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Structural transformation to create high-productivity jobs in 
South and South-West Asia

Employment constitutes a crucial link between economic 
growth and poverty reduction for South and South-West 
Asia as most households in this subregion remain entirely 
dependent on income generated through work as access 
to other sources of income, such as from capital assets or 
public transfers, is usually limited. Thus, the availability of 
decent and high-productivity jobs on a sustained basis is 
key to tackling poverty in this subregion. 

In this regard, structural transformation that promotes 
economic growth and creates productive jobs in sectors 
where people living in poverty are likely to be employed 
should be a policy priority for South and South-West 
Asia.1,2,3 Moreover, as the subregion is experiencing a 
youth bulge, in which the share of those in the working-
age population is projected to rise at least until 2030, the 
need to create a sufficient number of decent jobs becomes 
urgent.  

Unconventional structural transformation in 
South and South-West Asia

Structural transformation should boost opportunities 
for productive jobs. In its broadest sense, structural 
transformation refers to long-term reallocation of the 
factors of production, such as labour and capital, to more 
productive economic activities.4,5,6 As resources are used 
more efficiently, such as by redeploying excess labour 
from low-productivity agriculture for employment to other 
sectors, structural transformation can help to promote 
a country’s economic and productivity growth. So, as 
an economy’s income level increases and its structural 
transformation shifts the economy away from its reliance 
on the agricultural and subsistence sectors toward higher 
value-added manufacturing and services sectors, which 
opens opportunities for more productive jobs.7

However, the actual dynamics of structural transformation 
in South and South-West Asia, have played out differently. 
Structural change in the subregion has failed to create 
a sufficiently large number of productive jobs. This is 
mainly because most of the economies continue to linger 
between agriculture and low value-added manufacturing. 
Figure 1 depicts the shares of employment and value 
added over time in the agricultural, industrial and services 
sectors, and highlights the lack of high value-added 
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industrialization in the subregion. In particular, while the 
share of industry in total employment increased over the 
past two decades from about 16 per cent in 1991 to 24 per 
cent in 2013, its share in total output has been stagnant 
at about 25 per cent during the same period. This implies 
lower productivity in industrial activities in the past 
decade. Meanwhile, although figure 1 suggests higher 
productivity in service activities, mainly driven by modern 
and productive jobs, such as those in India’s financial and 
information technology sectors, the vast majority of jobs in 
services are concentrated in low-productivity areas, such 
as in retail services. 

Available data on occupational groups point to the 
dominance of low-productivity jobs in South and South-
West Asia. The share of jobs which are generally regarded 
as more productive and have higher skills requirements, 
such as professional, managerial and technical work, 
remains below 20 per cent in most economies in the 
subregion. In contrast, skilled jobs in the agricultural 
sector and elementary occupations account for the highest 
shares of workers in most economies. In the Maldives, 
almost half of all the employed are performing rudimentary 
occupations, such as street vending, cleaning services 
and simple tasks related to farming, manufacturing and 
mining. Such shares are also high in India at about 30 
per cent and close to 20 per cent each in Bangladesh, 
Pakistan and Sri Lanka. 
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Figure 1. Sector shares of employment and value added, 
South and South-West Asia, 1991-2013

Source: Based on the ESCAP Statistical Database.
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In India, structural transformation bypassed high-
productivity industrialization and shifted to low value-
added services sectors. India’s share of manufacturing in 
GDP, at 17 per cent in 2014, was notably lower than that 
of other major Asia-Pacific economies, such as China, the 
Republic of Korea and Thailand, where such shares were 
close to one third. The lacklustre growth in the share of 
manufacturing employment has been attributed to several 
factors, including rising capital intensity, the concentration 
of manufacturing in the informal sector, an absence of 
middle-sized firms and the reclassification of some tasks 
that were previously performed by manufacturing but 
have now been transformed into services.8,9,10,11 Within the 
manufacturing sector, the resource and labour-intensive, 
low-technology sectors, such as food processing, tobacco, 
wood products and textiles, remain the largest employers. 

