own calculations – Statistics South Africa: IES 1995 & 2005.

Notes: 1. The population in 1995 has been weighted by population weights 
according to the 1996 Census. The population in 2005 has been weighted by 
the household weight multiplied by the household size. The 2005 weights are 
based on the 2001 Census. 2. It has not been possible to calculate confidence 
intervals or t-statistics for the Theil measures. This means that we are not able 
to evaluate if the change in the contribution of the two components to total 
inequality is statistically significant.

In the South African context, the strong inequality between racial 
groups as a result of apartheid has long been a significant driver of ag-
gregate inequality (see Leibbrandt, Woolard & Bhorat, 2001). Studies 
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using either Census data from 1996 and 2001 or IES data from 1995 
and 2000 have found an increase in the contribution of within-group 
inequality driven to a large extent by increasing inequality within the 
African population (see Hoogeveen and Ozler, 2006; Leibbrandt et. 
al., 2005). In order to estimate between- and within-group inequality 
drivers, we utilise the well-known Theil index.14 Given the past results 
within this literature the results provided below are crucial.

Specifically, our estimates suggest that over the 1995 to 2005 pe-
riod, the share of inequality driven by within-group dynamics de-
clined.15 The key driver of changing income inequality since 1995, 
then, has in fact been between-group inequality: the contribution 
of between-race group inequality to overall inequality increased 
from 46.9 percent to 49.7 percent. By 2005, within-group and be-
tween-group inequality contributed in almost equal measure to ag-
gregate inequality.

This is a crucial result. It suggests that it is primarily income dif-
ferences between the race groups – rather than those within – which 
have contributed to South Africa’s growing inequality levels in the 
post-apartheid era. This suggests a reassessment of the view that in 
the democratic era growing African affluence relative to rising African 
unemployment rates has been a driver of aggregate income inequality 
in South Africa. Indeed, on the face of this, admittedly, provision-
al evidence, it would appear that that the contrasting income gains 
made across the different race groups has been the key determinant 
of rising aggregate income inequality in the South African economy.

3.3. Social welfare as a response to poverty and inequality

Grinding poverty, massive inequality and the persistently poor 
employment-generating performance of the labour market necessitate 

14 The Theil index is a measure of inequality thatallows us to measure the contributions 
of within-and between-group inequality to overall inequality.

15 The actual Theil index numbers are presented in the table with the share contribution 
of the components in brackets.



172 Chapter 4 – South Africa

significant state interventions in the form of social welfare. South Afri-
ca’s social welfare system has a long history, with state old-age pensions 
dating back to the early 20th century. The system, however, was dif-
ferentiated by race: initially covering only Whites, it was extended over 
time to cover other race groups, with grant values varying by race.

Analysis by Pauw and Ncube (2007) shows that not only has the 
share of social grant expenditure in GDP increased significantly since 
the first democratic election, but the number of recipients of social 
grants has increased substantially. In 1996/1997, social grant transfers 
accounted for about 2.5 percent of GDP, and by 2005/2006 this share 
had increased to more than 3 percent. In turn, the number of benefi-
ciaries increased from approximately 3 million in 1997 to 9.4 million 
in 2005, an average annual growth rate of more than 15 percent. More 
recent estimates suggest that by the end of the 2010/2011 fiscal year, 
almost 13.4 million individuals would have been receiving a social 
grant. This constitutes an aggregate growth rate of almost 365 per-
cent in the total number of grant recipients between August 1997 and 
March 2011. The bulk of the increase in the provision of social grants 
occurred in the period after 2000, driven mostly by the progressive 
extension of the Child Support Grant. By 2013/2014, children will be 
eligible for the grant up to their eighteenth birthday (National Trea-
sury, 2011). The number of Child Support Grant recipients increased 
from just more than 400,000 in 1997 to 9.4 million in 2010/2011.

Figure 10 illustrates the impact of the increase in the state’s provi-
sion of social grants as measured by the change in the share of house-
holds in each income decile with access to one or more social grants. 
The access rate is simply the percentage of households in each income 
decile which received grant income in the two years. There has been a 
significant increase in the access rates across all deciles between 1995 
and 2005. For example, the share of households in the first decile 
with access to grant income increased from 43.4 percent in 1995 to 
64.5 percent in 2005.
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Figure 10 – Household Access to Social Grants 
per Household Income Decile, 1995 and 2005

Source: Own calculations – Statistics South Africa: IES 1995 & 2005.
Note: The population in 1995 has been weighted according to the 1996 Cen-
sus, while the population in 2005 has been weighted according to the 2001 
Census. In both datasets, the population has been weighted by the household 
weight multiplied by the household size.

