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Foreword 
 
 
 

The Development Analysis Network (DAN), which formed in 1997, is a network 
of research institutions in Thailand, and the Southeast Asian Transition Economies 
(SEATEs), namely Cambodia, Laos and Vietnam.  It was set up to conduct com-
parative research on topics of common interest. The funding for the two initial 
DAN planning meetings came from the United Nations Development Programme, 
and it allowed scholars from the concerned countries to meet in order to elaborate a 
joint research agenda. The International Development Research Centre of Canada 
has subsequently provided the financial support for the work of DAN and its pub-
lications. 

        The institutions participating in DAN are: the Cambodia Development Re-
source Institute and the Cambodian Institute for Cooperation and Peace, in Cambo-
dia; the National Statistical Centre and the National Economic Research Institute, in 
the Lao People’s Democratic Republic; the Central Institute of Economic Manage-
ment and the Institute of Economics, in Vietnam; and, the Thailand Development 
Research Institute, in Thailand. The Cambodia Development Resource Institute acts 
as the network's coordinator. 

        The first phase of the network’s research was conducted in 1998-99 on the 
impact of the Asian financial crisis on the SEATEs and Thailand. This was success-
fully concluded with the organisation of a dissemination Conference in Phnom Penh, 
in January 1999, and the collected papers were subsequently published as a book. 

        The second, and present round of DAN research has concentrated on labour 
markets. The impetus to undertake research on this topic began with the Asian fi-
nancial crisis that rendered large numbers of people jobless and increased the suffer-
ing of the poorer sections of society. In addition to being vulnerable to influences 
from beyond their borders such as the financial crisis, the transition economies also 
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suffer from structural underdevelopment. 

        The findings of this second phase of DAN research were disseminated in a 
Conference held in Laos in December 2000. Since then the papers have been revised 
and edited, and with this volume, have now been published. 

        The findings of these studies suggest that labour issues are daunting in all four 
countries. Problems arise to varying degrees from multiple sources – external 
shocks, internal political uncertainties and/or economic management, the challenges 
of poor infrastructure and underdeveloped human capital. Open unemployment is 
largely not visible in these countries because the poor can scarcely afford to stay 
jobless and also the agrarian and informal sectors shelter many more persons than 
what the principles of productive employment would dictate. As a result, levels of 
underemployment and poverty are high. Interestingly, the more a country is domi-
nated by the agrarian and/or informal sectors and non-tradable activities, the larger 
are the proportions of its poverty.  This implies that integration of labour in these 
countries into the international division of labour could improve standards of living. 
The fact that well over a third of the population in Cambodia, Laos and Vietnam 
subsist below the poverty line, is evidence that insulation is not beneficial. 

      There is a general realisation that while economic integration and trade can be 
mutually advantageous, it is more important to address the internal constraints to 
development in all the four countries. These are political, economic, and technologi-
cal, as well as social. These studies all bring home the grim reality that if labour is-
sues are left unaddressed, the resulting problems can pose threats to the stability of 
the region. 

        We sincerely hope that, like the findings of the first DAN study, the outcome 
of this phase will also be of interest and of use to policy makers and academics 
alike.  

 

Eva Mysliwiec  
Director, 

Cambodia Development Resource Institute 

March, 2001 
CDRI Phnom Penh 
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Introduction 
Labour Markets in Transitional  

Economies in Southeast Asia and  
Thailand:  A Study in Four Countries* 

Sarthi Acharya 
 

 

 

 

Most countries in Southeast Asia faced economic contraction as an aftermath of the 
Asian financial crisis. A large number of workers were rendered unemployed. The 
situation was perhaps the worst felt in Thailand, but the transition economies were 
affected as well. Of course each of the latter had more than the regional crisis to 
blame for its fate. Cambodia, for instance, underwent some intense political uncer-
tainty, while Laos was affected by imprudent fiscal judgements. Vietnam stumbled 
in managing its transition process. However, unlike at any time, anywhere in the 
past, repair and amends began immediately. In less than a year, most countries ap-
peared to have come out of the worst and have been gradually making their way to 
recovery.1 

        The more difficult problem faced by these economies is the structural rigidity 
in their labour markets that has not permitted adjustment processes to be rapid and 
smooth. For one, the agrarian sector is rather large. While it acts like a giant sponge 
to absorb labour released from non-agricultural sectors during times of economic 
downturn, the large numbers of underemployed and poor people in the agrarian 
sector is a constant cause of concern. At the economic level, surplus labour in the 

1 

∗    This paper is based on the four Development Analysis Network (DAN) country 
papers and discussions of these at a conference in  Laos in December 2000.  Sarthi 
Acharya is CDRI’s Research Director. 

 1  There is extensive literature on this subject. See DAN (1999), Wickramasekara 
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agricultural sector retards the growth of productivity in agriculture and allied activi-
ties and, hence, wages and earnings. This in turn impacts savings and investment. At 
the human level, there are problems of low standards of living, high population 
growth and generally low social development. Developing countries in this region 
are thus faced with the challenge of growth, adjustment and poverty alleviation, and 
in all of these, labour markets play a central role.2 

        In 2000, the Development Analysis Network (DAN), a network of seven re-
search institutions in the region, began studying the structure and dynamics of the 
labour markets in the Southeast Asian Transition Economies (SEATE) and Thai-
land. This research was undertaken with a view to, (a) examine links between the 
labour market, economic growth and poverty reduction, (b) judge the impact of both 
the internal and external crises on the labour market, and (c) review existing policy 
that affects the labour market. In order to enable the study to fulfil these objectives, 
the following core questions have been addressed: 

(1) What is the structure of the employment problem in each of the countries? 

(2) What are the temporal changes experienced over time in recent years? 

(3) How important is the role of migration in labour market adjustment? 

(4) What are the underlying causes of the crisis, and consequences on the labour 
markets, particularly the wage employed and the poor?  

        The four countries under study here are quite different in their structural char-
acteristics and levels of development; hence the purpose was not only to look at 
similarities, but also at critical differences, and the implications of these for public 
policy. Each of the papers has relied on extensive use of census and large, economy-
wide survey data for carrying out the analysis, in addition to conducting small sam-
ple studies. However, because of the dissimilarities between countries, the approach 
taken in each paper is unique. This introductory chapter highlights some of the cen-
tral issues discussed in the papers, and compares their approaches and findings. In 
the process, it delves into the challenges that need to be faced. The chapter con-
cludes with a review of public policies in place and their efficacy. 

 

1.1. Similarities and Contrasts Between the Countries 

Thailand reports a per capita Gross National Product (GNP) of about US$2000 
compared to the others where GNP is less than US$400. In the late 1990s, the low-
est per capita GNP was recorded in Cambodia at US$280. The GNP of Vietnam  

2   See Horton et al (1994) for a detailed examination of the critical role of labour 
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was US$330 and that of Laos was US$360. The Human Development Index (HDI) 
follows a somewhat different order. After Thailand, the HDI ranks Vietnam first, 
followed by Cambodia, and then Laos. Since the HDI incorporates education and 
life expectancy, it is evident that there is divergence between economic and social 
progress in the countries in question. Adult literacy is high in Thailand and Viet-
nam – exceeding 90 percent – but in Cambodia and Laos it is less than 65-70 per-
cent.3 It is not surprising that Laos ranks lowest in the HDI rating since its literacy 
achievements are the lowest. Total fertility rates are also lower in Thailand and 
Vietnam, placed at near to two, while in Cambodia and Laos the fertility rate is 
above four. These statistics suggest that social progress, achieved owing to high 
incomes in Thailand, has been possible at a relative low-income level in Vietnam. 
Cambodia and Laos, however, have not witnessed the same success.  

        In terms of natural and human endowments, two indices bring out the con-
trasts. For the active population, Vietnam has the least amount of cultivable land 
(511/sq km), followed by Thailand, (170/sq km), Laos (151/sq km) and Cambodia 
(105/sq km). Interestingly, the former two have a much higher productivity level 
and are food-exporting countries, compared to the latter two, which despite more 
available land, are not in the same position. Considering that the whole region is 
agro-climatically nearly homogenous,4 better land-use practices and irrigation have 
enabled Thailand and Vietnam to forge ahead of Cambodia and Laos.5 Part of the 
reason why agricultural modernisation has been more successful in some countries, 
compared to others, is also the prevalence of more education. The number of years 
of schooling per square kilometre, an indicator of educational spread, was found to 
be by far the greatest in Vietnam (2685), followed by Thailand (635), then Laos 
(512) and finally Cambodia (422).6 

        Cambodia differs from the other four countries because it has recently emerged 
from a traumatic war lasting nearly three decades. Its human development index is 
rather low because none of its social institutions were effective due to the civil war, 
and they have only just begun to function. Its struggle to fight poverty and back-
wardness requires an all-out economic package, a peace and governance agenda, as 
well as a social development plan. Laos, a multi-ethnic low-income country, has 

3   The census figures are questioned by more in-depth surveys, which find that, at 
least in Cambodia, the actual literacy does not exceed 40 percent. See, RGC 
(2000). 

4   Indeed, within the region there are notable differences, for example, lands in the 
Mekong delta are more fertile than, say the uplands. Such differences, however, do 
not negate the generalisation made in the text. 

5   A detailed discussion on land and labour use in East and Southeast Asia can be seen 
in Ishikawa (1981). 

6   These statistics, though, are not independent of the population density; hence, an 
exact correspondence between education and productivity should not be expected. 
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stayed out of the international division of labour for far too long, due to the combi-
nation of both an agrarian economy and centrally-planned forms of governance and 
economics. Its problems are similar to those faced by some other Asian countries 
three to four decades ago, and it may have to pursue the classical development path 
of setting up labour-intensive industries and adopting an open-economy policy. 
Thailand has grown at a brisk pace in the last two decades and is now a middle-
income country. But having been affected by the Asian financial crisis more than 
any other country, it is slowly limping back to normalcy. Its experiences provide 
lessons to others. Lastly, Vietnam, a low-income country that has also faced a pro-
longed war (from the 1950s to the 1970s), has shown considerable economic dyna-
mism in recent years, despite its traumatic history. Unlike Cambodia, Vietnam’s 
social and civil institutions remained largely intact during the war, and this has con-
tributed to its high levels of literacy and education. Vietnam now needs to create 
responsive business and financial institutions that are in tune with current realities. 

 

1.2. Labour Participation Rates 

Labour participation rates (LPR) in Southeast Asia are higher than most other Asian 
countries.7 The insignificant or non-existent gender gap in LPR here, in contrast to 
elsewhere in the world, is characteristic of this region. Table 1.1 provides some, 
though not fully-comparable, figures on LPR for the four countries. Despite these 
definitional differences, they confirm that participation rates are high. Some inter-
country variations in LPR can be explained by the higher (or lower) educational 
participation of people in the group aged 10-19 years. For example, Vietnam, and to 

Countries Rural-male Rural-female Urban-male Urban-female All areas-male All areas-female 

(1) (2) (3) (4) (5) (6) (7) 

Cambodia 
(age 10+) 
(age 15+) 

 
69.7 

 
70.6 

 
62.6 

 
54.5 

 
69.7 
82.0 

 
70.6 
76.0 

Laos 
(age 10+) 
(age 15+) 

 
71.5 

 
75.1 

 
60.4 
73.1 

 
53.3 
61.8 

 
69.5 

 
71.2 

Thailand 
(age: all) 
(age 15+) 

 
- 

 
- 

 
- 

 
- 

 
59.4 
83.0 

 
48.0 
67.0 

Vietnam 
(age: 15+) 
(age: all) 

 
- 

 
- 

 
- 

 
- 

 
83.2 
50.0 

 
83.9 
45.5 

Note: Data for Laos for the age group 15+ are from the 1995 Census. Source: DAN Country Papers 2000 

Table 1.1. Labour Participation Rates in the SEATE Countries and Thailand 

7   Historical and agro-ecological discussions on this can be seen in Boserup (1970).  
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an extent Thailand, have higher numbers attending educational institutions. As a 
result, there are relatively fewer workers in this age group, and vice versa. The other 
important determinant of labour participation is the age composition of the work 
force. In countries where total fertility rates have visibly fallen (Thailand and Viet-
nam), labour participation is generally high in the higher age groups. In countries 
where fertility rates are still high (Laos), labour participation is high in the lower age 
groups, but visibly reduced in the higher ones.8 The third important determinant of 
labour participation is the division of the work force between rural and urban areas. 
The LPR is high in countries where peasant agriculture is less pervasive (Thailand), 
and low where the majority are engaged in peasant agriculture.  

        Next, in three of the four countries there are actually more female than male 
workers in the labour force.9 However in Thailand, and in urban areas of Cambodia 
and Laos, this is not the case. This demonstrates that peasant agriculture, which 
dominates labour activity in all three transitional economies, engages women work-
ers in large numbers. Because human capital plays a crucial role in most urban jobs, 
and women are uniformly less-endowed with it due to a lack of educational and 
training opportunities available to them, their participation in the labour force in 
urban areas is accordingly less. Next, in some settings, evidence suggests that the 
minimum supply price of labour rises with education. It is possible that not all jobs 
in urban areas come up to the supply price of female workers, and that some women 
leave the income-earning part of the labour force.   

 

1.3. Sectoral Distribution of the Work Force 

A sectoral distribution and occupational structure of the labour force in the Asian 
context can throw light on a number of issues related to the extent of the develop-
ment of the labour market.10 Table 1.2 contains data on the sectoral distribution of 
the labour force. These follow the International Labour Organisation’s broad catego-
risation of sectors as primary, secondary and tertiary. As mentioned earlier, most of 
Asia still has a large section of its labour force working in the primary sectors, es-
sentially in peasant agriculture. This has gradually been reducing over time, with 
workers moving to urban/non-agricultural occupations for work. There are more men 
moving out of the primary sectors than women. As a result, a higher proportion 
(and number) of women are left behind in agriculture. In time this may lead to a 
‘feminisation’ of agriculture.  

8   Age-specific participation rates, given in the country papers, stand witness to this.  
9   In the case of Vietnam there are more females in the labour force only when data 

for age groups 15 years and above are taken. 
10 Distributions of the labour force by occupational and status categories strengthen 

the arguments developed here. For reasons of brevity, data on sectoral distribution 
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        Laos has the largest number and proportion of its population working in agri-
culture, followed in respective order by Cambodia, Vietnam and then Thailand. The 
level of development in these nations is roughly the same, but in reverse order. 
These data also reflect the fact that both Thailand and Vietnam have a substantial 
manufacturing sector. As far as the service sector is concerned, as would be ex-
pected, Thailand ranks first. Cambodia ranks second, with Vietnam third. Perhaps 
the reason for this ranking can be found in the model of development pursued in the 
three countries. Vietnam has followed a central planning model, which for a long 
time attached relatively less importance to the services sector.11 In contrast, Cambo-
dia has followed a market-driven model, which, subject to supply constraints, at-
taches greater importance to activities that have a larger market. Since Cambodia as 
yet has many constraints in the growth of its secondary sector, the service sector 
has forged ahead. 

        The informal sector, like peasant agriculture, also acts as a giant sponge that 
absorbs (and releases) labour depending on demand. While there is no objective 
method to define the informal sector, clearly the number of self-employed and un-
paid family workers in the petty production/retail sector can be used as a proxy to 
represent it. All the economies in the region have a very large informal sector. The 
proportion of self-employed and unpaid family workers in Thailand is 68 percent; 
elsewhere it is larger. To this extent, labour markets in all three countries are in the 
early evolutionary stage.  

 

1.4. Unemployment and Underemployment 

In most agrarian economies, unemployment is concealed and takes the form of un-
deremployment. While approaches have been developed to measure this, their 

Table 1.2. A Broad Sectoral Distribution of Workers (percent) 
Sector Sex Cambodia Laos Thailand Vietnam 

(1) (2) (3) (4) (5) (6) 

  Year: 1999 Year: 1992 Year: 1999 Year: 1997 

Primary Male 73.6 - - - 

 Female 78.1 - - - 

 Person 76.0 87.0 48.5 72.3 

Secondary Male   6.8 - - - 

 Female   7.0 - - - 

 Person   6.9 3.6 18.4 14.9 

Tertiary Male 19.6 - - - 

 Female 14.9 - - - 

 Person 17.1 9.4 33.1 12.8 

Source: DAN Country Papers 2000 

11 In fact many of the service sector activities are not even considered productive in 
centrally-planned economies. The ‘material product system’ of accounting that 
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adoption in large surveys has yet to be found practical.12 Some data on unemploy-
ment, which have been extracted from the country studies, are shown in Table 1.3. 
As stated earlier, the overall unemployment rates do not appear to be high in any of 
the countries. Thailand’s unemployment rate is over 5 percent, while Cambodia and 
Laos show rather low aggregate numbers of unemployed. Urban unemployment 
rates are higher everywhere. While separate data for urban areas in Thailand are not 
available, it is believed that the rate is higher there too. In urban Laos, unemploy-
ment figures vary widely between the 1995 census (Table 1.3) and the 1994 Urban 
Labour Survey (see country paper). The latter shows much higher figures (in the 
double digits). This divergence shows that the unemployment status of workers is 
highly sensitive to the definitions used, a typical characteristic of less-evolved la-
bour markets.13  

        The papers suggest four distinct aspects to unemployment. First, age-specific 
data in all the countries reveal that young people face more unemployment than 
those who are older. The highest unemployment is seen in the age group 20-24 
years, followed by those aged 15-19. In Thailand, the age group in their late-
twenties also figures prominently among the unemployed. Perhaps this is a result of 
the financial crisis in that country. High unemployment rates for those in younger 
age-groups are generally the case in all developing countries. It is easy to see the 
reason for this. Entry into the market is difficult for young people, especially in the 
sector of their choice. Often out of lack of choice, they join the agrarian or informal 
sectors where young entrants can still be accommodated. Thereafter they remain 
there. Being out of a job for a long time is simply unacceptable, both economically 
and socially. Second, it can be observed that there is an inexplicable difference in 

Table 1.3. Unemployment as a Proportion of the Total Labour Force 
Country Sex Rural  Urban All areas 

(1)  (2) (3)   (4) (5) 

Cambodia Male 0.42   3.04 0.80 

1999 Female 0.34   3.60 0.66 

 Person 0.38   3.30 0.70 

Laos Male  1.1   4.5 1.70 

1995 Female 1.1   4.6 1.70 

 Person 1.1   4.5 1.70 

Thailand Male - - 5.03 

1999 Female - - 5.50 

 Person - - 5.10 

Vietnam Male 0.96  5.21 3.49 

1999 Female 0.69  3.27 1.85 

 Person - - - 
Source: DAN Country Papers 2000 

12 See Sen (1976), Islam et al (1982) and Acharya (1983) on application of some 
alternative criteria of measuring underemployment.   

13 See Horton (1995) for a discussion on this issue. A theoretical treatment can be 
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unemployment rates between men and women.14 Cambodia and Vietnam exhibit the 
pattern of more men than women being unemployed. This is acceptable since 
women have the option of self-provisioning when faced with an unfriendly labour 
market. Figures for Thailand and Laos, however, show that more women are unem-
ployed than men This pattern needs further investigation. Third, some interesting 
variations can be observed with regard to the link between education and unemploy-
ment. In Cambodia, there are probably not too many jobs for the highly educated, 
and hence there is higher unemployment among them. However, because they usu-
ally belong to the more affluent sections of society, they can afford to wait for the 
job of their choice. Laos follows a similar pattern. In Vietnam, school dropouts face 
higher unemployment because there are few opportunities for them. There is little 
evidence of a positive correlation between education and unemployment. In Thai-
land, the less-educated face more unemployment. This is due partly to the recent 
economic crisis that severely affected construction. Traditionally this sector has 
provided employment for those with little education. Finally, the Thailand paper 
demonstrates seasonality in unemployment. This paper shows that despite the high 
market penetration in that country, the unemployment rate can vary by up to 2 
percent between agricultural seasons. 

        The country studies in this volume have used a few proxy variables to measure 
underemployment. Field surveys in Cambodia do not attempt to measure underem-
ployment directly; instead, the incidence of workers holding multiple jobs is an indi-
cation of it. Data from the 1999 Socio-economic Survey show that about 38 percent 
of male workers and 32 percent of female workers hold two or more jobs. While 
workers do take up more than one job in many developing countries, (in particular 
agricultural workers in slack seasons), when this occurs in all sectors, it indicates 
widespread underemployment. Laos defines the visibly underemployed as those 
who have worked for less than 40 hours a week. In urban areas, these constitute 3.2 
percent of the work force. According to the 1994 Urban Labour Survey, this applied 
to 3.8 percent of male workers, and 2.6 percent of female workers. While there is a 
clear admission that the invisible underemployed also exist, and likely in large num-
bers, their enumeration remains a problem. The Thailand paper measures visible 
underemployment through counting persons working for less than 20 hours a week.  
In 1999, between 1.6 percent and 2.9 percent of the employed fell into this cate-
gory, with little evidence of seasonality. Generally speaking, the young, the old, the 
less educated, and those engaged in agricultural activities, face more underemploy-
ment. Vietnam defines underemployment as the ratio of unused working time to 
total working time. In 1999, this was a little over one-fourth of the total work time. 
Data from Laos and Thailand, which use comparable definitions, permit one to con-

14 Examples of entry and increase of workers in the labour market can be seen in 
Acharya and Jose (1991). 
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clude that visible underemployment in both these countries is rather low. There is, 
nevertheless, underemployment in all the countries. 

 

1.5. Migration 

People migrate as a part of their survival strategy. Both in- and out-migration are 
parts of the labour-market adjustment process. In developing countries, as modern 
sectors grow, they attract rural migrants from agriculture. In  recent decades, impov-
erished rural workers have often sought jobs anywhere they can find them.15 

        In Cambodia, as elsewhere, workers in search of jobs travel from rural to rural 
areas, from rural to urban areas and from urban to urban areas. The most dominant 
form of migration is rural out-migration, essentially to other rural areas. Second in 
importance is migration from  rural to urban areas. Since non-agricultural activities 
have been slow to grow, migration is essentially supply led; meaning that workers 
move out to look for jobs rather than jobs attracting them. Laos shows much smaller 
numbers of internal migration – only a few women moving to work in garment facto-
ries seem to have been recorded, though this clearly is an understatement. Thailand 
has witnessed migration from rural to urban areas – the classical flow – as well as 
from urban to rural areas. In this regard, Thailand stands apart in the sense that there 
are still remunerative jobs in rural areas. It is important to note, however, that in 
Thailand rural areas are so defined that they may nurture activities far beyond agri-
culture. There are industries, as well as services, in some rural locales. In Vietnam, 
migration is defined differently. The surveys adjudge whether a person was born at a 
place different from his/her present place of residence, in order to label him/her as a 
migrant. Survey data, and most other impressions in the country, suggest that the 
rural poor move towards urban areas and better-endowed rural areas to eke out a 
living. In fact, there has been a long-term movement from the northern part of the 
country (poorly endowed) towards the south (better endowed), and from rural to 
urban areas. However, data from a recent survey suggest that the most important 
reason is family related. This aspect needs further analysis.16 

        Each of the countries has also experienced international out-migration of their 
people, as well as in-migration of outsiders. In Cambodia, cross-border migration.17 

15 In a majority of cases, the impoverishment is worsened due to population pressure. 
An analytical description on supply-led migration can be seen in Harris and Tudaro 
(1969). 

16 Family-related reasons include marriage migration. It is often seen that unless data 
are classified differently, married women’s migration tends to dominate aggregate 
migration statistics. This finding is quoted from a living standards survey, the de-
tails of which require further examination. 



 

10                   Labour Markets in Transitional Economies in Southeast Asia and Thailand 

particularly of Cambodians to Thailand and of Vietnamese to Cambodia, has at-
tracted attention. While the former move westwards for unskilled work, the latter 
move (also) westwards to fill gaps in the relatively-skilled job segments. The situa-
tion in Laos is somewhat similar. A number of Lao workers have crossed the border 
to Thailand to do low-skilled jobs, though many are now being deported due to re-
duced job opportunities in Thailand. Laos, meanwhile, gets some skilled workers 
from its neighbouring countries. It is believed that not all migrants are registered with 
authorities, meaning that they are working illegally. Out-migration from Thailand has 
mainly been to Taiwan, the Middle East, ASEAN and some Western countries. All 
migrants going overseas appear to be skilled – a requirement in order to compete and 
to get a legal contract. As mentioned earlier, Thailand receives unskilled/semi-skilled, 
legal as well as illegal workers, from Cambodia and Laos, in addition to those from 
Myanmar. The largest number of migrants holding permits to work legally in Thai-
land, are those from Myanmar. All such migrants now face a setback due to the eco-
nomic crisis in Thailand. Not much is officially known about foreign workers in 
Vietnam, but it is believed that Vietnamese workers have been seeking jobs in as 
many as 30 countries around the world, including neighbouring countries. The de-
scriptions in this section suggest that the Harris-Tudaro type of reasoning (see 
Footnote 15) can explain fairly accurately the bulk of people’s geographic move-
ment, within and outside their countries. 

 

1.6. Child Labour  

Most countries in the region are signatories to the two main ILO conventions on 
Child Labour. While one proposes its abolition in a phased manner, the other urges 
an immediate ban on the worst forms of child labour. Not many data are immedi-
ately available on the nature of deployment of children at work, but the extent can 
be gauged from figures on age-specific LPR provided in the country reports. There 
are problems with comparability though, since some countries consider working 
persons aged less than 15 years within child labour, while others consider 17 years 
to be the cut-off limit. Also, data are not always given for comparable age intervals. 
Nevertheless, since the problem of child labour persists in the whole region, it war-
rants attention. 

        Cambodia has about 10 percent of its child population in the age group 10-13 
years, in the labour force. In the age group 14-17 years, this number is 36 percent 
for male and 50 percent for female children. Most of them work in the primary sec-
tors. In Laos about one-fourth of its children in the age group 10-14 years are en-
gaged in labour. About 29 percent are girls and 22 percent are boys. In the age group 
15-19 years in Laos, those of aged 15, 16 or even 17 years may be considered under-
age if working in some environs. The proportion working is about 61 percent. Of 



 

Introduction to Labour Markets in Four Countries                                                       11 

these, 51 percent are male and 72 percent are female. In Thailand, the figures for 
employment in the group aged 13-14 years are about 9 percent for males and 8 per-
cent for females, and for the age group 15-19 years, they are 33 percent and 26 per-
cent, respectively. These data show that Laos and Cambodia have very large num-
bers engaged in child labour, particularly in the older age groups, while the figures for 
Thailand are visibly lower.18 In predominantly peasant societies – Cambodia and 
Laos in this case19 – the incidence of children, particularly females, working early in 
life is high. This reduces with growth of the market economy. There is a large vol-
ume of literature that eulogises peasant economies and finds vices with the market. 
Several statistics suggest the contrary; the incidence of child labour is one. 

 

1.7. Labour Markets, Poverty and Growth 

People’s living standards are closely linked to economic growth and evolution of 
labour markets. For example, if growth is rapid and labour using, there is a move-
ment of workers away from unpaid family jobs and subsistence-oriented activities, 
to wage employment. This in itself is progressive since wages in the market are bet-
ter than subsistence earnings. When this is accompanied by formation of human 
capital, productivity and earnings also rise. A more flexible labour market facilitates 
relocation of workers away from low to high productivity areas and from low to 
high demand activities. All of this ultimately leads to better conditions for the soci-
ety as a whole.20 

        Basing its analysis on one-point data, the Cambodian study shows that poorer 
households have more dependants, they have less literacy/education and they work 
for fewer hours per week. In these households wage earnings are lower and child 
labour higher. Next, there is far more poverty concentrated in the agricultural sector, 
where people are engaged in self-employment and unpaid family work.  

        Data also show that workers in those sectors that have experienced rapid 
growth in waged employment, exhibit less poverty. Labour inflexibility, slow evolu-
tion of the labour market and slow growth in the economy are reported to be partly 
responsible for poverty in Cambodia. The implication in the temporal context is that 
if people have higher skills, and if economic growth provides them with full-time 
jobs outside subsistence activities, their incomes will rise, which in turn will help 
reduce poverty.  

18 It is important to note that in Thailand, the percentage of working children in the 
age group 13-14 years reduced from over 35 percent to less than 10 percent, in a 
decade when the economy showed extraordinary growth.  

19 There are no data for Vietnam available on this aspect in the country paper. 
20 A full debate on this can be seen in the World Development Reports of the World 
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        Laotian industry grew reasonably in the 1990s, but because of its small base, 
the impact on the labour structure has been limited. Want of adequate human capital 
has also thwarted greater emergence of the non-farm rural sector. The silver lining 
though is that the elasticity of labour use, with respect to growth in non-agricultural 
activities, is higher than that in agriculture. Positive, though moderate, growth in per 
capita income (and consumption) during this period has led to some reduction in 
poverty.  

        Thailand experienced rapid growth through the 1980s to the mid-1990s that 
resulted in a dramatic reduction in poverty. For every 1 percent of growth in na-
tional income, poverty fell by one-half of one percent. The country also recorded a 
positive association between GNP and real wages. When the GNP grew rapidly, 
wages also visibly rose. In recent years, when growth suffered a setback, poverty 
proportions also rose. Next, there is a strong negative association found between 
education and poverty and between trade liberalisation and employment, and hence 
poverty. Third, while maximum numbers of the poor are still associated with agri-
cultural activities, this imbalance is being corrected gradually.  

        An increase in GNP has been inversely associated with employment in agricul-
tural sectors, implying that growth in GNP creates jobs outside agriculture. This is 
probably how the correction has been effected. There is admission though, that pov-
erty reduction has been achieved not by growth and markets alone, but by active 
government policy as well. Vietnam presents a very similar result. During the 1990s, 
poverty has reduced in response to rapid growth in the national income. Labour 
markets are less perfect in Vietnam when compared to Thailand. As a result, rural 
poverty has remained high and is closely associated with access of families to arable 
land. Here too the research affirms that growth alone is not responsible for improve-
ments in living standards – affirmative government policies have made their own 
contribution.   

        All these statistics and results are evidence that rapid growth, shift of labour 
out of subsistence to market-led activities and economic reforms, in addition to af-
firmative policies like creation of human capital, and social and physical infrastruc-
ture, are necessary for productive labour use, wage increase and poverty reduction. 
 

1.8. Crisis and Impact 

The Asian crisis that hit the region in the late 1990s, has had varied impacts on dif-
ferent economies. The worst of the storm, of course, was in Thailand, and the other 
badly-affected countries were Indonesia and Malaysia. In the transition economies, 
the financial crisis per se was felt only to a limited extent because their integration 
into the regional and larger markets was less. However, each of the three countries 
under study faced domestic crises of a fairly serious nature. 
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        There was an internal political conflict in Cambodia in mid-1997 that assumed 
violent proportions. Business confidence fell, tourist arrivals plummeted and foreign 
aid stood suspended or withdrawn. As a consequence, inflation rose and the govern-
ment responded by adopting austerity measures. The GDP growth rate, which aver-
aged 7 percent in previous years, was down to one percent. In the following two 
years, after elections and some stability, just as the economy began to climb back 
towards normalcy, floods hit large parts of the country in the monsoon of 2000. The 
impact of all these, though, is not seen in the form of obviously-rising unemploy-
ment. Cambodia is still a predominantly peasant-oriented economy. The inactivity 
rate, however, rose among both men and women, implying that many withdrew 
from labour markets in order to take up self-provisioning. Real wages, as seen from 
data pertaining to Phnom Penh, also declined in 1997-1998. This was particularly so 
among vulnerable workers, who, in some cases experienced a 30-40 percent decline 
in real earnings over this period. Their wages, though, did not decline further in the 
year 2000.  

        Laos, like Cambodia, felt the external crisis only to the extent that its exports, 
migrant remittances and foreign investments were affected. Fiscal imprudence was 
the main reason for its internal problems.21 Between 1997 and 1999, inflation rose 
over 250 percent and the currency was depreciated twice during 1998-99. This re-
sulted in government sector employees losing real income, although those working in 
the private sector managed to salvage their incomes. In general, urban residents, who 
are more dependent on the exchange economy and imported goods, were more se-
verely affected than those in rural areas. During this period, medicines, clothes, edu-
cation, etc. became more expensive. The overall poverty from 1992/93 to 1997/98, 
though, showed a decline, partly because the crisis hardly affected the rural econ-
omy, but also because the main crisis in Laos occurred during 1998/99. As a result, 
these figures may not capture the reality.  

        Thailand still has a large peasant and informal economy that absorbs a lot of 
shocks. Agricultural employment rose slightly between a little before, and a little 
after the crisis, probably in response to retrenched workers seeking refuge in agricul-
ture. In some sectors such as construction, manufacturing, mining and transport, 
large numbers of jobs were lost. The crisis hit the low-skilled jobs the hardest.  

        It is believed that the educated are more flexible and have a higher capacity to 
adjust. The impact appears to have hit female workers more than male, a proiri 
though, there appears to be no explanation for this other than the one based on hu-
man capital. The aggregate (monthly) wages of employed workers do not appear to 
have fallen greatly. At a dis-aggregated level, the impact is more visible. In the min-
ing industry, for instance, there was a sharp decline in wages. Also, rural wages fell 

21 A more detailed treatment of the crisis and its impact in each of these countries 
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more than urban; the reason probably lies in more workers seeking jobs in the agri-
cultural sector.  

        Vietnam’s domestic problems originate from its inefficient state-owned enter-
prises and cumbersome domestic rules and regulations that impede speedy develop-
ment of the private sector. The combination of the impact of these problems and the 
financial crisis in the region resulted in a fall in foreign and domestic investments, 
decline in trade and, hence, a fall in the rate of growth of GDP. These ultimately led 
to a deterioration in social indicators. Employment growth declined in both state and 
private sectors. Urban unemployment rose from 6 percent in 1997 to 7.4 percent in 
1999, and underemployment increased from 25.5 percent in 1997 to 28.2 percent in 
1998. Women and younger persons faced the brunt more than others. Before 1997, 
the annual wage increase was at least 10 percent for most categories of work; this 
fell to negligible, or even became negative in 1998-99. But like Thailand, some sec-
tors were hit more severely than others; in fact, a few sectors and activities came out 
unscathed. The private sector exhibited a higher degree of flexibility and, hence, ad-
justed better compared to the public sector.  
 

1.9. Policy Responses 

The four countries in this study are at different socio-economic levels. They have 
historically evolved differently and they follow quite different models and paths of 
development. It is thus not surprising that each faces a separate set of challenges and 
has opted for policy interventions unique to its own environment. Expectedly, these 
policies are dissimilar. The one similarity in policies, though, is that their develop-
ment agenda shadows the one on stabilisation. 

        Since Cambodia’s civil administration was severely affected during the civil 
war, re-establishing it is a priority in order to affect development. The government 
has recently initiated a comprehensive package of reforms. Land reform, which en-
velops land administration, land management and agricultural modernisation, is on 
the top of the agenda. The second item in the package is the fiscal system, expressly 
with the objective of broadening the tax base. The third item is governance. In this 
area, the principal aim is to rationalise the size of the government, make the em-
ployee remuneration structure more realistic, ensure transparency in business and 
public life, put in place some critical regulations and enforce the rule of law. There 
are a number of special measures also adopted to instil confidence in the business 
community in Cambodia. It is believed that employment will be created and poverty 
alleviated if the reforms succeed. Despite this assumption, the government has be-
gun to implement direct anti-poverty programmes as well, in order to supplement 
sectoral policies. This process has been set in motion, and will take time to com-
plete.  
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        In Laos, the government had initially responded by making efforts to stabilise 
the currency and control inflation. This, to an extent, has been achieved. In the con-
text of employment generation, effort is being made to promote labour-intensive 
industries by providing appropriate investment incentives. The government is also 
trying to promote vocational training. To this end, a few training centres have been 
set up with Japanese and German assistance. Austerity in government and public 
life is another measure adopted. For promoting labour interests, trade unions, 
women’s groups and the government have taken up specific measures to adhere as 
closely as possible to ILO conventions. 

        The Thai government’s response immediately after the crisis was to correct the 
exchange rate and take up a series of monetary and fiscal measures to stabilise the 
currency, strengthen industrial competition, beef up the capital market and mitigate 
social problems. Additionally, a series of poverty alleviation and employment gen-
eration measures were adopted. It should be kept in mind that many Thais made 
their own adjustments. Faced with unemployment when the businesses they 
worked for were shut down, many Thais went back to rural areas. In this regard, 
rural industry promotion and skill development to promote self-employment consti-
tute a part of the regeneration programme. Second, efforts were made to repatriate 
illegal workers so that more jobs could be created for Thai nationals. At the same 
time, the export of skilled labour continued to be strongly encouraged. Last, a bal-
anced resource-use plan in agriculture, put forward by the King of Thailand, formed 
an important component of the package. The Thai recovery package, thus, was a 
blend of market-oriented, as well as promotion-oriented efforts, and was very close 
to the local realities faced in that country. 

        Vietnam’s approach to overcome its crisis, has been to continue the liberalisa-
tion strategies it has been pursuing since the adoption of doi moi in the 1980s. The 
most significant change brought about with regard to labour in the last decade has 
been to recognise labour as a factor of production within a market framework. Viet-
nam has set up a national programme of employment generation to serve as a safety 
net for those laid off because of industrial restructuring. The programme’s different 
components include subsidised credit (to promote self-employment), severance 
payments, and training for acquiring new skills. The investment law also rewards 
enterprises that provide more jobs. The additional activities being promoted to cre-
ate employment (and other benefits), are promotion of foreign direct investments, 
encouragement of rural non-farm businesses, promotion of labour-intensive infra-
structure programmes, and extension of rural credit. On the supply side, an active 
population control policy, in addition to education and skill development pro-
grammes, form the basis of an extended employment policy. 

        The policies being pursued in these countries permit one to draw at least four 
inferences. The first is related to growth. Each of the studies notes that the slowing 
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down in growth rates in the recent past, has led to a rise in unemployment and pov-
erty. In view of the fact that the population and the labour force are still growing in 
all countries, maintaining rapid growth is vital in the years to come. Second, labour 
markets in each of the countries are at an evolutionary stage; there is, therefore, not 
much flexibility. A higher flexibility in labour markets helps ease adjustment and, 
hence, causes the least loss of welfare. This status is yet to be attained and for 
achieving it, agrarian reforms are paramount. Third, the promotional role of govern-
ment cannot be undermined, even in a market-driven arrangement. In fact, the state 
has a major responsibility to promote human capital formation and infrastructure 
development, in addition to providing an enabling environment and putting in place 
an effective regulatory mechanism for business and labour. In addition, it is the 
state’s responsibility to implement social protection and social assistance schemes 
as well as anti-poverty programmes. Last, different as these countries are from each 
other, they can still learn from each other on the broad contours. More specific poli-
cies will have to be country-specific, and not blind to the country’s historical and 
cultural settings.  
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2.1. Introduction 

The Cambodian economy has had a chequered history of having a new economic 
system imposed virtually every decade since the 1960s. There was a spate of na-
tionalisation of industries and banks in the 1960s, a free market system reintroduced 
in the early 1970s, two very different versions of central planning imposed from 
1975 to 1989, and a free market system again put in place in the 1990s. From 1975 
to 1979, all economic, social and political institutions came under serious strain, and 
many are yet not in proper shape today. The consequent economic devastation has 
posed challenges for addressing poverty, providing jobs to the growing population, 
and promoting social development. Central to the tackling of these issues, is an un-
derstanding of the labour market.  

        This report explores the nature and trajectory of Cambodia’s labour market, 
analysing both its structure and recent trends. On this basis, it examines the links 
between the labour market, poverty reduction and growth, and the impact which 
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recent political and economic crises have had on the conditions of labour. 

        Cambodia faces the dual and difficult objectives of attempting reconstruction of 
a society and economy torn by conflict and war, along with transition from a cen-
trally-planned to a free-market economic system. Since 1998, when a coalition gov-
ernment was formed after a general election and mass defection of Khmer Rouge 
members to the government, the country has enjoyed some peace and stability for 
the first time in over 20 years. Progress with economic reform, though it has acceler-
ated somewhat in the last two years, is still slow. Nevertheless, the economy grew 
fast in the first six years of the 1990s (at an annual average rate of around 7 percent) 
and, while it was interrupted by the internal and external crises of 1997/98, growth 
resumed in the final year of the century.  

        Growth has been accompanied by an apparent reduction in poverty. The pro-
portion of Cambodians living in poverty (measured by the headcount index) was 
estimated to have fallen from 39 to 36 percent between 1993/94 and 1997, according 
to the socio-economic surveys pertaining to those years. The poverty profile based 
on the 1999 survey has not yet been released, though unofficial records show that 
there was no real change between 1997 and 1999, a period that experienced virtual 
economic stagnation due to the July 1997 fighting. 

        This paper pays particular attention to the actual and potential links between 
growth of employment, particularly wage employment, and transformation of the 
economy as a whole. No attempt had been made to construct a comprehensive pov-
erty profile, but the association between the labour market and poverty is explored. 
The impact of crises was measured by analysis of changes in such indicators as 
wage employment, real wages, net earnings of self-employed and own-account 
workers, and the extent of labour migration. An attempt is made to integrate gender 
into the analysis of the labour market, rather than to treat it as a separate subject. 
The paper is written in nine sections. Section 2 discusses the factor endowment of 
the country, hence establishing the premise. Section 3 analyses the labour market 
structure, followed by Section 4 which looks at the nature of the extant migration. 
Sections 5, 6, 7 and 8 examine respectively recent trends in the labour market and 
links between the labour market and poverty reduction, between the labour market 
and economic growth, and between the labour market and economic crisis. Finally, 
Section 9 discusses current policy, with specific reference to labour and poverty 
alleviation. The paper ends with a section on conclusions and recommendations. 