Informal jobs are common

Even where jobs exist, the quality of jobs, including such 
aspects as wages, working conditions, social protection 
and equal access to employment opportunities, is 
important. In South and South-West Asia, the quality of 
employment appears to be low, as a large share of workers 
is being employed in the informal sector. For example, 
informal employment accounts for about 70 per cent of 
all jobs in Sri Lanka, almost 90 per cent in Bangladesh, 
India and Pakistan, and up to 95 per cent in Nepal. When 
excluding jobs in agriculture, one estimate suggested that 
the informal economy in Bangladesh, India and Nepal 
still absorbs at least half the working population.12 These 
informal jobs are typically characterized by low pay, poor 
working conditions and little or no protection or rights. 

The prevalence of informal sector jobs has perpetuated 
low productivity, poverty and inequality.13,14 Figure 2 shows 
that India labour productivity in manufacturing is much 
lower for informal workers than for formal workers. In India, 
informalization of the organized manufacturing sector 
has been rising through greater use of subcontracting 
and increasingly employing contract and temporary 
workers. Typically, casual and temporary workers receive 
significantly lower wages than regular workers and have 
limited recourse to adequate social security and other 
benefits. Evidence suggests that the bulk of new jobs 
created in the formal sector of Indian manufacturing are 
low-quality insecure jobs. The increasing informalization of 
manufacturing is a matter of concern because, if structural 
change through sustainable industrialization does not 
create decent jobs for people to attract workers away from 
low-productivity occupations, such change would fail to 
have a significant impact on reducing poverty.15

Policy strategies for guiding structural transformation in 
South and South-West Asia

Policy strategies to ensure that structural change creates 
a sufficiently large number of productive jobs could feature 
at least four related components: introducing multifaceted 
industrial development policies; investing in human 

Mean value added per worker in manufacturing 
in India as a share of value added per worker in 
formal firms with 200+ employees

Figure 2.
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resources development; breaking the informal-formal 
segregation barriers; and expanding social protection 
beyond formal sector employment. 

On the first component, the goal of an industrial policy 
should be to offer an enabling business environment that 
is conducive to creating new high-productivity sectors 
and increasing the value added for existing economic 
activities. The latter includes enhancing productivity in 
the agricultural sector, which still employs nearly half 
the workers in South and South-West Asia. In order to 
promote dynamic, high-value-added economic activities, 
the focus should be on enhancing innovation capacity 
and entrepreneurship. In this regard, enhanced access 
to credit facilities and venture capital to support business 
start-ups is important.16

There is already a renewed effort to energize 
manufacturing activities in the subregion, such as the 
recent “Make in India” policy package that envisions 
India as a global manufacturing hub. The core part of 
the initiative is sector-specific industrial policies. The 
focus is on manufacturing sectors, such as automotives, 
textiles and pharmaceuticals, as well as the energy 
and infrastructure sectors, such as oil and gas, power, 
ports and telecommunications. There is also a range of 
complementary policies and incentives to avoid the pitfalls 
of a “picking-winners” approach. Examples include a 
new microfinance public financial institution that targets 
innovative small and microenterprises, and “Stand-up 
India”, which seeks to promote entrepreneurship among 
women and disadvantaged indigenous groups. 

The second component of policy strategies to ensure that 
structural transformation leads to high-productivity jobs is 
investment in human resources development to increase 
the availability of a skilled labour force. On this supply-
side policy, studies show that countries which have higher 
average years of schooling tend to have a higher share 
of employment in the manufacturing and services sectors 
and a higher share of wage employment.17,18 These studies 

Source: Nayar, Reema, and others (2012). More and better jobs in South Asia. South Asia Development 
Matters Series. Washington, D.C.: World Bank. Available from http://siteresources.worldbank.
org/SOUTHASIAEXT/Resources/223546-1296680097256/7707437-1316565221185/
Jobsoverview.pdf.
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also highlight the importance of education for successful 
structural transformation in Asia-Pacific countries, such 
as China, Indonesia and Viet Nam. 