However, access to grant income increased significantly not only 
at the bottom deciles, but also in the deciles in the middle of the in-
come distribution. For example, in the 6th decile the share of house-
holds with access to grant income increased from 19 percent to more 
than 50 percent. This is an important result, as it shows that grant 
income supported not only the very poor, but also a large portion of 
households in the middle of the distribution. In fact, between 50 and 
75 percent of households in the bottom six deciles of the distribution 
received income from grants in 2005.

Figure 11 shows the share of total income in each of the total 
household per capita deciles which could be attributed to social grants 
in 1995 and 2005. It is clear that, in line with the increase in access 
to social grants, the contribution of grant income to total household 



174 Chapter 4 – South Africa

income increased significantly over the period. In 1995 the contribu-
tion of grant income to total household income was relatively low in 
all deciles. Thus, even in the bottom decile grant income only con-
tributed about 35 percent to total income. In turn, the contribution of 
grant income to total income declined across the income distribution, 
with grant income accounting for just more than 10 percent of total 
income for those in the fifth decile.

Figure 11 – Per Capita Grant Income as Proportion 
of Total Household Income, 1995 and 2005

Source: Own calculations – Statistics South Africa: IES 1995 & 2005.

Note: The population in 1995 has been weighted according to the 1996 Cen-
sus, while the population in 2005 has been weighted according to the 2001 
Census. In both datasets, the population has been weighted by the household 
weight multiplied by the household size.

However, by 2005 social transfer income had become an impor-
tant contributing source to total income, particularly in the lower 
income deciles. For households in the bottom three deciles, grant 
income contributed between 50 and 60 percent of total household 
income, while social transfers also accounted for a substantial 40 per-
cent of total income for households in the 5th income decile.
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We next consider the specific impact of this increase in the social 
security system on inequality outcomes between 1995 and 2005. In 
order to do this, we estimate and compare the Gini coefficient, the 
Lorenz Curve and the Growth Incidence Curve (GIC) for South Af-
rica and by population race groups utilising total per capita household 
income, first including and then excluding grant income.16 Table 10 
shows that grant income played a crucial role in mitigating the im-
pact of income inequality over the period. The results are striking: 
the Gini coefficient increases significantly (irrespective of the year 
or race group) when grant income is excluded from total per capita 
household income. More specifically, we find that for 2005 the Gini 
coefficient at the aggregate increases from 0.72 to 0.77 when grant 
income is excluded from total household income, meaning that the 
Gini coefficient would have been 0.05 higher if the government had 
not provided social grants to the almost 9.5 million beneficiaries in 
that year. Not surprisingly, the difference in the value of the two Gini 
coefficients is much smaller in 1995, given the much smaller social 
security net in that year. This result is the first indication of how the 
social security system in South Africa has contributed to lowering the 
overall levels of inequality in the country.

Thus, in the absence of social grants, our estimates suggest that 
the Gini coefficient would have increased by 0.11 from 0.66 to 0.77 
in the period between 1995 and 2005, while in reality the Gini co-
efficient increased by 0.08 over the period. The results also confirm 

16 While empirical work on the distribution of welfare can be done using expenditure 
or income data, the international norm is to use private consumption expenditure 
as opposed to income when calculating changes in poverty and inequality. With 
the World Bank defining poverty as the “inability to attain a minimal standard of 
living” - measured in terms of basic consumption needs, it follows that consumption 
expenditure data is more appropriate. In addition, the recording of consumption 
expenditure is usually more reliable and stable than income, especially amongst the 
poor. However, since our specific aim here is to evaluate the contribution of income 
from social grants to the growth-distribution outcomes, per capita household income 
is utilised.
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that the provision of social grants has played a particularly important 
role in mitigating income inequality within the African population 
group. In 2005, the Gini coefficient for this cohort would have been 
0.71 in the absence of income from social grants. In contrast, the Gini 
coefficient calculated utilising total income inclusive of grant income 
was 0.61.