 

2.2. Cambodia’s Factor Endowment and Comparative Advantage 

Compared with many of its neighbours, Cambodia is not a classic labour-surplus 

1   Measured by adult population per square kilometre. 
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economy. Table 2.1 shows that its labour/land ratio1 is one of the lowest in the 
ASEAN countries, with only Lao PDR and Malaysia showing a lower density. If 
cultivable land alone is taken into account, the contrast between Cambodia and other 
ASEAN members becomes even greater. 

        In terms of labour/cultivable-land ratios, there are in effect three groups of 
countries in ASEAN: those with very high density (Vietnam, the Philippines and 
Indonesia); those with relatively low density (Malaysia and Cambodia, the lowest 
of all on this measure), and those in-between (Lao PDR and Thailand).  

        The figures in the table, though, should be interpreted with caution. As Des-
barats and Sik (2000:9) point out, land ownership in Cambodia is becoming increas-
ingly concentrated, so averages can be misleading. Some land has been degraded over 
a long period and is no longer fertile, and landmines also restrict access to land.2 The 
total area affected by mines, according to the Cambodian Mines Action Centre, is 
almost 2,800 square kilometres or 1.5 percent of the national territory. These areas 

Table 2.1. Labour/Land and Labour/Cultivable-land Ratios in Cambodia and 
Selected ASEAN Countries in the 1990s 

 Land area  
(‘000 sq km) 

Cultivable land area 
(‘000 sq km) 

Active population (i.e. 
aged 15 – 64) (million)  

Active population per 
sq km total land 

Active population per sq 
km cultivable land 

1 2 3 4 5 6 

Cambodia 177 54 6 32 105 

Laos 231 17 3 11 151 

Vietnam 325 73 40 124 511 

Indonesia 1812 457 98 54 233 

Philippines 298 105 30 102 270 

Thailand 511 221 36 71 170 

Malaysia 329 79 9 27 114 

Source:  FAOSTAT database. Cultivable land includes cropland and permanent pasture 

Table 2.2. Average Years of Schooling per Square Kilometre of Cultivable 
Land in Cambodia and Selected ASEAN countries 

 Cultivable land area 
(‘000 sq km.)  

Active population (i.e. 
aged 15 – 64) (million)  

Average years of 
schooling 

Number of years of schooling per sq 
km of cultivable land (3x4) / 2 

1 2 3 4 5 

Cambodia 54 6 3.8 422 

Laos 17 3 2.9 512 

Vietnam 73 40 4.9 2,685 

Indonesia 457 98 5 1,072 

Philippines 105 30 7.6 2,171 

Thailand 221 36 3.9 635 

Malaysia 79 9 5.6 638 

Sources: For Cambodia, Socio-economic Survey of Cambodia (SESC), 1997; for other countries UNDP, Human Devel-
opment Report 1994 (data for 1992) 

2    During the war, large parts of the country were bombed and mined. Some of the 
mine-affected areas have still not been cleared up. 
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are heavily concentrated geographically in Odder Meanchey, Pailin and Preah Vihear 
provinces. Agricultural land will somewhat increase with the clearing of mines, but 
this is a very slow process and will likely take several more decades to complete. 
Meanwhile, the pressure on land is mounting since occupational diversification is 
very limited and the labour force is rapidly increasing.3  

        The skill level of the population is an important element in an economy’s fac-
tor endowment. Only an approximate measure of this is available (the average years 
of schooling of the active population), and on a comparative basis only for the early 
1990s. Nevertheless, the comparison shown in Table 2.2 yields a useful insight into 
Cambodia’s relative situation.  

        As can be seen, the contrast between Cambodia and most of its neighbours 
becomes greater when skill is incorporated into the analysis. This measure, adapted 
from the criterion of relative endowments of skills and land proposed by Wood 
(1994), suggests that Cambodia’s economy is bracketed with that of Lao PDR at 
the bottom of the list in terms of number of years of schooling per square kilome-
tre.4 However, this particular comparative advantage is not permanent: increases in 
the labour/land ratio and/or expansion of education would affect ranking by average 
years of schooling per square kilometre. The gender gap in schooling, analysed be-
low, may also have an influence on the comparative advantage.  

        Translation of comparative advantage into international competitiveness is 
affected by several special factors. To begin with, Cambodia is a dollar-denominated 
economy, in the sense that the US dollar is widely used as a store of wealth, a me-
dium of exchange and a unit of account. As Jayant Menon, the author of one of the 
few articles on this topic puts it, essentially, it is the dollar that serves the function 
of money in the Cambodian economy (Menon 1998). Menon also points out that if 
the prices charged by foreign suppliers, the prices of these goods in the Cambodian 
market, and the prices of Cambodian goods in world markets are all denominated in 
dollars, then dollarisation is the equivalent of having a perfectly-fixed nominal ex-
change rate. This means that a crucial mechanism through which comparative advan-
tage expresses itself – change in the exchange rate – is not available to this country. 
Other negative factors affecting realisation of comparative advantage include: the 
poor condition of roads and bridges; the inadequacy of power supply systems, 
transport, processing, quality control and storage facilities; the weakness of whole-
saling and exporting firms; the imposition of high unofficial taxes and levies on farm-
ers who want to export or produce for the market; and lack of institutional sup-

3   The subsistence nature of production and the consequent low productivity only 
worsens the situation. 

4   This measure is not independent of the population pressure. Hence, it should be 
interpreted accordingly. 

5   See, Chan (2000) for further discussion. 
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port.5 

2.3. Structure of the Labour Market 

2.3.1. Labour Force Participation Rates 
Cambodia’s labour force participation rate is one of the highest in the region with 
over 68 percent6 of the population aged 10 or over in the labour force. There is very 
little difference in the average rate between men and women. As Table 2.3 shows, 
participation is higher in rural than in urban areas, and highest of all among rural 
women. 

        However, the age profile of labour participants differs between the sexes: as 

Table 2.4. Labour Force Participation Rates (%), in the Age Group 15-19 
y e a r s ,  

 Male Female 

Aggregate participation 54.5 70.8 

Participation by:   

   currently in school  17.8 13.4 

   not currently in school 95.4 94.1 

Source:  SESC 1999 database   
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Figure 2.1.  Labour Force Participation Rate, by Sex and Age Group, 1999 

Source:  SESC 1999 database 

 

6   In this and other cases in this report the (weighted) figure derived directly from 
the database differs from that published in the official report on the survey.  In the 
interests of internal consistency, this report uses figures derived from the databases 
in most cases.  Where data come from published reports rather than from data-

Table 2.3. Labour Force Participation Rates (%) by Sex and Location, 1999 
 Cambodia Urban Rural  

Male 68.6 62.6 69.7 

Female 68.1 54.5 70.6 

Source:  SESC 1999 database 
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Figure 2.1 shows, women tend to join the labour force earlier than men. 
        This pattern, which is similar in both urban and rural areas, mainly reflects the 
difference in school enrolment rates between boys and girls. If those in school are 
distinguished from those currently not in school, as in Table 2.4, the reason for the 
difference in participation rates in the group aged 15-19 years is clarified: it is higher 
for males than for females in both categories, but overall it is higher for females be-
cause fewer of them are in school.  

        The low average level of education of the Cambodian labour force, already em-
phasised, is shown in Figure 2.2. Only 23 percent have any schooling above pri-
mary grades, and 29 percent have no schooling at all. Women are in a worse situa-
tion then men – only 16 percent have any schooling above primary, and 38 percent 
have no schooling. 

        Lack of schooling is reflected in a very high incidence of illiteracy. A recent 
survey (RGC 2000a) suggests that estimates of literacy rates, derived from socio-
economic surveys, which rely on respondents to say whether they can read or 
write, give a false impression. The new survey administered a literacy test to a ran-
domly-selected national sample of 6,548 respondents aged 15 years and above. 
Based on test scores, respondents were classified into three categories, as shown in 
Table 2.5. 

Table 2.5. Three Categories of Literacy, by Sex, Cambodia, 1999 
 Illiterate  Semi-literate 

 Number (millions) Rate (%) Number (millions) Rate (%) Number (millions) Rate (%) 

Male  0.7 24.7 0.8 27.7 1.3 47.6 

Female  1.7 45.1 1.0 25.7 1.1 29.2 

Both sexes 2.4 36.3 1.7 27.0 2.4 37.1 

Source: RGC 1999 

Literate 

Figure 2.2. Composition of Labour Force, by Sex and Education, 1999 
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        The completely illiterate scored zero points in the test, the semi-literate could 
read and write only a few words and numbers, and the literate could use their skills 
in everyday life and income generation. The staggering implication is that 4.1 million 
Cambodians over the age of 15 (63 percent of the total) are not functionally literate. 
The situation of women, for whom the proportion of illiterate is 71 percent, is 
worse than that of men (52 percent). In both cases, illiteracy poses huge problems 
for productive employment generation. 

        Marital status is another important determinant of labour force participation. 
To prevent its effect from being swamped by the age structure, Table 2.6 confines 
itself to those in the most active age group, between 20 and 50 years. The highest 
participation rate is among currently-married men, but the participation rate for 
widows and widowers is also very high. Among women, for whom the participation 
rate traditionally varies because of reproductive responsibilities, the lowest is 
among those currently married, though it is still very high compared to international 
standards. Among those who never married, participation is higher among women 
than men. 

 

2.3.2. Unemployment 
Open unemployment does not appear to be significant in Cambodia’s labour mar-

Table 2.6. Labour Force Participation Rates (%) in the Group Aged 20-50 
y e a r s   

 Male Female 
Never married 86.7 92.1 

Currently married 99 86.6 

Widowed 96.1 95.9 

Divorced 93.2 98.8 

Source:  SESC 1999 database 

Table 2.7. Active Unemployment Rates (%) by Age, Sex and Stratum, 19977 

 Cambodia Phnom Penh Other urban Rural  

 Both Sexes M F Both Sexes M F Both Sexes M F Both sexes M F 

14-Oct 1.6 1.41 1.86 15.1 20.6 9.47 5.08 2.68 6.56 0.8 0.56 1.02 

15-19 1.8 2.09 1.7 19.6 19.9 19.46 4.3 5.3 3.69 0.64 0.84 0.5 

20-24 1.57 2.12 1.11 8 8.9 7.13 3.86 5.47 2.47 0.84 1.2 0.54 

25-29 0.75 0.84 0.67 3.29 3.9 2.51 2.1 2.4 1.75 0.37 0.33 0.41 

30-34 0.25 0.34 0.16 0.47 0.79 - - - - 0.26 0.33 0.19 

35-39 0.3 0.12 0.5 1.29 0.38 2.41 0.36 0.66 - 0.18 - 0.35 

40-44 0 0.72 - 0.28 0.58 - 0.43 0.9 - 0.3 0.72 - 

Total 0.7 0.8 0.66 3.3 3.04 3.6 1.57 1.71 1.43 0.38 0.42 0.34 

Note:  Unemployment rates above the age of 44 are negligible;    –  = negligible; the definition used to label a person 

7   SESC data pertaining to 1997 are used because of problems with the questionnaires 
used in the 1999 SESC and in the 1998 census. 
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ket. Indeed, when unemployment is strictly defined as ‘not working even for one 
hour last week and seeking work’, as in Table 2.7, active unemployment scarcely 
exists. This is for good reason because few can afford to be out of work for long. 
Those that can, are predominantly young urban residents, with little difference in 
incidence between the sexes. 

        Table 2.8, which uses a more liberal definition of unemployment, shows the 
extent of unemployment to be higher than that seen in Table 2.7. In any case, urban 
unemployment is expected to be higher, in view of the higher market penetration  
there. Next, there is more unemployment among females than males. The highest 
rates of urban unemployment also tend to be found among the young and more edu-
cated. This is partly because their more-prosperous families can finance the waiting 
time while a job is sought, and partly because affluent job seekers are unwilling to 
settle immediately for a job which is below the level they were expecting. Unem-
ployment rates also vary inversely with age group: in the younger age groups, at all 
levels of education, female unemployment rates tend to be lower than those of 
males. However from the age of 30 years onwards, men do better (Table 2.8). The 

scarcity of women with tertiary education is indicated by their near zero unemploy-
ment rate! 

 

2.3.3. Characteristics of the Employed 

Table 2.8. Urban Unemployment Rates (% of labour force) by Level of Ed u-
cation, Age and Sex, 1997  

Primary or less  Some secondary Some tertiary Total 

Both 
Sexes 

M F Both sexes M F Both 
sexes 

M F Both 
sexes 

M F 

15-19 11.8 12 11.7 17.5 16.2 18.8 - - - 14 13.8 14.1 

20-24 9.7 12.3 7.7 11 12.5 10.2 18.5 31.4 0 9.3 11.1 9.3 

25-29 7.1 6.9 7.2 4 3.9 3.5 8.4 10.6 0 5.3 7.00 5.3 

30-34 4.9 0 8.8 1 0.6 1.8 3 3.8 0 3.2 5.2 3.2 

35-39 2.7 2.1 3.2 0.6 1 0 0 0 0 2.2 1.2 2.2 

40-44 2.1 1.7 2.5 3.2 3.3 2.9 0 0 0 2.5 1.3 2.5 

Total 7 6.2 7.7 4.8 4.1 6.1 4.2 5.6 0 5.9 2.1 5.9 

Note: The definition used in this table is more liberal than that in Table 2.7. Source: SESC 1997 database   

 

Table 2.9. Percentage Distribution of Workers by Employment Status in 
Primary Job by Sex and Location, 1999 

Male Female Both sexes 

Cambodia Urban  Rural  Cambodia Urban  Rural  Cambodia Urban  Rural  

Wage employee 19.6 46 15.3 10.9 21.2 9.5 15.1 33.8 12.2 

Employer 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2 

Own account 51 37.4 53.2 23.5 35.7 21.7 36.6 36.6 36.6 
Unpaid family worker  29.1 16.3 31.2 65.3 42.8 68.5 48.1 29.3 50.9 

Total 100 100 100 100 100 100 100 100 100 

Source: SESC 1999 database 
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The number of employed persons in 1999 was estimated at 5.6 million (98.5 per-
cent of the labour force or 67 percent of the working-age population). Women con-
stituted 52 percent of those in employment – representing similar proportions of 
the female labour force and working-age population. The early stage of development 
of the labour market is indicated by the fact that the largest single category of em-
ployment status is unpaid family workers; only 15 percent of workers are wage 
employees (Table 2.9). In rural areas over one-half of the workers are engaged in 
unpaid work on family farms or other enterprises, and wage employment accounts 
for a little more than one-tenth of the total. The incidence of wage employment is 
much higher among men than women, particularly in urban areas, while women are 
over-represented among unpaid family workers. The sexes are equally represented 
in own-account work (self-employment) in urban areas, but not in rural areas where 
men are over-represented in this category. 

        More than one-third of wage employees work for government or state enter-
prises, 3.5 percent (most of them with higher-than-average education) for NGOs or 
international organisations, and 62 percent for private employers or joint ventures. 
As Figure 2.3 shows, men are over-represented in government/state enterprise em-
ployment (accounting for 45 percent of male wage earners compared to only 19 
percent of female). Women are over-represented in private employment/joint ven-
tures (77 percent of female wage earners compared to 52 percent of male wage earn-
ers) and international and non-government organisations (4.3 percent of females 
compared to 3 percent of males). 

        An important feature of the Cambodian labour market is the high proportion of 
workers who have more than one job (hence the reference in the title of Table 2.9 to 
‘primary job’). In 1999, 32 percent of women and 38 percent of men (averaging to 
35 percent of both sexes) held more than one job. The incidence of multiple-job 

Figure 2.3. Wage Employees, Composition by Type of Employer and Sex, 
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holding can be analysed by the sector of activity and occupation, as in Tables 2.10 
and 2.11. 

        The overwhelmingly-agricultural nature of the economy and labour market too 
can be seen from Table 2.10. More than three-fourths of Cambodia’s workers 
(nearly four-fifths in the case of women) are engaged primarily in agriculture, hunt-
ing, forestry and fishing. The other sectors, in order of importance, are wholesale 
and retail trade, manufacturing, and public administration and defence, though they 
only account for small proportions of the total employment. Apart from agriculture, 
women are over-represented in manufacturing and trade, men in fishing, construc-
tion, transport, public administration and defence and education. Women’s concen-
tration in manufacturing has its basis in the fact that garment manufacture is the big-
gest industry and it employs women workers in large numbers. 

        The incidence of multiple job holding is the highest in the education and agricul-
tural sectors, as might be expected, since agriculture is seasonal and teachers can 
provide coaching classes or private tutoring because the school system is not very 
efficient. Multiple job holding is also high in health, social work, public administra-

Table 2.10. Composition of Employment by Sector of Primary Employment 
and Percent in Each Sector with More Than One Job, by Sex, 1999 

Men Women  Both sexes 

% in this sector of whom % with % in this of whom % with % in this sector of whom % with 2+ 

Agriculture,     
hunting, forestry 

 
70.3 

 
46 

 
77.1 

 
37 

 
73.9 

 
41 

Fishing 3.3 13 1 13 2.1 13 

Mining, quarrying 0.1 38 0.1 0 0.1 18 

Manufacturing  3.9 17 6.5 12 5.3 14 

Electricity, gas,  
water 

 
0.2 

 
19 

 
0.1 

 
0 

 
0.1 

 
12 

Construction 2.6 12 0.3 11 1.4 12 

Wholesale, retail 
trade 

 
3.9 

 
13 

 
10.6 

 
12 

 
7.4 

 
12 

Hotels, restaurants  
0.4 

 
0 

 
0.4 

 
8 

 
0.4 

 
4 

Transport, stor   
age, commun. 

 
4.3 

 
10 

 
0.4 

 
32 

 
2.3 

 
12 

Financial services 0.1 0 0.1 0 0.1 0 

Real estate etc. 0.3 25 0.1 0 0.2 19 

Public admin,           
defence, etc. 

6.1 36 0.6 16 3.2  
34 

Education 2.2 56 0.9 39 1.5 50 

Health, social work  
0.4 

 
48 

 
0.5 

 
32 

 
0.5 

 
38 

Other services 0.8 10 0.6 11 0.7 10 

Private households  
0.7 

 
5 

 
0.6 

 
11 

 
0.6 

 
8 

International orgs. 0.4 0 0.2 0 0.3 0 

Total 100 38 100 32 100 35 

Source:  SESC 1999 database. 
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tion and defence. As noted, this is higher for men than for women. It’s particularly 
high among males in the education, health and agricultural sectors. The plain truth is 

Table 2.11. Composition of Employment by Primary Occupation and Per-
cent in Each Occupation – With More Than One Job, by Sex, 1999 

Men Women  Both sexes 

% in this of whom % with % in this of whom % with % in this sector of whom % with 

Legislators, senior       

Professionals 3.5 40 1.4 34 2.4 38 

Technicians/associate       

Clerks 0.2 19 0.1 0 0.2 12 

Sales workers 3.7 10 9.9 12 7 11 

Skilled Agr./ fishery       

Craft etc. workers 4.2 15 6 11 5.2 12 

Plant/ machine opera-       

Unskilled occupations       

Armed forces 1.9 30 0.2 32 1 30 

Total 100 38 100 32 100 35 

Note: Agr. refers to agriculture. Source:  SESC 1999 database 

 

Table 2.12. Statistics on Child Labour in Cambodia, 1999 
 Age 5 – 9 Age 10 – 13 Age 14 – 17  

% of children working or with job       
Urban:       
Male 1 4 17 
Female 1 4 29 
Rural:        
Male 3 11 39 
Female 3 10 53 
Total:        

Male 3 10 36 
Female 2 9 50 
Average hours worked per week 33 37 47 

Average weeks worked per year 35 35 37 

Work status in primary job       
Paid employee 4 3 9 
Own account worker 7 9 5 
Unpaid family labour 89 88 87 

Industry of primary job       
Agriculture, fishing, forestry ... 91.9 86 
Trade ... 4.6 5.9 

Manufacturing ... 2.8 4.5 
Services ... 0.5 1.5 
Construction ... 0.2 1.4 
Other ... 0.1 0.7 

Farm, fishery, forestry workers ... 88.2 83 

Sales workers ... 3.8 5.6 

Crafts workers ... 3.2 4.3 
Other ... 4.8 7.1 
Source: RGC 2000b 

Primary occupation       
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that people work in more than one job because no single job pays most workers 
enough to eke out a desirable living. Perhaps there is gender balance because men can 
find more time while women can’t, due to domestic responsibilities. 

        The pattern of employment by occupation also reflects the sector of employ-
ment. As Table 2.11 shows, skilled agricultural workers predominate, accounting for 
almost three-fourths of the total. Women are again over-represented in such occupa-
tions, and also in sales and craft-related work. They are substantially under-
represented among legislators, senior officials and managers, professionals, techni-
cians, plant and machine operators and the armed forces. There clearly is a gender 
division of labour; usually, women are not in high-status or high-skilled jobs. 

        The incidence of multiple job holding is also as would be expected from the 
previous table. Almost two-thirds of legislators, senior officials and managers hold 
more than one job. The high proportion of professionals and members of the armed 
forces in this category is also notable. Again, the incidence is higher in most occupa-
tions among men than among women; perhaps more women get into self-
provisioning than men. 

 

2.3.4. Child Labour 
The Cambodia Human Development Report for 2000 includes a special study of 
child labour, based on the 1999 Socio-economic Survey (RGC 2000b). Table 2.12 
summarises some of its findings. 

        The proportion of very young working children (between ages five and nine) is 
negligible, but this rises in the older age group of 14-17 years, to around 42 percent. 
The incidence of child labour is higher in rural than in urban areas, and lower for girls 
in the younger age groups, but lower for boys in the upper age groups. This reflects 
the difference in school enrolment rates, which emerges after the age of 12. By the 
time children reach age 17, only 32 percent of girls are still in school, compared with 
59 percent of boys. An important finding of the survey is that child labour is not a 
part-time or purely-seasonal phenomenon: average hours worked per week vary 
from 33-47 and average weeks worked per year from 35-37, depending on age 
group. There is a clear conflict between schooling and child labour. An overwhelm-
ing majority of working children are engaged in unpaid family labour, almost all of 
them in agriculture, helping on family farms. The survey does not record the type of 
work done by children, but their tasks are known to include ploughing, transplant-
ing rice, pumping water into rice fields, collecting water to irrigate crops, weighing 
and harvesting rice, carrying rice from farms, grazing cows, and catching fish (RGC 
2000b:34). Unlikely to have been captured by a household-based sample survey of 
this kind is domestic work outside a child’s home, and the worst forms of child la-
bour: prostitution, begging and scavenging (often the main activities of street chil-
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dren). The Cambodia Human Development Report (RGC 2000b:36) quotes rough 
estimates of 5,000 commercial sex workers under the age of 18, 1,000 street children, 
and 6,500 domestic workers aged 14-17 years, in Phnom Penh alone. 

2.3.5. Earnings Behaviour 
The Socio-economic Survey of 1999 collected data on earnings from different types 
of workers. Those for wage-earners are probably the most reliable; they are summa-
rised in Table 2.13. There is considerable difference between the wages of men and 

Table 2.13. Average Monthly Wages from Primary and Secondary Jobs of 
Wage Employees Aged 15 Years and More, by Location, Schooling, Age 
Group, Sector of Primary Employment and Sex, 1999 (‘000 riels) 

 Men Women Men as % of women 
By location:       

Urban 217 182 119% 

Rural  139 112 124% 

By completed schooling level:        

Primary or less 143 125 114% 

Lower secondary 152 156 97% 

Upper secondary 209 175 119% 

Post secondary 263 217 121% 

By age group:       

15-24 126 127 99% 

25-34 171 126 136% 

35-54 175 128 137% 

55+ 127 84 151% 

By sector of primary employment:       

Agriculture, forestry, fisheries 138 113 122% 

Manufacturing 228 161 142% 

Utilities 234 … … 

Construction 185 142 130% 

Trade 253 83 305% 

Transport, storage, communication 205 133 154% 

Services 129 151 85% 

Source: SESC 1999 database 

Table 2.14. Net Daily Earnings of Vulnerable Workers, by Occupation and 
Gender, August 2000 

Males Females Male as % of  
female Riels per day Index (lowest = 100) Riels per day Index (lowest = 100) 

Cyclo drivers 9,511 385 --     

Porters 8,068 326 --     

Traders 8,092 327 6,611 312 122% 

Scavengers 4,077 165 4,250 201 96% 

Garment workers 11,550 467 8,269 390 140% 

Rice field workers 4,400 178 4,450 210 99% 

Waiters/ waitresses 2,473 100 2,118 100 117% 

Construction workers 14,891 602 -- -- -- 

Casual unskilled workers 8,220 332 -- -- -- 

Moto taxi drivers 11,044 447 -- -- -- 

Source: CDRI August 2000 Vulnerable Workers Survey 
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women. On average, men earn 23 percent more than women; the differential is 
slightly higher in rural areas. Men earn higher wages than women in all education 
categories except lower secondary, and in all age groups, except those aged 15-24 
years. Both these exceptions may reflect over-representation of women – many of 
them working in the garment industry have lower-secondary education. Within 
every sector, men’s wages are higher – the gap is more than 300 percent in the case 
of trade. 

        For both sexes, wages in urban areas are much higher than rural, and the pre-
mium on post-secondary education is considerable – 84 percent more compared to 
those with primary education for men, and 74 percent for women. There is not 
much career progression in either case, scarcely any for women, who earn little more 
in the group aged 35-54 years, than in those aged 15-24 years, and suffer a big drop 
in earnings after age of 54. Sectoral differentials are also quite large. Trade is the 
highest-paying sector for men, and manufacturing for women. 

        Net daily earnings towards the bottom end of the labour market are measured 
in regular CDRI surveys of vulnerable workers. This has proved a useful series for 
monitoring changes in the labour market8 and can also be used to throw light on rela-
tive earnings of such workers. Table 2.14 shows daily earnings reported in August 
2000. 

        Earnings differentials between occupations are large for male workers; as can be 
seen, skilled construction workers earn more than six times as much as waiters. Gar-
ment workers and motorcycle-taxi drivers are also near the top of the range. The 
distribution for female workers is less stretched out, with garment workers earning 
around four times as much as waitresses. In both cases, the relatively-high earnings 
of garment workers show why these jobs are prized in spite of the conditions of 
work. In both cases, agricultural wages are higher than the lowest remuneration in  
urban areas, i.e. of waiters/waitresses and scavengers – reinforcing the suggestion 
that rural areas do not necessarily have more surplus labour than urban.9 Earnings 
differentials between men and women for same/similar occupations also vary. Men 
earn 40 percent more than women in garment factories, but less than women in agri-
culture and scavenging (though scavengers often work on a household basis so it is 
difficult to distinguish the earnings of individuals; therefore this comparison is ap-
proximate and not accurate). 

        As adjudged from Tables 2.13 and 2.14, differentials between wage earners and 
the top categories of self-employed do not appear to be large. Average urban wages 

8   See below for more details of the survey and discussion of the impact of crisis on 
earnings of some of these groups.  

9   Earnings of waiters and waitresses here do not include meals that most may get. 
Their inclusions, though, may not disturb the rankings significantly. 
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in Table 2.13 are not much different from the daily net earnings of cyclo drivers, 
porters and traders, and lower than those of motorcycle-taxi drivers. Wages of wait-
ers and waitresses are so far below the urban average that a need for further investi-
gation is suggested. 

2.4. Distortions in the Labour Market 

As may have already become apparent, Cambodia’s labour market is distorted in 
several ways, particularly through segmentation by gender, the size of the external 
assistance sector in the more-educated segments of the market, and the large size 
and low pay of the civil administration, defence and security forces. This section 
looks at each of these distortions in turn. 

 

2.4.1. By Gender 
Women are at a disadvantage in the labour market, owing partly to their much lower 
average level of education. The combined first, second and third-level enrolment rate 
for females in 1999 was only 44 percent, compared with 55 percent for males, and 
only 16 percent of women in the labour force have had more than primary educa-
tion, compared with 24 percent of men. Next, the adult functional literacy rate for 
women is only 29 percent compared with 48 percent for men. Seen across different 
occupations and status categories, women are over-represented among unpaid fam-
ily workers, farmers, and sales and craft workers. Across different industry catego-
ries, they are in the agriculture, trade and manufacturing sectors. They are under-
represented among wage earners in general and government employees in particular. 
Their absence among legislators, senior officials and managers, professionals, techni-
cians, plant and machine operators, and the armed forces is notable. Also, except in 
the case of those with lower-secondary education, they command lower wages than 
men with the same level of schooling. 

        Segmentation of the labour market by gender suggests a need for vigorous im-
plementation of anti-discrimination legislation, but the need to rectify the imbalance 
in the education system may be even more urgent. Here, the issue of the differen-
tially high rate of dropout from school by girls needs to be addressed. Emergency 
non-formal programmes, aimed particularly at adult women, are also needed to deal 
with Cambodia’s literacy crisis. 

        Mass campaigns that involve a majority of illiterate adults, rather than small 
selective programmes, have been an essential part of every successful effort to 
eliminate illiteracy (Chunkath 1996). Cambodia had two such campaigns in the 
1980s covering more than a million people, but the short duration of the pro-
grammes and the absence of post-programme support reduced their effectiveness. In 
any such programme there are many lessons to be learned from current projects and 
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approaches, such as those of UNESCO, the Cambodian Women's Association, 
UNICEF, CARERE and a large number of NGOs. A mass campaign should not be 
marginalised but should use a national network of educational facilities, such as the 
cluster schools, with community participation. The poverty of those involved 
should be recognised. Food will need to be provided to participants who may be 
missing a day's work for attending the programme. This makes a literacy campaign a 
more effective, self-defining, anti-poverty programme. Literacy and teaching should 
be linked to actual or potential income-generation activities, both to maximise the 
productivity impact and to ensure that reading ability is subsequently maintained. 
For the same reason, community libraries (or in UNESCO terms, development re-
source centres) should be established. In short, there are plenty of ideas on literacy 
programmes in Cambodia and people able to build the capacity to implement them. 
What is needed is funding and a national framework with strong implementation 
capacity for a mass campaign. It is believed that with a strong educational input a 
large part of the gender gap will be bridged. 

 

2.4.2. By External Assistance Sector 
The labour market is also distorted by a large presence of external, multilateral and 
bilateral assistance agencies, and non-government organisations, which employ a 
large proportion of the most highly-educated and skilled Cambodians. 

        Cambodia receives a huge amount of external assistance in relation to other 
sources of foreign exchange and to the government budget. In 1998, although below 
its levels of a few years earlier, the US$404 million assistance received was equiva-
lent to 14 percent of the GDP. This formed 70 percent of foreign exchange earnings 
from exports, more than double the total tax revenue and more than three times the 
level of non-defence government expenditure (Godfrey et al 2000:11). Such large 
amounts raise the possibility that foreign aid brings a modified version of ‘Dutch 
disease’10 to Cambodia, operating not through exchange rate appreciation (because 
of dollarisation, discussed in the earlier section), but through the labour market.  

        A high proportion of the country’s most qualified people are attracted to the 
external assistance sector, both as full-time staff of agencies and projects and as 
salary-supplemented counterparts. Almost two-thirds of the 45 middle-level coun-
terparts (in government and local non-government organisations) interviewed in a 
CDRI study of technical assistance and capacity development had a bachelor’s de-

10 Dutch disease was the name given, following the experience of the Netherlands in 
the 1970s with expansion of its natural gas production, to the negative impact of 
a windfall increase in foreign exchange earnings from a particular source (usually 
mineral exports) on the rest of an economy.  Although usually linked to mineral 
booms, the disease, it has been suggested, can also be transmitted through massive 
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gree or higher qualification (Godfrey et al 2000:32). A similar proportion of the 27 
Cambodian staff members working full-time for projects who were interviewed had 
similar qualifications. Over one-half of these staff members said that their immedi-
ately-previous job was in government and an additional one-third had come from 
another international agency or NGO, having worked for government prior to that. 
These two categories together accounted for more than 85 percent of the respon-
dents.  

        Cambodians are attracted to the external sector because of the high level of sup-
plementation/remuneration offered by them, both as counterparts and as staff mem-
bers. Forty-five current counterparts reported that they received, on average, around 
US$2,300 per annum in supplementation from the projects to which they were as-
signed, in addition to their government salaries. Projects reported unit costs per year 
for local experts to be around US$6,600 in those executed by international NGOs, 
and around US$15,700 in those executed by multilateral/bilateral agencies or compa-
nies. This unit cost includes non-salary elements, but it implies a level of salary that 
is high compared with available alternatives (Godfrey et al 2000:54). These pay-
ments are likely to bid up wages of the most-qualified people in the labour market as 
a whole, thus raising the cost of actual and potential skill-intensive activities in trad-
able sectors, and reducing their profitability and the incentive to invest in them. The 
Cambodian economy and labour market would obviously look very different with a 
much smaller external assistance programme. 

 

2.4.3. By Large Size and Low Pay of Civil Administration, and Defence and 
Security Forces 

Figure 2.4. Average Monthly Pay of Government Employees in US$, 1995 
to 1998 
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Another source of distortion in the labour market is the large size and low level of 
remuneration of the civil service (central, municipal, provincial and local, including 
teachers) and the defence and security forces.  

 

        In 1999, according to data from the Council of Ministers, the total number of 
central and provincial civil servants was 163,000, or 1.4 percent of the population. 
In addition, there are some employees classified as ‘special status’ (21,000 in 1998), 
such as commune personnel and village chiefs, on the payroll of the government. 

Figure 2.5. Number of Regular and Special-status Staff, Armed Forces,  
1995-1998 
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11 For more details of the number of central and provincial civil servants by minis-
try, see Kato et al (2000), Table 2. 
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Figure 2.6. Average Monthly Pay of Armed Forces, in US$, by Category,  
1995 - 1998 
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The Ministry of Education, Youth and Sports (MOEYS) is the largest in terms of 
staff, accounting for nearly 50 percent of total civil servants in the country, fol-
lowed by the Ministry of Agriculture and then the Ministry of the Interior. The 
central administration employs as many as 37 percent of the non-MOEYS civil 
servants.11 

        The number of civil servants per head is not particularly high in Cambodia 
compared with other Asian countries, but the size of the civil service is certainly 
large in relation to the amount of government revenue available to fund it. The share 
of budget revenue in GDP in 1999, at 11.3 percent, was the highest it has been since 
the early 1970s, but still one of the lowest compared with other countries in the 
region. Moreover, defence and security accounted for more than 42 percent of cur-
rent government expenditure, severely limiting the amount available for the civil 
administration. As a result, salaries in the civil service are among the lowest in Asia. 
As Figure 2.4 shows, non-teaching civil servants are paid less than the equivalent of 
US$23 per month, and teachers get even less. Inflation and devaluation have eroded 
average wages (paid in riels) so that in current dollar terms they were 19 percent 
lower in 1998 than they had been four years earlier. Even at the top end of the scale, 
public officials, including judges and prosecutors, receive wages far below subsis-
tence levels. 

        In addition to the civil administration, as Figure 2.5 shows, a large number of 
defence and security force members are on the public payroll. Military personnel 
totalled 143,000 in 1998, 1.25 percent of the population. This figure is much higher 
than those of neighbouring countries, placed at 0.75 percent in Vietnam and 1.02 in 
Lao PDR, both of which also experienced long periods of armed conflict. The num-
ber of regular staff for public security (police of various kinds) was 66,000 in 1998. 
The special status staff – military and commune militia – stood at 40,000. 

        Average wages for regular staff in the national defence force (at US$32 per 
month) and the public security force (at US$25) are higher than those paid in the 
civil administration. But these are still well below subsistence levels and, as Figure 
2.6 shows, except in the case of the public security force, have been similarly 
eroded by inflation and devaluation of the riel in the past few years. 

        The labour market is seriously distorted by this combination of large size and 
low wages in the public sector (both civilian and in uniform). A relatively high pro-
portion of the population is being diverted away from potentially more productive 
work. Salaries are so low that public sector employees of all kinds are full-time or 
part-time absentees from their posts, earning the money they need to stay alive (to 
the detriment of efficiency on the job). As Table 2.10 above shows, 34 percent em-
ployees in public administration, defence and security admitted to having additional 
jobs in 1999, as did 50 percent of those in education and 38 percent in health and 
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social work. Public servants whose wages are below subsistence level are more 
likely to be tempted by bribery and corruption. Many of the more educated who 
could make an important contribution in the public sector prefer better-paid work in 
aid agencies and NGOs. Reform of the civil administration and the military is thus a 
prerequisite to the achievement of a properly- functioning labour market.  

        The extent to which reform of the civil administration would involve 
downsizing is not clear. The CDRI/ADB governance report judged that 
“Cambodia’s public administration may not be bloated; instead, it may be more a 
problem of having the wrong people doing the wrong things” (Kato et al 2000:63). 
Some ministries have a surplus of unqualified staff relative to their functions, others 
need more staff with more specialised skills. Most important, the size of the public 
service must be in proportion to tax revenue, so that each of its members can be 
paid a living wage. In this regard the national defence and security forces are defi-
nitely too large. Demobilisation of the military is expected to reduce the number of 
soldiers in the armed forces to 100,000 by 2003 (World Bank 2000) – 30 percent 
below the level of 1998, as shown in Tables 2.10 and 2.11 above. The target for the 
police is even more drastic – to reduce the number by 45 percent to 36,000 by 2003 

Table 2.15. Migrants From Rural Areas 1996 and 1998 
 1996 Demographic Survey 1998 Population Census 2-year increase 

”Recent” rural migrants 634,786 881,439 38.9 % 

“Very recent” rural migrants 172,305 273,534 58.7 % 

Source: Compiled by CDRI 

Figure 2.7. Rural-rural, Rural-urban, Urban-urban and Urban-rural Mi-
grants as % of All Migrants, 1998 
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(Cambodia Daily, October 19, 2000). Such cuts obviously will raise political dan-
gers, but their implications for the labour market may be less problematic than they 
appear. Some soldiers and police already have a second job or family farm/business 
to fall back upon – the Socio-economic Survey of 1999 revealed that 30 percent of 
members of the armed and security forces had at least one other job. The aim of 
policy in relation to the labour market (discussed further below) should be to make 
sure that those who do not have such opportunities could be productively reab-
sorbed into civilian economic activity. 

 

2.5. Internal and International Migrations 

The completion of a population census in 1998, the first since 1960, has at last en-
abled a picture of internal migration to be built up. Information on migration from 
Cambodia to other countries and from neighbouring countries to Cambodia is more 
difficult to obtain, and reliance has to be placed on small-scale surveys. Immigrants 
from neighbouring countries draw special attention here because of their (to an ex-
tent) illegal presence and their occupation of jobs that the locals believe, though not 
necessarily correctly, could be theirs. 

 

2.5.1. Internal Migration 
There is overwhelming evidence that more and more rural Cambodians, largely as a 
consequence of growing landlessness and rural poverty, are leaving their villages. At 
this time, the country has no nationwide data set that precisely measures migration 

Table 2.16. Percentages of the Total Population –  “Recent” and “Very Re-
cent”  

 1996 Demographic Survey  1998 Population Census 

In Rural Areas   

“Recent” Arrivals 1.88 2.44 

“Very Recent” Arrivals 6.93 8.10 

In Urban Areas   

“Recent” Arrivals 3.59 7.12 

“Very Recent” Arrivals 13.84 22.44 

Source: Compiled by CDRI 

12 Neither the 1996 Demographic Survey nor the 1998 Population Census directly 
measures migration flows per se. These data only refer to the last move made. 
They are then sorted by duration of stay at the place of enumeration by one-year 
and five-years, the two most commonly used reference periods. This paper uses 
data with both one-year and five-year reference periods.  For the sake of simplifi-
cation, persons who had resided at their place of enumeration for less than a year 
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flows over time.12 Nevertheless, comparison of the 1996 Demographic Survey data 
with the 1998 Population Census data, does provide an indirect way to estimate 
recent trends in internal migration, particularly migration out of rural areas. 

        Rural out-migration, whether it is to urban areas or to other rural areas, is in-
creasing. The 1998 Census counted a total of 881,400 persons who had moved from 
a rural area within the five years prior to the Census. As Table 2.15 shows, of 
these, almost one-third (31 percent) had moved within the previous 12 months.  

        By comparison, the 1996 Demographic Survey estimated that some 634,700 
persons had moved from rural areas within the five years prior to the Survey. Of 
these, 27 percent had moved within the previous 12 months. These figures show a 
clear acceleration of the rural exodus. This has been happening even though the pro-
portion of the rural population in the total population is gradually decreasing, indi-
cating that the rural population is increasingly willing to move if necessary to seek a 
livelihood. 

        Data also indicate that rural migrants who leave their villages tend to move over 
greater and greater geographic distances, as an increasing proportion moves to a dif-
ferent province. Among the “recent” migrants from rural areas, the proportion of 
inter-provincial migrants rose from 37 percent in 1996 to 44 percent in 1998. This 
trend is even more noticeable in the case of “very recent” migrants (51 percent of 
whom were inter-provincial migrants in 1998 compared to 41 percent in 1996). Yet, 
in contrast to popular perception, the majority of the rural migrants do not end up 
in cities. More than one-half of the people who left their villages within one year 
before the Census, as Figure 2.7 shows, moved to another rural area. 