Several Governments of countries in the subregion 
have placed greater emphasis on skills formation and 
human resources development in the past decade. For 
example, while Sri Lanka passed the Free Education 
Act in 1945 and Bangladesh adopted the Primary 
Education Compulsory Act in 1990, India and Pakistan 
passed right-to-education legislation only in 2009 and 
2012 respectively. Moreover, India established the 
Ministry of Skill Development and Entrepreneurship in 
2014 and launched the Skill India programme in 2015, 
which seeks to harness the energy of the country’s 
youth. 

One policy priority is to strengthen technical and 
vocational education and training (TVET) schemes. 
Studies suggest the employment benefits of TVET 
schemes could be more significant in the informal 
sector and among some population groups, such 
as women. In the context of South and South-West 
Asia, a recent estimate shows that the rate of return 
of TVET schemes is as high as 42 per cent in Sri 
Lanka.19 Despite the high rate of return, enrolment 
in TVET programmes in the subregion is very low, at 
about 2 per cent of total school enrolments in 2007. 
Such low enrolment is largely due to a perception that 
TVET carries lower social status compared with formal 
education. Nevertheless, some policy effort has been 
made to promote TVET. For example, Bangladesh 
has sought to modernize its TVET system through 
implementation of the National Education Policy 2010 
and the National Skills Development Policy 2011. In Sri 
Lanka, TVET plans were designed in consultation with 
representatives from the private sector to ensure that 
the skills being developed are those that are relevant 
for work, particularly in the apparel industry. 

The third component of the policy package to create 
high-productivity jobs is labour market innovations that 
seek to break the informal-formal segregation barriers. 
Among other measures, formalization of the informal 
economy should be encouraged by reducing the 
regulatory cost of formalization, such as by imposing 
fewer paperwork requirements, and linking incentive 
schemes, such as by facilitating access to finance, 
business registration and basic compliance with labour 
and environmental regulations. Moreover, as most 
informal firms are small, the broad policy is to help 
these firms to grow and graduate into formal economy 
enterprises. This step requires addressing constraints, 
such as limited access to credit and inadequate 
management skills. As for workers, a policy effort that 
seeks to formalize employment relationships, expand 
social security benefits to in-service training and enable 
transferability of qualifications and skills between 

the formal and informal sectors would help facilitate 
integration in the formal economy.20

The fourth component is to expand the provision of social 
protection beyond formal sector employment. Social 
protection plays a critical role in promoting inclusive 
development. For example, income support in case a 
worker becomes temporarily unemployed or injured in a 
work-related accident would help workers avoid falling 
into poverty. Similarly, pensions provide basic income 
security in old age, while maternity benefits promote 
female labour force participation and access to good-
quality maternal health care. Despite the importance of 
such measures, only about 10 per cent of workers in 
the subregion have social security coverage, although 
this share is higher, at about 25 per cent, in Sri Lanka.21

 
As the subregion has large informal sectors, the 
provision of social security that is based on employment 
contributions excludes the vast majority working in the 
informal economy and the working poor. To address 
this problem, countries such as Bangladesh and Nepal 
are taking steps to expand their social protection 
systems through safety net programmes. Meanwhile, 
public works programmes intended to support income 
smoothing during adverse economic shocks and provide 
safety nets, such as job guarantees in India, have been 
successful in promoting the productivity of agriculture 
and diversification whereby male workers have 
moved out of the casual private sector into alternative 
occupations.22 Such social protection initiatives could 
be used as stepping stones towards a more universal 
and comprehensive social protection system untied 
to employment status. Such schemes also improve 
employment dynamics and provide decent work.
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