Table 10 – Gini Coefficients for Total Per Capita Income 
with and without Grant Income by Race, 1995 and 2005

Gini Coefficient

1995 2005

Per capita 
income

Per capita 
income 
without 
grants

Difference 
in Gini 
Units

Per 
capita 
income

Per capita 
income  
without 
grants

Difference 
in Gini 
Units

African 0.56 0.59 0.03 0.61 0.71 0.10

Coloured 0.49 0.52 0.03 0.59 0.64 0.04

Asian 0.46 0.47 0.01 0.56 0.57 0.01

White 0.44 0.44 0.00 0.51 0.52 0.01

Total 0.64 0.66 0.02 0.72 0.77 0.05

Source: Own calculations – Statistics South Africa: IES 1995 & 2005.

Notes: 1. The changes in the values of the Gini coefficients between 1995 and 
2005 are in bolded text when the results are statistically significant at the 95 
percent level. 2. The population in 1995 has been weighted according to the 
1996 Census, while the population in 2005 has been weighted according to 
the 2001 Census. In both datasets, the population has been weighted by the 
household weight multiplied by the household size.

The Lorenz curve in Figure 12 graphically illustrates the relatively 
higher levels of income inequality in both years in the absence of the 
provision of social grants. Thus, the curves for both 1995 and 2005 
without grant income lie further away from the “equality line” than 
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the curves for income inclusive of grant income. In addition, the rel-
atively larger gap between the curves with and without grant income 
in 2005 compared to 1995 captures the growing importance of social 
transfers over time. More specifically, the 2005 curves illustrate that 
when grant income is excluded from total income the “poorest” 80 
percent of individuals received only about 20 percent of total income. 
By contrast, when grant income is included, the “poorest” 80 percent 
of individuals received more than 30 percent of total income.

Figure 12 – Lorenz Curves for Africans: with 
and without Grant Income, 1995 and 2005

Source: Own calculations – Statistics South Africa: IES 1995 & 2005.

Notes: 1. The changes in the values of the Gini coefficients between 1995 and 
2005 are statistically significant at the 95 percent level. 2. The population in 
1995 has been weighted according to the 1996 Census, while the population 
in 2005 has been weighted according to the 2001 Census. In both datasets, 
the population has been weighted by the household weight multiplied by 
the household size.

The results above clearly illustrate that, while the South African 
government’s social grant system did not contribute to a reduction in 
the levels of inequality in the country over the period, the levels of 
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inequality at the aggregate and particularly for Africans would have 
been significantly higher in the absence of social transfers. In the re-
mainder of the section we compare the GICs for total income and 
total income excluding grant income. This allows us to examine the 
impact of the provision of social grants on growth rates at different 
percentiles of the income distribution. It also allows us to specifically 
determine the impact of the provision of social grants on the growth 
in the incomes of the poor.

Figure 13 below presents the GICs for South Africa for total in-
come including grant income and total income excluding grant in-
come respectively. When grant income is included, all individuals 
experienced positive growth rates in their incomes between 1995 and 
2005. The growth in incomes was however not pro-poor in the rela-
tive sense, as those at the bottom of the distribution experienced lower 
growth rates than those at the top of the distribution.17

The GIC for income without social grant income looks startlingly 
different, as the average annual growth rates for those at the bottom 
of the income distribution are negative in the absence of social grants. 
In fact, the percentile growth rates are negative up to about the 40th 
percentile of the distribution. In other words, in the absence of the 
provision of grant income, growth would not have been pro-poor even 
in the absolute sense over the period. Not surprisingly, from the 80th 
percentile upwards, the two GICs display a similar trend, confirming 
that those at the top of the distribution experienced strong growth in 
their incomes that is unrelated to the social grant system.

17 Again it should be noted that GICs are usually calculated utilizing per capita 
expenditure and not income, but here we are specifically interested in presenting 
the contribution of grant income in growth in incomes over the period.
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Figure 13 – Growth Incidence Curve for SA: Income 
Including and Excluding Grant Income, 1995-2005
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Notes: 1. The population in 1995 has been weighted according to the 1996 
Census, while the population in 2005 has been weighted according to the 
2001 Census. In both datasets, the population has been weighted by the 
household weight multiplied by the household size. 2. Figures are annualised 
growth rates.



180 Chapter 4 – South Africa

Figure 14 presents the GICs for Africans, inclusive and exclusive of 
grant income. The GIC inclusive of grant income looks very similar 
to the GIC for all South African households, with all African individ-
uals experiencing positive growth in their incomes between 1995 and 
2005. The GIC for income excluding grant income illustrates (sim-
ilarly to the results for Gini coefficient) that the provision of social 
grants had an even larger positive impact on the welfare of African in-
dividuals. In the absence of grant income, all Africans in the bottom 
half of the distribution would have experienced negative growth in 
income over the period. Thus, in the absence of the provision of grant 
income, growth would not have been pro-poor in either the absolute 
or relative sense. From the 50th percentile upwards, the average annual 
growth rates increases steadily, again showing that most of the growth 
in income would have occurred at the very top of the distribution.