        As a result of increasing geographic mobility, most places in Cambodia, 
whether urban or rural, now include significant and fast-rising proportions of 
“newcomers”. This is especially noticeable in urban areas. Comparing the propor-
tions of the total population made up of “recent” and ”very recent” arrivals between 
1996 and 1998 shows that even in rural areas, as Table 2.16 shows, the proportion 
of newcomers has been increasing. 

        In 1996, it was estimated that the “very recent” migrants made up less than 2 
percent of the rural population and the “recent” migrants, represented 7 percent of 
it. In 1998, these proportions had risen in a small way, to 2 percent and 8 percent, 
respectively. 

        Increase in the proportion of newcomers is more pronounced in urban areas. 
Here the percentages of both “very recent” and “recent” migrants have exploded, 
almost doubling in the two years between the Demographic Survey and the Popula-
tion Census (from 3.6 to 7.1 percent in the first case, and from 13.8 to 22.4 percent 
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in the second case). Thus, almost one-fourth of the 1998 urban population was liv-
ing elsewhere five years earlier. Such striking figures raise questions not only about 
the adequacy of urban infrastructure to accommodate newcomers, but also, and per-
haps more seriously, about growing feelings of rootlessness and the related threat to 
traditional community spirit and values. 

        Census data on net out-migration at the provincial level show that migrations 
within Cambodia largely originate from just a few provinces. In 1998, five provinces 
accounted for over one-half of all “recent” provincial out-migrants. Four of these 
were provinces with the highest rural population densities. They are Kompong 
Cham, Prey Veng, Kandal, and Takeo, all relatively near Phnom Penh.  

        According to the 1997 Socio-economic Survey, these provinces are also charac-
terised by relatively small average farm sizes: well below one hectare in three prov-
inces and barely above one hectare in the other two. This migration pattern seems 
well-entrenched and fairly stable, judging from the very similar results obtained by 
analysing “very recent” migrants instead of “recent” migrants, for both 1996 and 
1998. 

        Provincial-level census data on in-migrants helps identify provinces that attract 
inter-provincial migrants. Provincial in-migrations are even more concentrated geo-
graphically than out-migrations. In 1998, five provinces received over 60 percent of 
provincial in-migrants. Of course, the top destination was Phnom Penh, which alone 
received about one-third of all inter-provincial migrants, followed by Kandal, Ban-
teay Meanchey and Koh Kong. Two rural provinces, namely Koh Kong and Ban-
teay Meanchey, with the highest average farm size and low population densities, 
figured in this list. The geographic pattern of provincial in-migrations appears to 
have changed little relative to the pre-1969 period. 

        Youth and young adults are disproportionately represented among migrants. 
Youth aged 15 to 24 years, who make up 18 percent of the total population, ac-
counted for 30 percent of the “very recent” migrant flows. Young adults (aged 25-29 
years), who represent less than 8 percent of the total population, made up 13 per-
cent of the migrant flows. Furthermore, very young children under five years 
(presumably moving with their parents), make up a significant 9 percent proportion 
of the migrants.  

        Men make up just a little over one-half of the total number of migrants. The sex 
ratio is slightly more unbalanced in favour of men in the group aged 20-29 years. 
Sharper differences in sex-composition are visible in migration streams to some 
provinces. For example, females made up 56 percent of ”very recent” migrants to 
Phnom Penh. This reflects the opening up of numerous garment and shoe factories 
in the capital that started attracting rural women in 1997 and 1998. Conversely, men 
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made up well over 60 percent of “very recent” migrants enumerated in Preah Vihear, 
Odder Meanchey and Mondolkiri provinces. In the first two provinces, the propor-
tion of males was over 80 percent. This suggests a strong movement of single males, 
possibly employed with the army, into these ”frontier areas” between March 1997 
and March 1998. 

        Of the total migrants who had left their villages less than one year before the 
census date, 29 percent stated that their principal reason for moving was the need to 
search for employment. Another 25 percent stated that they needed to follow their 
families. There were few differences in the reasons given by male and female mi-
grants, though there were slightly more females likely to move for family reasons 
and slightly more males likely to move for education and marriage.  

 

2.5.2. International Migration 

Cambodia is in an intermediate position in the regional labour market – receiving 
migrant workers from Vietnam on the one hand, and sending their own workers to 
Thailand, on the other. Little is known about these flows, most of which are unoffi-
cial in nature. Existing large sample surveys have so far failed to capture them, 
partly because migrant workers are unwilling to identify themselves. CDRI carried 
out two small-scale rapid assessment surveys in April–May 2000 to try to learn 
more about the nature and consequences of these population movements. 

        Individual and group interviews were conducted with NGO field staff, village 
chiefs, Vietnamese Associations and individual workers of Vietnamese origin, in 
selected villages of Kompong Chhnang and Phnom Penh. This was done in collabo-
ration with the Women’s Development Association and the Khmer Kampuchea 
Krom Human Rights Association. Similarly, in collaboration with the Krom Akphi-
wat Phum and Banteay Meanchey Provincial Department of Women’s and Veter-
ans’ Affairs, individual and group interviews were conducted with NGO field staff, 
village chiefs, village development committees and individuals who had worked in 
Thailand, to obtain information about Cambodian migrants. These were conducted 
in selected villages in Battambang and Banteay Meanchey. Information collected in 
a survey carried out a year earlier has also been used in the analysis (reported in 
Chan and Sovannarith 1999). 

Table 2.17. Average Daily Earnings of Workers of Vietnamese Origin in  
Kompong Chhnang and Phnom Penh, by Occupation, April 2000 

Occupation Earnings (riels) Occupation Earnings (riels) 

Fisherman 10,314 Service worker  12,231 

Trader 13,419 Unskilled worker  8,567 

Other skilled worker  20,511 Garment worker 7,600 

Construction worker 18,882 --- --- 

Source:  CDRI interviews 
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2.5.2.1. Vietnamese Migration to Cambodia 
Almost all Vietnamese who had lived in Cambodia for generations were deported 
after Lon Nol seized power in 1970 and thereafter during the Khmer Rouge regime. 
During the 1980s they gradually returned to Cambodia, along with friends, relatives 
and, of course, the Vietnamese army and advisers. At the end of the 1980s, when 
Vietnamese troops withdrew from Cambodia, some are believed to have remained 
behind. In the 1990s a new wave of immigrants from Vietnam were attracted by the 
opportunities offered by a growing market economy. 

        The scale of such immigration is very difficult to estimate. Very roughly, if 
Cambodia’s population in 1985 is estimated at 7.5 million, natural growth might be 
expected to have brought it to around 9.9 million by 1998. If 360,000 repatriated 
refugees and their offspring are added to that, the total becomes around 10.3 million. 
The actual total enumerated in the 1998 Census was 11.4 million, implying a contri-
bution of a little over one million by immigrants and their subsequent offspring.13 
Another estimate, provided by the governments of eight provinces (Kandal, Bat-
tambang, Phnom Penh, Takeo, Kompong Chhnang, Pursat, Prey Veng and Siem 
Reap), which represent some 53 percent of the country’s population, places the 
population of Vietnamese origin at 227,000 in 1995.14 Yet another estimate, pro-
vided by the Kompong Chnnang Immigration Office, stated that there had been a big 
increase in the number of persons of Vietnamese origin in the province since the 
1980s – from 1,269 households having 7,064 persons in 1985 to 2,708 households 
with 13,445 persons in 1997.  

Table 2.18. Daily Earnings in Cambodia Compared to Earnings Reported by 
Migrants in Thailand (by Occupation – US$) 

In Cambodia, Apr/May 1999 In Thailand, April/May 2000 

     Average earnings 

Type of work Av. earnings Type of work Both sexes Men  Women 

Fishing 0.5 Construction 142 20 3.7 3.8 3.1 
Hunting/gathering 0.5 Porter 54 6 6.1 6.2 3.9 

Firewood collect. 0.7 Agriculture 31 52 2.2 2.1 2.2 

Agriculture 0.8 Food Prod.  20 35 3.9 4 3.7 

Construction 1.6 Garments 18 100 3.5 - 3.5 

Small trade 1.5 Fishing 12 0 3.5 3.5 - 

Moto taxi driver  1.9 Shop-work 11 100 3.2 3.9 3.2 

Handicrafts 0.8 Other 18 78 4.8 5.4 4.6 

Other 0.9 Total 306 32 4 4.3 3.3 

Sources: CDRI interviews with Village Chiefs and Village Development Committees 

No. of workers of whom female (%) 

13 This includes the numbers of Khmer Kampuchea Krom, who are people of Cambo-
dian origin but are naturalised Vietnamese citizens.  

14 Estimate obtained from Khmer Kampuchea Krom Human Rights Association. 
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        Interviews with 141 workers of Vietnamese origin revealed that the motives for 
migration were overwhelmingly economic; better opportunities to earn money in 
Cambodia were cited by almost all of them. On the demand side, lack of local skilled 
workers offers opportunities to immigrant construction foremen, wood processors, 
machine repairers, etc. On the supply side, weak controls on immigration into Cam-
bodia contribute to the flow. Since the mid-1990s the unofficial fee to cross the bor-
der is reported to have been between US$30 and US$50, and no work permit is 
needed. A few of those interviewed had acquired a Cambodian identity card, the 
unofficial fee for which is reported to be between US$50 and US$100. They are 
also subject to informal levies by the police – ranging from 1,000 riels to 20,000 
riels per month in the survey villages. 

        The occupations of these migrant workers vary with their location. Those in-
terviewed in Kompong Chhnang were almost all involved in fishing, the year round. 
These small-scale fishermen earned on average around 10,000 riels per day (see Ta-
ble 2.17), and 65 percent of their households had substantial additional earnings 
from raising fish in cages submerged in water. Key informants reported much higher 
earnings from medium- and large-scale fishing, which is dominated by Vietnamese 
owners and workers. However, in addition to fishing permits, the cost of which 
ranges from US$16 to over US$50,000 depending on the size of the operation, un-
official checkpoints levying at a rate of between 500 and 2,000 riels also have multi-
plied. This has further encouraged the use of illegal fishing methods, much to the 
detriment of the fish stock. Respondents reported that the catch in the year 2000 is 
about 40 percent below the level prevalent in the 1980s. 

        In Phnom Penh most of those interviewed worked as construction workers, 
traders and skilled workers in machinery and electronic repair workshops, wood-
processing enterprises, and the like. About 80 percent of contractors and supervi-
sors in the construction industry too have been estimated to be of Vietnamese ori-
gin. Employers of skilled workers said that they preferred to employ workers of 
Vietnamese origin because they considered them to be more professional, with bet-
ter skills, and work harder, faster and more patiently than the locals. Cambodian 
workers tended to be confined to less skilled work, for example, in carrying sand, 
gravel and cement in the construction industry, for about 6,000 riels per day. 

        Although sex workers were not included in the survey samples, most represen-
tatives of local authorities claimed that businesses in this sector are to an extent run 
and staffed by persons of Vietnamese origin. In the survey villages these migrant 
women work in brothels, Karaoke bars, massage parlours, dance halls and ‘coin-
rubbing’ places. Those who work in dance halls operate independently, but others 
are obliged to receive customers under the strict control of the brothel owners. The 
owners charge each customer between 5,000 and 70,000 riels. The workers, who 
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receive up to 15 customers per day, are paid only a subsistence wage. 

 
2.5.2.2. Cambodian Migration to Thailand 
Interviews were conducted with 163 households having experience of migration to 
Thailand. Most of them were poor or very poor: 47 percent owned no farmland and 
23 percent had less than one hectare. Their reasons for migrating out also were over-
whelmingly economic. Local earning opportunities are few: farm-work and further 
exploitation of already-depleting common property resources are possible only for a 
few months a year. Table 2.18 shows the average earnings available locally com-
pared with the average earnings received by migrants in Thailand (converted in both 
cases to US dollars for comparability). The wage rate for jobs in Thailand is much 
higher than for similar work in Cambodia. The earnings differential between the 
sexes also is generally quite large – 30 percent on average – though women earn 
slightly more than men in agricultural work. 

        Small-scale farming households also face food shortages for 3-6 months of the 
year, have no capital to invest, encounter unpredictable agricultural prices, and often 
have outstanding debts at monthly interest rates of between 10-30 percent. In such 
circumstances the only answer seems to be migration to Thailand, particularly when 
they observe that their neighbours have gained financially from earlier visits across 
the border.  

        Migrants are mostly between the ages of 17 to 35 years. Of the 272 inter-
viewed, 56 percent were male and 44 percent female. There are two groups of mi-
grants – short-range and long-range. Short-range migrants, the majority of whom are 
women, commute daily or for a few weeks at a time to take up farm work (including 
planting, weeding and harvesting rice, corn and sugar) just across the border. Long-
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range migrants, the majority of whom are men, go deep into Thailand with the assis-
tance of guides; they belong to households with sufficient assets to finance their 
trip. Long-range migrants are employed as construction workers, porters, farm 
workers, garment workers and unskilled workers. They are in manufacturing and 
food processing, the fishing industry off the Thai coast, and in restaurants and 
shops (Table 2.18 above for pattern of work among those interviewed). 

        Figure 2.8 shows trends in short- and long-range migration from the 19 villages 
in the study, as estimated by village chiefs, Village Development Committees and 
NGO field staff. A big fall in long-range migration can be observed between 1997 
and 1998, particularly steep in the case of men. It revived in 1999, especially among 
men, but was still below the levels of 1997. Short-range migration by both sexes 
continued to increase, however, and it is likely that some long-range migrants have 
switched to commuting over shorter distances. The reasons for these changes are 
discussed further in the section on crises later in this paper. 

        Migration is risky and can also cause problems for those left behind, but many 

Table 2.20. Employment Status by Sex, 1996 and 1999 
 Male Female Both sexes 

 1996 1999 1996 1999 1996 1999 

Employee 15.6 19.6 5.4 10.9 10.2 15.1 

Employer 0.4 0.2 0.1 0.2 0.2 0.2 

Own-account worker 57.5 51.0 32.9 23.5 44.5 36.6 

Unpaid family worker  26.4 29.1 61.5 65.3 44.9 48.1 

Total 100 100 100 100 100 100 

Source: SESC databases 

Table 2.19. Labour Force Participation Rate –  Employed as a Percentage of 
Population, and Unemployment Rate, by Sex, 1993/4 to 1999 

 1993/94 1996 1997 1999 

Labour force as a % of working-age population 

Male 58.0 65.7 66.9 68.6 

Female 54.8 65.0 63.6 68.1 

Total 56.3 65.3 65.1 68.3 

Employed as % of total population 

Male 40.3 46.3 46.8 49.7 

Female 39.4 47.6 46.0 51.0 

Total 39.8 46.9 46.4 50.4 

Unemployment rate (unemployed as a % of labour force) 

Male 2.4 0.8 3.8 1.5 

Female 2.8 1.3 4.1 1.5 

Total 2.6 1.1 4.0 1.5 

Source:  SESC databases 
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long-range migrants reported positive outcomes from their experience: 11 house-
holds bought land, 40 more opened up a small businesses, another 25 renovated or 
built a house, and a few purchased motorcycles. More important, 57 percent of the 
households with a long-range migrant member were able to meet short-term food 
and farming requirements in 1999. Almost all short-range migrants were able to save 
money. Migration also was judged to be good for the development of skills, such as 

construction and tailoring. 

2.6. Recent Trends in the Labour Market 

Analysis of labour market trends is seriously hindered by problems of comparabil-
ity between successive socio-economic surveys. Each one was carried out for a dif-
ferent purpose, with varying definitions, methodologies, supervisors and interna-
tional sponsors. Accordingly, this section will be limited to some of the most im-
portant changes that can be identified. 

        As Table 2.19 shows, labour force participation appears to have increased 
steadily between 1993/94 and 1999 as the transition to a market economy gathered 
speed. The participation rate rose particularly fast among women. Between these 
dates the proportion of the population that was working increased considerably, 
again more among females than among males, signifying a reduction in the economic 
dependency rate. Unfortunately, the series on unemployment is internally inconsis-
tent because of variations in definition. But the unemployment rate never rose 
above 4 percent by any definition over the whole period, implying not much change 
on this front. 

        One sign of labour market development is the change that may have occurred in 
employment status. Data are not available for 1993/94, but between 1996 and 1999, 
as Table 2.20 shows, the proportion in wage employment increased considerably, 
particularly among women. The changes in own-account and unpaid family workers 
are difficult to interpret. These categories have fluctuated widely between surveys, 

Table 2.21. Percentage Distribution of Wage Employees by Type of Em-
p l o y e r ,  

  1997   1999  

 M F M+F M F M+F 

Government 47 27 41 44 16 32 

State enterprise  5  4  5 1 4 2 

Joint venture  5  9  7 2 3 3 

Private      40 54 44 49 73 59 

International organisations 2  1 2 1 2 1 

NGO 1  4 2 1 2 2 

Total 100 100 100 100 100 100 

Source: SESC databases 
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suggesting that enumerators have had problems in distinguishing between them. 
Surely the labour market is moving towards maturity, but very gradually. 

 

Table 2.23. Wages by Sex and Schooling, 1996 and 1999 
(‘000 riels per month) 1996 1999 percent change 

Male       

No schooling 97 106 9% 

Primary or less 97 127 31% 

Some secondary 98 147 50% 

Some tertiary 143 411 187% 

Total 100 152 52% 

Female       

No schooling 69 86 25% 

Primary or less 103 122 18% 

Some secondary 72 150 108% 

Some tertiary 92 161 75% 

Total 81 122 51% 

Male premium       

No schooling 41% 23%  
Primary or less -6% 4%  

Some secondary 36% 9%  
Some tertiary 55% 148%  
Total 23% 33%  

Source: SESC databases 

Table 2.22. Composition of Employment (%) by Sector of Primary Employ-
m e n t  

 Men Women  Both sexes 

 1993/4 1999 1993/4 1999 1993/4 1999 

Agriculture, hunting, forestry 65.6 70.3 75.3 77.1 70.6 73.9 

Fishing 2.0 3.3 1.0 1.0 1.5 2.1 

Mining, quarrying 0.2 0.1 0.2 0.1 0.2 0.1 

Manufacturing  4.2 3.9 3.2 6.5 3.7 5.3 

Electricity, gas, water  0.2 0.2 0.0 0.1 0.1 0.1 

Construction 1.6 2.6 0.1 0.3 0.9 1.4 

Wholesale, retail trade 6.2 3.9 15.6 10.6 11.1 7.4 

Hotels, restaurants 0.2 0.4 0.3 0.4 0.2 0.4 

Transport, storage, communic. 6.1 4.3 0.9 0.4 3.4 2.3 

Financial services 0.2 0.1 0.1 0.1 0.1 0.1 

Real estate etc. 0.4 0.3 0.2 0.1 0.3 0.2 

Public admin, defence, etc. 8.2 6.1 0.8 0.6 4.3 3.2 

Education 2.4 2.2 1.0 0.9 1.7 1.5 

Health, social work 0.6 0.4 0.6 0.5 0.6 0.5 

Other services 1.2 0.8 0.6 0.6 0.9 0.7 

Private households 0.5 0.7 0.1 0.6 0.3 0.6 

International organisations 0.1 0.4 0.0 0.2 0.1 0.3 

Total 100 100 100 100 100 100 

Source:  SESC databases 
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2.6.1. Employment Status by Sex, 1996 and 1999 
Data on the distribution of employees by type of employer are not available for 
1996. However, from sectoral data it can be calculated that the proportion of wage 
employees in sectors other than public administration, defence, education, health 
and social work (a proxy for the ‘private’ sector in the absence of a relevant series) 
increased from 52 percent in 1996 to 66 percent in 1999. Data on the distribution of 
employees by type of employer in 1997 and 1999, as shown in Table 2.21, are con-
sistent with this. The proportion of wage earners working for private employers 
rose substantially, particularly in the case of women.  

2.6.2. Percentage Distribution of Wage Employees by Type of Employer and 
by Sex, 1997 and 1999 
The sectoral structure of the labour market has changed comparatively little since 
the early 1990s. According to Table 2.22, the proportion of workers in agriculture 
actually increased during the decade. A full settlement of ownership rights on land is 
still occurring after its privatisation in 1989. It is this gradual settlement of the land 
system rather than a shift of people to agriculture because of rising labour demand, 
which is perhaps the reason for the observed proportional increase of workers in 
agriculture. The other sectors to show increases in their share were manufacturing, 
construction, and, from very low levels, hotels and restaurants, private households 
and international organisations. The increase in the proportion of women working in 
manufacturing, reflecting the rise of the garment industry apparently at the expense 
of their involvement in trade is remarkable. So is the fall in the proportion of men 
engaged in manufacturing, trade, transport and communications, and public admini-
stration, defence and security.  

        Finally on trends, Table 2.23 shows data on changes in wages since 1996. Av-
erage wages of both male and female workers rose by more than 50 percent between 
1996 and 1999. Even with price inflation around 29 percent over this period, there 
has been a substantial real wage increase. Women’s wages increased particularly 
rapidly for those with some secondary schooling, while men’s wages rose mostly 
for those with post-secondary education. Differentials between men and women 
increased only slightly except for those with no schooling and at higher levels of 

Table 2.24. Social Indicators by Per Capita  Consumption Quintile, June 
 Consumption quintile 

 1 – poorest  2 3 4 5 – richest  

Household size 5.8 5.4 4.9 4.6 4.2 

Children per family 2.8 2.4 1.9 1.7 1.4 

Female HOH (%) 20.7 21.7 21 25.6 26.1 

Literacy (% of 15+) 56.2 61.9 66.2 70.5 74.4 

Yrs of edn, male 15+ 3.5 4.1 4.6 5.2 6.2 

Yrs of edn, female 15+ 2.1 2.4 2.8 3.3 4.1 

Note: HOH refers to head of household. Source: SESC databases 
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education, where they widened considerably. 

 

2.7. Links Between the Labour Market and Poverty Reduction 

The standard of living of an individual does not, of course, depend only on out-
comes in the labour market. It depends also on the ownership of assets, prices in 
various markets, taxes and subsidies, and distribution of income/consumption 
within the household. Nevertheless, the state and structure of the labour market are 
important influences on poverty and income distribution. Recent socio-economic 
surveys throw some light on this link in Cambodia. 

        As Table 2.24 shows, some of the most important influences on a household’s 
ranking in the hierarchy of consumption and income, are family size, number of 
children and level of education. 

        The smaller the size of a household and the fewer the number of children in it, 
the higher is its likely position in the league of (relative) prosperity. Also, the higher 
the proportion of literate15 members and the larger the average number of years of 
schooling (particularly of females), the less poor a household is likely to be. The 
weakness of the ‘household head’ concept for poverty-analysis purposes is illus-
trated by the fact that households with female heads are less likely to be poor. The 
person identified as household head in a Cambodian context is not necessarily its 
principal earner, but rather the oldest and most respected member of the household. 
Tabulation of household heads by age and marital status shows that most women 
heading households are widows, and most such heads are of grandparents’ genera-
tion, meaning that these households may have many adults with capacities to earn. 

        As Table 2.25 shows, it is fairly obvious that households with a higher propor-
tion of members who are working, a higher number of jobs per member, and a higher 

Table 2.25. Links Between Labour Market and Poverty Indicators, June 
 Sample means 

 Poor below food poverty line Between food poverty & poverty line Non-poor 

Household members worked    

No. of jobs per household    

Av. monthly wage from    

People under age 15 em-    

Note: occn. refers to occupation. Source:  RGC 1999 

15 The literacy of household members has a much greater impact on poverty than 
that of the household head alone.  The poverty assessment report’s dismissal of 
the likely contribution of adult literacy campaigns to poverty alleviation (RGC 
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average monthly wage, are less likely to be poor. Non-poor households, also as ex-
pected, tend to have a lower proportion of working children. 

        The vast majority of Cambodia’s poor, over 70 percent on the head count 
measure, are in households whose heads work in agriculture. As Table 2.26 shows, 
the incidence of poverty is also the highest in this sector, followed by that in con-
struction. In spite of low wages in the public sector, households headed by people 
working in government, education and health services are among the least poor. This 
is proof of the fact that public sector employees are able to generate extra incomes 
on the strength of their education and placement. 

        Table 2.27 shows that the lowest incidence of poverty is in households headed 
by unpaid family workers, again illustrating the weakness of the ‘household head’ 
concept for this purpose. Similarly, households headed by non-participants in the 
labour force have a below-average poverty score. Families of public sector employ-

Table 2.26. Distribution of Poverty by Sector of Employment and Labour 
Force Status of Household Head, June 1997 
 Head count index 

(%) Contribution to total (%) 

Agriculture 59.1 43.5 71.3 
Manufacturing/ mining 4.7 28.9 3.8 

Construction/ utilities 2.0 37.8 2.1 

Trade 6.8 18.7 3.5 

Transportation/ communications 3.6 19.9 2.0 

Government services 4.7 18.0 2.4 

Education/ health  3.0 17.0 1.4 

Other services 1.8 26.5 1.3 

Employed, industry not stated 2.3 33.6 2.1 

Unemployed 0.4 27.0 0.3 

Not in labour force 9.7 31.2 8.4 

Not reported 1.9 27.1 1.4 

Total 100 36.1 100 

 Source:  RGC 1999 

 
 Frequency 

Table 2.27. Distribution of Poverty by Employment and Labour Force 
Status of Household Head, June 1997 

  Head count index 

Status category Frequency (%) contribution to total (%) 

Self-employed 66.9 40.1 74.3 

Employee, public sector 9.7 19.7 5.3 

Unpaid family worker  1.4 15.9 0.6 

Employee, private sector 5.0 29.1 4.0 

Household worka 0.9 42.5 1.1 

Employed, employer not    

Unemployed 0.4 27.0 0.3 

Not in labour force 9.7 31.2 8.4 

Not reported 1.9 27.1 1.4 

Total 100 36.1 100 

Note: a This category does not appear in the questionnaire and must reflect ‘other’ responses. Source: RGC 1999 
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ees do better than those of private sector employees. The incidence of poverty in 
households headed by unemployed persons is also well below average. Apart from 
the mysterious ‘household work’ category, most poverty and the highest incidence 
is to be found among households headed by the self-employed, the majority of 
whom are farmers. The general conclusion from Tables 2.26 and 2.27 is that peas-
ants, in all probability illiterate, engaged in subsistence agriculture, form the largest 
pool of the poor. 

        For obtaining a clearer analysis of the relationship between labour market and 
poverty it is necessary to get away from the concept of ‘household head’ and to 
look, rather, at the composition of households. Table 2.28 shows the average com-
position of the households in the poorest and the richest quintiles, measured by 
consumption per head. The most striking contrast is in the proportion of household 
members in wage employment – they are three times greater in the richest than in 
the poorest households. The richest households rely far less on unpaid family 
workers and have a smaller number of children as a percentage of total household 
members. Next, they also have a higher proportion of economically-inactive adults, 
a luxury that the poorest households cannot afford to the same extent. The percent-
age of unemployed members is actually slightly higher in the richest households, as 
might be expected since they can afford to wait for the job of their choice. As for 
gender, there appears to be no difference between the two quintiles in the propor-
tion of females in the households. The proportion of women who are wage earners 
and own-account workers is higher in the richest quintile, while that of unpaid fam-
ily workers is lower – a higher percentage of such women, also, are economically 
inactive. 

        These are cross-sectional data that must be interpreted with care, but they are 
consistent with the suggestion that the way out of poverty is for household mem-
bers to move out of unpaid family work into wage employment (for both males and 

Table 2.28. Percentage Distribution of Households by Composition of the 
Poorest and Richest Household Quintiles, by Labour-force Category and 

 Household per-capita consumption quintile 

 The poorest quintile The richest quintile 
 M F M+F M F M+F 

Employees 3.2 2.1 5.3 10.5 5.5 16.0 

Employers 0.0 0.0 0.0 0.0 0.1 0.1 

Own-account workers 11.8 5.4 17.2 10.1 8.1 18.2 

Unpaid family workers 7.3 17.2 24.4 4.7 10.7 15.4 

Other employed 0.0 0.0 0.0 0.1 0.0 0.1 

Unemployed 0.5 0.6 1.0 0.7 0.7 1.3 

Economically inactive adults 10.8 11.5 22.4 12.6 17.7 30.4 

Under working age  15.2 14.3 29.6 9.3 9.1 18.5 

Total h/h members 48.9 51.1 100 48.0 52.0 100 

Source:  SESC database 
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females), and also into self-employment (for women). The data also suggest that 
unemployment and economic inactivity are luxuries that richer households can bet-
ter afford rather than they being causes of poverty.  

 

2.8. Links Between the Labour Market and Economic Growth 

In the absence of timely enterprise survey data, analysis of the connection between 
growth and labour market must inevitably be speculative. In general, in market 
economies, growth and development have involved four transformations: a change 
from subsistence production to production for sale; a change from a predominantly 
household, family-labour-based to a predominantly capitalist, wage-employing 

Table 2.29. Wage Employment by Sector, 1999, and Change Since 1996 

 Wage employment 1999 
(‘000) 

Wage employment as % of Percentage change in wage 

Agriculture, forestry 161.7 4 134 
Fishing 11.3 10 197 

Mining 1.9 56 171 

Manufacturing 155.0 52 199 

Electricity, gas, water  5.2 75 49 

Construction 75.4 95 113 

Trade, repairs 18.5 4 140 

Hotels, restaurants 13.4 56 123 

Transport, communications 50.8 40 135 

Financial services 2.9 45 -19 

Real estate 6.4 65 25 

Public administration etc. 179.3 99 13 

Other services 166.9 84 28 

Total 848.7 15 71 

Source:  SESC databases 

Table 2.30. Value Added per Worker by Sector in 1999 and Real Change 
Since 1993 
 1999 (US$ at Real change  1999 (US$ at Real change 

Paddy 143 24 Non-metallic minerals 2367 3 

Other crops 423 19 Other manufacturing 1165 -3 

Livestock 2365 -10 Electricity, gas, water  6345 30 

Fisheries 612 -35 Construction 1726 15 

Rubber 847 -12 Transport/communications 2775 -10 

Forestry 5208 -13 Trade 1076 -25 

Mining 1543 23 Hotels, restaurants, etc. 1813 -8 

Food, beverages,      

Textiles and gar-   Public administration 245 38 

Wood, paper,   Real estate 2191 -3 

Chemicals, plastics   Other services 1644 1 

Source: CDRI 2000 
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mode of production; an increase in productivity in all sectors; and a movement of 
labour from lower productivity to higher productivity activities. The labour market 
plays an important role in ensuring that these transformations progress as smoothly 
as possible. 

        Cambodia is at an extremely early stage in this process. Most of those working 
in agriculture are still primarily engaged in subsistence farming. Over 90 percent of 
the harvested land area was estimated to be under rice in 1999, an only slightly 
lower proportion than nine years earlier (Chan 2000). Wage employment is still a 
small proportion of the total employment. However, there have been some signs of 
change in the pattern of employment status. As Tables 2.20 and 2.21 above show, 
the proportion represented by employees rose from 10 to 15 percent between 1996 
and 1999, and the private sector’s share of wage employment rose from 44 to 59 
percent between 1997 and 1999. Table 2.29 shows the differences between sectors 
in the importance and dynamism of wage employment. Between 1996 and 1999, the 
number of wage earners increased the fastest in manufacturing, and they represented 
more than one-half of the total employment in manufacturing, electricity, gas and 
water, construction, hotels and restaurants, and real estate. These figures are put 
into perspective, however, by the fact that while the largest number of wage earners 
outside the public sector was in agriculture, and they have been increasing fast, they 
represented only 4 percent of the sector’s work force in 1999. 

        Table 2.30 shows that the picture of labour productivity has by no means been 
static.16 The transition towards competitiveness in manufacturing has involved 
some reduction in productivity, but, within agriculture, value added per worker has 
increased in paddy and other crops during the 1990s, as it has in mining, utilities 

Figure 2.9. Unemployment Rate by Sex, Phnom Penh, Q2 1997 - Q4 1998 
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16 Derived from CDRI’s macro-economic database, which includes a lot of 
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and construction. In view of relative productivities, growth would obviously be 
served by a move of workers out of paddy into other agricultural and fisheries pro-
duction, and out of agriculture into non-agriculture (including processing of agricul-
tural products). The figures given for real changes in value added for manufacturing, 
though, are a bit intriguing and this aspect requires further investigation. 

        There is no doubt about the potential for labour mobility in the country. Work-
ers are already responding to productivity and earnings differences between sectors 
and locations by moving on an increasing scale, as were shown in Section 4 above. 
Such movements may be temporary/seasonal or permanent, and within Cambodia or 
across a border. In the interests of economic growth, the operation of the labour 
market could be facilitated by integrating the national economy through improve-
ments in roads and transport infrastructure. This would increase productivity 
within existing activities, encourage a switch from subsistence to cash crop produc-
tion, and enable those who wanted to move to find rewarding opportunities within 
Cambodia rather than having to cross borders illegally. In addition, government 
should take steps to encourage rather than discourage such movements and to ensure 
that information on employment opportunities is available throughout the country. 

2.9. The Labour Market and Adjustment to Crises 
Cambodia has been hit by several crises in recent years. The Asian financial crisis, 
which erupted in Thailand in mid-1997 and spilled over to other Asian countries, 
has had a negative impact on Cambodian exports, companies competing with im-
ports, investment from other Asian countries, and the tourism industry. Its effects 
were compounded by an internal crisis – fighting in Phnom Penh in early July 1997, 

Figure 2.10. Inactivity Rate by Sex, Phnom Penh, Q2 1997 to Q4 1998 
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precipitated by the conflict between the two main political parties. Confidence in 
political stability was lost, the security of people and enterprises was threatened, 
and the future political environment became uncertain. The international community 
responded to the July fighting by terminating or suspending its assistance to Cam-
bodia. The adverse impact on the economy was immediate. In addition to the loot-
ing and destruction of many factories and shops around the capital, the riel depreci-
ated against the US dollar, inflation soared, consumption and investment contracted, 
tourist arrivals plummeted, and the inflow of foreign aid was disrupted. The govern-
ment responded to both crises by introducing austerity measures in public expendi-
tures in August 1997, as public revenue was hit by the fall in aid and customs reve-
nues. As a consequence, the rate of growth of real GDP, which had exceeded 7 per-
cent on average since the beginning of the decade, fell to 1 percent in 1997 and 1998 
before reviving in 1999.17 The most recent crisis – the extensive flooding in Septem-
ber/October 2000 – is natural rather than man-made, but can be expected to have 
another adverse impact on the economy and labour market. 

        Two main sources of information are available to analyse the interaction be-
tween the crises and labour market: the Labour Force Surveys carried out by the 
NIS in Phnom Penh in the second, third and fourth quarters of 1997 and the second 
and fourth quarters of 1998, and the regular surveys of vulnerable workers carried 
out at more or less quarterly intervals by CDRI since May 1998. 

        Relevant data from the Labour Force Surveys are shown in Figures 2.9 and 
2.10. Unemployment did not turn out to be a particularly sensitive indicator to the 
crises. There was a slight increase though in the unemployment rate in Phnom Penh 

Figure 2.11. Total and Wage Employment by Sex, Phnom Penh, Q2 1997  
- Q4 1998 
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17 For further analysis of the impact of these crises see Chapter One of Development 
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in the third quarter of 1997, the first post-crisis quarter, affecting men more than 
women, as can be seen in Figure 2.9. Rates continued to converge in the next few 
quarters and in April/May 1998 the rate was temporarily higher for men than for 
women. The unemployment rate for both sexes then fell to an unusually low level in 
the final quarter of 1998.  

        However, as seen from Figure 2.10, the crisis appears to have had an impact on 
the inactivity rate (numbers outside the labour force as a proportion of the working 
population). From 47 percent in the quarter before the crisis, it began to rise in late 
1997, and by the fourth quarter of 1998 was 51 percent. The timing of the increase 
in inactivity differed between the sexes, but both men and women had withdrawn 
from the labour force in large numbers by the end of 1998. 

        Total employment did not seem to be affected by the crisis. As Figure 2.11 
shows, it continued to rise during 1997, fell in early 1998 to only slightly below its 
pre-crisis level, then rose again towards the end of the year. The pattern was similar 
for both sexes. Wage employment was more sensitive, registering an immediate fall 
in the third quarter of 1997, and showing no real recovery until the fourth quarter of 
1998. Men suffered more than women from this slump in wage jobs.  

        The trend in real wages and earnings appears to be the most sensitive indicator. 
As Figure 2.12 shows, average real wages fell immediately in the third quarter of 
1997 and again in the final quarter of the year, though they recovered strongly in 
1998. Women felt the immediate impact more than men, but shared fully in the re-
covery – the differential between the sexes narrowed over the whole period. Earn-
ings of the self-employed plunged throughout the post-crisis period – again women 
felt the early impact more strongly, but recovered more completely than men. At 
some stage a higher volatility in the status of female workers is observed. 

Figure 2.12. Average Real Monthly Wages and Earnings, by Sex and Em-
ployment Status, Phnom Penh, Q2 1997 - Q4 1998 
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        CDRI has been conducting surveys of vulnerable workers since May 1998. 
Four groups were selected: petty traders, scavengers, cyclo drivers and porters. 
Thirty workers in each group were sampled, and asked at regular intervals, about 
their net daily earnings, working hours and days, and the problems encountered in 
their day-to-day activities. In the May 1998 survey, retrospective questions were 
also asked about earnings before July 1997 and in January 1998, to assess the im-
pact of the twin crises. As can be seen from Figure 2.13, and in line with the Labour 
Force Survey series already discussed, the crises had an immediate and severe im-
pact on the earnings of these workers. 

        Petty traders (all women) suffered the steepest fall in earnings. By May 1998 
the earnings were already down to around 40 percent of pre-July 1997 levels, but 
bounced back more quickly than the others to briefly exceed their pre-crisis level by 
November 1999. Thereafter, a small fall is again observed. Cyclo drivers and porters 
(all men) also saw their real earnings being cut severely, reaching their lowest point 
in November 1998. Since then they have increased somewhat, but have never re-
gained their pre-crisis level. Scavengers (both women and men), who earn much less 
than the other groups, had less far to fall. By the beginning of 2000 their real earn-
ings were less than ten percent below pre-crisis levels, and the differential between 
them and the others in Figure 2.13 had narrowed considerably. Figure 2.13 also il-
lustrates that, like in any labour market, there is a lower ceiling to earnings; perhaps 
the lowest is that below which subsistence may not be possible. 

        Apart from strong seasonal factors, shocks on the demand or supply side of 
the labour market are the main influence on changes in the real earnings of these 

Figure 13. Average Real Daily Earnings of Vulnerable Workers, pre-July 
1997 - August 2000 
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workers. On the demand side, the sudden fall in consumption and investment was 
quickly transmitted to this part of the labour market. Cuts in foreign assistance (and 
hence in resident expatriates), and in the number of tourists had a direct impact on 
the earnings of cyclo drivers. On the supply side, the slump was reflected in an in-
crease in the number of people competing for work of this kind. Most of them come 
from rural areas, some (particularly cyclo drivers), temporarily to supplement their 
earnings from agriculture. When agricultural conditions deteriorate, as they did dur-
ing these crises, more people move to the city. 

        The surveys of migrant workers, discussed in an earlier section, also throw 
some light on the impact of crises. Interviews with Vietnamese working in Cambo-
dia revealed a significant decline in most of their earnings after July 1997. The de-
cline in long-range Cambodian migration to Thailand in 1998 is also related to that 
country’s economic crisis. By May 1998 the Thai government had repatriated 
nearly 180,000 illegal migrant workers from various countries (Thongpakde and 
Paitoonpong 1999), and the returning  migrants, particularly those in the construc-
tion industry, reported increasing difficulty in finding work. Cheating by employers 
on wage payments has always been said to be a problem. Working hours are also 
reported to have increased since 1997. 

        It is too early to assess the labour-market impact of the latest crisis – the 
floods of September/October 2000, which have affected an estimated 2.7 million, 
killed more than 250 people and caused around US$79 million worth of damage. 
Announcing these figures in a broadcast in October 2000, the Prime Minister said 
that 544,000 hectares of paddy, 700 km of national roads and 1,500 km of rural 
roads had been destroyed or damaged. The growth rate is expected to be reduced at 
least one percentage point as a result of the floods. At the time of writing, CDRI 
researchers were carrying out their regular survey of vulnerable workers (enlarged 
since February 2000 to include also waitresses, rice field workers, garment workers, 
motorcycle-taxi drivers and skilled and unskilled construction workers), and report 
significant falls in earnings for all categories of workers. 

 

2.10. Policy Response and the Labour Market  

From 1970 to 1975 Cambodia experienced a brief stage of capitalism under the Lon 
Nol regime. Subsequently, the economic system transformed to state/party collec-
tivism under the Khmer Rouge regime between 1975 and 1978, followed by a state-
commanded economy between 1979 and 1993, and then to a liberal market regime 
from 1993 onwards. This took firmer roots after the peace and elections of 1998.  

        Unlike other countries in the region during their war years, Cambodia suffered a 
total devastation of its social and political institutions during the Khmer Rouge era. 
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The nation did not have a real and uninterrupted opportunity to rebuild for the next 
18 years, until 1998, since foreign occupation, and then subdued internal strife and 
armed resistance, continued to plague it. Policy response in the Cambodian context, 
therefore, takes the shape of a much broader development agenda. Unlike other 
countries of the region that suffered from the larger financial crisis and/or their inter-
nal economic problems during the late 1990s and needed, perhaps still need, correc-
tions in their public policy, Cambodia requires much more than just corrections. It 
needs to re-establish its social and economic institutions, in addition to following a 
sound development strategy.  

        The reconstruction, adjustment and stabilisation agendas developed so far are 
vast and fairly encompassing. The government has implemented many regulatory 
mechanisms, as well as put in place social safety nets in addition to following active 
labour-force and poverty-reduction policies. Some policy responses are listed be-
low, which address long-term as well as immediate problems. Emphasis is placed on 
aspects that attend to poverty and unemployment. 

 
2.10.1. Investment Law 
Cambodia initially implemented some of the most liberal investment policies in the 
region with the objective of attracting foreign investments that would generate wage 
employment in addition to sustaining a tax-based revenue system. In December 
1997, the Council of Ministers adopted a Sub-decree to eliminate unnecessary tax 
exemptions. The new regulations grant tax concessions only if investment projects 
meet some strict conditions. Some criteria for extending tax exemptions are location 
of the project to encourage investment in remote areas, size of the project (bigger 
investments are encouraged), employment created (with specific reference to 
women and disabled people), exports potential, value-added, use of local resources, 
and training of local workers. The tax scheme primarily aims at the garment indus-
try, to attract more investors to create employment opportunities.18  

        In 1995 the government signed an Investment Incentive Agreement with the 
United States, and also entered into various multilateral trade agreements with many 
countries in the region, through ASEAN and the ASEAN Free Trade Area (AFTA). 

        Membership in AFTA, however, does not ensure that the system will secure 
long-term employment or gradual wage increases, it merely requires trade harmoni-
sation. Therefore, for each member to maximise its interest within the given rules, 
and consequentially derive maximum utility from the system, the authorities should 
prioritise their interests. Cambodia’s membership will require it to deregulate move-
ment of goods internationally. The country’s industry may not be very competitive 

18 Details can be seen in Council for the Development of Cambodia (1997). 
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if it follows all the labour protection rules, without increasing the productivity lev-
els. It is, therefore, a major challenge to raise productivity and value addition. It is 
believed here that the investment law should be more directed, so that more indus-
tries of a long-term nature, and having strong forward and backward linkages, are 
attracted to the country. At the same time productivity-enhancing approaches 
should be embraced. 

 

2.10.2. Fiscal Discipline 
Value Added Tax (VAT) came into force on 1 January 1999, with a rate of 10 per-
cent, replacing turnover taxes that were previously levied. The VAT tax scheme was 
adopted in response to two critical needs: 1) to increase revenues to supplement 
monies that began to decrease due to a foreign direct investment slow-down, and 2) 
to help stabilise political uncertainties of July 1997. Commercial banks, medical 
clinics, postal services, non-profit activities and insurance services though, are ex-
empted from VAT. There is yet no proposal to take serious action for levy of direct 
taxes. Targeting prospective payers and strengthening collection mechanisms for 
direct taxes are therefore important priorities. The government also needs to raise 
revenues from origins other than the usual tax sources so that its collections can rise 
by 1-2 percent more than the GNP growth rate each year. 

        Collection and enforcement are two weaknesses of Cambodia’s fiscal discipline. 
In consequence, social security, public saving and other expenditures are affected, 
which may undermine real domestic wages. Poor enforcement discipline affects the 
labour market through diminished public spending on social safety nets and human 
resource development. 

        On the promotion side, the state needs to concentrate its attention to promote 
programmes related to credit. Not only do banks need to extend more credit to busi-
ness, the rural and agricultural sector also calls for attention. In this regard, micro-
credit schemes operated by NGOs can be replicated on a large scale by the banks 
and government, not as charity but as business propositions. 

 

2.10.3. Land Reform  
Since the privatisation of agricultural and other land in 1989, the state administration 
has not been fully able to grapple with land titling, distribution of land, or adminis-
tering its transactions. In the absence of firm ownership rights and security, farmers 
hesitate to invest in land; hence, the productivity stays low and farmers remain 
poor. The government’s new land policy aims to strengthen land administration and 
management, ensure transparency in transactions and security of tenure, and decen-

19 See for details, RGC 2000c. 
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tralise decision-making. To logically follow up on these, the government has under-
taken the tasks of land registration, cadastral mapping, and GIS land evaluation as 
the first steps.19 Steps to strengthen agricultural extension also have been taken up. 
It is believed that with firmer land rights and better diffusion of technologies, people 
will be encouraged to invest in land and obtain better yields. 

        Essentially, the government has proposed strategies based on a bottom-up 
pyramid that would enable mass participation in effecting land reforms. An impor-
tant mechanism for this is the creation of Village Development Committees (VDCs), 
which will work in coordination with non-governmental and international agencies. 

2.10.4. Governance 
Good governance is essential. In the absence of a rule of law, the economic advan-
tages that a country may possess may be seriously undermined, foreign investment 
scared away and workers demoralised. Proper functioning of the labour market and 
poverty alleviation also rest on policy discipline and consistency. A functional legal 
system and administrative reform, in combination with mass participation mecha-
nisms in place, thus become prerequisites for pro-poor policies to be effective. 

        Cambodia’s good governance package in the context of promoting economic 
growth and employment includes the following:  

1) Judicial reform; 

2) Public finance reform; and 

3) Administrative reform, which includes anti-corruption, and decentralisation.  

        On each of these there have been definitive steps taken by the government; in 
fact, there is comprehensive legislation being passed to effect better governance, and 
the government has negotiated loans from multilateral funding agencies to implement 
its plans. 

 

2.10.5. Labour Code/Law 
2.10.5.1. The Basic Law 
The Labour Code/Law intends to protect workers’ rights, provide human dignity to 
all legitimate work, and eliminate exploitation such as forced labour and discrimina-
tion, as well as provide protection for employers from unwarranted litigation. Equal 
opportunities, safety and human dignity for labour thus form the essence of this 
policy.  

        The Labour Code has provisions against forced labour. To support these, the 
National Assembly has enacted an anti-forced-labour policy. The law has provi-
sions to cover all workers. However, in reality it may be difficult or impossible to 
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follow the rules, because extreme poverty compels people to render their services 
regardless of conditions of the work contract.  

        Again, the rule of enforcement is weak, which complicates the institutionalisa-
tion and implementation of laws and rules. Also, absence of a labour court exacer-
bates labour disputes between union workers and the management.  

 
2.10.5.2. Child Labour 
Cambodia is just coming to terms with its child labour problem, and is in the proc-
ess of gradually developing a coherent policy. The Cambodian National Council for 
Children was established in November 1995 by a sub-decree. The Council serves as 
the coordinating body for advocacy, planning, monitoring and implementing the 
provisions in the Convention on the Rights of the Child. It is presided over by the 
Prime Minister. In January 1997, the National Assembly enacted a new Labour 
Code, setting the minimum age admissible for employment at 15 years. It also 
stipulates that children aged 12 to 15 years can be engaged in light work, provided; 
1) the work does not affect their health and psychological development, and 2) the 
work will not affect their school attendance or participation in vocational training 
programmes approved by the competent authorities.  

 
2.10.5.3. Freedom of Association, Collective Bargaining and Remuneration 
Cambodian people enjoy the freedom to associate; in fact, there are functional trade 
unions in the country. But poor conception of the policy and lack of implementa-
tion mechanisms do not permit the benefits of these provisions to reach most of the 
people. The system has not been able to extend protection to the labour force in all 
locales and sectors. For example, the rural population is scarcely touched by this 
provision. Also, workers’ representation at the decentralised level is completely 
missing. 

        The government has not yet consolidated its decision on the minimum wage 
issue. The labour law code stresses the importance of “decent living standard com-
patible with human dignity,” yet an average garment worker earns only about US
$0.13 US dollars per hour and works for 48 hours per week. The minimum wage 
prescribed is US$40 per month. The Ministry of Labour and Social Welfare has 
proposed a revised wage policy, but the National Assembly has not passed the new 
minimum wage formula because the managements and labour unions have so far 
failed to reach a wage agreement. The wage issue is still under discussion. While 
occupational safety is a real problem, there is little by way of public policy that 
exists on this subject in the country. 
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2.10.6. Social Development Programmes  
2.10.6.1. Income Transfers 
The government’s safety nets are limited in scope and impact. The Ministry of 
Social Affairs, Vocational Training and Youth Rehabilitation, is in charge of dis-
bursement for the disadvantaged groups. Resources provided to the poor are via 
income transfers, for example, through the Red Cross, other donors and NGOs. 
Together with UN agencies like the World Food Programme, the Ministry of Rural 
Development has initiated food-for-work and other income and employment gener-
ating projects. The food-for-work programme helps to rehabilitate infrastructure, 
provide social support, extend skills training, and aid vulnerable groups including 
street children, orphans and persons with disabilities. However, to a great extent, 
people devise their own coping strategies; the majority are not a beneficiaries of 
these transfers. 

 
2.10.6.2. Human Resource Development 
The government has come up with several education policy responses that amplify 
equal access to education by the poor. Some steps proposed in the policy are:  

1) Focus on public funding for education, and emphasis on promoting, motivat-
ing and providing incentives to attract the best staff to the teaching profes-
sion;  

2) Increase the number of classrooms and equipment to extend access to grades 
one to nine to all school-age children;  

3) Narrow rural/urban and gender gaps at both primary and lower-secondary 
levels;  

4) Encourage private sector involvement in upper secondary and tertiary edu-
cation; and  

5) Decentralise education.20 

 
2.10.6.3. Gender and Development 
Although the social safety-net policies mentioned above reiterated the importance 
of equity, access, protection and legality, women’s position in the labour force re-
mains vulnerable. This is rooted in circumstances, traditions, lack of access to edu-
cation, low proportions in wage employment, unequal remuneration and unfairness 
in job opportunity. Yet, they are in large numbers in the labour market, though not 
necessarily in wage employment. The government needs to take actions to ensure 

20 See the latest policy of the government on education, RGC, 2000d.  
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protection of women employed in the industrial sector. About six out of ten garment 
workers come from rural areas and roughly 90 percent are young women. Both hotel 
and garment industries have similar labour problems. Wages are very low, and are 
not enough to pay for living expenses in a city, therefore, workers have to be en-
gaged for 12 to 15 hours/day. They rent cheap rooms and live in unsanitary condi-
tions. In the work place, labour violations include the lack of security of tenure (no 
employment contracts), non-payment of the minimum wage, occupational safety 
hazards, sexual harassment, and insecurity, especially for women in night work. All 
of these problems need to be addressed, both through labour market functioning and 
legislation. 

2.10.7. Interim Poverty Reduction Strategy Paper  
The Interim Poverty Reduction Strategy Paper (I-PRSP) is the government’s stabi-
liser package and the most ambitious plan, embedding a multi-layer policy response 
to poverty reduction in the country. According to the I-PRSP, lack of opportunities 
and social exclusion are widely prevalent. Among the prime instruments proposed 
for reducing poverty are, promotion of greater employment via macroeconomic sta-
bility, private sector encouragement, and agricultural/rural development. More spe-
cifically, some of the measures are listed on Table 2.31. 

        The policy matrix and the cross-cutting policies are complicated and ambitious; 
the reason lies in their being comprehensive. One common feature is that at no stage 
has the policy lost perception of labour issues. For example, the government re-
oriented its economic policy towards other industries to absorb surplus labour when 
it found that non-performing investments in the agro-industry were not permitting 
this industry to grow adequately. Its approach to concentrate on labour-intensive 
manufacturing for export, such as garment and textiles, is another example of this 
labour-oriented strategy. In other words, poverty reduction is closely linked to in-
dustrialisation, which in turn is encouraged to be labour-intensive. 

 

2.11. Conclusions and Recommendations 

Table 2.31. Dimensions of Missing Opportunities: Government Policy  
Responses 

1. Low average income 
2. Low level or inadequate farming technology 
 
3. Extensive poverty in rural areas 
4. Landlessness and lack of access to land 
5. Poor access to assets and skills training 
6. Low capabilities 
7. Bad water, sanitation and high cost of health care 

Macroeconomic stability, economic growth 
Improving physical infrastructure including irrigation and rural 

roads, and land management 
Promoting private sector development, income transfers 
Land reforms 
Human resource development 
Strengthen capabilities 
Increases in public spending on health and education/social 

Source: RGC 2000 
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A full comparison with neighbouring countries in the DAN project is yet to be 
made, but it appears that Cambodia is not a classic labour-surplus economy: it has 
one of the lowest labour/cultivable land ratios in ASEAN. It also has the lowest 
average number of years of schooling per square kilometre of cultivable land, sug-
gesting a current comparative advantage in natural resource-based production, in-
volving relatively unskilled labour, rather than in non-agricultural labour-intensive 
activities. 

        This draws attention to the fragility of the garment manufacturing sector, the 
growth of which has been based not so much on Cambodia’s comparative advan-
tage, as on its special access to administered world markets, especially in the US. 
Should that access be denied or reduced, and/or substantially-extended to competi-
tors (e.g. to Vietnam after the conclusion of the trade agreement with the US), gar-
ment producers may seek to relocate elsewhere. 

        The low average level of education of the Cambodian labour force and the very 
high level of functional illiteracy (particularly among women) poses huge problems 
for productive employment generation. The issues of poor quality of schooling and 
premature dropout, particularly by girls, need to be addressed. An emergency liter-
acy campaign also needs to be mounted, aimed particularly at the 475,000 males and 
732,000 females between the ages of 15 and 29 who are, according to the latest sur-
vey, functionally illiterate. 

        This also needs to be borne in mind in approaches to industrial relations. At 
least potentially, Cambodia is not a cheap-labour economy but, until that potential 
is realised through institutional and infrastructure reform, vulnerable workers make 
themselves available at relatively low wages. Their best (and most realistic) protec-
tion is the development of democratic and independent trade unions, rather than 
pressure on labour standards from foreign governments, trade unions, consumer 
groups and non-government organisations, which sometimes takes the form of clos-
ing markets to Cambodian products. 

        Unemployment is a mis-specification of Cambodia’s labour market problem – 
the overall rate is low and the highest rates are found among the more-educated 
young in urban areas. Labour market policy should focus, rather, on the problems of 
the working poor. 

        The early stage of development of the labour market is indicated by the fact 
that the largest single category of employment status is unpaid family workers, 
among whom women are over-represented, and the smallest (apart from the tiny 
category of employers) is wage-earners, among whom men are over-represented; by 
the high proportion of workers (especially men) who have more than one job; and 
by the overwhelming importance of agriculture as a sector of employment for both 
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sexes. However, there are some promising signs. The proportion of the labour force 
in wage employment, though still low, has increased considerably in recent years, 
and the proportion in private-sector wage employment has increased even faster. 
Although agriculture’s domination has not changed, the proportion of workers in 
manufacturing has increased, mainly due to a big increase in the number of women 
employees in the garment industry. Real wages have been increasing, and differen-
tials between men and women have widened only slightly. 

        The incidence of child labour, particularly below the age of 14, is relatively 
low. Almost all of those children who are working are engaged in unpaid family la-
bour on the farm. Nevertheless, there is a clear conflict with schooling, because of 
the long hours required over many weeks of the year. This is likely to contribute to 
school dropout, particularly by girls.  

        To judge from figures for wages and for earnings of the self-employed, the 
Cambodian labour market does not look to be significantly segmented, except in the 
case of women, who tend to earn less than men of the same age and education in the 
same location, sector and occupation. So, as well as efforts to rectify the imbalance 
in the education system, which is the most important cause of women’s problems 
in the labour market, vigorous implementation of anti-discrimination legislation may 
be needed. 

        The huge presence of external, multilateral and bilateral assistance agencies, and 
non-government organisations, which employ, directly or indirectly, a high propor-
tion of the most-educated and skilled Cambodians, distorts the labour market and 
economy in obvious ways. As this sector gets smaller, the distortion will gradually 
be reduced; meanwhile, donors, executing agencies and government need to look at 
immediate ways of minimising it. 

        Another source of distortion is the large size and low level of remuneration of 
the civil service and the defence and security forces. Reform of both is a prerequisite 
to the achievement of a properly-functioning labour market. The extent to which 
reform of the civil administration would involve downsizing is not clear, but the size 
of the public service should be in relation to tax revenue such that each of its mem-
bers can be paid a living wage. Demobilisation of the military and police is definitely 
needed and is already under way. Such cuts may be less problematic than they look 
in view of the number of force members who (like the civil servants) already have a 
second job, family farm, or business to fall back on. 

        There is evidence, from a comparison of the 1996 Demographic Survey and the 
1998 Population Census, of a high degree of labour mobility. The rate of rural out-
migration, whether it is to urban areas or to other rural areas, is increasing. Migra-
tion is over increasingly-long distances, and the proportion of ‘newcomers’ has been 
increasing in most places, particularly in urban areas. The search for employment is 
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the main reason given for migration, in which people below the age of 30 are dispro-
portionately represented. The majority of very recent migrants are men, except in 
the case of movement to Phnom Penh, where many new garment and shoe factories 
have opened in the past few years. 

        Cambodia is in an intermediate position in the regional labour market, receiving 
migrant workers from Vietnam, as well as sending their own to Thailand. Rapid 
surveys suggest that workers of Vietnamese origin in Cambodia are mainly skilled 
workers engaged in construction, machinery and electronics repair, wood process-
ing, etc. or involved in fishing. Their earnings are higher than they could obtain in 
Vietnam, even though they are subject to many levies, formal and informal. While a 
more-orderly immigration process would be helpful, both economically and politi-
cally, such workers in industry play an important role in passing on skills to 
younger workers, and the policy should concentrate on encouraging this. In fishing 
there is a general need to clean up procedures and fishing methods, regardless of the 
national origin of the workers. 

        Cambodians who migrate to Thailand are generally from poor households and 
have a similar economic motivation. Wage rates in Thailand are on average more than 
four times what they could expect to get at home. Short-range migrants, the major-
ity of whom are women, commute daily, or for a few weeks at a time, to work on 
farms just across the border. Long-range migrants, the majority of whom are men, go 
deep into Thailand to work, mainly as construction workers and porters. Many 
migrants report positive outcomes from their experience, in terms of acquiring as-
sets, savings and skills, but such migration is a sign of the lack of integration of the 
Cambodian labour market due in particular to the poor state of roads and transport 
infrastructure. 

        The connection between labour market and poverty reduction is best illustrated 
by a comparison of the composition of the poorest and richest household quintiles 
in 1999. Significantly, there is no difference between the two quintiles in the pro-
portion of females in the households. In general, the data are consistent with the 
suggestion that the way out of poverty is for household members to move out of 
unpaid family work into wage employment (for both males and females), and also 
into self-employment (for women), and that unemployment and economic inactiv-
ity are luxuries that richer households can better afford rather than causes of pov-
erty. 

        As for growth, the labour market is beginning to contribute to it through in-
crease in wage employment, particularly in the private sector. The recent record of 
productivity increase is mixed, and a movement of workers (voluntary, not due to 
force or a family crisis) from lower productivity to higher productivity sectors 
would serve growth better. The evidence of increased labour mobility is encouraging 
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from this point of view. Integration of the national labour market would help this 
process, as would a wider spread of accurate labour market information. 

        In monitoring the impact of recent crises, the most sensitive indicators seem to 
be changes in wage employment and in real wages and real earnings of the self-
employed. These show the combined impact of the July 1997 fighting and the Asian 
financial crisis to have been severe in Phnom Penh, and worse for the self-employed 
than for wage earners. Long-range migration to Thailand also fell in 1998 and has not 
fully recovered. 

        In response to crises, such as the flooding in September/October 2000, and in 
support of restructuring, such as the planned demobilisation, more emphasis could 
usefully be placed on public works and guaranteed employment schemes. Such 
schemes create employment directly during the construction process, indirectly 
through linkages to supplying industries, through the multiplier when workers 
spend their earnings, and dynamically when the assets that have been built (schools, 
roads, health centres, etc.) help to raise productivity in the area, and when the in-
crease in demand raises the incentive to invest. A well-designed guaranteed employ-
ment scheme has a counter-cyclical and self-liquidating safety-net role. This means 
that decisions on wage rates in the scheme should be decentralised and should be low 
in relation to local market rates for the type of labour concerned. If programme wage 
rates exceed market wage rates, the numbers wanting to work on public works pro-
grammes would exceed the numbers that can be hired. This means that employment 
may have to be 'rationed' by local managers, increasing the temptation of corruption, 
and making it more likely that those who work on the project will not consist only 
of those in the most desperate circumstances.  
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Chapter Three 
The Labour Market in the Lao  
People’s Democratic Republic 

The National Statistical Centre and  
the National Economic Research Institute*  

 
 
 
 

3.1. Introduction 

Since the New Economic Mechanism (NEM) was implemented in 1986, which 
shifted the economy from a centrally-planned one to one which is market-oriented, 
the economy of the Lao People’s Democratic Republic (Lao PDR) has expanded 
remarkably. Since 1990, the Lao economy has grown over 6 percent per year on 
average. As well, the labour market in the Lao PDR has expanded, notably through 
an increase in demand for labour in the private sector. This has resulted in an in-
crease in employment opportunities, and hence, income-earning possibilities for the 
Lao people. In fact, the private sector has employed a relatively large number of 
workers, in both the formal and informal sectors. The relatively high growth rate in 
the economy has also led to a gradual reduction in poverty among the Lao people. 

      A number of analyses on the labour market in the Lao PDR have been made. 
These include the Report of the 1994 Urban Labour Force Survey (DOL-MOLSW 
1994), and Strengthening the Labour Market Monitoring and Analysis in Lao PDR 
(Poot, 1995). However, none has discussed linkage between the labour market, eco-
nomic growth and poverty reduction. In addition, since the Asian crisis erupted in 

73 

*   This research project was undertaken jointly by the National Statistical Centre and 
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1997, there has not been an analysis of the consequences of the crisis on the labour 
market, or on the effects of national policies and their adjustments concerning the 
labour market. 

        Therefore, in cooperation with member countries of the Development Analysis 
Network (DAN), which includes Cambodia, the Lao PDR, Thailand and Vietnam, 
we have decided to conduct research on the labour market. This research project on 
the Lao PDR was jointly undertaken by the National Economic Research Institute 
(NERI) and the National Statistical Centre (NSC), under the direction of the State 
Planning Committee. The purpose of this research project is to analyse the direct 
and indirect links between the labour market, economic growth and poverty reduc-
tion.    

        Issues related to the Lao labour market still remain debatable. The lack of data, 
clear definitions and classifications of the labour force, as well as lack of a monitor-
ing system make the research task difficult. The term “labour force” has never been 
defined for the purpose of studying the Lao situation. As well, the meaning of some 
terms and concepts used in economics may vary across countries. For instance, 
some countries may set a “minimum working age” at 13, while others may require a 
person to be at least aged 15 to be eligible for employment.  

        Some terms and concepts may have slightly different meanings across countries 
because of differences in the state of development or cultural differences. For in-
stance, should retired individuals be included in the labour force? In more-developed 
countries, a large proportion of individuals at retirement age may remain in the la-
bour market and are still productive, because there are many jobs which require 
mental ability rather than physical strength. The legal retirement age in different 
countries also varies, depending on life expectancy and other factors. Should priests 
and monks be included in the labour force? Priests in some countries have a regular 
salary. In Lao PDR, though priests and monks do not have a regular salary, some 
temples are making more money than many business firms. For analytical purposes, 
a temple may be treated as a company producing spiritual goods, and many people 
are happy to pay for the services of the temple. For the reasons just mentioned, the 
definition of labour force varies from one country to another. 

        This report is divided into three main parts. Following this Introduction 
(Section 3.1), Section 3.2 concentrates on the labour market, economic growth and 
poverty reduction. Here, factor endowments, structure of the labour market, recent 
trends in the labour market, and the links between the labour market, economic 
growth and poverty reduction are analysed. Section 3.3 analyses the adjustments of 
the labour market to the Asian financial crisis, and discusses the nature and causes 
of the crisis, along with the consequences for the labour market. Section 3.4 reviews 
the policy measures of the government of Lao PDR. Here, policy measures and 
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their effects regarding the link between the labour market and poverty reduction, as 
well as the adjustments of the labour market to the Asian crisis will be evaluated. 
Finally, based upon the above analyses, conclusions (Section 3.5) will be drawn. 

 
3.1.1. Methodology 
3.1.1.1. Survey and Data Collection 
Beginning in early 2000, the National Economic Research Institute (NERI) and the 
National Statistical Centre (NSC) have jointly conducted surveys and collected data 
from various concerned agencies and government departments. In addition to these 
data sources, NERI conducted rapid surveys in all 16 provinces of the Lao PDR, 
plus Vientiane Municipality and Xaysomboun Special Region. The surveys used a 
rapid appraisal approach with quantitative and qualitative questionnaires as the 
main component. The interviews were conducted at provincial cabinets, and the 
research team also discussed the issues with the governor or deputy governor of 
each province. Also, NERI carried out interviews with all line ministries concerned 
at the central government level, including the Ministry of Education, Ministry of 
Labour and Social Welfare, Ministry of Industry and Handicrafts, etc. In addition, 
some of the information used in this analysis was derived from observations at so-
cial events and activities. 

        A sample survey on migration was conducted by NSC in March 2000. The 
main purpose of the survey was to investigate the pattern of job-seeking migration 
in and among neighbouring countries. In addition, the survey was conducted in order 
to find the answers to questions concerning the impact of the Asian crisis on the 
domestic labour market. For instance, what was the trend of labour demand and 
supply? How many workers were laid-off during the crisis period, and why? What 
kind of social welfare was provided to these workers, if any? Was there any plan 
for job creation and skill development?  

        The sample survey was conducted with 768 households in 64 villages (42 in 
rural areas, 22 in urban areas, of which 17 villages were along the border area). In 
addition, 132 employees in 43 companies were surveyed in the following seven 
provinces: Oudomxay, Xayaboury, Luangprabang, Xiengkhuang, Khammuane, Sa-
vannakhet and Champasack, plus Vientiane Municipality. Although this sample 
size was relatively small, the survey is considered a useful case study. 

 
3.1.1.2. Data Processing and Analyses 
Quantitative data and information concerning the labour market have also been ana-
lysed and illustrated in a tabular and graphic form to show the trends and correlation 
of the issues concerned. Existing regulations and policies concerning the labour mar-
ket and other related issues have been evaluated and analysed in accordance with 
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their impact on actual implementation of regulations and policies.  

 
3.1.1.3. Report Drafting 
This report was jointly written by NERI and NSC. The report pays special atten-
tion to the link between the labour market, economic growth, poverty reduction and 
the impacts of the Asian crisis on the Lao labour market. 

 

3.1.2. Theoretical Framework, Concepts and Definitions 
To facilitate the analysis of the labour market in the Lao PDR, we need to clarify 
some basic and important theoretical concepts. 

        The labour market is, in principle, similar to any other market: an arrangement 
in which individuals sell their services to employers who buy those services. It is 
assumed that the labour supply is directly related to the real wage in that as the real 
wage increases, the amount of the labour supply also increases. It is also assumed 
that labour demand is inversely related to the real wage in that as the real wage in-
creases, the employers’ demand for labour decreases. Thus, labour demand and sup-
ply in a particular labour market determine the real wage for such a market.  

        The economically-active population are those who supply their labour for 
the production of goods and services.  

        The labour force  is defined as a segment of the population consisting of those 
in the working age population, who were either working (the employed) or actively 
looking for work (the unemployed).1 This is a common definition of labour force, 
which appears in standard labour economics.  

        Those who are not working and are not seeking work are classified as not cur-
rently active and are not included in the labour force. This category includes those 
who are attending school, performing housekeeping duties without pay, and retired.   

1   This definition is loosely defined because a serious effort to scrutinise the overall 
labour issue has never been made in the Lao PDR. It would be constructive to de-
fine key terms and concepts for the Lao PDR’s context more precisely. It is 
hoped that this research project will stimulate more research and discussions on 
the subject of labour. Our definition of the labour force is a bit different from the 
definition used in major economies such as the United States and Canada. In these 
economies, labour force is defined as individuals who are at least 15 years of age 
and who, during a specified week preceding the survey (the reference week), were 
either employed or unemployed but were actively looking for work. The labour 
force also includes those who are available for work in the reference week although 
they may not be contributing to economic production (i.e., the unemployed). The 
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        The working age population refers to the segment of the population not 
younger than the minimum legal working age and not older than the retirement age. 
In Lao PDR, a person may be legally employed only if he/she is at least 15 years of 
age, and he/she may retire at the age of 60 years old. In this paper we define 
“working age population” as the segment of population who are between 15 and 60 
years old.  

        The term unemployment used in this study, which is based on the population 
census of 1995 and the Urban Labour Force Survey of 1994, is more narrowly de-
fined than the general definition.  Unemployment in this paper includes those who 
were in the labour force, but who were not working during the survey period.  

        The working age population is comprised of three categories: working, not 
working but were seeking work (unemployed), not working and were not seeking 
work (outside the labour force). See the diagram below. 

        The active unemployed includes those who were not working, but were ac-
tively seeking work.  

        The inactive unemployed includes those for whom the conventional means of 
seeking work was of limited relevance, the labour market was unorganised or had a 

Labour force 
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unemployed  

Working age population 
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limited scope. The term also applied when labour absorption was inadequate at a 
particular time, or the labour force was largely self-employed. 

        Underemployment is reflected in inadequate hours of work or low income, or 
both. The phenomenon of underemployment in the Lao PDR is a more serious issue 
than that of open unemployment. There are two categories of underemployment:   

• The visible underemployed are those who work less than what is normally 
considered full-time (eight hours per day, five days per week), and want to 
work more, but cannot find additional work. 

• The invisible underemployed or disguised underemployed are those 
who actually spend a portion of their working time not working or doing 
unproductive activities. 

Employees are persons who derive income from wages and salaries. 

Non-employees include (a) employers, (b) own-account workers (workers in the 
informal sector), and (c) unpaid family workers. 

Policy measures include all regulations, laws and policies of the government that 
are related to the labour market.  

 

3.2. Labour Market, Economic Growth and Poverty Reduction 

3.2.1. General Background of the Country and Economy 
The Lao PDR is a relatively small country with approximately 5.1 million inhabi-
tants. Sixty-eight ethnic groups live in an area of 236,800 square kilometres. The 
country has an eastern border of 1,957 km with Vietnam, a western border of 1,730 
km with Thailand, a southern border of 492 km with Cambodia, a northern border 
of 416 km with China, and a 230 km border with Myanmar. The location of the Lao 
PDR, therefore, provides a strategic land link for closer sub-regional cooperation 
among these countries.  

        Although the Lao PDR has no direct access to the sea, it has many rivers. Ma-
jor stretches of the Mekong and its tributaries are navigable and provide alluvial 
deposits for some of the fertile plains. Mountainous regions cover around 60 per-
cent, or two-thirds of the country.  Although the mountains pose difficulties for 
transportation and communication, they and the rivers present a vast potential for 
hydropower and irrigation infrastructure development projects.  

        The water resource is probably the most important natural resource endow-
ment of the country. The Lao PDR has a large amount of untapped hydropower in 
a region where electricity demand is high and will likely rise in the long term. Cur-
rently, about 2 percent has been exploited, and about 70 percent of that is being 
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exported to Thailand.  Forests cover about 47 percent of the country, comprising a 
wide variety of commercial tree species suitable for production of sawn timber, 
plywood, parquet, and furniture. More than 80 percent of domestic energy con-
sumption is based on wood fuel. Deposits of gemstones such as sapphires, zircons, 
and amethysts, as well as gold, copper, iron ore and tin are known to exist within 
the country.  

        In 1986, after 11 years of a centrally-planned economy, the government under-
took strong measures to shift the economy away from a centrally-planned to a mar-
ket-driven economy, within the framework of the NEM (New Economic Mecha-
nism). The initial actions of the government were to free virtually all prices, elimi-
nate subsidies and state-owned sectors, to unify the exchange rate in close alignment 
with the market rate, and to encourage private and foreign commercial activities in 
most sectors of the economy. The NEM measures also included trade liberalisation 
and financial reforms, such as a new liberal Foreign Investment Law, which permits 
domestic and foreign joint ventures, as well as wholly foreign-owned enterprises. In 
addition, the enactment of labour laws, together with commercial laws, provides a 
framework to support the development of a market-oriented economy in the coun-
try.  

        Overall, the reforms have contributed to relatively-high national output growth, 
with an average annual GDP growth of 6.3 percent between 1991 and 1999. This 
high economic growth may be attributed to: (i) favourable conditions for the agricul-
ture and forestry industries; (ii) expanding exports of lumber and wood products, 
garments, assembled motorcycles and electric power; and (iii) inflow of foreign capi-
tal, including ODA (Official Development Assistance), and foreign direct invest-
ment.  

        The agricultural sector, which accounted for 52 percent of the GDP and ab-
sorbed 80 percent of the labour force in 1999, remains predominantly subsistence in 
nature. Nonetheless, the agricultural sector performed exceptionally well, with an 
annual average real growth rate of 4.6 percent. At the outset of the Asian crisis, in 
1997, the agricultural sector grew by 7.0 percent, slid down to 3.1 percent in 1998, 
due mainly to bad weather, and regained its growth to 8.2 percent in 1999 (Table 
3.1). While the Asian crisis did not show any negative effect on growth in agricul-

Table 3.1. Growth Trends of Real GDP and Output of Major Sectors, 1991-
Indicators 1991 1992 1993 1994 1995 1996 1997 1998 1999 

Overall GDP 4.0 7.0 5.9 7.7 7.5 6.9 6.9 4.0 7.3 

Agriculture -1.7 8.3 2.7 8.3 3.1 2.8 7.0 3.1 8.2 

Industry 19.9 7.5 10.3 10.7 13.1 17.3 8.1 9.2 7.9 

Services 6.5 3.9 7.7 3.9 12.0 8.5 7.5 5.5 6.9 

Note:
 
a Percent changes were calculated using values measures at the 1990 constant price. Source: National Statistical 

Centre 
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tural output, its impact restricted growth most markedly in the industrial sector (i.e. 
mining, manufacturing, construction and electricity), whose aggregate output ac-
counted for 22 percent of the GDP. From 1997 to 1999, the industrial output 
growth was estimated at well below the double-digit growth levels enjoyed between 
1993 and 1996.  

        Rice remains the most important crop in the agricultural sector, but its share 
declined to 55 percent of total agricultural production in 1999, from 61 percent in 
1990. Other crops include coffee, maize, starchy roots, soybeans, mung beans, pea-
nuts, tobacco, cotton, sugar cane and tea. Livestock, which include buffaloes, cattle, 
pigs, sheep, goats, poultry and other animals, and fish, together made up 34 percent 
of the total agricultural production in 1999.  Figure 3.1. displays the composition of 
the GDP by major sectors. 

      Between 1990 and 1999, the Lao economy was undergoing a remarkable degree 
of structural change. The most dramatic change was in the agricultural sector share 
in GDP, which shrunk by 8.5 percent, from 60.7 in 1990 to 52.2 percent in 1999. 
The industrial sector’s share increased by 5.6 percent, from 14.4 percent in 1990 to 
22 percent in 1999. See Table 3.2 for more details. 

        Prices and domestic currency, the kip, remained relatively stable until the end 
of 1994.  According to official rates, between 1994 and 1995, the inflation rate ac-
celerated up to 26 percent and the kip depreciated by almost 30 percent against the 
US dollar (from 718 kip per dollar in 1994 to 920 kip per dollar in 1995). The kip 
regained its stability against the US dollar for about a year and began its downward 
slide against the dollar again in 1997. The pressures on the kip continued to in-
crease, resulting in a further decline of the kip to an (official) average rate of 7,578 
kip per US dollar by the end of 1999. (The average parallel market rate was 7,614 
kip per US dollar in 1999). For more data and other critical indicators of the econ-
omy, see Appendix 3.1. 
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      The drive to attract foreign direct investment since 1986 appeared to produce 
good results, though it is very difficult to measure the actual foreign direct invest-
ment inflows into the country. Foreign investment is not fully captured in the bal-
ance of payments, and the only available source of data from the Foreign Invest-
ment Management Cabinet (FIMC) was based on approvals rather than the actual 
project implementation. Estimates of the realised investment flows are therefore not 
reliable. In any event, according to the FIMC, foreign investment inflows have 
grown steadily and rapidly each year since 1986, and from 1988 to November 1999, 
the government approved 779 investment licenses worth approximately US
$5,771.8 million. 

        However, the Asian financial crisis, which began in mid-1997, resulted in a 
serious liquidity crunch among East Asian investors and businesses. Foreign direct 
investment, which was almost the sole source of private capital investment in Lao 
PDR, decreased accordingly. Both foreign investment approvals and disbursements 
contracted. The approvals fell from US$975.3 million in 1996, to US$113 million in 
1997, and then to US$97.6 million in 1998. In the first 11 months of 1999, the ap-
provals, however, recovered to US$106 million. Although this amount was very 
low in comparison with the past, they still contributed more than 7 percent of 
GDP.  

      Despite the economic growth since the NEM was adopted in 1986, 36 percent 
of the total population remained in poverty at the end of 1997. In addition, the Lao 
PDR still lags behind other countries in this region in many key areas as illustrated 

Table 3.2. Structure of GDP by Sector (figures are in percent share of GDP)  

Sector 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 est. 

Agriculture 60.7 57.3 58.0 56.3 56.4 54.3 52.2 52.2 51.8 52.2 

  Crops 36.7 30.7 32.4 27.3 28.4 25.8 24.9 26.5 27.2 28.7 

  Livestock & Fishery 20.8 22.9 23.3 22.9 22.1 21.4 20.6 19.7 19.4 18.5 

  Forestry 3.2 3.8 2.3 6.1 5.9 7.0 6.7 6.0 5.2 4.9 

Industry 14.4 16.6 16.7 17.4 17.8 18.8 20.6 20.8 21.9 22.0 

   Mining & Quarrying 0.1 0.1 0.1 0.2 0.2 0.2 0.3 0.4 0.4 0.5 

   Manufacturing 9.9 12.3 12.6 12.8 12.7 13.9 15.4 15.7 16.6 16.5 

   Construction 2.9 2.8 2.8 3.1 3.3 3.3 3.5 3.4 2.8 2.6 

   Electricity & Water  1.4 1.4 1.1 1.3 1.6 1.3 1.4 1.3 2.1 2.3 

Services  24.1 24.6 23.9 24.3 23.7 24.5 24.8 25.0 25.3 25.2 
   Transport & Communi. 5.2 5.0 5.0 4.9 4.7 5.2 5.4 5.5 5.7 5.8 

   Wholesale & Retail Trade 6.8 7.2 7.2 8.1 8.1 8.3 8.6 8.9 9.4 9.4 

   Banking 1.1 1.0 1.0 1.1 1.1 1.4 1.3 1.3 1.3 1.3 

   Ownership & Dwelling 4.0 4.4 3.4 3.5 3.5 3.4 3.4 3.2 3.2 3.0 

   Public sector 5.8 5.0 4.6 4.3 3.7 3.3 3.1 2.9 2.9 2.9 

   Non-profit institutions 0.9 1.5 1.7 1.5 1.3 1.2 1.2 1.1 0.8 0.7 

   Hotel & Restaurant 0.2 0.4 0.8 0.8 1.2 1.5 1.7 1.7 1.8 1.9 

   Other services 0.1 0.1 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2 

Import duties 0.9 1.4 1.4 2.0 2.1 2.5 2.4 2.0 1.1 0.6 
GDP  100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Source: National Statistical Centre 
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in Table 3.3. 

3.2.2. Structure of the Labour Force 
This section was initially intended to review the structure of the labour market. 
However, the lack of systematic monitoring of the labour market does not allow us 
to review the labour-market structure in this report meaningfully. Therefore, in this 
part of the report the structure of the labour force is reviewed instead. Data and 
information are obtained from the Population Census of 1995 and the Urban Labour 

Force Survey of 1994.  

 
        The employed work force in the Lao PDR can be divided into three main cate-
gories. The first category is the rural work force, which largely depends on subsis-
tence agriculture with extremely limited wage employment opportunities. The sec-
ond category is the public sector work force, which consists of both the military and 
non-military civil service. The third category is the private sector work force, which 
is concentrated mainly in urban areas. It would be desirable if we could break down 
the labour force by age group and gender to examine their employment characteris-
tics (participation in each sector and participation rate) and status (type of jobs and 
earnings). However, because of the limited availability of data, due to the lack of a 
systematic and on-going monitoring of labour, this report can summarise the struc-
ture of the labour force only at a rudimentary level. We first examine the overall pic-
ture of the labour force, and then move to examining the urban labour force. 

 
3.2.2.1. Whole-country Employment 
Before 1985, no specific census on the labour force was conducted. The labour force 
was estimated by using survey studies on health, education or welfare during war-
time, and after the establishment of the Lao PDR. The structure of the non-
agricultural labour force was virtually unknown outside of Vientiane, Savannakhet 
and Champasack. National level data on this subject must be based on a combination 
of existing sources. 