Finally, though not shown here, the results indicate that grant 
income plays a particularly important role for individuals living in 
rural households. Overall, the results presented above confirm that 
the poor would have experienced negative growth rates in their in-
comes between 1995 and 2005 in the absence of the government’s 
system of social transfers. In addition, the provision of social grants 
played a particularly strong role in the supporting those living in rural 
households.
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Figure 14 – Growth Incidence Curve for Africans: Income 
Including and Excluding Grant Income, 1995-2005\
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Notes: 1. The population in 1995 has been weighted according to the 1996 
Census, while the population in 2005 has been weighted according to the 
2001 Census. In both datasets, the population has been weighted by the 
household weight multiplied by the household size. 2. Figures are annualised 
growth rates.
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4. Conclusion

The above exhaustive analysis, primarily descriptive in nature, 
suggests that the South African economy was not immune to the real 
economy consequences of the global credit crisis – as most macro in-
dicators, resource prices and national account balances yielded to the 
pressure of global economic turndown. Furthermore, the impact on 
the labour market in South Africa was both swift and brutal: Some 
770,000 workers lost their jobs at the height of the recession between 
the third quarter of 2008 and the third quarter of 2009. The detailed 
individual characteristics analysis shows that it was young, African, 
male or female workers with incomplete schooling who bore the brunt 
of the recession. In terms of sectoral results, large job losses were expe-
rienced in manufacturing and construction, with semi-skilled work-
ers in particular negatively affected. Two additional employment re-
sults bear mentioning: Firstly, the informal economy has been at the 
forefront of job losses as these workers saw a disproportionate share 
of jobs being lost. Secondly, the labour force participation rates for 
the South African economy declined consistently for the first time 
since 1994. Young workers delayed their entry into the labour market 
– suggesting that these individuals sought to upgrade their human 
capital endowments in the short- to medium-term.

The UIF is a key component of South Africa’s social security ar-
chitecture since it targets the unemployed, and our analysis shows 
that the uptake of unemployment insurance during the recession was 
substantial. However, the UIF excludes informal sector workers, and 
this is particularly worrying given that these workers are generally 
more vulnerable to changes in economic circumstances and, in ad-
dition, job losses among these workers were disproportionate to their 
share in total employment. It is necessary then to reconsider adequate 
and effectively targeted interventions designed to incorporate workers 
within the informal economy as well.



183Haroon Bhorat, Sumayya Goga, Carlene van der Westhuizen & David Tseng  

The second part of the paper considers the importance of another 
key component of South Africa’s social security architecture, namely 
social grants. The results presented in this paper firstly clearly show 
that both absolute and relative levels of poverty have fallen at the 
aggregate (irrespective of the gender of the head of the household) as 
well as for African-headed households, and this result is invariant to 
the choice of poverty line. The results, however, also show that race 
and gender continue to remain overwhelming determinants of this 
poverty profile in South Africa. The trends in inequality suggest that 
one of the world’s most unequal societies has quite possibly become 
the most unequal. In turn, it is evident that income inequality be-
tween racial groups – to all intents and purposes, between Africans 
and Whites – is driving this overall increase.

Finally, as far as the impact of social grants on poverty and in-
equality is concerned, the analysis shows that that household access 
to grant income, particularly among households at the bottom half 
of the income distribution, has increased considerably. Furthermore, 
household’s increasing reliance on grant income is underscored by 
the fact that for households in the bottom three deciles, grant income 
contributed between 50 and 60 percent of total household income. 
More importantly though, analysis of Gini coefficients and Lorenz 
curves shows how social transfers have served to suppress some of 
the potential increases in income inequality. This was especially true 
for those living in African-headed households and individuals living 
in rural areas. While appearing to be an effective policy in at least 
limiting the increase of income inequality, the large scale expansion 
of the social security net is not a viable policy option. Put differently, 
the issue of fiscal sustainability is becoming increasingly important, 
particularly in times of crisis. There is now general recognition that 
the scope for expanding the social grant system – either in terms of 
numbers of beneficiaries or in terms of real grant values – is limited, 
bringing the labour market’s central role in addressing poverty and 
inequality into greater focus.
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