        The 1985 Population Census, in which the working age population is defined as 

Table 3.3. Social Indicators of Selected SE Asian Countries in 1997 
Social Indicators Lao PDR Cambodia Thailand Vietnam Myanmar 

Human Development Index 0.491 0.514 0.753 0.664 0.580 
GDP per capita  360 276 1870 NA NA 

Life expectancy 53.2 53.4 68.8 67.4 60.1 

Adult literacy  58.6 66 94.7 91.9 83.6 

Educational enrolment rate  55 61 59 62 55 

Fertility rate (per women in reproductive years) 5.8 4.6 1.7 2.6 2.4 

Infant mortality rate (per one thousand births) 99 106 31 32 81 

Calorie intake  2143 1974 2334 2502 2253 

Source :National Statistical Centre   
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those males in the 16-60 age group and females in the 16-55 age group, estimated 
that the total labour force was about 44 percent of the total population, or equiva-
lent to 1.6 million.2 The 1985 Population Census shows that about 90 percent of the 
working age population were actually active in the labour market in the Lao PDR 
when the reform process started. According to the Census, 89 percent of the labour 
force, more than one-half of which were women, worked in the agricultural sector. 
The manufacturing sector employed 1.8 percent; commerce, hotel and restaurant 1.7 
percent; construction, transport and communication 1.6 percent; and service and 
administration 5.7 percent (Table 3.4.).  

Using survey data in the 1995 Population Census, the labour force, for individuals 
aged 15 to 59 years old, is estimated at 2.3 million. Women accounted for over 50 
percent of the total labour force. The Census estimation of labour participation in 
1995, however, for individuals aged 10  and over, was 70.3 percent. Women had a 

higher participation rate than men (71.2 percent versus 69.4 percent for men).  

        The Census shows that there had been an out-of-agriculture shift of labour into 
non-agricultural sectors (Table 3.1). As a result, the agricultural labour force reduced 
to 85.5 percent from 89.2 percent of the total labour force. Similarly, service and 
administrative employment shrunk from 5.7 to 3.9 percent over this same period, 
reflecting administrative reforms in government. Although the report of data in Table 
3.1 is incomplete, it gives a rough picture of structural changes that have taken place 
in the economy. That is, that non-agricultural sector employment expand between 
1985 and 1995. 

        The distribution of the Lao labour force was uneven across provinces, and 
rather concentrated within the Vientiane, Savanakhet, Champasak and Luanprabang 
urban areas. Women constituted 51 percent of the total work force in the Lao PDR. 
Another main characteristic of the labour force is its age structure, which includes a 

Table 3.4. Labour Force and Percent Distribution of Employment by Indus-
Items 1985 1995 

Labour Force (million)  1.6 2.3 

Agriculture 89.2 85.5 

Manufacturing 1.8 … 

Construction 0.7 … 

Transport and communication 0.9 … 

Commerce, hotels and restaurants 1.7 2.5 

Service and administration 5.7 3.9 

Note: … refers to unavailable data. Source: Population Census, 1985 and 1995, National Statistical Centre 

2      Minimum legal working age, enacted in 1994, is 15 years old and retirement age is 
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large proportion of young workers. In the urban areas, young people aged 15-24 
accounted for no less than 25 percent of the total labour force. 

        Salaried workers accounted for 10 to 14 percent of the total labour force in 
1994, according to the Netherlands Economic Institute (NEI) estimates. The Social 
Indicator Survey (SIS) indicated that wage employment accounted for only 8 per-
cent of the national labour force. The difference between the two surveys may be a 
result of growth in salaried employment. We next examine the urban labour market. 

 

3.2.2.2. Urban Employment 
Two surveys of the urban labour market were conducted, one in 1992 and another in 
1994. The 1994 ULFS, which is more comprehensive than the 1992 version, used 
two definitions of activity status — usual status based on the past year, and current 
status based on the past week. The survey found that 67.4 percent of the urban 
population aged 15 and above participated in the labour force, and that 10.4 percent 
of them were unemployed. See Table 3.5. The female unemployment rate (11.6 per-
cent) was slightly higher than that of males (9.6 percent). 

The survey revealed that the group aged 20-24 years was the more active job-
seeking group and followed the group aged 15-19 years. Workers in these age groups 
were those considered to be lacking experience, and their number was 5.5 times more 
than the experienced workers. Of the employed persons by age group, there were 

more women than men for the 15-24 age group, but men began to take over after age 
25 years (Figure 3.2).  

        A comparison of the distribution of employment status between the 1994 and 
1992 surveys conveys the importance of wage employment (Table 3.6). Wage em-
ployment increased to 50.3 percent from 32.3 percent, while self-employment 
shrunk to 29.4 percent from 45.6 percent. The share of unpaid family work also 
shrunk. All this implies that wage employment had expanded substantially over the 
1992-94 period. As waged employment opportunities were created, some of the 

Table 3.5. Urban Employment for Population 15 Years Old and Above in 
 
 Total Male Female 

Currently-active persons 104,429 54,412 50,017 
Currently employed 93,556 49,193 45,313 

Currently unemployed 10,873 5,219 5,816 

Looking for work 6,721 3,615 3,106 

Not looking 4,314 1,604 2,710 

Current status unknown 3,745 1,715 2,030 

Labour force participation rate 67.4 73.7 61.8 
Total unemployment rate (percent) 10.4 9.6 11.6 

Active unemployment rate 6.4 6.6 6.2 
Source: Urban Labour Force Survey 1994    

15 year + 
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self-employed and unpaid family workers made a switch to engage in income-
earning employment. 

        The distribution of urban employment across major sectors of the economy 
and industries in 1994 is shown in Table 3.7. Services absorbed over 75 percent of 
the total urban labour force, followed by industry at 18.7 percent, and agriculture at 
6 percent. According to data in Table 3.7, the public sector, which includes govern-
ment and state-owned enterprises (SOEs), made up 32.7 percent of total urban em-
ployment. In 1994, over 31 percent of the urban employed were self-employed. 
Females accounted for 23 percent of the total employment in the public sector.  

        In the public sector, employment was concentrated in services, due to the im-
portance of public administration and social services, such as education and health. 
Employment in state-owned enterprises (SOEs) was mainly found in the industry 
and service sectors. The majority of the self-employed were in service-oriented ac-
tivities.  

        The expansion of the private sector and liberalisation measures has led to a 
decreased share of public employment. Total public sector employment was re-
ported at 154,906 in 1992, and declined to 130,700 by 1995 (Table 3.8).  

        Growth in the informal sector is a common feature of transitional and develop-
ing economies. The informal sector normally comprises self-employment activities 
outside of agriculture, including many types of small-scale private business activi-

Table 3.6. Percent Share of Urban Wage Employment in 1992 and 1994 
Status 

  1994 

Wage employment  50.3 

Self-employment  29.4 

Employer  2.8 

Unpaid family worker   7.3 

Farmer/ fisherman  5.4 

Source: National Statistical Centre   

 All Households Total   

1992 

32.3 

45.6 

1.0 

12.7 

- 

 

Figure 3.2. The Urban Labour Force in 1994 
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ties, small shops, street vendors, craftspersons, repair shops. It forms the nucleus of 
a formal private sector in the emerging market economy. 

        The 1994 Urban Labour Force Survey (ULFS) defined the informal sector in 
terms of two characteristics: a private non-agriculture part, which is household-
operated, and the other part, including those with a total of at most five paid em-
ployees. Table 3.9 shows the distribution of informal sector workers in 1994. 
Wholesale and retail trade dominated the informal sector employment. The share of 
informal sector employment ranges from 20 to 40 percent in the construction, hotel, 
restaurant, business services, manufacturing, and transport sectors. Textile and 
clothing manufacture accounted for 45 percent of informal employment and absorbs 
an increasing number of female workers. Hence, women occupied an important posi-
tion in the informal sector, which accounted for 61 percent of the total of informal 
sector employment in terms of occupations. By employment status, self-employed 

Table 3.8. Structure of Public Sector Employment, 1992-1995 
 

 1992 1993 1994 1995 

Public Sector Employment 154,906 145,807 138,253 130,700 

Public civil service 74,160 68,940 63,720 58,500 

Military and police 67,800 66,200 66,200 … 

State-owned enterprises 13,000 10,667 8,333 6,000 

Public administration employment     

Central administration 10,317 9,681 9,044 8,408 

General Administration 2,960 2,759 2,558 2,357 

Economic services 1,931 1,764 1,596 1,429 

Social services 5,426 5,158 4,890 4,622 

Teachers     

Health services 945 787 630 472 

Source:  National Statistical Centre     

    Number  of  People    

Table 3.7. Distribution of Selected Urban Employment Categories in Major 
Sectors of the Economy in 1994 
Sector Govt. SOE Private(paid)  Self-employed Total 

Agriculture 1,251 253 47 45 5,213 

Industry 498 3,692 6,494 3,645 16,183 

Services 17,773 4,846 10,787 23,259 65,092 

Total 19,522 8,791 17,328 26,949 86,488 

Agriculture (%) 6.4 2.9 0.3 0.2 6.0 

Industry (%) 2.6 42.0 37.5 13.5 18.7 

Services (%) 91.0 55.1 62.3 86.3 75.3 

Total 100.0 100.0 100.0 100.0 100.0 

    Source: Urban Labour Force Survey 1994 
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workers dominated informal sector employment (42 percent), while unpaid family 
workers account for 0.9 percent. 
 
3.2.2.3. Urban Unemployment and Underemployment 
The current active unemployed are defined as those people who were not employed 
in the past week, wanted to work, and were available for work. In August 1994, 6.5 
percent of the labour force was considered actively unemployed, a significant in-
crease from the 1992 rate of 2.6 percent. The NEI study concluded that the ob-
served growth in active unemployment was not significant, as most of the unem-
ployed constituted new job seekers who graduated from schools just prior to the 
survey. The total number of unemployed also includes those who did not actively 
seek work during the survey's reference period. Nonetheless, the rate of total unem-
ployment was recorded at 10.4 percent. Approximately 88 percent of the currently 
unemployed had never worked before. More details are available in Table 3.10. 

        Underemployment in the rural sector, reflected in inadequate hours of work, 
low income, or both, is of more significance than open unemployment. The 1994 
ULFS also collected data on visible underemployment, and it was estimated at 3.3 
percent of the urban labour force (Table 3.11. More detailed data on underemploy-
ment are available in Appendix 3.2). The visibly underemployed comprise those 
who worked less than the amount of hours normally considered as full time (40 
hours), wanted to work more, but could not find additional work. A total of 9,631 of 

Table 3.10. Urban Unemployment in 1994 by Employment Status in Last 
 Category Usual Status Current Status 

  No. % No. % 

1 Paid employee (government) 49 1.3 82 0.9 

2 Paid employee (SOE) 100 2.6 100 1.1 

3 Paid employee (private) 563 14.6 610 6.8 

4 Self-employed 241 6.3 220 2.5 

5 Employer 11 0.3 11 0.1 

6 Small-scale farmers 32 0.8 54 0.6 

7 Unpaid family workers 33 0.9 0 0.0 

8 Never worked before 2,820 73.3 7,897 88.0 

 Total 3,849 100.0 8,974 100.0 

 Unknown 7,127  2,061  

Source: Urban Labour Force Survey 1994 

Table 3.9. Currently-employed Population by Formal/Informal Sector 
 Usual status Current status 

Sector No. of persons % No. of persons % 

Formal sector  47,460 54.5 47,523 53.5 

Informal sector 36,457 41.9 38,008 42.8 

Small-scale farmer/fisherman 3,181 3.7 3,345 3.8 

Sub-total 87,098 100.0 88,876 100.0 

Not stated 7,410  5,631  

Total 94,507  94,507  

Source:  Urban Labour Force Survey 1994 
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the employed in the survey population (10.2 percent) reported that they would 
have liked to work more hours during the past week.  

        The survey revealed that the number of underemployed is higher in the formal 
rather than the informal sector, which may be due to a relatively-large share of the 
public sector in urban employment. Males accounted for the bulk of the underem-
ployed group (61 percent). Visibly underemployed persons reported an average of 
29 hours per week, in contrast to 47.6 for those fully employed. Agricultural work-
ers and fishermen reported the lowest average hours, at 37.3 hours. The informal 
sector has a longer working week than the formal sector. 

 

3.2.2.4. Employment in Small and Medium Enterprises 
The results of the small-enterprise survey of 1995 conducted by GTZ-MIH, indi-
cate that there were 284,000 people, including owners and part–time workers, em-
ployed by 146,000 small- and medium-sized enterprises in the Lao PDR. If we 
count part–time workers as 0.5 workers, then the number of full–time equivalent 
workers was 259,000. This implies that 12.1 percent of the total labour force were 
working in SMEs.3 

        The work force of small and medium enterprises was composed primarily of 
enterprise owners and unpaid family members. In the GTZ-MIH survey, unpaid 
family members accounted for 36 percent of the total employees of SMEs. This 
was a relatively-high proportion, even in comparison with small enterprises in other 
countries.4 The average SME employed 1.9 employees (including the owner), al-
though the size of SMEs varied across the regions. Enterprises in the urban and 
industrial strata tended to be larger than those in the rural areas and marketplaces. 

        According to the handicrafts survey conducted by the Ministry of Industry in 
1999, the number of workers engaged in mining, manufacturing, electricity and water 
supply was estimated at 37,075 in total, with 745 people working as proprietors 

 Total Male Female 

Currently-active persons 104,429 54,412 50,017 

Currently employed 93,556 49,193 45,313 

Fully employed 89,021 47,077 43,979 

Underemployed 3,450 2,116 1,334 

Total unemployment rate (percent)  10.4 9.6 11.6 

Underemployment rate 3.3 3.9 2.7 
Source: Urban Labour Force Survey 1994    

Table 3.11. Urban Underemployment for Population Aged 15 and Above in 

3   The 1995 Census estimated that the Lao labour force was about 2.14 million. 
4   In seven studies of southern and east Africa, unpaid family members represented 9 
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and unpaid family workers, and the remaining as employees. The average establish-
ment employed 86 workers. Among them, 70 percent were production workers, 13 
percent technicians, 10 percent administrators, and 7 percent seasonal workers. The 
highest number of production workers was reported in the garment industry, with 
85 percent being females. Electricity production employees had more technicians 
than any others. Wood and wood products, non-metallic mineral products (mainly 
the brick and tile industry), and basic metal product industries employed the most 
seasonal and temporary employees. 

        The number of female employees was higher among production workers and 
seasonal and temporary employees. However, the number of female technicians in 
industrial establishments was less than 15 percent in 1999. The distribution of em-
ployees by their functional categories and gender is presented in Table 3.12. 

        Paid employees are relatively uncommon in SMEs. Only 7 percent of SMEs 
have paid employees, and they constitute about 9 percent of the work force. The 
survey estimated that industrial establishments paid about 110,000 million kip for 
wages in the reference period. About 5 percent of the total wage bills were paid in 
kind, and about 10 percent as a contribution to social security. The average annual 
wage rate was estimated at 2.5 million kip. The average wage was higher in the min-
ing and quarrying sectors and lower in manufacturing industries. The lowest average 
annual wage rates were reported to be in the wood (1.4 million kip) and the brick-

and-tile industries (1.9 million kip), where a large number of seasonal workers were 
employed. 

        Average wages and salaries were almost two times higher for male than for fe-
male employees. Male employees on average received 2.66 million kip in the refer-
ence year, against 1.41 million kip for female employees in the same period. The 
male-female wage discrepancy was explained by the fact that average wages and 
salaries for females in the predominantly-female textile and garment industry, were 
lower than that of male employees in other industries. 

 
3.2.2.5. Structural Changes 
Changes in the demand for labour reflect the structural changes that have taken place 
in the economy of the Lao PDR since the start of the reform process in 1986. The 

Table 3.12. Percent Distribution of Employees by Functional Categories 
and Gender 
 Production work- Technicians Administrative Seasonal and tempo- Total number of 

Male 37.14 86.11 62.46 27.96 44.98 

Total 100.00 100.00 100.00 100.00  

Source: SME Survey 1999, MIH 
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New Economic Mechanism has boosted growth across sectors and geography, 
though the benefits of economic growth were unevenly disbursed in favour of major 
cities. Industry grew tremendously between 1991 and 1999, much more than the 
agricultural and service sectors (private and public). The sectoral growth divergence 
is a result of the transformation of the Lao production structure. Because of the pre-
dominance of agriculture in the economy at the outset, changes in the production 
structure have been relatively limited.  

        Accompanying the sectoral changes in production were changes in the structure 
of the labour market. The share of employees in the industry-handicraft sector 
(mining, manufacturing and construction) was enlarged, and the agricultural labour 
share reduced. In 1985, the agricultural sector employed 89.2 percent, and 1.5 per-
cent in industry. By 1995, while the agricultural labour share reduced to 85.5 per-
cent, the industrial labour share increased to 3.7 percent. In 1995, 93.1 percent of 
rural employment was agricultural, while it was 38.4 percent in urban areas. In the 
same year, 19 percent of urban employment was in industry, while it was 1.5 per-
cent in rural areas. 

 

3.2.3. Recent Trends in the Labour Market 
3.2.3.1. The Population and Labour Force 
The population in the Lao PDR has been growing at a relatively high average rate. 
Between 1980 and 1990, the population grew at an annual rate of 2.9 percent on 
average, raising the population from 3.2 million in 1980 to 4.1 million by 1990. The 
population growth rate, however, has decreased to 2.6 percent per year since 1990. 
By the end of 2000, it is estimated that the population will grow to about 5.2 mil-
lion. The population growth trend is illustrated in Figure 3.3. The dip in 1976 
(Figure 3.3) was a result of out-migration due to a change in the political system. 

        The labour force, however, shows a different growth pattern. Between 1980 
and 1985, it was estimated that the labour force grew at an annual average rate of 1.3 
percent, but it increased to 2.1 percent between 1985 and 1990. Thereafter, the la-
bour force grew at about 2.6 percent annually. Figure 3.4 shows trends of the labour 
force (bars) and its growth rate (line). 

        Labour force projections estimated that the labour force in the Lao PDR would 
rise to 2.7 million by 2005, and 3.1 million by 2010. Table 3.13 shows the projec-
tions of the labour force up to 2020.  

 
3.2.3.2. The Supply and Demand for Labour 
It has been recognised that the Lao PDR has a shortage of skilled labour. Table 3.14 
shows the level of educational attainment of the labour force in the Population Cen-
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Table 3.13. Projected Labour Force  
Years Projected Labour Force 

(Million people)  
Average Annual Growth Rate 

(Percent)  
2005* 2.673 2.99 

2010* 3.098 2.96 

2015* 3.605 3.03 

2020* 4.087 3.00 

Source: National Statistical Centre 1995 
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Figure 3.3. Population Growth Trend, 1968-2000 

suses (1985 and 1995) and the Urban Labour Force Surveys (1992 and 1994).  

        According to the 1985 Population Census, a large portion of the total labour 
force (81.3 percent), had only primary education, and just 0.3 percent of the total 

Source: National Statistical Centre 1995 
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labour force had completed education higher than technical school. In 1985, only 0.2 
percent of the total female labour force had education higher than technical school. 
The Urban Labour Force Surveys found that the proportion of the urban labour 
force with technical college and higher education attainment generally in 

creased between 1992 and 1994. The demand for labour is difficult to determine 
because Lao PDR still does not have a systematic way to monitor changes in the 
labour market. Nonetheless, the low unemployment rate implies that demand for 
labour has been moving in the same direction as the supply of labour. Increased 
employment of foreigners reflects the increased demand for skilled workers, which 
in the Lao PDR is lacking. Although the number of Lao citizens who have com-
pleted university degrees has been increasing, especially for women, the supply of 
skilled workers is still far below the market demand. 

 
3.2.3.3. Wage Differentials and Wage Movements 
An analysis of wage data is crucially important in analysing labour-market trends. 
The limited data do not permit an in-depth discussion of wage issues. Under the 
previous centrally-planned system, the wage structure was largely egalitarian and 
compensation was not correlated with skill levels. Thus, the wage structure has led 
to a substantial misallocation of labour and discouragement of skill acquisition.  

        The World Bank’s (1993) wage survey in Lao PDR revealed wage differences 
across occupations and between the private sector and public sector. As would be 
expected, private sector wages were generally higher than those for civil servants 
and SOE employees (Table 3.15). Civil servants, especially, earned less than almost 
all occupations in the private sector. In the public sector, SOE employees on aver-
age enjoyed higher pay levels than others in the public sector.  

        Compared with government departments, many state enterprises pay workers 
higher salaries and bonuses. Some have been able to do so not because of increased 
efficiency but because their recently-granted financial and managerial autonomy has 
allowed them to borrow from the state banking system and thus to finance large 
wage increases. Others have distributed after-tax profits to workers and managers as 

Table 3.14. Education of the Lao Labour Force 
 Population Census Urban Labour Force Surveys 

 1985 1995 1992 1994 

Education completed Total Female Total Female Total Female Total Female 

 (Percent)  (Percent)  (Percent)  (Percent)  (Percent)  (Percent)  (Percent)  (Percent)  

Primary 81.31 84.50 54.6 58.3 38.70 37.40 23.60 24.60 

Lower secondary 13.48 11.56 22.0 21.6 18.20 17.20 19.58 19.33 

Upper secondary 3.57 2.75 11.9 10.4 13.60 10.70 13.94 13.35 

Technical college 0.43 0.35 8.5 7.7 3.30 2.40 15.15 12.55 

Higher education 0.32 0.17 3.0 2.0 4.10 2.50 8.28 4.23 

Sources: Population Census 1985,1995 and Labour Force Surveys 1992,1994 
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bonuses in order to boost their motivation, and ideally improve efficiency. As a con-
sequence, income disparities among workers in state enterprises have widened.  

        The public wage structure is determined by the state and has not changed sig-
nificantly from the old centrally-planned system. The widening gap between public 
and private sector wages has made it difficult to attract or retain qualified personnel. 
Consequently, the public sector wage structure was revised at the end of 1993. Al-
though the average public sector wage level rose from 20,000 to approximately 
30,000 kip per month between 1992 and 1994, the ratio between the highest and 
lowest rates in different categories remained relatively undifferentiated, ranging be-
tween 2:1 and 3:1.  

        Firm interviews suggest a wide range of salaries in each occupation, as well as 
large differences among occupations (Table 3.15). Garment workers, mostly women, 
are paid between 29,000 and 90,000 kip. The export-oriented firms tend to pay their 
workers higher wages than others. Supervisors and technicians in the private sector 
earn starting salaries that are about one-third more than that of unskilled workers. 
The rapid increases in private sector salaries reported in several skilled occupations, 
including motor vehicle mechanics, technicians, and supervisors, suggest shortages of 
these skills.  

        According to the World Bank (1995) survey results, wage differentials within 
industries remain quite small. The ratio between the maximum and minimum wage 
by industry was 154:100 for regularly-paid male employees, and 133:100 for fe-
males. The maximum wage for regularly-paid female employees was found in the 
hotel and restaurant sector, while males received the maximum wage in the electric-
ity, gas and water supply industry. However, wage gaps in the private sector are 
slowly widening, with the differential ranging to more than 3:1 in the case of garment 
industry workers and managers (Table 3.15). The upper end of the pay scale proba-

Occupation Monthly Salary / Wage in Kip 

Private Sector  

Garment workers 29 000 - 90 000 

Restaurant workers 20 000 - 70 000 

Motor vehicle mechanics 30 000 - 75 000 

Unskilled construction workers 30 000 - 50 000 

Skilled workers 40 000 - 60 000 

Brewery workers 30 000 - 40 000 

Supervisory workers 60 000 - 80 000 

Technicians 40 000 - 80 000 

Managers, large firms 140 000- 300 000 

Public Sector  

Government employees 18 000 - 33 000 

Production workers, state firm 30 000 - 70 000 

Source: World Bank 1994  

Table 3.15. Range of Monthly Wages in Selected Private Occupations in 
Vientiane in 1993 



 

94                    Labour Markets in Transitional Economies in Southeast Asia and Thailand 

bly represents highly skilled foreign workers. 

        The ULFS of 1994 collected data on wage rates (both cash and in-kind) for em-
ployees with regular working hours. In-kind wages, such as subsidised food, housing 
and rations, which were more important under the previous command system, ac-
counted for 5 percent of the total wages in 1994. Data on wages for non-regular and 
casual work were not collected by the 1994 ULFS due to difficulties in reporting. 
Thus, the value of the data collected on wage rates is limited, as earnings generated 
by casual work are more sensitive to labour-market signals. 

        In general, the 1994 Urban Labour Force Study found that male wages were 
approximately 30 percent higher than female wages. However, in manufacturing, the 
male-female remuneration gap rose significantly to 60 percent. Wages generally rose 
in conjunction with the level of educational attainment. Wage levels for both males 
and females rose steadily until the 35-44 age bracket (Table 3.16), at which point the 
male wage rate peaked, while women’s wages continued to rise until they entered 
the 55-64 age group. 

 
3.2.3.4. Findings from the Labour Migration Survey, 2000 
Based on the 43 companies interviewed, the minimum monthly wage was 90,000 
kip, based on the normal eight-hour day and five-day work week. In most cases, 
monthly wages ranged from 200,000 kip to 350,000 kip. The average monthly wage 
was 210,247 kip. Some companies paid overtime. In addition to the basic salaries, 
83.7 percent of the 43 companies interviewed provided a lunch, a dormitory, and a 
uniform to their workers. Almost all companies interviewed (97.9 percent of them), 
provided health insurance, and 53.5 percent provided a pension. Payment frequency 
varied across companies, some paid weekly or biweekly, and others paid monthly. 

        A rough estimate of salary figures in Table 3.17 suggests that nominal wages 
have steadily increased since 1988, although in some years at a rate lower than that 
of the Consumer Price Index (CPI). Nevertheless, overall real incomes of employed 
workers improved. For government employees, however, this improvement was 
more apparent than real. This was mainly because payments in kind to them were 

Table 3.16. Monthly Average Wage of Regular Paid Workers by Age Group 
Age group (Years) Male Wage Female Wage Average Wage 

10 to 14 28,501 30,413 29,200 

15 to 24 39,852 36,305 38,042 

25 to 34 49,974 39,583 46,089 

35 to 44 56,013 40,162 52,203 

45 to 54 53,545 39,761 51,228 

55 to 64 52,783 44,989 52,355 

65 or older 40,923 15,000 38,493 

Overall 50,320 38,437 46,298 

Source: Urban Labour Force Survey 1994 
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discontinued in 1989, and their nominal wages have not caught up with inflation. 

        According to the 1992 labour-market survey, the average monthly salary of 
urban workers was 30,000 kip. This was little more than the minimum monthly 
wage of 28,000 kip which the government set in 1990. Nearly one-half of the work-
ers surveyed, most of whom were women traders with little formal education, re-
ported monthly incomes of over 50,000 kip.  

        This finding does not indicate that skills, as measured by formal education, are 
not rewarded in the Lao labour market. It only means that there are numerous in-
come-earning opportunities in trading, and women take advantage of these. Trading 
skills also cannot be acquired from school; they are acquired through practice. 

        The trend in wages since the introduction of the NEM cannot be analysed due 
to the lack of data. However, the average monthly nominal salary in the productive 
sector (excluding services) rose from 4,800 kip in 1988 to 30,000 kip by the end of 
1992. In real terms, the salary earners gained only marginally due to the rise in prices 

of consumer goods and services over the same period. However, according to the 
Urban Labour Force Surveys of 1992 and 1994, there was a substantial increase in 
the monthly average real wage rate over the 1992-1994 period. It rose from 26,836 
kip in 1992 to 41,183 kip in 1994, an annual rate increase of 26.7 percent. 

        Public sector wages increased by approximately 35 percent, while private sec-
tor wages rose by 15 percent over the 1992-1994 period. Managers, professionals 
and skilled workers experienced the largest wage gains as can be seen in Table 3.18. 
This may be the result of market forces have increasing influence in determining 
workers’ wages. 

 
3.2.4. Link Between the Labour Market, Economic Growth and Poverty 
Reduction  
The main employment challenges include absorption of those who are openly unem-
ployed – targeting youth, those retrenched due to privatisation, and the rural unem-

Table 3.17. Average Monthly Salary and Wage Change, 1988-1992 (Kip) 
Items 1988 1989 1990 1991 1992 

Productive sector  480,000 1,230,000 1,500,000 2,000,000 3,000,000 

Annual percent increase 11.50 77.60 11.20 16.70 50.00 

      

Non-productive sector  340,000 950,000 1,390,000 1,500,000 2,300,000 

Annual percent increase 7.90 91.40 22.90 4.00 53.30 

      

Inflation rate (CPI)  15.2 65.9 17.7 13.3 10.2 

Source: Country Economic Memorandum, IMF, 1994 
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ployed.  An equally pressing issue is job creation for an estimated 50,000-70,000 
new workers entering the labour market each year. In 1994, this was estimated at 
3.7 percent of the urban labour force and 6 percent of the rural labour force. Given 
that a high percentage of the labour force is unskilled, human resource development 
is an intrinsic component of any framework addressing employment issues.  

        As described in the previous section, economic changes have affected the Lao 
labour market, particularly the level and structure of employment, unemployment, 
and labour income. However, because of data constraints, in particular the lack of 
time series data, it is very difficult to examine the relationship between output and 
real wage, employment and unemployment. Furthermore, though the government 
had made clear its intention to balance the development efforts in urban and rural 
areas, to examine and determine whether the benefits of growth are shared is not 
easy due to a lack of data and an appropriate methodology for analysis.  

        As countries become richer, the incidence of poverty falls on average if incomes 
are shared across households and regions. Other indicators of well-being, such as 
average education and health, tend to improve as well. Economic growth is a power-
ful force for poverty reduction. At the same time there are many cases in which 
economic growth is similar between countries but they may have different rates of 
poverty reduction. Does economic growth in the Lao PDR create employment op-
portunities, and hence create the impetus for poverty reduction? What is the quality 
of the labour force? To answer these questions, analysis will be concentrated on the 
link between growth, employment and poverty. Finally, the analysis will focus on 
human resource development and long-term growth.  

 
3.2.4.1. Growth and Employment  

The GDP growth by sector is illustrated in Figure 3.5, which shows that industry 
grew tremendously between 1990 and 1999, much more than agriculture and serv-
ices. This sectoral divergence is a reflection of the structural transformation of the 

Table 3.18. Change in Real Wages, 1992-94 (in constant 1992 prices) 
Occupation % of Annual Increase 

 1992 1994  

Managers 35,935 61,923 36.1 

Professionals 21,645 44,892 53.7 

Technicians 18,136 38,130 55.1 

Clerks 26,904 347,869 14.6 

Service workers 27,458 51,331 43.4 

Farm workers 22,621 39,707 37.3 

Craft/Trade workers 30,966 44,431 21.7 

Plant, machine operators 28,848 38,937 17.5 

Elementary occupations 30,310 41,050 17.7 

Average 26,836 41,183 26.7 

Source: NEI 1995 

         Monthly Wages (Kip) 
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Lao economy. However, because of the predominance of agriculture in the economy 
at the outset, change in the production structure has been relatively limited. 

        There were significant differences in the evolution of output between various 
sub-sectors in both  industry and services. Figure 3.6 illustrates these differences in 
the industry sub-sectors. Manufacturing, which accounted for 12.8 percent of GDP 
in 1999, was the largest and most rapidly-growing industry sub-sector for the entire 
1990-1993 period. However, the manufacturing sector is not very diversified in the 
Lao PDR. The food processing industry (rice milling, beer, soft drinks), garments, 
cigarettes, and wood processing together make up the highest share of the manufac-
turing sector. Since the start of the reform process, manufacturing outputs have ex-
perienced varying evolutions, with the very rapid expansion of relatively more la-
bour-intensive manufacturing, such as garments. During the same period, the second 
largest part of the industry sector was construction, which had more than a 2 per-
cent share of GDP. The smallest industry sub-sector was mining and quarrying, 
with a share of 0.2 percent of GDP. During the period of 1995-1999, mining and 
quarrying showed the highest growth.  

        To sum up, the structural changes that have occurred in Lao PDR as a result of 
the NEM, have affected mainly the industry and service sectors. The agricultural 
sector was only marginally affected, which means that there were only limited pres-
sures for allocation of labour away from rural areas in the direction of urban areas. 
Restructuring has mainly taken place between and within the industry and service 
sectors, rather than across geographic areas.  

        Although the economic performance of the Lao PDR was quite impressive over 
the last 10 years, the impact on the labour market was limited. It seems that the 
labour market did not respond to the rapid economic growth due to a lack of transfer 
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of workers out of the agriculture sector and into industry or services. However, as a 
result, the changing shares of each sector of GDP illustrated that there had been 
important implications for the rate of labour absorption, since elasticities of em-
ployment with respect to output are generally higher for the industry and service 
sectors (NEI 1995). The promotion of private enterprise and foreign investment had 
somehow increased employment. 

        Table 3.19 presents the projection of growth rates in GDP and employment 
for 2002. It shows that, in general, the non-agricultural sectors have higher elasticity 
and positive implications for job creation. 

        In order to ensure that such growth is consistent with greater labour absorp-

Table 3.19. Projection of GDP and Employment for 2002 
Sector Annual 

Growth 
Employment in 

thousands 
Growth 

rate 
Employ-

ment 

 1992 2002  1992 2002   

Agriculture 395 537 591 145 4.10 1 350 1 588 1.64 0.4 

Mining 932 1 604 5.58 3 5 4.14 0.74 

Construction 19 055 41 138 8.00 40 80 7.16 0.9 

Electricity and water  7 825 19 392 9.50 9 20 8.26 0.87 

Manufacturing 85 766 284 474 12.74 105 211 7.22 0.57 

Transportation and Communications 34 333 81 278 9.00 34 69 7.30 0.81 

Trade 49 415 106 681 8.00 137 250 6.19 0.77 

Hotel and restaurants 5229 16 980 12.50 14 30 7.88 0.63 

Finance 6 908 27 947 15.00 2 7 12.51 0.83 

Services 1 061 3 013 11.00 32 87 10.49 0.95 

Government 42 731 51 062 1.80 74 74 0.00 0.00 

Ownership of dwellings 23 416 46 063 7.0     

Total  672 218 1 270 777 6.58 1800 2419 3.0 0.46 

Source: Based on NEI 1995 (estimates) 
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tion, the macro-economic policy environment should be conducive to the attainment 
of these objectives. At the same time, priorities should be given to several sectors 
with considerable growth and labour absorption potential. These may include la-
bour-intensive agriculture (e.g. crops, livestock and fisheries), labour-intensive ex-
port manufacturing, tourism, small and micro-enterprises, and labour-based infra-
structure development and maintenance.  

        In the agricultural sector, the overriding need is to improve productivity and 
income through intensification and diversification. Growth in rural income and pro-
ductivity could stimulate the demand for non-farm enterprises. On the supply side, 
infrastructure development and improved credit and marketing facilities are essential 
for growth. 

        The export-oriented, labour-intensive industries have not reached their full po-
tential yet, and further foreign investment should be concentrated in these areas. In 
addition, the service and tourism sectors have considerable potential to generate fu-
ture employment. In 1995 these sectors employed approximately half of the non-
rural private sector workforce. The service sector also attracted approximately 42 
percent of all licensed foreign investment between 1988 and 1995, with the excep-
tion of energy sector investment. 

 
3.2.4.2. Economic Growth and Poverty Reduction 
Countries that have been most successful in attacking poverty have encouraged a 
pattern of growth that makes efficient use of labour and invests in the human capital 
of the poor. Both elements are essential. The first provides the poor with opportu-
nities to use their most abundant asset – their labour. The second improves their 
immediate well-being and increases their capacity to take advantage of newly-created 
possibilities.  

        It is clear that economic growth is necessary for poverty reduction. But there 
are significant differences across countries and over time as to how much poverty 
reduction occurs at a specific level of economic growth. What explains these differ-
ences? For a given economic growth pattern, the extent of poverty reduction de-
pends on how the distribution of income changes with growth and on the initial ine-
qualities in income, assets, and access to opportunities that allow poor people to 
share (World Bank 2001).  

 
3.2.4.3. Poverty Incidence and Characteristics of the Poor 
In this report a person is “poor’’ if his total monthly consumption expenditure is 
below what is needed to purchase enough food per person to provide 2000 calories 

5   National poverty line includes food and non-food poverty lines.   
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per day. The poverty profile of the Lao PDR is based on the Lao expenditure con-
sumption surveys pertaining to 1992/93 and 1997/98. This section presents pov-
erty incidence and their characteristics across regions inside the Lao PDR.  

        The population whose living conditions were below the national poverty line 
was estimated at 36 percent, meaning that about 1.9 million people were living in a 
state of absolute poverty in 1997/98.5 There were large differences in the incidence 
of poverty between urban and rural areas and among regions. Poverty incidence in 
urban areas was reported at 18 percent, and in rural areas, at 40 percent. The north 
had the highest poverty incidence, estimated at 46 percent, followed by the south, 
at 39.8 percent, and the centre, at 28.4 percent.  

        The data reported in Table 3.20 indicated that, although the total population of 
Lao PDR living in poverty is large, (36 percent), the poverty gap is relatively small, 
(9.4 percent). There are, however, large differences in the poverty gap index in cer-
tain regions and areas. The average poverty gap is seven times larger in rural areas 
(10.5 percent) than in urban areas (3.8 percent). In regional terms, the north has a 
poverty gap (13.7 percent) that is twice that of the centre (6.4 percent), indicating 
that poverty is much more extensive in the north than in the centre and the south.  

        The estimate of mean per capita consumption increased by 11.4 percent over 
the 1993-98 period, which was equivalent to an annual growth rate of about 2 per-
cent (Table 3.21). Compared to many other Southeast Asian countries, inequality in 
the Lao PDR is not great. In 1992/93, the bottom 20 percent of the population had 
a 9 percent share in per capita real consumption, while the richest 20 percent had a 
40 percent share. Unfortunately, in 1997/98, the consumption share of the bottom 
20 percent of the population declined to 8 percent, while that of the richest in-
creased to 44 percent. The Gini Index, which measures income inequality, increased 
to 35.0 in 1997/98 from 30.9 in 1992/93. This is a sharp increase in inequality over 
a five-year period. 

Table 3.20. Poverty and Inequality Across Regions in Lao PDR 
Region Population Gini coefficient Poverty gap index Squared poverty gap 

  1992/93 1997/98 1992/93 1997/98 1992/93 1997/98 1992/93 1997/98 

Urban  na 17.5 na 39.4 na  3. 81 na 1.28 

Rural   na 40.0 na 32.2 na 10.48 na 3.99 

North  32.3 48.9 46.0 0.281 0.351 12.96 13.7 4.79     5.74 

Centre 48.5 32.8 28.4 0.310 0.349   7.17 6.37       2.29    2. 09 

South 19.2 43.8 39.8 0.325 0.324 11.52 9.78 4.29   3. 56 

Lao PDR 100 40.1 36.3 0.309 0.350   9.88 9.37 3.48 3. 54 

Source: National Statistical Centre and World Bank 2001 

Head count index 

6    “Literate heads of households” are defined as those who can read and write Lao. 
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        With respect to literacy, over 80 percent of the population have literate heads 
of households.6 The households with an illiterate head are disproportionately 
poorer. For the population with illiterate heads, 51.5 percent of them were poor, 
while 32.5 percent of households with literate heads were poor. While the female-
headed households are often defined as a group that is also disproportionately 
poorer than male-headed households, Lao expenditure consumption survey of 
1997/98 data suggest that this is not the case in the Lao PDR. Instead, an analysis 
suggests that female-headed households in the Lao PDR, a relatively small group (5 
percent of total population), are less poor than their male counterparts.  

        While farm households made up the largest share in the labour force, they also 
suffer poverty proportionately more than other segments of the population, except 
for the unemployed. The 1997/98 Lao expenditure consumption survey found that 
farmers and the unemployed suffered the highest incidence of poverty, (41 percent 
for farm households and 45.6 percent for the households with an unemployed head). 
Paid employees are poor due to the decrease in their real income. About 12.4 per-
cent of employers were also poor, resulting from an unprofitable business or debt. 
See Table 3.22.  

        A study noted that urban dwellers that made the transition from subsistence to 
private market activity generally constituted the main beneficiaries of development 
efforts to date. Geographic, linguistic, and cultural barriers have left many areas un-
touched by development. As such, some rural areas are caught in the “poverty trap 
of low productivity and slow growth” (World Bank 1995). 

 
3.2.4.4. Aspects of the Rural Labour Market and Employment 
Even though it is clear that the bulk of the labour force is employed in rural areas, 
little data is available concerning rural employment. The penetration of the NEM 
into the rural sector has been slow and limited, due partly to problems of infrastruc-
ture and access to the market. Thus, rural unemployment issues remain less of an 
immediate priority to employment planners. However, it seems that rather than 
open unemployment, underemployment and its relationship to the seasonality of 

Table 3.21. Consumption Distribution by Quintile, 1992/93 and 1997/98 
 Poorest 2nd quintile 3rd quintile 4th quintile Richest Total 

1992/93       

Per capita monthly expenditure 13,460 19,102 24,309 32,263 60,005 29,808 
Share in total expenditure (%)  9.0 12.8 16.3 21.7 40.1 100 

1997/98       

Per capita monthly expenditure  13,314 19,895 25,810 34,419 72,614 33,199 

Share in total expenditure (%) 8.0 12.0 15.5 20.8 43.7 100 

Annual growth rate of per capita 
monthly expenditure (%) 

-1.1% 4.2% 6.2% 16.7% 21.0% 11.4% 

Sources: National Statistical Centre and World Bank 2001 
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agricultural work, low productivity, low incomes and poverty are the major prob-
lems.  

        A study on the agriculture sector by the World Bank in 1995 noted that there 
is a dichotomy in the labour market. On the one hand, the central and southern re-
gions, including Vientiane municipality, are already facing a labour shortage and high 
wages, particularly where large projects have been implemented. In these areas, la-
bour-saving technology in the form of engine-powered and hand tractors are on the 
increase. On the other hand, in the northern region, where about 40 percent of the 
total population reside, labour was fully employed but at a low level of productiv-
ity, and hence, low wages. Due to Lao PDR’s topography, most of the farming ac-
tivities in the north take place in the uplands, making mechanisation difficult.  

        The poor and non-poor also differ notably in their economic activity status 
over the year. Table 3.23 shows the time allocation over a 12-month period of the 
household head and other household members across four activities: (i) farm, (ii) 
non-farm self-employment and wage employment, (iii) unemployment, and (iv) 

outside the labour force. Table 3.23 shows that poor households generally depend 
on farming as their main source of income, and have fewer non-farm opportunities 
compared with non-poor households.7 Household heads from very poor households 
spend on average about 1.8 months less on non-farm activities than those from non-
poor households. The average time being unemployed for heads of households over 
a 12 month period is about the same for poor and non-poor households. While there 
are some differences by poverty levels, it is notable that farm activities dominate 
the time allocation for all households, poor and non-poor.  

        The Lao National Transport Study stated that the usage of more labour-
intensive methods in rural infrastructure work is important in that it lowers the cost 
of rural infrastructure development and creates job opportunities for the rural popu-
lation, who would otherwise have nothing else to do. Utilising underemployed la-

Table 3.22. Poverty by Employment Status of Household Head in Different  
Occupations in 1997/98 
Employment status Population share Headcount Index  

  % of the poor Contribution to total 

Paid employee 12.9 20.10 7.2 

Employer 0.7 12.42 0.3 

Self-employed  13.4 29.95 11.1 

Farmer 59.7 41.03 67.6 

Unpaid family worker  2.5 34.22 2.4 

Unemployed 0.5 45.55 0.7 

Outside labour force  9.9                    39.00 10.7 

Source: National Statistical Centre and World Bank 2001 

7      Non-farm employment is characterised by a limited range of handicraft produc-
tion, processing of agricultural produce, and rural trade and services.  
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bour during the dry season in the areas of infrastructure projects may have cumula-
tive benefits for both the rural sector and the national economy. However, low rural 
population density and high utilisation of labour during prime agricultural seasons 
cause fluctuations in the available workforce.  

 
3.2.4.5. Human Resource Development and Long-term Growth  
At least as important for economic development as the size of the labour force, is 
its quality – that is, the skill possessed and human capital accumulated by the la-
bour force. This is important in the Lao PDR because most jobs created in the in-
dustry and service sectors over the past few years require higher skills. However, 
the level of human capital in Lao PDR generally lags behind the needs of today’s 
economy. The educational attainment of the labour force is low; a large portion of 
the labour force lacks the basic skills needed to work in the industry and service 
sectors. According to official sources in 1993, at least 36 percent of the Lao popula-
tion aged 15 and older could not read and write. See Table 3.14 for the educational 
attainment of the Lao labour force. Educational investments are generally biased in 
favour of urban children.8  In addition, it is generally admitted that the quality of 
schooling in Lao PDR is poor, which is partly due to resource shortages. Poorly-
trained teachers, inadequate curriculum and instructional materials, a chronic short-
age of materials and over-crowded classrooms are the factors most often used to 
explain the poor quality of the Lao educational system.9 These problems are par-
ticularly acute in remote rural areas, where they are compounded by the language 
barrier facing minority students.  

        Over the past few years, however, higher education has expanded and im-

Table 3.23. Economic Activities of Household Head by Level of Poverty 
 Number of months during the previous years 

 Very poor Moderately poor Non- poor Total 

Paid employee / employer / self-employed 1.95 2.2 3.89 3.32 

Farming  7.64 7.48 6.23 6.65 

Unemployed 0.09 0.08 0.11 0.1 

Outside Labour force 2.32 2.24 1.77 1.93 

Total 12 12 12 12 

All household members over age 10     

Paid employee / employer / self-employed 1.3 1.6 2.66 2.28 

Farming  6.39 5.97 5.01 5.37 

Unemployed 0.09 0.09 0.14 0.13 

Outside labour force 4.23 4.34 4.19 4.22 

Source: National Statistical Centre and World Bank 2001 

8   See for example, Tilak (1993:275-276) 
9      For an overview of problems faced by the Lao educational system, and difficulties 

met  in attempting to reform it, see Giaccchino-Baker (1994). 
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proved somewhat in the Lao PDR. The number of students in higher technical edu-
cation and colleges has increased, and new institutes of agriculture, law and business 
administration have been established. Commercial skills, nursing skills, technical 
skills and skills related to forestry and agriculture are the main fields in technical 
colleges. Now, some 3,000 students graduate each year with college degrees  (2,200 
from technical colleges and 800 from institutes or universities). The remaining 
graduates, some 400, come from educational fields such as communications, archi-
tecture, forestry and electronics (Bourdet 1996). In addition to the public educa-
tional system, there are now more than 10 private schools, eight of which are in 
Vientiane. These have started providing short-duration courses, mainly in business 
and foreign languages. 

 
3.2.4.6. Training Provided by Employers  
In 1994, the Asian Development Bank and the Netherlands Economic Institute 
jointly conducted a training needs assessment survey which covered 120 firms in six 
growth sectors: manufacturing (50), construction (27), utilities (5), transport (6), 
trade (16), finance (3) and services (23). The number of employees amounted to 
9,773, of which 56 percent were males. Demand for four types of training was iden-
tified: on-the-job training, formal training, training by supplier, and other training in 
the form of seminars, study tours and workshops (NEI 1995).10 

        Nineteen percent of the workforce surveyed received some form of training in 
the areas of management, finance, service and sales, clerical and computer skills 
through one of the labour training mechanisms. On-the-job training was the most 
common type of training supplied by employers to 11.6 percent of workforce. For-
mal training, training by supplier and other types of training were available to ap-
proximately 2 to 3 percent of the work force. On-the-job and supplier-provided 
training were considered to be the most cost-effective. It is interesting to note that 
employees paid only 29 percent of training costs, mainly for management and office 
skill training. 

        The NEI report notes the ‘most striking outcome is that employers apparently 
see no need to train their production workers.’ Only 6.5 percent of employees were 
identified as requiring further training with the areas of highest demand falling into 
the commercial, clerical, business and public administration categories.  

10   The findings of the survey are more representative of large firms, as survey obser-
vations have not been appropriately weighted. Therefore, the results are indicative 
of the situation in large firms.  

 11                  The demand for labour is difficult to determine because the Lao PDR still 
does not have a systematic way to monitor changes in the labour market. The 
research team has attempted to conduct a survey to obtain a rough picture of la-
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        Employers cited several reasons for the lack of training. Among these, the most 
notable were  lack of time, the possibility that the worker would leave the firm after 
being trained, and the shortage of training centres.  

 
3.2.4.7. Labour Market and Training Linkages 
The imbalance between supply and demand in the area of skilled human resources is 
often traced back to the lack of adequate linkages between training systems and la-
bour markets.11 Under a purely market-driven system, wage rates and market forces 
determine the supply of training. However, this may not occur in real life, due to 
various market failures associated with private sector provision of education and 
training. Therefore, some government intervention is essential, either in the form of 
expanding the public education provision or the government provides incentives to 
stimulate growth in the private education sector. The Ministry of Labour and Social 
Welfare is taking initiative in the areas of employment services and counselling 
which serve as links between training and job opportunities. 

        In order to ensure closer linkages and a match between supply and demand, 
training programmes can be oriented towards growth sectors and the provision of 
entrepreneurial and business skills in order to match the foreseeable increase in de-
mand for employment. Private sector participation in the planning of training 
should be encouraged in order to match the needs of businesses. 

        To conclude, although it is not possible to establish the statistical relationship 
between labour-market development, economic growth and poverty reduction, due 
to the lack of time series data, economic growth, wage employment expansion, and 
poverty reduction did occur concomitantly in the Lao PDR during the 1992/93–
1997/98 period. The share of households with earnings below the national poverty 
line had declined to 36.3 percent from 40.2 percent over this same period. Nonethe-
less, it should be noted that only the share of poor households had declined, but the 

Box 3.1: Training provided by employers – a finding from the Migration Survey, 
National Statistical Centre 2000 
 
        A migration assessment survey was carried out by the National Statistical 
Centre.  The survey covered 43 companies in the manufacturing, construction, 
hotel and restaurant sectors. A total of 7,177 employees were surveyed, of which 
58 percent were female (aged 15-55) and 42 percent were male (aged 14-65). The 
survey found that 12 firms had provided on-the-job training to their employees, 
five firms provided formal training, and 13 firms provided training in the form of 
seminars, study tours and workshops. 
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number of poor households had actually increased. This may be due to the fact that 
poor families have a higher fertility rate than that of the non-poor families.  

        Over this period, national-level real per capita monthly consumption increased 
by 11.4 percent, from 29,800 kip in 1992/93 to 33,191 kip in 1997/98, an equiva-
lent of an annual growth rate of about 2.0 percent. Although the impacts of eco-
nomic growth on the labour market were limited, the expansion of employment in 
the industry and service sectors indicated that growth had a positive effect on em-
ployment. 

3.3. Labour Market and Adjustment to the Asian Financial Crisis 

This section reviews and examines the consequences of the Asian financial-then-
economic crisis on the Lao labour market. Specifically, this section examines the 
impact of the crisis on unemployment, and earnings of employees and employers. 

 
3.3.1. Consequence of the Crisis on Employment and Income 
Inevitably, most households felt the impact of the Asian crisis through the deterio-
ration of purchasing power of the kip. Although the crisis resulted in some projects 
(private and public) being postponed, which resulted in increased unemployment in 
the affected projects, the impact of the crisis on employment in the Lao PDR was 
not significant. This was due to the fact that most households were self-employed 
farm households (85 percent of the national total in 1995) and that the share of the 
private sector non-farm employment in the economy was still small. Although for-
eign aid experienced a slight reduction during the crisis, in terms of foreign capital 
inflow to finance many social and economic development activities, it had a negligi-
ble adverse effect on employment.  

        That unemployment was not the primary issue with regard to the impact of 
the Asian crisis was revealed by the fact that, despite the crisis, the economy con-
tinued to show positive growth (6.9 percent in 1997, 4 percent in 1998, and 7.3 
percent in 1999).  

        The more important issue was probably one of underemployment. As most 
employers expected that the crisis would not last very long, it was more cost-
effective to continue employing workers on a part-time basis until the business 
situation returned to normal. In doing so, firms would minimise the costs associated 
with recruitment and training of new workers. 

        The impact of the Asian crisis was more significant regarding deterioration of 
the real income of kip-earners. The salaries of civil servants and other government 
workers were adjusted much more slowly to match price increases than was the 
case with any other category of salary-earner. The Consumer Price Index (CPI) rose 
by 254 percent between 1997 and 1999, while the public sector employee’s average 
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salary grew only by 189 percent over the same period. (See Figure 3.7.). Conse-
quently, the real income of government officials is currently lower than before the 
crisis. Thus, government employees have suffered considerably due to the crisis, in 
terms of real income deterioration. 

        Wages in the private sector are often more flexible than those in the public sec-
tor. The average wage in the private sector grew 267 percent between 1997 and 
1999, higher than that of the CPI. As a result, salary-earners in the private sector 
suffered only a temporary loss in real income because salaries tended to increase 
after prices increased. However, for the whole 1997-99 period, private sector real 
income increased. 

        In general, urban residents are much more dependent on wage income than rural 
residents. Consequently, urban residents in general suffered real income loss more 
than rural residents. In addition, urban inhabitants have much less opportunity for 
subsistence food production.  

        The self-employed, whose activities are mostly in trade and services, were also 
affected by the crisis. However, it is difficult to judge whether the impact of the 
crisis on the self-employed was positive or negative in aggregate. Most of the self-
employed who were engaged in tourism-related businesses may have benefited from 
the crisis, as the depreciation of the kip led to a tourism boom in the Lao PDR. 
Also, because tourists were among the consumers, the prices of goods and services 
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were very flexible – rising as fast as the deterioration of the kip against the US dol-
lar. The self-employed, whose products were non-food, and whose customers were 
only Lao citizens, may have suffered a loss because when customers saw their real 
incomes declining, they spent less on non-food items. 

 
3.3.2.      Consequence of the Crisis on Migration 
3.3.2.1. Domestic Migration 
Due to urbanisation and industrialisation, particularly in the Vientiane Municipality, 
Savannakhet, Paksé, Thakhèk and Louang Prabang, rural-to-urban migration of la-
bour has been on the increase. Although migration data are not available to enable us 
to analyse net rural-to-urban migration, increased settlement in urban areas by mi-
grants is visible. Because impact of the Asian crisis on employment has been mini-
mal, there was no clear evidence of crisis-induced migration of labour either between 
rural and urban areas, or between provinces. From the middle of 1999 to the begin-
ning of 2000, there were 520 workers from seven provinces registered to work in the 
Vientiane municipality.12 The number of unregistered workers is unknown. It would 
appear that urbanisation continued despite the Asian crisis. 

 

3.3.2.2. Migration of Lao Workers From Abroad 
Although it is uncertain about the number of Lao workers working and looking for 
work abroad, particularly in Thailand, it was estimated that there may have been as 
many as 95,000 Lao workers employed illegally in Thailand.13 

        As Thailand was hit hard by the crisis, which made employment a pressing 
issue, the Thai government adjusted their employment policy to protect jobs for 
Thai citizens by restricting foreign workers, both legal and illegal, from working in 
Thailand. According to a Voice of America broadcast on 9 August 2000, Thai offi-
cials repatriated 10,000 illegal Lao workers. About 60 percent of them were women, 
aged 14 to 24, who worked in nightclubs, restaurants and garment factories. They 
worked in Thailand because wages in Thailand were generally higher than what they 
would be making in Laos. However, illegal Lao workers generally earned much lower 
wages than Thai workers in the same jobs. 

 
3.3.2.3. Migration of Foreign Workers 

12 As labour migration data are not available from any other sources, the data re-
ported here are obtained from labour exchange companies, all of which are owned 
by the government, and are responsible for facilitating labour movement in the 
formal labour market. 
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The Lao PDR has been importing a great number of foreign workers, mostly for 
construction work. Information from different agencies about foreign workers em-
ployed in the Lao PDR, differed widely in terms of their numbers. A survey con-
ducted by NERI in early 2000 found that there were 6,889 foreign workers regis-
tered in all provinces of the Lao PDR in 1999. The Ministry of Labour and Social 
Welfare reported that 2,328 foreign workers were permitted to work in the Lao PDR 
in 1999 (Table 3.24). The Lao-Vietnam Cooperation Agency reported that there 
were about 15,000 Vietnamese workers, including illegal workers, working in the Lao 
PDR in 1999. About 6,500 of them were under investment project contracts with 
the Lao central and provincial governments. Others were independent workers, both 
legal and illegal. In reality, there were probably many more foreign workers than the 
number reported, because a large number of foreign workers did not register. Most 
of them were Chinese and Vietnamese, and some were Thai. Due to the crisis, which 
caused delay, postponement and reduced budgets for many investment projects, in-
migration of foreign workers seems to have slowed. 

 

3.3.3. Consequences of the Crisis on Consumption  
While incomes of the majority of Lao people remained the same or increased slowly, 
rapid price increases in consumer goods and services considerably changed the con-
sumption behaviour of households. Affected households had to spend relatively 
more, particularly on food, medicine and clothing. Simultaneously, they tried to re-
duce expenditures on non-essential items such as travel and luxury goods. Table 3.25 
shows the extent to which the crisis affected household consumption behaviour in 
purchasing three major necessities: food, medicine and clothing.  

        As the urban population relies more on cash income than does the rural popula-
tion, the crisis affected the urban population more than the rural population. With 
regards to food consumption, about 90 percent of all urban households were affected 
by the crisis, compared to 51 percent for rural households (Table 3.25).   
 

3.4. Review of Government Responses to the Crisis and Labour Market 
Table 3.24. Registered Foreign Workers in Lao PDR 

 Country of origin of registered foreign workers 1999 2000 

1 Vietnam 715 573 

2 China 481 314 

3 Thailand 658 132 

4 Others 474 137 

 Total registered 2,328 1156 

Source: Ministry of Labour and Social Welfare 
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Development Policies 

This section briefly reviews government policy implementation and actions dealing 
with problems associated with unemployment during the crisis. In addition to re-
viewing government measures, this section also briefly reviews the coping mecha-
nism initiated by community and individual households themselves. After looking at 
what the government and communities have  done to deal with problems during the 
crisis, this report reviews labour policies and some important developments in the 
regulatory and institutional framework which were designed to facilitate develop-
ment of the labour market and handle labour-related issues.  

3.4.1. Labour Policies and Actions in Response to the Asian Crisis and 
Community Coping Mechanisms  
3.4.1.1. Labour Policies and Actions in Response to the Asian Crisis 
In the context of the Asian crisis, Lao workers were affected in varying degrees by 
the economic downturn of Thailand because Thailand is the country’s main trading 
partner. Not only was the workforce affected because of lack of demand, large num-
bers of illegal Lao workers were sent home by the Thai authorities. This in turn has 
put pressure on the government of Lao PDR to attract more foreign investment in 

order to provide jobs for the returning migrants. 

        The most important step taken by government to keep employment stable in 
labour-intensive industries has been to increase investment incentives. To avoid a 
glut of workers in non-agricultural sectors, the government also diverted some work-
ers to agriculture and public works projects. During the crisis, the government allo-
cated a significant budget for irrigation schemes. With more water available, farmers 
were able to increase production and therefore employ more people. Increased gov-
ernment spending on irrigation schemes expanded rice growing areas, and 1999, rice 
production achieved a remarkable 8.2 percent increase. 

        Through the Lao Chamber of Commerce and the Ministry of Industry and 
Handicrafts, the government has promoted labour-intensive industries, especially 
those producing garments and construction materials. Additional incentives were 
given to garment factories to help them mobilise more capital and hire more labour 
so they could produce more for overseas markets. Also, the government has set up 
a simple custom-clearance system for imported materials and reduced unnecessary 

Table 3.25. Percent of Households Affected by the Crisis by Type of Con-
sumer Goods and by Area 
Rank Item Urban Rural  Total 

 1 Food 90.3 % 51.8 % 67.0 % 

 2 Medicine 47.3 % 22.9 % 32.5% 

 3 Clothing 28.7 % 28.9 % 28.8% 

Source: National Statistical Centre 1999 
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steps for garment exports by simplifying the documentation procedures. A number 
of infrastructure projects, especially road construction and urban infrastructure de-
velopment, were implemented and absorbed a considerable amount of domestic 
workers.  

        The government has also implemented a number of measures to stabilise prices 
and the kip through savings mobilisation, fiscal reform and austerity measures. Al-
though the government began to reduce its expenditures in several areas, the state 
budget for social and labour items remained high. In addition, the government has 
allocated more resources for job creation in the civil service and for vocational train-
ing to absorb young people who have  completed secondary school. In the last two 
years, a few training centres with goals to promote traditional handicrafts have been 
established. They include training centres for weaving (under the sponsorship of 
JICA from Japan), and for silver and gold-smithing (under the sponsorship of GTZ 
from Germany). Another important measure was the implementation of a social 
insurance system especially for civil servants and employees in SOEs. 

        Finally, the government has revised the old decree on the Imposition of a Mini-
mum Wage Rate and shifted it up to 96,300 kip from the original value of 36,000 
kip. However, average real income is still below that in the period before the crisis 
began.  

3.4.1.2. Coping Mechanisms Undertaken by the Community and Individual 
Households 
Individual households and communities have also sought ways to alleviate the ef-
fects of the crisis. Some pre-schools and primary schools have organised school 
buses to reduce transport costs for the parents. Celebrations and related expendi-
tures in villages have been scaled back in both urban and rural areas.  

        Civil servants and employees in the service sector have now decided to have 
lunch in the office  instead of going home for lunch. Some households have given up 
consumption of some non-essential goods and services.  

        It has been more difficult for people living in urban areas, especially landless 
wage earners, to compensate for their loss of purchasing power because the econ-
omy is monitised and they have limited opportunities to increase their earnings. 

        Government efforts to stabilise the economy and promote employment, to-
gether with efforts made by private enterprises, individual households and commu-
nities have achieved satisfactory results. Overall the crisis has had limited impact on 
the Lao PDR, thanks to the predominance of the agricultural sector, to foreign assis-
tance, to government measures and to private initiatives. All these have undoubt-
edly eased much of the pressure created by the crisis. 
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3.4.2. Review of Labour Policies and the Institutional Framework for Labour-
market Development 
With about 85 percent of the Lao population (Population Census 1995) depending 
on semi-subsistence farming, productivity per agricultural worker, and hence, aver-
age income per capita is quite low. In view of this, it has been the government’s 
policy to develop the economy so that agricultural output grows, while the labour 
required in the agricultural sector gradually declines. At the same time, the govern-
ment has been promoting expansion in the non-agricultural sector. As discussed 
previously, the education and skill levels of the Lao labour force do not meet the 
requirements for modern industrial and service employment. The private sector 
labour market is still relatively new in Lao PDR. Therefore, the government has to 
develop new laws, rules, regulations, and institutions to facilitate the development 
of the labour market and to upgrade the quality of the labour force. In the past 10 
years, a considerable amount has been achieved in this area. These achievements 
include the following:  

• Article 20 of the national constitution guarantees all Lao citizens freedom of 
choice in the selection of employment and residency. This initially allowed 
an informal labour market to emerge, and it seems to have been functioning 
well.  

• Regulation of the labour market has been achieved to a certain level. With 
the establishment of the Ministry of Labour and Social Welfare in 1993, 
efforts have been made to promote the labour market, and labour laws have 
been adopted and enforced. These achievements are suitable for a labour 
market at the early stage of economic development, as is the case in Lao 
PDR.  

The following selected laws and government regulations have been gradually intro-
duced and constitute an important legal framework for the whole country: 

• Prime Minister’s Decree on the Social Security Law for Civil Servants (Nov. 
1993) 

• Labour Law (approved in July 1994 by the National Assembly) 

• Prime Minister’s Decree No. 749/MLSW on Use of Foreign Labour 
(Ministry of Labour and Social Welfare, March 1999) 

• Prime Minister’s Decree on Imposition of a Minimum Wage Rate 1997 and 
2000. 

• Prime Minister’s Decree on a Social Security Law for Employees (Dec. 
1999) 

• Cooperative activities among labour-related agencies have been developed 
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and have achieved some level of labour-market regulation. At least three 
parties are involved:  

(1)  The Department of Labour, of the Ministry of Labour and Social Wel-
fare, acts as a line ministry to implement government labour policies. 

(2)  The Migration Office of the Ministry of Internal Affairs, together with 
its Local Migration Offices at the district and village level are responsi-
ble for the registration and monitoring of foreign workers in Lao PDR. 
According to Article 10 of the Decree on Importing and Using Foreign 
Labour, all companies that import and use foreign labour have to register 
their foreign employees within 30 days after entry into the country. The 
Migration Office also provides inspectors who work closely with the 
related authorities. Unregistered foreign employees have to pay US$200 
each time they are fined. An illegal (or unauthorised) relocation of for-
eign workers or deployment of foreign workers in any position other 
than the position described on their application form, is forbidden by 
law. 

(3) The Lao Trade Union is responsible for problems relating to employ-
ment conditions and provisions for workers. More importantly, the Lao 
Trade Union is involved in dispute resolution between employers and 
employees. Recently, the Lao Trade Union has set up a Health Centre, 
which deals with hygiene and gives medical certificates and advice on 
diseases that may be associated with employment.  

• The government has provided an effective employment scheme for women. 
Recently, the Lao Women’s Union was entrusted with implementation of a 
number of development projects. Most of the existing regulations on labour 
explicitly emphasise the role of female workers and gender issues.  

• The establishment of the first labour exchange company in Vientiane in early 
1994, was a landmark for the labour market in the Lao PDR. Labour-
providing companies are very important in terms of management of the for-
eign labour force. According to Article 8 of the Decree on Importing and 
Using a Foreign Labour Force, the government allows only labour-
providing companies to deal with the importation of foreign workers. These 
companies operate under supervision of the Lao Department of Labour.  

• Contracts for foreigners are limited to 12 months, with extensions possible 
for 6 to 12 months at a time. Any relocation of a foreign worker must be 
made with the authorisation of the Labour Department. 

• The government has achieved much success in implementing labour-market 
legislation and maintaining strict ILO child labour rules and other relevant 
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regulations, especially concerning work hours (part-time, over-time etc.). 

        Although much has been accomplished, the implementation of labour policies 
has not been fully realised. There are a number of issues that deserve more careful 
consideration. These include: 

• The government has emphasised that human resources development is a 
national priority. However, it lacks the necessary resources to expand and 
improve the quality of educational and vocational centres, especially for 
new high school graduates, although most of the provincial labour authori-
ties have already provided land for such purposes.  

• Government incentives for promoting private colleges and training centres 
seem to fall short of expectation. Private colleges still request more govern-
ment support in order to develop their libraries and they would like corpo-
rate taxes eliminated instead of just reduced.  

• In many cases, regulating institutions are not flexible and are unaware of the 
problems their policies and regulations create. Some policies have not met 
public expectation and regulating agencies appear to have wasted their time 
and resources in trying to implement policies as directed by higher authori-
ties. Implementing agencies often lack the staff and resources needed to im-
plement policies and ensure that they are achieved. 

• Some foreign direct investment firms have failed to continue employing the 
existing workforce of the state-owned enterprises they acquired as they had 
promised when the privatisation process began in the early 1990s.  

• Some foreign companies did not train Lao employees as described in their 
business plan. Instead, they imported foreign workers. 

• There has been insufficient cooperation between government agencies, pri-
vate companies and the institutions that use foreign labour. This has caused 
some difficulties in monitoring foreign workers.  

• The current remuneration system is not reasonable. There is a big gap be-
tween the salary levels of civil servants and employees in SOEs, as well as 
the salary levels of those working for international organisations. This has 
resulted in a brain drain (of qualified civil servants) out of the public sector. 

• The current pension scheme and compensation systems do not function 
properly. The current pension rate paid to pensioners is too low to cover 
their actual cost of living. In addition, the documentation procedures re-
quired and the payment systems are difficult to understand and take a very 
long time to process. 
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• The government lacks the means of disseminating information to the general 
public regarding available jobs. 

 

3.5. Conclusions and Recommendations  

Although it is not possible to establish the statistical relationship between labour-
market development, economic growth and poverty reduction, due to the lack of 
time series data, economic growth, wage employment expansion, and poverty re-
duction did occur concomitantly in the Lao PDR between 1992/93 and 1997/98. 
The share of households with earnings below the national poverty line declined to 
36.3 percent from 40.2 percent during this period. Nonetheless, it should be noticed 
that only the share of poor households declined – the number of poor households 
actually increased. This may be due to the fact that poor families have higher fertil-
ity rates than the rest of the population. Over this period, the national level of real 
per capita monthly consumption increased by 11.4 percent, from 29,800 kip in 
1992/93 to 33,191 kip in 1997/98, an equivalent of an annual growth rate of about 
2.0 percent. Although the impact of economic growth on the labour market was 
limited, the expansion of employment in the industry and service sectors indicates 
that growth had a positive effect on employment. 

        The labour market in Lao PDR has developed to a certain extent, in terms of 
job creation, income generation and human resources development. However, labour 
supply and demand are not balanced due to shortages of skilled labour. Thus, for-
eign workers are required to fill this gap. To deal with this problem, the government 
has made development of human resources a national priority. In conjunction with 
enhancing general education from primary school to university, technical schools 
and centres for short-term training are urgently required in each province.  

        The Lao labour market has suffered from the recent Asian crisis, particularly in 
terms of declining real incomes. Government employees and the self-employed have 
been particularly hard hit. However, because the private sector in Lao PDR was 
relatively small, impact of the crisis has not been as serious as it has been in some 
neighbouring countries. 

        Some of the policy measures used to offset the impact of the crisis have, to a 
certain ext ent, been implemented successfully, particularly in terms of raising 
wages. The minimum wage has been revised to make it more realistic. As a result, 
the legal minimum monthly wage was raised in 2000 from 36,000 kip to 96,000 kip. 
However, the lowest monthly wage found in the private sector is still higher than 
the minimum legal requirement.    

 
3.5.1. Policies Needed for Sustainable Economic Development  
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An important issue, which calls for attention, is an insurance system for employees. 
Although employees in the business sector generally earn more than their public 
sector counterparts, they still lack an insurance system needed for financial support 
during unemployed periods. Employees in the public sector are more secure in terms 
of getting permanent salaries and pensions, or some social welfare. Since the begin-
ning of the implementation of the NEM, the assumption of a link between the la-
bour market, economic growth and poverty reduction has been identified as the logi-
cal way to achieve economic development. Therefore, in order to strengthen the Lao 
workforce and make the labour market in the Lao PDR more dynamic, a comprehen-
sive system for measuring the impact of development must be implemented to en-
sure achievement of desirable socio-economic results. 

        The results of this study show that the government has to make more effort to 
develop a better-educated and trained work force and a better-functioning labour 
market in order to meet the changing needs of the economy. This is particularly true 
in the context of the ASEAN Free Trade Agreement. 

        In conclusion, the authors of this study would like to make the following rec-
ommendations: 

• Urgent action is necessary in order to ensure that providers of education and 
training impart the skills required by employers. It is equally important to 
improve information flow and increase contacts between training providers 
and business, to ensure that students have the skills and the attitudes re-
quired by employers. Market-determined wages are also necessary to give 
workers the incentive to acquire skills and to move between occupations. 

• Most necessary for long-term growth in Lao PDR are measures to improve 
the quality of primary education and vocational training. It is also very im-
portant to have the involvement of enterprises in vocational training pro-
grammes to ensure that programmes will meet their needs. One of the most 
important measures is one that facilitates women’s access to education, be-
cause education helps reduce entry barriers. Higher levels of education for 
women mean better health, better nutrition, and better education of children, 
all factors that contribute to long-term economic growth and poverty reduc-
tion. To ensure sustainable development, relevant policies and a comprehen-
sive development strategy, which encourages labour-market development, 
are needed. The following are points for consideration: 

• Changing the way of thinking from traditional labour-force formation to mar-
ket-oriented development of the labour market in order to meet economic 
expansion requirements and economic integration in terms of a regional divi-
sion of labour. 



 

The Labour Market in the Lao PDR                                                                           117 

• Facilitating cross-province movement of workers. 

• Making strategic links between job creation and income generation nation-
wide in order to bring the primary benefits to the poorest, who have ex-
tremely limited job opportunities. 

• Supporting private initiatives in human resource development through ex-
pansion of private colleges and private training centres.  

• If foreign labour must be used, develop training programmes whereby em-
ployers are obligated to use foreign skilled workers as trainers. This will 
increase the skills of Lao workers. Fiscal and other incentives need to be 
used in concert with sanctions and regulations. 

        Within government agencies, there is also a need for substantive changes which 
facilitate the free flow of information and movement of labour. These changes in-
clude: 

• Establish an information system on labour supply and demand. This could 
be developed by the Lao Labour Exchange Company. 

• Make practical working definitions of labour force terminology. 

• Establish a nationwide labour force monitoring system. This should include 
employment data by sector, unemployment data, migration data (in, out and 
cross province), periodic data on real wages (much like that of the current 
price data gathered), and disaggregated data according to age cohort, gender, 
and ethnicity. 

• Improve educational quality, in terms of teaching curricula, and provide more 
incentives for teachers.  

• Strengthen the capacity of MOLSW, especially its provincial offices, in or-
der to assist the central agency with regards to the gathering of meaningful 
employment data and supervising the implementation of polices, laws and 
regulations. MOLSW should also help to ensure domestic labour mobility 
and manage labour-related issues in the provinces. 

• Upgrade the existing workforce by providing various options for job train-
ing, including on-the-job training, training in local training centres and techni-
cal colleges, and overseas training. 

• Offer specific vocational training with the philosophy of “learning-by-
doing” for workers in rural areas who have completed elementary school. 
There should be  intensive basic training for the practical jobs urgently re-
quired to meet development needs (truck drivers, mechanics, construction 
workers, etc). 
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Appendix 3.1. Macro-economic Indicators, 1991-1999 
Indicators/ Years 1991 1992 1993 1994 1995 1996 1997 1998 1999 

Real GDP growth 4.0% 7.0% 5.9% 7.7% 7.5% 6.9% 6.9% 4.0% 7.3% 

Nominal GDP in Billion kip 722 844 951 1 108 1 430 1 726 2 201 4 240 10 372 

Nominal GDP per capita (US$)* 242 270 296 336 379 395 361 259 287 

Inflation rate (end year) 10.4 6.0 9.0 6.8 25.7 7.3 26.6 141.9 86.5 

Liquidity (end year, in Bill. Kip)  51.3 76.5 125.8 166 193.3 244.8 406.0 856.9 1545.4 

Money 28.2 35.2 52.2 61.3 67.2 75.6 79.9 170.0 216.9 

Quasi money 23.1 41.3 73.6 104.7 126.1 169.4 326.1 696.9 1328.5 

Liquidity growth (end year, in %) 9.4 49.1 64.4 32.0 16.4 26.6 65.8 111.1 80.3 

Money 2.5 24.8 48.3 17.4 9.6 12.5 5.7 112.8 27.6 

Quasi money 19.1 78.8 78.2 42.3 20.4 34.3 92.5 113.7 90.6 

Exchange rate (end year, buying rate )          

Parallel market (in kip per US$)  727 720 720 726 936 978 2060 4534 7614 

Official market (in kip per US$)  711 715 716 718 920 930 2023 4182 7578 

Official development assistance inflow 132.6 134 181.3 188.7 207.2 212.2 258 197.9 275 

Long-term loans 47.1 71.1 77.8 54.3 82 183.3 161 124.3 44.7 

Grants 85.5 62.9 103.5 124.7 109.4 82 97 73.6 230.3 

Foreign investment license approved   (in 1556 328 163 2506 1224 1293 113 98 108 

Government expenditure (in Bill. Kip)** 151.1 192.1 120.9 149.2 178.6 220.1 263.0 507.6 1 101.9 

Government revenue (in Bill. Kip)** 74.7 93.0 194.9 273.5 311.5 376.1 525.3 1 078.1 1 939.7 

Budget deficit (in Bill. kip)**  -76.40 -99.10 -74.07 -124.36 -132.89 -155.95 -262.28 -570.50 -837.85 

Budget deficit  as a  % of GDP 10.6   11.7   7.8   11.2   9.3   9.0   11.9   13.5   8.1   

Gross international reserve of banking          

(end year, mill. US$)  57.2 81.2 150.9 158.5 191.5 283 195.7 220.5 257.2 

BOP current deficit (in million US$)           

Excluding transfers 110.5 104.0 135.3 197.0 235.0 305.0 282.0 182.5 145.1 

Including transfers 25.0 41.1 31.8 72.5 126.0 224.0 184.0 54.9 75.0 

BOP deficit as a  % of GDP 12.87 10.12 11.47 14.85 15.22 17.47 15.13 10.44 11.28 

Trade Balance deficit in million US$ -118.0 -132.0 -192.0 -258.7 -278.0 -458.0 -331.0 -212.0 -213.7 

Imports in million. US$ 215.0 265.0 432.0 564.1 589.0 690.0 648.0 553.0 524.6 

Exports in million. US$ 97.0 133.0 240.0 305.4 311.0 232.0 317.0 341.0 310.9 

Note: * Using the average rate of Kip-Dollar exchange rate. ** Beginning in 1992, the fiscal year was from 1 Oct through 
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Appendix 3.2. Visible Urban Underemployment in 1994 by Economic Sec-
t o r  a n d  
 Total (%) Males (%) Females (%) 

Total 3.5 4.1 2.8 

Agriculture 6.4 6.9 5.7 

Mining 0.0 0.0 0.0 

Manufacturing 3.4 3.6 3.4 

Utilities 0.0 0.0 0.0 

Construction 8.2 8.2 8.3 

Trade 3.1 4.2 2.5 

Hotels & restaurants 3.4 1.9 4.2 

Transport & communications 2.9 3.1 0.0 

Finance 1.2 1.8 0.0 

Business services 1.4 2.0 0.0 

Community, social  3.8 4.2 3.1 

Note: Visible underemployment comprises those workers who worked less than 40 hours in the reference week and 
wanted to work more, based on total employment in the respective activities. Source: Computed from Annexes C.6 and 
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Chapter Four 
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and Adjustment to Crisis – Thailand 
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Uchupalanun and Chirath Isarangkun na Ayuthaya* 

 

 

 
4.1. Introduction 

4.1.1. Objectives, Scope and Research Methodology 
Thailand experienced rapid economic growth of almost 8 percent from the mid-
1980s to the early 1990s. This miracle ended in July 1997 when the economy was 
struck by the Asian financial crisis. The crisis had consequences for the entire global 
economy. Labour markets were severely effected. Thailand suffered from a fall in 
demand at home and in the region: employees were laid-off, wage employment fell, 
wages and working hours were cut.  

        The 1997 Asian financial crisis was the biggest economic and social shock to 
befall the region, and Thailand in particular, since the Great Depression. According 
to the Asian Development Bank, in a little over a year, the five countries directly 
hit – Thailand, Indonesia, the Republic of Korea, Malaysia and the Philippines – 
suffered from an economic loss of not less than 30 percent of their GDP. As a re-
sult, unemployment and social problems became critical (Siamwalla 1999b). 
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        Objectives: The objectives of this research were: (a) to explore the links be-
tween labour markets, growth and poverty reduction, in Thailand; and, (b) to exam-
ine the impact of the Asian financial crisis on the labour market in Thailand. 

        Research methodology and scope: This study was based on a series of sample 
surveys of the economically-active population, conducted by the National Statistics 
Office (NSO), as well as other secondary socio-economic data from both official and 
unofficial sources. Some informal discussions were also held with key informants to 
add insight.  

        The methodology employed involved “shift-share” analyses of age-sex struc-
ture and changes of demographic and economic characteristics of the labour force, 
such as education and wages or income. The analysis of the implications of the cri-
sis on the labour market is relatively anecdotal and inferential. Because this study is 
based mostly on the Labour Force Surveys conducted by the National Statistics 
Office, the definitions of labour force, employment, unemployment, underemploy-
ment and other related terms are those used in the surveys. 

        This study consists of three major parts, as well as a brief review of the eco-
nomic setting of Thailand, which serves as a background for understanding the Thai 
labour market and its possible implications for the Southeast Asian Transitional 
Economies (SEATEs). Following this introduction (Section 4.1), Section 4.2 deals 
with labour markets, growth and poverty reduction; Section 4.3 with labour markets 
and adjustment to the crisis in Thailand; and, Section 4.4 with policy for overcom-
ing the crisis, promoting growth and reducing poverty. A conclusion (Section 4.5) is 
given at the end of the report. 

 
4.1.2. The Economic Setting, Factor Endowment and Comparative Advantage 
To understand the Thai labour market and its linkage with the SEATEs, it is neces-
sary to review the Thai economy in aggregate. This section offers a brief review of 
the economic setting of Thailand, with respect to its economic structure, exports, 
and comparative advantage.  

 
4.1.2.1. Factor Endowment 
Thailand has an overall area of roughly 514,000 square kilometres. Approximately 
58 percent of the land is arable, with the rest being forest and savannah. Thailand 
has a short coastline on the Indian Ocean and a long Pacific coastline. The climate is 
tropical and humid, with an average annual temperature of 29 degrees Celsius. There 
are three main seasons: hot, rainy and cool. The population of Thailand in 2000 was 
estimated at 62.2 million, with the labour force at about 33 million. The adult liter-
acy rate was 93.5 percent, though the majority of the employed persons (69.4 per-
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cent) had no more than six years of education. 

4.1.2.2. Production  
For decades prior to the crisis, Thailand experienced significant economic growth 
driven by dramatic growth in exports. During that period, there was a major struc-
tural change in both production and exports, from agriculture to industry, and from 
labour-intensive to more capital-intensive production. Although agricultural produc-
tion continued to increase from 1970 to 1998, its share of total GDP tended to de-
crease. In contrast, production in the manufacturing sector increased both in terms 
of its share and value. The share of production in the wholesale and retail trade sec-
tor decreased between 1970 and 1988, but started to rise again in 1989. The share of 
production in the service sector was between 12 to 15 percent during the same pe-
riod. 

        In 1970, production in the agricultural sector had the highest share of GDP 
(25.9 percent), while the share of production in the wholesale and retail trade, 
manufacturing, and service sectors accounted for 18.4 percent, 15.9 percent, and 
11.4 percent of total GDP, respectively. Manufacturing production, both in terms 
of value and its share of total GDP, surpassed the agricultural sector for the first 
time in 1981. In spite of a slight increase in share of GDP between 1994 and 1998, 
agriculture’s share was still far below that of the manufacturing sector. In 1998, the 
manufacturing and agricultural sectors’ share of total GDP accounted for 29.2 per-
cent and 13.4 percent, respectively, while those of the service sector and the whole-
sale and retail trade sector were 15.3 percent and 13.8 percent, respectively. 

        While there has not been a major change in production in the agricultural sector, 
there has been a slight change in the major products produced. In 1970 beverages, 
leather and leather products, food, tobacco, and petroleum products were the top 
five manufactured products. In 1980 only food, beverages, and tobacco remained in 
the top five, as textiles and paper became more significant. In 1998, the top five 
manufactured products were wearing apparel (excluding footwear), petroleum prod-
ucts, machinery, food, and electrical machinery and supplies, which altogether ac-
counted for approximately 45 percent of total production in the manufacturing sec-
tor. 

 
4.1.2.3. Exports 
Thailand’s exports between 1970 and 1998 experienced a significant structural 
change: exports of manufactured products increased dramatically, while the decline 
in agricultural exports was equally dramatic. In 1970, exports of agricultural prod-
ucts accounted for 67.5 percent of total exports, while exports of mining products 
and manufacturing were 13.9 and 6.1 percent, respectively. In 1980, the share of 
exports of agricultural products dropped significantly to 46.9 percent, and mining 
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products to 11.6 percent. In contrast, the share of exports of manufactured prod-
ucts surged to 32.3 percent in the same year. It should be noted that a decrease in 
the share of exports of agricultural products does not mean a fall in value of these 
products. The decrease rather reflects a significant increase in the value of exports of 
manufactured products and also a dramatic rise in total exports. 

        In 1998, the share of agricultural exports decreased to 10.2 percent, while the 
export proportion of manufactured products increased to 82.4 percent. 

        The major manufactured products were textiles, computers and parts, inte-
grated electrical circuits, and electrical appliances. Similar to the structural change in 
export products across sectors, there had also been a structural change in export 
products within the manufacturing sector. While the value of exports of labour-
intensive manufacturing, such as textiles and footwear, rose slightly from 202,707 
million baht in 1991 to 348,440 million baht in 1998, exports of technology -
intensive manufactured products dramatically increased from 238,955 million baht 
to 1,174,673 million baht during the same period. Such a dramatic increase was the 
result of a significant growth in exports of almost all products in the technology -
intensive manufacturing sector, especially computers and parts, integrated electrical 
circuits, electrical transmitters, plastic products, and vehicle parts.  

 

4.2. Labour Markets, Growth and Poverty Reduction (in Thailand) 

Labour markets, economic growth and poverty are closely interrelated. Labour is 
one of the three major factors of production. Thus, its size, distribution and quality 
contribute to economic production and growth. Further, the relative size of the eco-
nomically-active population and the rest of the population (so-called dependants), 
is positively related to savings and investment, which in turn, are positively related 
to gross national product. On the other hand, employment is a major source of in-
come, and thus is an important indicator of poverty. As such, few would deny that 
the labour market is a key to the success or failure of the development process – 
both economic growth and poverty reduction – and it is imperative to understand 
its structure and change. 

 
4.2.1. Structure of the Labour Market and Trends  

The analysis of the labour market basically involves measurement and analytical 
description of (a) the size of the labour force and its distribution by age, sex, level of 
education, region, and other characteristics deemed relevant from the standpoint of 
participation in economic activity – the nature and characteristics of the supply of 
labour, and (b) the size of the labour force that is employed and unemployed (or 
underemployed) and its distribution by industry, occupation, age, sex, education, 
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and other – the nature and characteristics of the demand for labour (Peitchinis 
1975:89). Because the present structure of the labour market may have been dis-
torted due to the recent economic crisis, to obtain a better understanding of the la-
bour market structure, its recent trends also need to be reviewed.  

 
4.2.1.1. Seasonality and Employment Data 
At the outset, to understand the nature of data on the Thai labour market, it should 
be emphasised that employment in Thailand is highly seasonal. A single set of data 
on the labour market in one season does not represent the pattern of the labour mar-
ket in another. This fact should be kept in mind in the use and interpretation of Thai 
employment data. In this connection, the labour force surveys in Thailand have 
been conducted quarterly, in February and May, which are dry or slack agricultural 
seasons, and in August and December, which are wet or harvesting seasons. For 
reasons of space and simplicity, this study uses data of two major seasons, the first 
round (February) to reflect the dry season, and the third round (August) to reflect 
the wet or peak agricultural season. In some cases, only the data of the peak agricul-
tural season (August) is used. 

        There is also a marked seasonal pattern to unemployment. It is lowest in 
August, the peak agricultural season. The levels of unemployment in February are 
high relative to August. With the use of data from two major rounds of the survey, 
other aspects of seasonal employment will also be reflected in later discussion.  

        Labour force: The labour force, estimated at 33.2 million in 1999, was growing 
at declining rates (annual averages of 3.0 percent between 1980 and 1985, 2.9 per-
cent between 1986 and 1990, and 1.5 percent between 1991 and 1995) mainly be-
cause of declining birth rates. With the population growth rate at about 1 percent 
per annum from 1995 to 1999, the labour force grew very slowly from 33 million in 
1995 to 33.2 million in 1999, with an annual growth rate of 0.12 percent (Table 
4.1).1 In August 1999, the Thai labour force was about 33.2 million,2 or about 53.6 
percent of the total population of 61.9 million. During this period, the size of the 
labour force was largest in August 1997 (33.6 million), when the economy started to 
collapse, and decreased afterwards to the present level.  

        During slack seasons, the labour force increased from 31.9 million in 1996 to 
32.8 million in 1999. The difference in the size of the labour force between the slack 
season and the peak season was not as high as the difference between the employ-
ment levels between the two seasons. The main reason was the different size of 

1   Aside from the slow rate of population growth, the slow growth of the labour force 
could be due to the extension of educational services and enrolment, as well as 
economic slowdown. 

2   Table 4.1 distinguishes between “total labour force” and “current labour force” by 
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“the seasonally-inactive labour force” which stayed out of the labour force during 
the slack season (Table 4.1). 

Employment: In the peak season in 1999, employment was 32.1 million, about 2.1 
million more than that in the slack season. This level was a little lower than the lev-
els in the peak season of the previous three years, especially in August 1997 when 
it was 33.2 million (Table 4.1). The employment level in the slack season demon-
strated a similar pattern, except in February 1998 when the level was lowest.  

In 1999, about 3 percent of the labour force were unemployed in the peak season 
and 5.2 percent in the slack season. If the seasonally-inactive labour force were 
counted as being unemployed, the proportion of the unemployed labour force 
would become 3.3 percent and 8.5 percent in the high and slack season, respec-
tively. About 1 million persons were underemployed (working less than 20 hours 
per week) in the high season, compared to 0.9 million underemployed in the slack 
season.  

Labour Force Status Feb-95 Aug-95 Feb-96 Aug-96 Feb-97 Aug-97 Feb-98 Aug-98 Feb-99 Aug-99 

 Total Total Total Total Total Total Total Total Total Total 

Total Labour Force 31,348 33,002 31,898 32,750 32,000 33,561 32,143 33,353 32,810 33,210 

Male 17,527 17,962 17,843 17,966 17,952 18,310 18,101 18,327 18,383 18,314 

Female 13,821 15,040 14,056 14,784 14,048 15,250 14,042 15,026 14,427 14,897 

1. Current labour force 29,779 32,950 30,741 32,586 30,964 33,455 30,892 33,276 31,740 33,073 

1.1 Employed 29,055 32,575 30,099 32,232 30,266 33,162 29,413 32,138 30,025 32,087 

Underemployed (< 20 
hours / week) 490 644 638 581 544 721 1,477 938 863 954 

% of total labour force 1.6 2.0 2.0 1.8 1.7 2.1 4.6 2.8 2.6 2.9 
% of current labour force 1.6 2.0 2.1 1.8 1.8 2.2 4.8 2.8 2.7 2.9 
1.2 Unemployed 724 375 641 354 698 293 1,479 1,138 1716 986 

% of total labour force 2.3 1.1 2.0 1.1 2.2 0.9 4.6 3.4 5.2 3.0 
% of current labour force 2.4 1.1 2.1 1.1 2.3 0.9 4.8 3.4 5.4 3.0 

2. Seasonally-inactive 1,569 52 1,158 164 1,036 106 1,251 77 1,070 137 
% of total labour force 5.0 0.2 3.6 0.5 3.2 0.3 3.9 0.2 3.3 0.4 

Unemployed + seasonally 2,293 427 1,799 518 1,734 398 2,730 1,215 2,786 1,123 

% of total labour force 7.3 1.3 5.6 1.6 5.4 1.2 8.5 3.6 8.5 3.4 

Not in the labour force (age 13,588 12,194 13,745 13,119 14,335 13,238 14,889 13,913 14,924 14,764 

Source : Various Labour Force Surveys the by National Statistics Office 

Table 4.1. Population by Employment Status, 1995-1999 (thousands of people) 

Table 4.2. Female Labour Force and Employment, 1999 (Rounds 1 and 3) 
 Round 1 (Feb.)                Round 3 (Aug.) 

 F/M ratio F/M ratio 

A. Total population 1.0 1.0 

B. Total labour force 0.8 0.8 

1. Employed 0.8 0.8 

Underemployed (work < 20 hr/wk) 1.1 0.9 

2. Unemployed 0.9 0.8 

3. Seasonally inactive labour force 2.2 2.0 

C. Not in the labour force (age 13+) 1.8 1.7 

Source: National Statistics Office, Labour Force Survey 1999 
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        The remaining 46.4 percent of the population (28.7 million people), were not 
in the labour force. Out of that number, 13.9 million were less than 13 years of age 
and 14.8 million were 13 and over (working age).3 The working-age population in-
cluded 6.2 million students (41. 9 percent), 3.7 million household workers (25.2 
percent), and 3.8 million who were too old or too young to work (25.7 percent). 

Female labour force : The female labour force in the same year was 14.4 million, 
compared to the male labour force of 18.4 million. As indicated by the sex ratio in 
Table 4.2, the size of the female labour force was about 0.8 that of the male labour 
force. The size of female employment was also 0.8 that of male employment, while 
for underemployment, women’s was 1.1 that of men’s. For unemployment, in the 
slack season the number of unemployed women was smaller than that of men, but 
women’s unemployment was higher than men’s in terms of rate, reflecting a larger 
risk of unemployment for women. In the peak season, however, female unemploy-
ment was smaller than that of male unemployment, both in terms of absolute num-
bers and rate, This was due to increased demand for female labour during the peak 
agricultural season. The proportion of female/male employment was higher in the 
peak season from 1995 to 1999 (44.6 percent in slack seasons and increasing to 45.6 
percent in high seasons, except in 1995). 

 
4.2.1.2. Labour Force Participation Rate 
Size of population is the first and most important determinant of the size of the 
labour force, but the relative size of the labour force and population, the so-called  
labour force participation or activity rate, can vary considerably.4 Crude participa-
tion rates can vary for a number of reasons, but mostly due to differences in age 
structure and the participation of women in the labour force. Generally, it has been 
observed that the overall participation rates of males, especially in the prime age 
groups, are less sensitive to socio-economic variation compared to those of fe-
males.5 It has also been observed that the overall male participation rate is adversely 
related to the level of development. 

        The age-sex-specific participation rates of the Thai labour force between 1989 
and 1999 are depicted by Figure 4.1 and Figure 4.2. Because the patterns of the 
participation rates were similar between the data of round one and round three, with 
the levels of the rates in round three generally a little higher, only the rates in round 
three will be discussed.  

 3  The official minimum working age of hired workers was raised to 15 years on 19 
August 1998.  

4   The ratio of the total labour force to total population is called “crude participa-
tion rate”, while the ratio of the labour force of a particular age group and sex to 
the population of the corresponding age group and sex is called “age-sex-specific 
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Figure 4.1. Labour-force Participation Rate by Age Group, Round 3 (Male) 
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Figure 4.2. Labour-force Participation Rate by Age Group, Round 3 

Source: For both Figures 4.1 and 4.2 — Thailand Development Resource Institute 
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        The male participation rate for the group aged 25 to 59 was relatively high (90 
percent and more in most cases) and stable from 1989 to 1997. It then declined from 
1997 to 1999. The rates for males in the group aged 15-19 years and 20-24 years 
had been decreasing slowly, mainly due to the expansion of the educational system, 
while the rate of those in the group aged 13-14 years had been decreasing and ap-
proaching zero (becoming less than 10 percent) in 1998 and 1999. This was likely 
due to the minimum working age being 15 years, as stipulated by the 1991 Labour 
Protection Act, as well as increasing school enrolment.6 

        The participation rates of Thai women were relatively high, especially for 
those in the age group 20-49 (in the range of more than 80 percent from 1989 to 
1990). The rates for this age group declined very slowly to the level of 70-80 per-
cent in 1996, and declined further, especially for those aged 20-24 years (to 62.5 
percent in 1999). The rate of participation for the group aged 15-19 years decreased 
significantly from 72.2 percent in 1989 to 26.3 percent in 1999, mainly due to the 
expansion of education.7 Similarly, the rates for males aged 13-14 years had been 
decreasing rapidly for the same reason.  

 

4.2.2. Employment Structure and Trends 
4.2.2.1. Structure of Employment by Industry and Trends 
In 2000, in the peak season, almost one-half of total employment (48.5 percent) 
was in agriculture. In employment sectors other than agriculture, 15.2 percent were 
in services, 14.8 percent in commerce, 13.7 percent in manufacturing, and 4 percent 
in construction. In the dry or slack season, the proportion of employment in agri-
culture decreased to 41.8 percent, while employment in the non-agricultural sector 
mostly increased, with the share of services at 16.3 percent, commerce at 16.1 per-
cent, manufacturing at 16.2 percent, and construction at 5.2 percent. 

        During the past five years, in spite of the economic crisis, employment in 
manufacturing was relatively stable, accounting for about 16 to 17 percent of total 
employment during the first half of the year (slack season) and around 13 percent 

6      Effective 19 August 1991, the Labour Protection Act, section 44 stipulates that 
an employer is prohibited from hiring workers under 15 years of age. In 1999, 
however, there were 208,879 workers under 15 years of age out of which 37,791 
or 18.1 percent were wage employees. The Child and Youth Survey revealed that 
over three million more students (pre-primary through secondary levels) attended 
school in 1997 than in 1992 (World Bank 1999c:10) 

7   Between 1990 and 1994, enrolment rates for lower secondary education 
(corresponding with the population aged 12-14) increased from 37.2 to 59.7 per-
cent, for upper secondary education from 22.5 percent to 31.5 percent, and for 
higher education from 8.1 percent to 22.3 percent. In 1997, the government be-
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during the second half of the year (high season). Employment in services and con-
struction was less stable during this period. In the first half of the year, employ-
ment in services increased from 14.3 percent in 1995 to 16.3 percent in 1999, while 
in the second half of the year it increased from 12.7 percent in 1995 to 15.2 percent 
in 1999. This phenomenon reflects the capacity of the service sector to absorb la-
bour during hard economic times. In construction, the employment proportion de-
clined from 10.4 percent and 6.7 percent in 1996 (during the slack season and the 
peak agricultural season, respectively) to 5.2 and 4.0 percent in 1999. 

        The trends of employment structure by industry in the longer term (between 
1977 and 1999), are illustrated by Figure 4.3. The trends reflect the nature of the 

changes in economic activity, which are to be expected in the course of economic 
development.  

        Figure 4.3 demonstrates the shift to industrial employment in Thailand in three 
major sectors during the past two decades.8 The share of agricultural employment 
significantly decreased from 74.4 percent to 48.5 percent, while industrial employ-
ment increased from 8.3 percent to 18.4 percent, and service employment from 17.2 
percent to 33.1 percent. The speed of change was relatively slow for employment 
in agriculture, with a growth rate of approximately 0.7 percent per annum from 
1981 to 1996 (Srawooth and Kulaya 1998:Table 9). The productivity in agriculture, 
in terms of GDP per worker in this sector, increased by 4.5 percent per annum dur-
ing the same period (Srawooth and Kulaya 1998: Table 9). During this period, be-

 1995 1996 1997 1998 1999 

 Round 1 Round 3 Round 1 Round 3 Round 1 Round 3 Round 1 Round 3 Round 1 Round 3 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Agriculture 40.8 52.0 40.4 50.0 39.4 50.3 39.6 51.3 41.8 48.5 

Non-agriculture 59.2 48.0 59.6 50.0 60.6 49.7 60.4 48.7 58.2 51.5 

Mining and 0.2 0.1 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 

Manufacturing 16.7 13.4 16.5 13.4 16.5 12.9 16.7 13.0 16.2 13.7 

Construction and 9.1 5.7 10.4 6.7 9.8 6.1 6.9 4.0 5.2 4.0 

Electricity, gas, 0.7 0.5 0.5 0.4 0.6 0.5 0.6 0.6 0.6 0.5 

Commerce 14.7 12.6 14.8 13.5 15.2 13.9 16.1 13.9 16.1 14.8 

Transport, 3.5 3.0 3.5 2.9 3.6 3.0 3.6 2.9 3.6 3.1 

Services 14.3 12.7 13.6 12.7 14.5 13.1 16.1 14.3 16.3 15.2 

Other 0.1 0.0 0.2 0.1 0.0 0.0 0.0 0.0 0.1 0.1 

Source:  Report of the Labour Force Survey, National Statistics Office (various years) 

Table 4.3. Employment Structure by Industrial Sector and Trends, 1995-

8    A three-sector grouping is obtained by dividing non-agricultural industries into two 
categories: the industrial sector (manufacturing, mining and construction) and the 
service sector (public utilities, commerce, transport and communication, and serv-
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fore the crisis, employment in industry showed a slowly-increasing trend, with an 
annual growth rate of 6.2 percent, and with an annual growth rate of GDP per 
worker of 3.8 percent. There was a small decline in manufacturing employment 
growth during the time of the economic crisis. Employment in services showed a 
consistently-increasing trend, with an average rate of 4.6 percent, but with a lower 

annual growth rate of GDP per worker of only 0.8 percent (Srawooth and Kulaya 
1998: Table 9).  

 
4.2.2.2. Occupational Structure and Change 
The occupational composition in Thailand has been improving consistently with the 
development of the economy. Data from censuses and labour force surveys (LFS) 
indicated that the proportion of high-level manpower such as professionals, techni-
cal workers, and administrative, executive and managerial workers increased over 
time: from 2.9 percent in 1980 to 4.4 percent during the 7th Plan (1992-1996), and 
5.7 percent from 1997 to 1999 for the professional category. The proportion of 
administrative manpower increased from 1.9 percent in 1980 to 2.6 percent during 
the 1997-99 period. In 1999, professional and technical workers accounted for 6.8 
percent and 6.3 percent of total employment in February and August, respectively 
(Table 4.4). 

        Consistent with the declining trend of employment in the agricultural sector, 
the proportion employed as farmers, fishermen and related workers decreased from 
72.5 percent in 1980 to 50.2 percent during the 1997-99 period. In 1999, the pro-
portion of employment in agriculture was 41.9 percent and 48.7 percent during the 
slack season and high season, respectively, in spite of the expectation that agricul-
ture would absorb a large number of workers who became unemployed as a result of 
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the 1997 economic crisis. During the same period, the proportion of clerical workers 
increased from 1.7 percent to 3.9 percent, craftsmen and production workers from 
9.6 percent to 16.6 percent, and service workers from 2.8 percent to 4.7 percent. 

        In the short-run, however, the number of workers by occupation and occupa-
tional structure may fluctuate and/or deviate from the long-term trends. This is be-
cause of short-run factors such as economic fluctuation, weather, political problems, 
etc. Table 4.4 shows the occupational structure and change between 1995 and 1999 
on a one-half-year basis. In spite of economic recession, the number and proportion 
of professional and technical workers and administrative and management occupa-
tions continued to increase, and the number and proportion of agricultural workers 
continued to decrease. The number and proportion of craftsmen and production 
workers also decreased. While the decrease in the employment of craftsmen and 
production workers can be connected with the impact of the crisis on the construc-
tion sector, it is not be clear why the number of professional and administrative 
workers increased in spite of the economic crisis, which has otherwise caused wide-
spread lay-offs and unprecedented high unemployment. Aside from labour mobil-
ity, an explanation could be due to the survey definitions and classification of work-
ers under the two categories. By definition, the professional and technical workers 
category includes technical workers, as well as semi-professionals such as tradi-
tional masseuses, midwives, drafters, teachers and tutors, monks or preachers, ac-
tors, dancers and musicians, etc. Some of these professions which are relatively-
easy to enter became safety nets for workers who were laid-off from other occupa-
tions during the crisis. An examination of the subgroup of  professional/technical 
workers revealed that out of the net increase in this occupational group of 198,300 
between August 1998 and August 1999, 126,900 were in the “other professional” 

Occupation 1995 1996 1997 1998 1999 

 
Round 1 
(Feb) 

Round  
1 (Aug) 

Round 
 1 (Feb) 

Round  
1 (Aug) 

Round 1 
(Feb) 

Round  
1 (Aug) 

Round 1 
(Feb) 

Round  
1 (Aug) 

Round 1 
(Feb) 

Round 1 
(Aug)

Total (percent)  100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Professional 5.1 4.9 4.9 4.7 5.6 5.3 6.2 5.7 6.8 6.3 

Administrative and man-
agement 

2.9 2.2 2.7 2.4 2.8 2.4 3.0 2.5 3.3 2.8 

Clerk 4.1 3.9 4.1 3.8 3.9 3.8 4.2 4.0 3.5 3.8 

Commerce 13.2 11.2 13.0 11.7 13.6 11.8 14.8 12.5 14.7 13.4 

Agriculture 40.9 52.3 40.4 50.2 39.5 50.6 39.6 51.3 41.9 48.7 

Transport, communica-
tions 

4.6 3.9 4.3 3.9 4.6 3.8 4.5 3.6 4.4 3.8 

Craftsmen and labourers 24.0 17.4 25.6 18.9 24.7 17.6 22.3 15.7 20.0 16.3 

Services 5.2 4.2 4.8 4.4 5.1 4.6 5.3 4.7 5.4 4.9 

Others 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Source : Report of the Labour Force Survey, National Statistics Office (various years) 

Table 4.4. Employment by Occupation, 1995-1999 
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sub-groups. Over 40,000 were “other physicians and medical technicians”, and 
33,300 were “professors, teachers, and educational personnel.”9 Indeed, much more 
work needs to be done to understand the short-term fluctuation of occupational 
employment.  

 
4.2.3. Wage Employment 
Wage employment, defined by the LFS as both public and private employees, is an 
indicator of the size of the relatively-formal labour market which involves explicit 
wage transactions. As such, wage employment is also a good indicator of economic 
development, in terms of industrialisation or the expansion of the non-agricultural 
sectors. 

        During the study period, more than 90 percent of wage employment was in the 
private sector.  The share of wage employment in the public sector began to rise a 
little after the crisis, but the percentage share remained about 3 percent of total wage 
employment (Table 4.5). 

 
4.2.3.1. Long-term Trends 
According to the Population Censuses (conducted in April every year), the propor-
tion of wage employment in Thailand increased steadily from 15.6 percent in 1970 
to 20.2 percent and 26.7 percent in 1980 and 1990, respectively. In 1999, based on 
the LFS, the proportion was 43.6 percent in February and 38.3 percent in August. 
In terms of absolute numbers, wage employment increased from 2.6 million in 1970 
to 4.7 million in 1980 and 8.3 million in 1990. The average rates of growth per an-
num were 8.0 percent from 1970 to 1980, and 7.8 percent from 1980 to 1990. With 
the estimated number of wage-employed at 12.8 million in February 1999, the aver-
age rate of growth of wage employment from 1990 to 1999 decreased to about 6.0 
percent per year, probably because of the 1997 economic crisis. 

        Tables 4.5. shows the recent trend of wage employment from 1995 to 1999. In 
general, wage employment in the dry season (round one, first half of the year) was 
greater than that in the wet season (round two, peak agricultural season, second half 
of the year) due to the movement of labour into and out of the agricultural sector. In 
1999, wage employment in the slack season was approximately 12.9 million, 
slightly higher than that in the peak season of about 12.3 million. Wage employment 
in the dry season in 1999 shows a clear contraction from the levels experienced from 
1995 to 1998, which was usually more than 13 million. In the wet season, the level 
in 1999 indicated an improvement from the previous year. 

9   The sum of the increase exceeds 187.5 because employment in some other sub-



 

136                  Labour Markets in Transitional Economies in Southeast Asia and Thailand 
Ta

bl
e 

4.
5.

 W
ag

e 
E

m
pl

oy
m

en
t b

y 
E

co
no

m
ic

 S
ec

to
r,

 1
99

5-
19

99
 

(R
ou

nd
 1

 / 
F

eb
.)

 
19

95
 

 
19

96
 

 
 

19
97

 
 

 
19

98
 

 
 

19
99

 
 

 
P

riv
at

e 
P

ub
lic

 
To

ta
l 

P
riv

at
e 

P
ub

lic
 

To
ta

l 
P

riv
at

e 
P

ub
lic

 
To

ta
l 

P
riv

at
e 

P
ub

lic
 

To
ta

l 
P

riv
at

e 
P

ub
lic

 
To

ta
l 

A
gr

ic
ul

tu
re

 
2,

01
1.

70
 

69
.2

0 
2,

08
0.

90
 

2,
14

2.
10

 
23

.1
0 

2,
16

5.
20

 
1,

99
5.

80
 

40
.0

0 
2,

03
5.

80
 

2,
07

7.
80

 
31

.8
 

2,
10

9.
60

 
2,

00
2.

70
 

46
.1

0 
2,

04
8.

80
 

M
in

in
g 

an
d 

qu
ar

ry
in

g 
62

.1
0 

0.
10

 
62

.2
0 

50
.5

0 
0 

50
.5

0 
52

.8
0 

0.
40

 
53

.2
0 

51
.8

0 
0.

10
 

51
.9

0 
70

.5
0 

0.
40

 
70

.9
0 

M
an

uf
ac

tu
rin

g 
3,

33
5.

30
 

31
.4

0 
3,

36
6.

80
 

3,
50

4.
50

 
17

.8
0 

3,
52

2.
30

 
3,

56
0.

20
 

21
.4

0 
3,

58
1.

40
 

3,
56

2.
70

 
39

.5
0 

3,
60

2.
30

 
3,

41
3.

50
 

31
.4

0 
3,

44
4.

90
 

C
on

st
ru

ct
io

n 
an

d 
re

pa
ir 

2,
41

3.
70

 
0.

50
 

2,
41

4.
10

 
2,

83
1.

80
 

1.
30

 
2,

83
3.

10
 

2,
72

9.
20

 
0.

40
 

2,
72

9.
60

 
1,

79
1.

80
 

0.
10

 
1,

79
1.

90
 

1,
36

9.
10

 
0 

1,
36

9.
10

 

E
le

ct
ric

ity
, g

as
, w

at
er

, e
tc

. 
11

.6
0 

17
6.

80
 

18
8.

40
 

14
.3

0 
14

4.
80

 
15

9.
10

 
13

.8
0 

15
1.

50
 

16
5.

30
 

18
.9

0 
15

8.
20

 
17

7.
20

 
7.

80
 

15
7.

00
 

16
4.

80
 

C
om

m
er

ce
 

1,
31

1.
80

 
53

.0
 

1,
36

4.
70

 
1,

54
1.

80
 

47
.5

0 
1,

58
9.

30
 

1,
56

0.
50

 
68

.3
0 

1,
62

8.
80

 
1,

46
6.

60
 

83
.8

0 
1,

55
0.

40
 

1,
51

1.
70

 
94

.8
0 

1,
60

6.
50

 

T
ra

ns
po

rt
, c

om
m

un
ic

at
io

ns
 

30
5.

50
 

12
5.

40
 

43
0.

80
 

34
3.

90
 

14
1.

70
 

48
5.

60
 

35
6.

20
 

16
5.

30
 

52
1.

50
 

31
1.

10
 

17
8.

20
 

48
9.

30
 

34
2.

20
 

16
8.

80
 

51
1.

00
 

S
er

vi
ce

s 
an

d 
ot

he
r 

1,
28

0.
50

 
1,

96
1.

40
 

3,
24

1.
80

 
1,

25
2.

10
 

1,
93

4.
50

 
3,

18
6.

60
 

1,
37

0.
00

 
1,

96
8.

70
 

3,
33

8.
70

 
1,

39
7.

80
 

2,
17

6.
30

 
3,

57
4.

20
 

1,
50

1.
30

 
2,

13
7.

90
 

3,
63

9.
20

 

To
ta

l 
10

,7
32

.1
0 

2,
41

7.
60

 
13

,1
49

.8
0 

11
,6

81
.0

0 
2,

31
0.

60
 

13
,9

91
.6

0 
11

,6
38

.6
0 

2,
41

5.
70

 
14

,0
54

.3
0 

10
,6

78
.7

0 
2,

66
8.

00
 

13
,3

46
.7

0 
10

,2
18

.9
0 

2,
63

6.
50

 
12

,8
55

.4
0 

P
er

ce
nt

ag
e 

81
.6

0 
18

.4
0 

10
0 

83
.5

0 
16

.5
0 

10
0.

00
 

82
.8

0 
17

.2
0 

10
0 

0.
80

 
0.

20
 

10
0 

79
.5

0 
20

.5
0 

10
0 

A
gr

ic
ul

tu
re

 
1,

63
0.

20
 

33
.8

0 
1,

66
4.

00
 

1,
56

3.
40

 
18

.0
0 

1,
58

1.
40

 
1,

58
5.

00
 

28
.4

0 
1,

61
3.

40
 

1,
72

7.
50

 
35

.4
0 

1,
76

2.
90

 
1,

80
6.

70
 

28
.1

0 
1,

83
4.

80
 

M
in

in
g 

an
d 

qu
ar

ry
in

g 
42

.7
0 

0.
60

 
43

.3
0 

42
.5

0 
0.

70
 

43
.2

0 
41

.5
0 

0.
40

 
41

.9
0 

38
.9

0 
0.

20
 

39
.1

0 
47

.7
0 

0 
47

.7
0 

M
an

uf
ac

tu
rin

g 
3,

11
6.

70
 

42
.0

0 
3,

15
8.

70
 

3,
26

0.
80

 
28

.3
0 

3,
28

9.
10

 
3,

25
2.

80
 

25
.9

0 
3,

27
8.

70
 

3,
19

1.
30

 
40

.3
0 

3,
23

1.
50

 
3,

26
3.

20
 

23
.4

0 
3,

28
6.

60
 

C
on

st
ru

ct
io

n 
an

d 
re

pa
ir 

1,
58

3.
60

 
0.

40
 

1,
58

4.
00

 
1,

94
3.

40
 

0.
60

 
1,

94
4.

00
 

1,
81

2.
90

 
0.

60
 

1,
81

3.
50

 
1,

10
4.

50
 

0 
1,

10
4.

50
 

1,
11

1.
50

 
5.

30
 

1,
11

6.
80

 

E
le

ct
ric

ity
, g

as
, w

at
er

,  
6.

30
 

15
8.

20
 

16
4.

50
 

5.
00

 
13

3.
60

 
13

8.
60

 
10

.6
0 

16
2.

0 
17

2.
60

 
8.

70
 

16
5.

10
 

17
3.

80
 

5.
30

 
15

1.
80

 
15

7.
10

 

C
om

m
er

ce
 

1,
35

5.
90

 
60

.8
0 

1,
41

6.
70

 
1,

49
8.

70
 

60
.6

0 
1,

55
9.

30
 

1,
70

7.
90

 
0.

73
 

1,
78

0.
90

 
1,

41
2.

70
 

93
.1

0 
1,

50
5.

80
 

1,
58

4.
70

 
69

.8
0 

1,
65

4.
40

 

T
ra

ns
po

rt
, c

om
m

un
ic

at
io

ns
 

28
5.

80
 

13
1.

40
 

41
7.

20
 

26
2.

90
 

16
6.

40
 

42
9.

30
 

27
3.

90
 

16
6.

10
 

44
0.

00
 

24
7.

70
 

18
1.

40
 

42
9.

00
 

27
1.

20
 

17
1.

10
 

44
2.

30
 

S
er

vi
ce

s 
an

d 
ot

he
r 

1,
16

8.
00

 
1,

99
7.

00
 

3,
16

4.
90

 
1,

27
4.

00
 

1,
89

2.
40

 
3,

16
6.

40
 

1,
37

8.
80

 
1,

96
9.

80
 

3,
34

8.
60

 
1,

30
4.

90
 

2,
17

7.
70

 
3,

48
2.

60
 

1,
42

7.
20

 
2,

30
9.

50
 

3,
73

6.
70

 

To
ta

l 
9,

18
9.

20
 

2,
42

4.
10

 
11

,6
13

.3
0 

9,
85

0.
60

 
2,

30
0.

60
 

12
,1

51
.2

0 
10

,0
63

.2
0 

2,
42

6.
20

 
12

,4
89

.4
0 

9,
03

6.
00

 
2,

69
3.

20
 

11
,7

29
.2

0 
9,

51
7.

50
 

2,
75

8.
90

 
12

,2
76

.4
0 

P
er

ce
nt

ag
e 

79
.1

0 
20

.9
0 

10
0 

81
.1

0 
18

.9
0 

10
0.

00
 

80
.6

0 
19

.4
0 

10
0 

77
 

23
 

10
0 

77
.5

0 
22

.5
 

10
0 

S
ou

rc
e:

 C
al

cu
la

te
d 

fro
m

 L
F

S
 d

at
a 

 

(R
ou

nd
 3

 / 
A

ug
.)

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 



 

Growth, Poverty Reduction and Adjustment to Crisis — Thailand                              137 

        Proportionately, wage employment in round one increased from 44.3 percent 
in 1994 to 46.5 percent in 1996, but declined to 45.4 percent in 1998, and further to 
42.8 percent in 1999. In round three, the proportion increased from 34.8 percent in 
1994 to 37.7 percent in 1996, with a drop to 36.5 percent in 1998, before bouncing 
back to 38.3 percent in 1999, probably due to the improved employment situation 
in the second half of 1999. 

 
4.2.3.2. Age-sex Differentials 
By and large, the proportion of wage employment was greater for males than fe-
males: in round one, the proportion of male to female was about 61 to 39 percent in 
1995. The proportion declined slowly over time to about 58 to 42 percent in 1999; 
in round three, the proportion was lower than in round one, 59 percent to 41 per-
cent in 1995, and declined from 56 percent to 44 percent in 1999. This phenomenon 
clearly indicates the increasing trend of women’s participation in the labour market. 

        In terms of age structure, in 1999 (slack season), the prime ages for the Thai 
workforce were between ages 20-24 and 40-49, with the proportions ranging from 
14.1 percent (age group 35-39) to 19 percent (age group 25-29). This is similar to 
the pattern in the peak season. However, the compositions of age group by sex 
were highest for the age group 25-29 for both sexes. 

 
4.2.3.3. Sectoral Structure 
When classified by economic sector, in 1999, more than 80 percent of wage em-
ployment was in the non-agricultural sectors: 26.8 percent in manufacturing, 28.3 
percent in services, 10.7 percent in construction, and 12.5 percent in commerce. The 
share of wage employment in agriculture was relatively stable at around 15-16 per-
cent from 1995 to 1999, while the proportions of some non-agricultural sectors, 
especially construction, were not stable. The crisis adversely affected wage employ-
ment in the construction sector, as well as mining and quarrying, commerce, and 
transportation. Wage employment in construction contracted from 2,729,600 work-
ers (or 19.4 percent) in 1997 (slack season) to 1,791,900 workers (or 13.4 percent) 
in 1998, and 1,369,100 (10.7 percent) in 1999. Wage employment in the service 
sector positively responded to the crisis, with an increase from approximately 23.8 
percent in 1997 (dry season) to 28.3 percent in 1999. However, it may be noted 
that the increase of wage employment in the service sector between 1997 and 1998 
occurred in the public sector. Such an increase could be due to the government’s job-
creation programme (Table 4.6). 

 
4.2.3.4. Educational Structure 
The majority of wage workers in employment in 1999 (54.9 percent) had only up-
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per elementary education, while 14.5 percent had lower secondary, 11.1 percent had 
upper secondary and vocational education, and 19.4 percent had university educa-
tion. As compared with the past few years, the educational structure improved: the 
proportion of the upper-elementary educated workers decreased from 64.8 percent 
in 1995 to 54.9 percent in 1999, while those with lower secondary education in-
creased from 11.5 percent to 14.5 percent, and those with upper secondary and 
vocational education from 9.24 percent to 11.1 percent (Table 4.7). 

        Between 1995 and 1999, workers in wage employment with university educa-
tion increased at the highest rate of 31.25 percent, followed by those with lower 
secondary education (27.7 percent), and upper secondary and vocational education 
(17 percent). The trend of wage employment by education level in the peak agricul-
tural season is similar to that of the slack season. In the peak season, the number of 
workers in wage employment with upper elementary education declined from 
7,063,000 to 6,254,000, and those with lower secondary education from 1,863,000 
to 1,834,000. Wage employment with upper secondary and vocational education 
increased from 1,421,000 to 1,476,000, and those with university education from 
2,493,000 to 2,703,000. This phenomenon could be partly explained by the ten-
dency of wage workers with lower education (upper elementary and lower secon-
dary education) to move back to the agriculture sector in the peak agricultural sea-
son, and the wage labour market finding substitute workers with higher levels of 
education. The total number of workers in wage employment in 1999 reflected a 
significant decrease from previous years, mainly because of the crisis. 

4.2.3.5. Wage Differentials 
Table 4.8 shows the pattern of seasonal wage differentials by age, sex and educa-
tion. By age structure, the wage level increased with age, which may reflect years of 

Table 4.6. Employment by Work Status, 1996-1999 (millions of people) 

 1997 1998 1999 
 Number Percentage Number Percentage Number Percentage Number Percentage 

(Round 1 / Feb.)          

Total 29.94 100.0 30.3 100.0 29.4 100.0 30.0 100.0 

Employers 0.84 2.8 0.8 2.5 0.8 2.7 0.9 3.1 

Government employees 2.15 7.2 2.4 8.0 2.7 9.1 2.6 8.8 

Private employees 11.68 39.0 11.6 38.5 10.7 36.3 10.2 34.0 

Self-employed workers 9.37 31.3 9.3 30.7 9.5 32.2 10.1 33.6 

Unpaid family workers 5.90 19.7 6.1 20.3 5.8 19.7 6.1 20.4 

(Round 3 / Aug.)          

Total 32.23 100.00 33.16 100.00 32.14 100.00 32.09 100.00 

Employers 0.81 2.52 0.75 2.25 0.8 2.57 0.9 2.91 

Government employees 2.30 7.14 2.43 7.32 2.7 8.38 2.8 8.60 

Private employees 9.85 30.56 10.06 30.35 9.0 28.12 9.5 29.66 

Self-employed workers 9.94 30.84 9.87 29.76 10.0 31.17 10.2 31.71 

Unpaid family workers 9.33 28.94 10.06 30.33 9.6 29.77 8.7 27.12 

Source : Report of the Labour Force Survey, National Statistics Office (various years)  

1996 
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experience. In 1999, the wage level was higher in the peak season than in the slack 
season at every age group, except those aged 13-14. The wage level reached its peak 
at age 50-59 and declined a little at age 60 and over. By gender, from 1995 to 1999, 
males’ wage rate was higher than females’. Wage level also increased with the educa-
tional attainment of the workers. Those with university education had the highest 
wages, while those with lower education received the lowest wages. 

 

4.2.4. Unemployment and Underemployment  
4.2.4.1. Unemployment 
Unemployment measurement in Thailand is based on the LFSs, partly because of 
the lack of unemployment insurance and unemployment registration. The LFS de-
fines the unemployed as “persons, 13 years of age and over who, during the survey 
week, did not work even for one hour, had no jobs, business enterprises, or farms of 
their own, from which they were temporarily absent, but were available for work.” 
The unemployed consist of those who had been looking for work, and those who 
had not been looking for work because of illness or belief that no suitable work was 
available. This group also included those waiting to take up a new job, waiting for 
the agricultural season to begin and other reasons. 

        This definition could result in an underestimation of unemployment for several 
reasons. For example, if a person works for more than one hour during the survey 
week, he or she will be automatically considered employed, even though the person 
may have worked for only two hours during the whole week. Another problem with 
the definition may be the criteria of “available for work”. If a person does not work 
(at the time of the survey) he/she will be asked whether he/she is available for work, 
which is a rather broad question because it very much depends on the kind, as well 
as the location, of the work which is available. If a person does not work and is not 
available for work, he/she will be considered as being not in the labour force, not as 
unemployed. 

        Further, the definition of the unemployed does not include “employed persons 
who did not work, but had regular jobs, business enterprises or farms”. This cate-
gory is defined as employed persons for the reason that they were temporarily ab-
sent because of illness or injury, vacation or holiday, strike or lockout, bad weather, 
off-season or other reasons, such as temporary closure of the workplace. The defi-
nition also does not include the “seasonally inactive labour force” which is defined 
as persons, 13 years of age and over who were neither employed nor unemployed, 
but were waiting for the appropriate season, and persons who usually worked with-
out pay on farms or in business enterprises engaged in seasonal activities owned or 
operated by the head of the household or any other member of the household.10  

10  This group is classified as “unpaid family workers” when employed.  
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        Unemployment in Thailand has been generally low, around 1 percent, particu-
larly prior to the 1997 crisis. The reasons for the low open unemployment rate in-
clude: first, a large proportion of the labour force are either own-account workers 
(self-employed) or unpaid family workers, mainly in agriculture. As shown in Table 
4.6, self-employed and unpaid family workers still accounted for about 58.7 percent 
of total employment in 1999; second, as in many other developing economies, the 
informal sector still plays an important role in providing employment opportunities 
for the labour force; and, third, Thailand does not yet have an unemployment insur-
ance system which would encourage workers to report their unemployment. 

        In 1999, unemployment was approximately 1.72 million (or 5.2 percent of the 
total labour force), and 0.99 million (3.0 percent) in slack and peak seasons, respec-
tively. The financial crisis, which began in 1997, caused unemployment to increase 
significantly. As can be seen from Table 4.1, the rate of unemployment, as the per-
centage of the total labour force, jumped from 2.3 percent in 1995 (slack season) to 
4.6 percent in 1998 (slack season). It should be noted that the number of unem-
ployed persons in the slack season is relatively higher than in the peak agricultural 
season. 

        The age profile of the unemployed in 1999 indicates that during the slack sea-
son the largest proportion were in the 20-24 age group (26.5 percent), followed by 
those aged 25-29 (19.2 percent), and aged 15-19 (15.5 percent). During the wet sea-
son, the 20-24 age group still dominated the unemployed, but were followed by 
those in the younger age group (15-19) and then those aged 25-29. By sex, in 1999, 
the ratio of male unemployment was higher than that of female unemployment in 
both seasons. Before the crisis, the ratio of female unemployment was, however, 
slightly higher than male unemployment in the slack season. In the peak season, the 
ratio of male unemployment was consistently higher than for females, both before 
and after the crisis (Table 4.9). 

        When classified by education, more than 50 percent of the total of the unem-
ployed had less than elementary education. The proportion of the unemployed who 
had elementary education decreased after the crisis, while the proportion of the un-
employed with lower secondary education, upper secondary and vocational educa-
tion, and university education increased. During the slack season, the unemploy-
ment rate of those with upper elementary education was relatively high, probably 
because they were largely from the agricultural sector and were waiting for the next 
farming season. It was also noted that the proportion of the educated unemployed 
(with university education) peaked in round three of 1997, (20.6 percent), and de-
clined to 12.9 percent in 1999 (Table 4.10). 

         In terms of geographical distribution, unemployment was most significant in 
the northeast. In 1999, the number of unemployed persons in the northeast was 
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916,500  (53.4 percent) and 442,000 (44.8 percent) in the slack and peak seasons, 
respectively. The seasonal pattern of unemployment shows that the number of 
unemployed workers during the slack season is higher than in the peak season. 
Other regions such as the central (including Bangkok) and the north, also show a 
high ratio of unemployment in the slack season, with  rates of 26.1 percent and 14.7 
percent, respectively. During the peak agricultural season, central Thailand 
(including Bangkok) and the north had rates of unemployment as high as 32.6 per-
cent and 15.7 percent, respectively. Unemployment after the crisis increased in all 
regions, except the central region and the south.  

 
4.2.4.2. Underemployment 
As mentioned above, unemployment in Thailand has been generally low except after 
the 1997 crisis. One of the major reasons is that a substantial number of those con-
sidered employed were underemployed, or worked less than they could or wished.  
Officially, underemployment is defined by the National Statistics Office (NSO) as 
those who work less than 35 hours per week during the week of the survey. In this 
study, however, underemployment is arbitrarily defined as those persons who work 
less than 20 hours per week in order to include only those who were really in need 
of more work.11 Under this definition, the percentage of underemployment to total 
labour force ranged between 1.6 percent to 2.9 percent (1995 in the slack season to 
1999 in the peak season), except in 1998 round one, which jumped to 4.6 percent 
due to the crisis. (Table 4.1). 

        Generally, underemployment did not show seasonality. There was no trend or 
direction of underemployment between 1995 and 1999. In 1995, 1997 and 1999 it 
was greater in the slack season than in the peak season, while in 1996 and 1998 it 
was the other way around. In 1999, the number of underemployed was approxi-
mately 862,700 and 953,900 in the slack and peak seasons, respectively. This level 

Table 4.10. Unemployment by Education Level, 1995-1999 
Education 1995 1996 1997 1998 1999 

Round 1 
Feb 

Round 3 
Aug 

Round 1 
Feb 

Round 3 
Aug 

Round 1 
Feb 

Round 3 
Aug 

Round 1 
Feb 

Round 3 
Aug 

Round 1 
Feb 

Round 3 
Aug 

(Percentage)           
Upper element and lower 77.5 70.6 75.8 62.1 69.5 53.0 69.6 55.2 64.5 54.8 

Lower Sec. 9.4 9.9 12.1 10.8 14.2 15.1 14.5 15.0 15.3 19.9 

Upper Sec. And Vocational 8.8 11.1 6.4 13.5 7.5 11.3 8.4 12.9 9.7 12.3 

University 4.2 8.4 5.7 13.6 8.8 20.6 7.4 16.9 10.5 12.9 

Unknown 0.1 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: Calculated from Labour Force Survey data, National Statistics Office  

11  Siamwalla (1998), for example, used this definition and classified this group as 
being “severely underemployed” and persons who work less than 35 hours per 
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indicated significant increases from the levels between 1995 and 1997. It was, how-
ever, less than the level in 1998. 

        It was also observed that young and old workers accounted for a considerable 
part of the underemployed. The underemployment rates were also larger for fe-
males, especially in the young age groups. The majority of the underemployed aged 
15 to 19 accounted for 23.1 percent of total underemployment in the slack season, 
and 22.9 percent in the peak season (Table 4.11). This was followed by those aged 
between 40 and 49 (13.8 percent in slack season and 12.3 percent in peak season), 
and then those aged between 50 and 59 (11.8 percent in the slack season, and 14.0 
percent in the peak season).  

        When classified by education, the majority of the underemployed had only 
elementary education or lower, which was consistent with the fact that most under-
employed workers were young. In 1999, during the slack season, the percentage of 
underemployed persons with elementary education and lower was as high as 73.2 
percent (or 697,800), followed by those with lower secondary education (17.7 per-
cent or 469,300), and then those with upper secondary and vocational education 
(7.1 percent or 68,200). It should be noted that there had been no significant change 
in the educational pattern of underemployment, except the significant increase (as 
high as 200,000) in 1995 of the underemployed with an elementary education, both 
in the slack and the peak seasons (Table 4.12). 

Table 4.11. Underemployment by Age and Sex 1995-1999 (thousands of peo-
 1995 1996 1997 1998 1999 

(Round 1) Male Female Male Female Male Female Male Female Male Female 

13-14 15.6 18.1 21.7 18.5 26.9 18.6 24.9 27.4 23.8 29.3 

15-19 54.0 40.1 51.5 54.8 46.8 45.8 108.5 98.5 97.6 101.7 
20-24 27.1 23.4 33.0 32.4 30.2 31.1 89.3 78.1 53.7 36.4 

25-29 17.8 25.5 17.9 32.0 20.9 23.0 74.9 89.2 36.9 31.3 

30-34 19.0 27.6 24.3 26.4 18.3 27.0 94.2 80.1 33.5 46.8 

35-39 21.0 21.9 23.5 33.6 15.3 14.8 68.6 111.6 30.9 36.5 

40-49 18.9 43.0 28.3 56.7 36.2 42.1 96.9 177.4 43.9 74.9 

50-59 22.6 35.6 54.5 44.7 26.9 40.6 85.5 77.3 50.6 51.5 

>=60 33.5 25.4 51.1 34.0 38.4 41.1 53.8 40.9 46.7 36.5 

 % 46.8 53.2 47.9 52.1 47.8 52.2 47.2 52.8 48.4 51.6 

(Round 3)      

13-14 56.8 42.8 24.9 19.2 38.5 35.4 52.2 52.5 45.6 41.9 

15-19 101.5 95.2 66.6 68.1 101.6 86.0 139.3 116.7 106.3 112.3 

20-24 26.6 22.8 37.6 19.7 24.6 30.9 49.0 38.1 48.1 28.0 

25-29 8.7 20.1 12.4 18.3 16.5 22.9 32.2 44.2 36.7 39.7 

30-34 14.6 24.5 21.7 32.7 31.1 32.3 37.8 32.5 41.9 38.0 

35-39 16.1 24.2 19.0 22.8 24.6 27.2 34.1 24.4 39.9 31.3 

40-49 25.2 32.3 36.3 42.0 37.1 53.5 49.2 71.3 56.8 77.2 

50-59 24.5 36.2 32.6 43.7 35.2 46.3 41.2 49.9 57.1 60.1 

>=60 40.8 31.3 40.2 22.5 37.7 39.9 38.5 35.3 59.4 33.7 

TOTAL 314.9 329.5 291.5 289.2 347.0 374.4 473.5 464.9 491.7 462.2 

% 48.9 51.1 50.2 49.8 48.1 51.9 50.5 49.5 51.5 48.5 

Source: Calculated from Labour Force Survey data, National Statistics Office 

Total 229.4 260.6 305.8 333.0 259.9 284.1 696.6 780.6 417.7 444.9 
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        By economic sector, most of the underemployed were in the agricultural sector. 
In this sector, the number of underemployed was 750,100, accounting for 78.6 per-
cent of total underemployment in 1999, during the peak season. This was signifi-
cantly high, as compared to the level in 1995 (277,100), or about 58.6 percent of 
total underemployment in the same season. Other economic sectors, for example, 
commerce and service, were 8.3 percent and 6.7 percent, respectively (Table 4.13). 

 
4.2.5. Labour Migration in Thailand 
4.2.5.1. Internal Migration  
Internal migration could be classified into migration across regions and across areas 
when based on administrative areas. It could also be classified based on rural/urban 
location into rural-to-urban migration, urban-to-rural migration, rural-to-rural migra-
tion and urban-to-urban. Regarding migrant labour, they could be viewed as em-
ployed and unemployed. The definition of employed or unemployed migrants de-
pends on their employment status at the areas of destination. 

        In 1995,12 about 15.6 percent or 7 million of the working-age population (aged 
13 and over) of 45.2 million were migrants.13 Out of this number, 5.7 million or 

Table 4.12. Underemployment by Education Level, 1995-1999 

Education 1995 1996 1997 1998 1999 

Round  1 
(Feb) 

Round 3 
(Aug) 

Round 1 
(Feb) 

Round 3 
(Aug) 

Round  1 
(Feb) 

Round 3 
(Aug) 

Round  1 
(Feb) 

Round 3 
(Aug) 

Round 1 
(Feb) 

Round 3 
(Aug) 

Total Employment 489.98 644.36 638.80 580.69 543.95 721.36 1477.18 938.41 862.67 943.87 

Upper and Lower           

Lower Secondary 54.49 113.91 77.51 106.66 63.82 134.01 241.05 191.36 151.19 169.25 

Upper Secondary and           

University 8.36 5.93 10.02 6.49 10.83 17.27 73.42 24.91 16.45 18.65 

Unknown 0.46 0.02 0.97 0.00 0.37 0.00 0.79 0.03 0.00 0.00 

Total Employment 100.0 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

Upper and Lower           

Lower Secondary 11.1 17.7 12.1 18.4 11.7 18.6 16.3 20.4 17.5 17.7 

Upper Secondary and            

University 1.7 0.9 1.6 1.1 2.0 2.4 5.0 2.7 1.9 2.0 

Unknown 0.1 0.0 0.2 0.0 0.1 0.0 0.1 0.0 0.00 0.00 

Source: Calculated from Labour Force Survey data, National Statistics Office 

(Percentage) 

12  1995 has been arbitrarily chosen to reflect a year before the crisis although it can-
not be assumed that this is a normal year. 

13  Defined according to the Labour Force Survey as those who changed their places 
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about 81.7 percent were in the labour force and 1.3 million or 18.3 percent were not. 
The proportion of male/female migrants was 55.9:44.1. However, the proportion of 
the non-labour force migrants was higher for females, i.e. approximately 68.5 per-
cent of the non-labour force migrants were females (Table 4.14). 

        Surprisingly, for the country as a whole, the rural-to-urban migration com-
prised only about 19.3 percent, compared to an urban-to-rural migration of 31.6 
percent. The rural-to-rural migration was the largest proportion of internal migration 
at 38.6 percent. In general, there were more male labour force migrants than female 
labour force migrants. For Bangkok, however, rural-to-urban migration comprised 
about 75.1 percent of the total migration. 

        Regionally, the northeast had the highest proportion of migration, 2.5 million, 
or 35.9 percent of the total. Bangkok had 1.1 million migrants, or about 16.2 per-
cent. It could be observed that the proportion of male/female migration was highest 
in the northeast, with 62.1 percent males to 37.9 percent females. In other regions, 
the sex ratio was close to 50:50. 

 
4.2.5.2 International Migration 
Thai workers working abroad 
In the past decade, many Thai workers went to work abroad for better pay. Out of 
the total number of 202,296 in 1995, the majority of 134,524, or 66.5 percent 
worked in East Asia, mostly in Taiwan. The remaining portions consisted of 46,257 

Table 4.13. Underemployment by Industry 1995-1998 (thousands of people) 

Industry Working less than 20 hours per week Change 

1995 1996 1997 1998 1999 1996 1997 1998 1999 

(Round 1/February)          

Total 490.0 638.8 543.9 1477.2 862.7 148.8 -94.9 933.2 -614.5 

Agriculture 299.2 437.4 353.7 585.6 580.4 138.2 -83.8 231.9 -5.2 

Mining and Quarrying 0.6 0.0 0.0 2.9 4.3 -0.6 0.0 2.9 1.4 

Manufacturing 35.9 51.2 44.1 489.2 49.3 15.3 -7.0 445.0 -439.8 

Construction and Repair 8.3 20.7 13.7 31.0 13.0 12.4 -7.0 17.2 -17.9 

Electricity, Gas, Water, etc. 0.4 0.1 2.3 1.4 1.0 -0.3 2.2 -0.1 -0.4 

Commerce 68.4 70.8 67.5 220.1 105.5 2.4 -3.2 152.5 -114.5 

Transport, Communications 10.7 12.9 11.3 31.3 11.3 2.3 -1.6 19.9 -20.0 

Service and Others 66.4 45.7 51.2 115.8 97.7 -20.8 5.5 64.6 -18.1 

Total 644.4 580.7 721.4 938.4 953.9 -63.7 140.7 217.1 15.5 

Agriculture 473.0 436.3 531.4 713.3 750.1 -36.7 95.1 181.9 36.8 

Mining and Quarrying 0.4 0.9 0.4 0.2 0.0 0.5 -0.5 -0.2 -0.2 

Manufacturing 44.2 32.9 40.5 30.5 30.4 -11.3 7.6 -10.0 -0.1 

Construction and Repair 3.6 8.5 7.7 12.4 18.8 5.0 -0.8 4.7 6.4 

Electricity, Gas, Water, etc. 0.1 0.1 1.3 0.0 0.1 0.0 1.2 -1.3 0.1 

Commerce 61.4 57.0 80.9 100.1 79.1 -4.4 23.9 19.2 -21.0 

Transport, Communications 10.8 3.8 12.7 10.1 11.9 -7.0 9.0 -2.6 1.8 

Service and Others 51.0 41.2 46.4 71.9 63.5 -9.8 5.3 25.5 -8.4 

Source: Report of the Labor Force Survey, National Statistics Office (various years) 

(Round 3/August) 



 

148                  Labour Markets in Transitional Economies in Southeast Asia and Thailand 
 

 
W

ho
le

 K
in

gd
om

 
R

ur
al

->
U

rb
an

 
U

rb
an

->
R

ur
al

 
R

ur
al

->
R

ur
al

 
U

rb
an

->
U

rb
an

 
fro

m
 a

br
oa

d 
U

nk
no

w
n 

 
 

M
a

le
 

F
em

al
e 

M
a

le
 

F
em

al
e 

M
a

le
 

F
em

al
e 

M
a

le
 

F
em

al
e 

M
a

le
 

F
em

al
e 

M
a

le
 

F
em

al
e 

M
a

le
 

F
em

al
e 

W
ho

le
 K

in
gd

om
 

 To
ta

l 
3,

92
7.

0 
3,

10
3.

9 
67

3.
3 

68
3.

4 
1,

30
9.

2 
91

3.
2 

1,
53

7.
9 

1,
17

6.
1 

31
5.

3 
30

3.
8 

87
.4

 
21

.7
 

3.
9 

5.
7 

 E
m

pl
oy

ed
 

3,
47

6.
2 

2,
17

3.
5 

56
3.

6 
46

0.
6 

1,
21

2.
4 

69
4.

9 
1,

38
5.

9 
83

5.
2 

23
2.

6 
16

4.
9 

77
.9

 
12

.6
 

3.
9 

5.
3 

 U
ne

m
pl

oy
ed

 
46

.1
 

46
.9

 
3.

5 
3.

0 
24

.0
 

21
.3

 
15

.8
 

18
.8

 
2.

2 
3.

7 
0.

7 
0.

2 
- 

- 

 N
on

-L
F

 
40

4.
7 

88
3.

5 
10

6.
2 

21
9.

8 
72

.9
 

19
7.

0 
13

6.
2 

32
2.

1 
80

.5
 

13
5.

2 
8.

8 
9.

0 
0.

1 
0.

4 

B
an

gk
ok

 
 To

ta
l 

57
5.

6 
56

1.
1 

42
7.

1 
42

6.
7 

- 
- 

- 
- 

13
2.

9 
13

0.
2 

15
.6

 
4.

1 
- 

0.
1 

 E
m

pl
oy

ed
 

47
8.

3 
37

8.
5 

38
3.

3 
31

6.
8 

- 
- 

- 
- 

79
.6

 
60

.4
 

15
.3

 
1.

3 
- 

0.
1 

 U
ne

m
pl

oy
ed

 
0.

6 
1.

9 
0.

6 
1.

4 
- 

- 
- 

- 
- 

0.
5 

- 
- 

- 
- 

 N
on

-L
F

 
96

.7
 

18
0.

7 
43

.2
 

10
8.

5 
- 

- 
- 

- 
53

.3
 

69
.3

 
0.

3 
2.

8 
- 

- 

C
en

tr
al

 
 To

ta
l 

78
5.

3 
76

3.
8 

90
.8

 
97

.8
 

21
1.

6 
18

7.
5 

39
8.

5 
39

5.
1 

81
.1

 
81

.7
 

1.
6 

0.
8 

1.
6 

0.
8 

 E
m

pl
oy

ed
 

69
9.

1 
52

9.
5 

78
.3

 
64

.7
 

18
4.

7 
12

4.
9 

36
3.

0 
29

1.
4 

70
.1

 
47

.4
 

1.
4 

0.
2 

1.
6 

0.
8 

 U
ne

m
pl

oy
ed

 
7.

4 
5.

1 
1.

3 
0.

4 
2.

1 
1.

3 
3.

4 
2.

7 
0.

6 
0.

6 
- 

0.
2 

- 
- 

 N
on

-L
F

 
78

.7
 

22
9.

1 
11

.2
 

32
.7

 
24

.8
 

61
.3

 
32

.1
 

10
1.

0 
10

.4
 

33
.7

 
0.

1 
0.

4 
- 

0.
0 

N
or

th
  To
ta

l 
57

5.
8 

44
2.

9 
42

.5
 

42
.9

 
20

7.
8 

15
0.

5 
27

1.
8 

21
6.

5 
28

.3
 

23
.9

 
24

.1
 

6.
1 

1.
4 

2.
9 

 E
m

pl
oy

ed
 

49
9.

4 
29

5.
5 

27
.6

 
23

.1
 

18
8.

2 
10

6.
4 

23
9.

1 
14

4.
3 

22
.4

 
14

.3
 

20
.7

 
4.

4 
1.

4 
2.

9 

 U
ne

m
pl

oy
ed

 
9.

8 
12

.4
 

0.
2 

0.
6 

6.
9 

3.
9 

2.
1 

7.
5 

0.
6 

0.
4 

0.
1 

- 
- 

- 

 N
on

-L
F

 
66

.6
 

13
5.

0 
14

.7
 

19
.2

 
12

.7
 

40
.2

 
30

.6
 

64
.7

 
5.

3 
9.

2 
3.

3 
1.

7 
- 

- 

N
or

th
ea

st
 

 To
ta

l 
1,

56
6.

0 
95

5.
6 

64
.0

 
64

.0
 

80
7.

0 
49

6.
0 

60
5.

3 
34

5.
6 

45
.1

 
41

.2
 

43
.8

 
7.

1 
0.

9 
1.

8 

 E
m

pl
oy

ed
 

1,
42

9.
7 

74
3.

1 
36

.6
 

29
.6

 
76

8.
2 

41
0.

9 
54

7.
5 

26
9.

9 
38

.4
 

26
.7

 
38

.1
 

4.
7 

0.
8 

1.
4 

 U
ne

m
pl

oy
ed

 
21

.2
 

20
.0

 
0.

6 
0.

2 
13

.5
 

13
.3

 
5.

7 
4.

6 
0.

7 
1.

8 
0.

6 
- 

- 
- 

 N
on

-L
F

 
11

5.
2 

19
2.

5 
26

.8
 

34
.2

 
25

.2
 

71
.8

 
52

.0
 

71
.1

 
6.

0 
12

.6
 

5.
1 

2.
4 

0.
1 

0.
4 

S
ou

th
  To
ta

l 
42

4.
2 

38
0.

4 
48

.8
 

52
.0

 
82

.9
 

79
.2

 
26

2.
3 

21
8.

8 
27

.9
 

26
.7

 
2.

3 
3.

6 
0.

0 
0.

1 

 E
m

pl
oy

ed
 

36
9.

6 
22

6.
7 

37
.8

 
26

.4
 

71
.2

 
52

.7
 

23
6.

3 
12

9.
6 

22
.0

 
16

.0
 

2.
3 

2.
0 

0.
0 

0.
1 

 U
ne

m
pl

oy
ed

 
7.

1 
7.

5 
0.

7 
0.

4 
1.

5 
2.

8 
4.

6 
4.

1 
0.

4 
0.

3 
- 

- 
- 

- 

 N
on

-L
F

 
47

.5
 

14
6.

2 
10

.3
 

25
.2

 
10

.2
 

23
.8

 
21

.4
 

85
.2

 
5.

5 
10

.4
 

- 
1.

6 
- 

- 
S

ou
rc

e:
  L

ab
ou

r F
or

ce
 S

ur
ve

y,
 ro

un
d 

3,
 1

99
5,

 N
at

io
na

l S
ta

tis
tic

s 
O

ffi
ce

 

 T
ab

le
 4

.1
4.

 M
ig

ra
ti

on
 o

f P
op

ul
at

io
n 

A
ge

d 
13

 Y
ea

rs
 a

nd
 O

ve
r 

by
 E

m
pl

oy
m

en
t,

 R
eg

io
n 

an
d 

D
es

ti
na

ti
on

, 1
99

5 
 

 



 

Growth, Poverty Reduction and Adjustment to Crisis — Thailand                              149 

in ASEAN (22.9 percent), 19,987 in the Middle East (9.9 percent), and 1,528 (1.3 
percent) in Western countries.  Brunei was the destination for the majority of Thai 
workers in ASEAN, while Israel and Taiwan were the most popular places for Thai 
workers in the Middle East, and East Asia, respectively (Table 4.15). With regard 
to the trend, the total outflow of Thai workers had increased from 63,024 in 1990 to 
202,296 in 1995. 

From 1990 to 1995, the percentage shares by region in the Middle East and Africa 
consistently decreased from 43.5 percent to 9.9 percent, and in the Western coun-
tries from 9.7 percent to 0.8 percent. On the contrary, the percentage share in-
creased significantly in East Asia from 19.4 percent to 66.5 percent, while the per-
centage share in ASEAN fluctuated over the same period.  

        The Thai government does not impose restrictions on Thais working abroad. 
Major factors determining the flow of Thai workers are the host countries’ eco-
nomic situation, their policies, and relationships between Thailand and the host 
countries. During the economic crisis, Thai workers found that it was harder to get 
jobs abroad, and some had to come back to Thailand. In the past, tension between 
Thailand and Saudi Arabia, due to the unsolved murders of Saudi Arabian diplo-
mats, resulted in the cessation of Thais migrating to Saudi Arabia for work. 

Table 4.15.  Number of Thai Workers Going Abroad by Country of Destina-
Countries 1990 1991 1992 1993 1994 1995 

Middle East & Africa 27392 21482 23029 17019 17614 19987 
Saudi Arabia 9970 5613 8707 5035 4152 2905 

Qatar 1515 928 944 751 1534 1761 

Bahrain 942 1047 841 750 594 345 

Kuwait 1325 3121 3313 1859 1212 978 
United Arab Emirates  1072 783 1300 1504 1830 1470 

Libya 10610 7651 5407 4597 160 978 

Israel 199 874 1064 1797 7641 10407 
Others 1759 1465 1453 726 491 488 

E-Asia 12229 16931 24984 77661 105861 134524 

Japan 4210 6263 6773 5588 8848 8303 

Taiwan 111 2237 10938 66891 91162 120360 
Hong Kong 7908 8431 7273 5182 5851 5861 

ASEAN 17263 21546 31181 40939 44626 46257 

Singapore 6464 9488 11337 14171 15100 15624 

Malaysia 2087 2473 6608 11358 12232 11830 
Brunei 8009 8840 12729 14750 16553 17292 

Others 703 745 507 660 741 1511 

Western 6140 3890 2524 2331 1663 1528 
USA&Europe&Australia 4933 3218 1913 1634 1241 1149 

Others 1207 672 611 697 422 379 

Total 63024 63849 81718 137950 169764 202296 

% shares by Region       
Middle East & Africa 43.5 33.7 28.2 12.3 10.4 9.9 

E-Asia 19.4 26.5 30.6 56.3 62.3 66.5 

ASEAN 27.4 33.7 38.2 29.7 26.3 22.9 
Western 9.7 6.1 3 1.7 1 0.8 

Note: * January to November 1997. Source: Department of Employment, Ministry of Labour and Social Welfare 
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Alien workers in Thailand 
Legal immigrants: Table 4.16 shows that there were 102,767 legal alien workers 
in 1999. These were skilled and semi-skilled foreign workers who were granted per-
manent residence under the Alien Act, and temporary workers under the Immigra-
tion Law Article 12 or Article 7, and the Investment Promotion Law. The majority 
of legal alien workers (49,976 persons or 48.6 percent of the total), were temporary 
workers under Article 7 of the Immigration Law. The permanent aliens totalled 
19,361, or 18.8 percent. In recent years, the total number of legal workers has de-
creased from 164,313 in 1997 to 102,767 in 1999. The number of temporary work-
ers permitted under Article 12 of the Immigration Law decreased by 66.7 percent. 
However, the number of permanent permits, and temporary permits under Article 
7, and under the Investment Promotion Act (Board of Investment BOI) increased 
12.5 percent, 8.9 percent, and 14.4 percent, respectively.      

        To encourage foreign investment, in June 1997, the Ministry of Interior, with 
approval of the Cabinet, declared that the quota of general aliens who could be 
granted residency permits should not exceed 100 people for each nationality. The 
scheme grants residency permits only to aliens who invest in a business in the coun-
try and bring in at least 10 million baht. After three years, the total number of aliens 
to be granted residency is to be limited to 5,000 persons. Currently the Ministry of 
Interior allows all aliens who have over-stayed in Thailand to apply for such a resi-
dency permit under the same conditions.  

Illegal Immigrants: Immigrants who had worked and stayed in Thailand before 
June 1995 were allowed to register for temporary permits under Article 17 of the 
Immigration Law. The nationals of only three countries, Myanmar, Laos and Cam-
bodia were granted permits. The occupations or production activities were limited 
to labour or unskilled work. However, in 1999, out of 663,776 of the estimated ille-
gal migrant workers, only 99,996 persons, or 15 percent, had registered. Most of 

Table 4.16. Existing Alien Workers in Thailand by Classification, 1996-1999 
     (Persons) 
 1996 1997 1998 1999 %Growth 1997-99 
Legal Alien Workers       316,174         164,313         116,657         102,767  -20.92 
     Permanent       121,521           15,291           21,853           19,361  12.52 
     Article 7 (Temporary)         44,998           42,162           48,288           49,976  8.87 
     Article 10 (BOI)          18,609           18,049           21,474           23,637  14.44 
     Article 12       131,046           88,811           25,042             9,793  -66.79 
Illegal Migrant Workers       717,689         961,467         987,889         663,776  -16.91 
     Registered (1)        293,652         293,652           90,403           99,996  -41.65 
     Myanmar       256,492         256,492           78,904           89,336  -40.98 
     Laos         11,594           11,594             1,231             1,164  -68.31 
     Cambodia         25,566           25,566           10,268             9,496  -39.05 
     Non-registered (2)        423,358         667,815         896,486         563,780  -8.12 
Total    1,033,863      1,125,780      1,104,546         766,543  -17.48 
Note: 1) Registered Illegal Migrant Workers from Myanmar, Laos and Cambodia who received two-year work permits 
in 1996 (held constant in 1997), one year extension in 1998 and 1999. 2) Estimated by National Security Council and 
Ministry of Labour and Social  Welfare (various years) 
Source: Department of Employment, MOLSW (Sub-Committee on Solving Illegal Workers) 



 

Growth, Poverty Reduction and Adjustment to Crisis — Thailand                              151 

the registered workers were migrant workers from Myanmar (amounting to 89,336 
persons or 89 percent of the total). The remaining registered workers came from 
Cambodia and Laos.  

        The total number of illegal migrant workers decreased from 961,467 in 1997 to 
663,776 in 1999 (Table 4.16). In 1999, the estimated number of non-registered mi-
grant workers was 563,780, compared with 99,996 registered workers. From 1997 
to 1999 the number of illegal migrant workers dropped by 16.9 percent, while the 
non-registered migrant workers dropped by 8.1 percent. Illegal migrant workers 
from Laos decreased significantly (68.3 percent), followed by workers from Myan-
mar and Cambodia, i.e. 41 percent and 39 percent, respectively. The decrements 
were due to the repercussions of the Thai economic crisis, and also the government 
policy to stop the flow and send back illegal workers. 

 
Migration policy 
Illegal migrant workers face a number of problems – low wages, discrimination, un-
satisfactory working conditions, and the absence of any form of protection of their 
human rights. The economic crisis resulted in a large number of laid-off Thai work-
ers. At the same time, there were almost one million illegal alien workers around 
Thailand, with less than 300,000 registered. Thailand does not have policy to allow 
these workers to stay permanently, and tries to systemise those who already are in 
the country. Registration of alien workers is a major measure to control immigration. 
The registered workers will be repatriated when they complete their term. This is to 
prevent them from competing for jobs with Thai workers.  

         In June 1998, to increase job opportunities an estimated one million unem-
ployed Thai workers, 300,000 registered migrants were repatriated when they com-
pleted their two-year terms. Unregistered migrants were to be arrested. 

        However, there were complaints and pressure from businessmen, forcing the 
government to extend the terms of employment for registered migrants. At the pres-
ent time, registered workers from Myanmar, Laos and Cambodia are allowed to 
work until August 2001. The permissible areas cover 18 industries in 37 provinces. 
The jobs are in unskilled activities that are difficult to fill with Thai workers.  

 
4.2.5.3. Impacts on Migration After the Crisis 
After the crisis, there were major changes in the patterns of migration in Thailand. 
There was a decline in labour flows from the agriculture to the non-agriculture sec-
tors, and a reverse trend of labour movement towards rural areas. 

        Figure 4.4 illustrates the net movement of workers from the agricultural sector 
to other industries in the first quarters of 1996 and 1999. Generally the number of 



 

152                  Labour Markets in Transitional Economies in Southeast Asia and Thailand 

migrants from the agriculture sector is typically high in the first quarter of each 
year, as it is the dry season in agriculture. In the first quarter of 1997, prior to the 
crisis, 326,907 workers in the agricultural sector migrated to the manufacturing sec-
tor, while the number of migrants moving from the agricultural sector to the con-
struction, commerce, and service sectors accounted for 531,491, 215,211, and 
130,277 workers, respectively. 

        However, in the first quarter of 1998, five to eight months after the floating of 
the Thai baht, migration out of the agricultural sector to other industries drastically 
declined. While migration to the manufacturing sector slightly decreased (by ap-
proximately 32,100), that to the construction sector significantly dropped by 56 
percent (from 0.5 million in the first quarter of 1997 to 0.2 million in the same pe-
riod in 1998). Furthermore, the net outflow of workers to the service sector was 
negative in this period, that is, 5,844 workers moved from the service to the agricul-
tural sector. Slow growth discouraged migration.  

        There was another major adjustment in labour migration, as the trend of labour 
to move from rural to urban areas, especially to Bangkok, reversed after the crisis. 
There were a number of workers, so-called temporary migrants, who moved to 
Bangkok to take up contract jobs, typically in the construction sector, but then 
returned to their former place of residence after the termination of their contracts. 
According to LFS data, the number of returned migrants, people from rural and 
other urban areas outside Bangkok who left Bangkok in the first quarter of 1997, 
was 623,000. The number significantly increased by 225,000 during the same period 
in the following year.  

         It is clear from the evidence that the labour market in Thailand adjusted to the 
economic crisis by sharply reducing the agriculture to non-agriculture labour flows 
that characterised Thai economic development during the 1990s (World Bank 
2000d:17). It is also evident that a large-scale reverse migration took place, leading 
to an increasing number of unemployed people in rural areas.  

        Sauwalak (2000) investigated the migration data in 1999, a few years after the 
crisis. The situation in 1999 illustrated a reverse of the 1997-1998 trend. While the 
rural-urban migration in 1997-1998 had risen, it dropped significantly in 1999. The 
urban-rural migration trend greatly declined in the same year. This trend indicates 
that workers returned to urban areas for jobs, which were unavailable in rural areas.  

 
4.2.6. Links Between the Labour Market, Poverty Reduction and Growth 
Conceptually, the labour market, poverty reduction strategies and economic growth 
are interrelated and impact the incomes of the poor. On the other hand, economic 
growth, development strategies and consequent structural changes determine the 
level of employment, as well as wage rates.  
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        As discussed earlier, there have been major structural changes in production, 
exports, and the labour market. These have occurred with the achievement of signifi-
cant growth in Thailand’s economy for the decades prior to the crisis. Even though 
the number of the poor tended to decrease over time, poverty remained and income 
distribution was worsened, as people with an upper level of income tended to gain 
more from economic growth.  

        This section provides a brief review of growth and poverty, in addition to the 
labour market, which has already been discussed. The intent is to explore a link be-
tween economic growth, poverty reduction, and the labour market in Thailand. The 
analysis concentrates on the period from 1988 to 1999, which covers the different 
situations prior to and after the crisis. 

 
4.2.6.1. Economic Growth 
From 1987 to 1996, the Gross Domestic Product (GDP) of Thailand increased at a 
dramatically high rate. While annual GDP growth from 1981 to 1986 was only 5.5 
percent, the growth rate from 1987 to 1990 was more than 10 percent on the aver-
age. The average GDP growth rate slightly dropped to 8.5 percent from 1991 to 
1995, and declined further to 5.9 percent in 1996, largely due to the slowdown in 
Thailand’s exports. At the time of the crisis in 1997, Thailand experienced a nega-
tive growth rate of 1.7 percent for the first time in decades. Even worse, the drastic 
negative growth rate in the following year was as high as 10.2 percent. 
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        As mentioned above, both production and exports of manufactured products 
have become increasingly important in Thailand’s economy. Manufactured prod-
ucts share of total GDP and total exports significantly increased from 1970 to 1998, 
while agricultural products dramatically fell during the same period.  

        Considering GDP growth by sectors, GDP in the manufacturing sector signifi-
cantly grew, especially, from 1987 to 1995, while GDP growth in the agricultural 
sector fluctuated, which can primarily be explained by uncertainties in a number of 
factors, for example, prices of agricultural products and weather conditions.  

 
4.2.6.2. Poverty 
The poor by definition are persons whose annual income is below the poverty line. 
Considering the proportion of the poor in each region to the total number of the 
poor, in 1994 and 1996, approximately 60 percent of the poor lived in the north-
east, while Bangkok contributed the lowest proportion to total poverty (less than 1 
percent during both periods). The proportion of the poor in the northeast, and the 
south fell from 60 percent and 14.2 percent in 1994, to 57.5 percent and 13.61 per-
cent, respectively in 1996. In contrast, the share of the poor in the populations of 
the central and the northern regions slightly increased respectively from 9.4 percent 
and 16 percent in 1994, to 10.2 percent and 18.5 percent in 1996 (Table 4.17).  

The head count index to total poverty in each area in 1994 and 1996 also indicated a 
decline in the proportion of the poor in Bangkok and urban areas. The lowest pro-
portion of poverty was in Bangkok, 0.8 percent in 1994 and 0.3 percent in 1996, 
while those in rural areas were the highest (24.4 percent and 17 percent, respec-
tively). The proportion of the poor in urban areas also significantly decreased dur-
ing the same period, from 9.1 percent in 1994 to 3.9 percent in 1996 (Table 4.18). 
In terms of distribution, 90.3 percent and 97.5 percent of the poor were in rural 
areas in 1994 and 1996, respectively, while the poor in Bangkok and urban areas 
altogether were only 9.7 percent and 2.5 percent during the same periods.  

        Considering the education level of heads of households, persons with no educa-
tion, and those with elementary education, altogether accounted for approximately 
97.6 percent of the total in 1994. The proportion of persons with university educa-
tion accounted for only 0.1 percent in the same year. In 1996, there were slight in-
creases in the proportion of the poor with lower secondary, upper secondary, and 
vocational and technical education. Levels rose respectively from 1.6 percent, 0.4 
percent, and 0.3 percent in 1994, to 2.6 percent, 0.9 percent, and 0.6 percent in 
1996. This was accompanied by a general decrease in the poor with elementary and 
university education (Table 4.19). 

        With respect to production sectors, more than 74 percent of the poor were in 
agriculture in 1994, while those in manufacturing, construction, trade, transporta-
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tion, and services altogether accounted for about 11.5 percent of the total. While the 
proportion of the poor in the agricultural sector significantly declined to 50 percent 
in 1996, the proportion in other sectors tended to rise, especially in the trade and 
service sectors. The share of the poor in the trade sector increased from 2.5 percent 
in 1994 to 9 percent in 1996, and that of the service sector increased from 4 percent 
to 12.7 percent during the same periods (Table 4.20).   

The proportion of the male poor to the total male population was slightly higher 
than that of the female poor in both periods. The proportion of the male poor de-
clined from 19.2 percent in 1994 to 14.3 percent in 1996. Similarly, the proportion 
of the female poor to the total female population also fell from 16.9 percent in 1994 
to 13 percent in 1996 (Table 4.21). 

        From these statistics, it can be concluded that between 1994 and 1996, the 
majority of the poor were those living in the northeast, the north, and the south, 
which added up to around 90 percent of the total number of poor. In addition, more 
than 97 percent of the poor were in rural areas in all regions in 1996, and the major-
ity of the poor were in the agricultural sector. Furthermore, persons with no formal 
education or with elementary education accounted for more than 95 percent of total 
poverty, and there was not much difference between the male and female poor. 

Table 4.17. Share of Poor Households by Regions, 1994 and 1996 
 1994 1996 

Bangkok 0.50 0.23 

Central 9.40 10.15 

North 16.00 18.48 

Northeast 60.00 57.53 

South 14.20 13.61 

Source : 1994 Socio-economic Survey 

Table 4.18. Percentage of Households Under the Poverty Line by Total 
Population, by Areas, 1994 and 1996 

 1994 1996 

Bangkok 0.75 0.27 

Urban 9.10 3.91 

Rural  24.36 17.02 

Source : 1994 Socio-economic Survey 

Table 4.19. Percentage of Households Under the Poverty Line by Total 
Population, by Education 1994 and 1996 

 1994 1996 

None 29.77 27.00 

Primary 20.61 14.83 

Lower Secondary 4.82 5.69 

Upper Secondary 2.90 5.22 

Graduation 0.66 0.00 

Vocational & Technical 1.76 2.25 

Source : 1994 Socio-economic Survey 
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Poverty incidence  
A study by the World Bank (2000e) attempts to illustrate the trend of poverty 
incidence in Thailand from 1988 to 1999 by employing four different measurements 
of poverty, which are the absolute number of the poor, their share of the total 
population, the poverty gap ratio,14 and the average value of the square of the dif-
ference between incomes of those below the poverty line and the poverty line itself. 
Even though these measures capture different aspects of poverty, all measures 
move exactly in the same direction over time, in which poverty incidence tended to 
decline considerably up to 1996, but then increased in 1998 and 1999. 

        According to data from the National Economic and Social Development Board 
(NESDB), the number of the poor significantly decreased from 17.9 million in 1988 
to 13.5 and 6.8 million in 1992 and 1996, respectively. Similarly, over the eight-year 
period, the share of the poor in the total population drastically fell by 21.2 percent, 
from 32.6 percent in 1988 to 11.4 percent in 1996. In other words, on average, each 
year 2.7 percent of the total population moved from incomes below the poverty 

line to incomes above it. Furthermore, the decreasing poverty gap ratio from 10.4 to 
2.8 during the same period also indicates a decline in average difference between 
incomes of those below the poverty line and the poverty line itself. 

        The poverty situation improved significantly from 1988 to 1996, during the 
same period as the GDP growth rate of Thailand surged to levels of more than 8 
percent annually. However in 1988, a year after the crisis of 1997, all indexes of 
poverty showed a moderate increase and then significantly rose in 1999. The num-
ber of the poor increased by approximately 3 million from 1996 to 1999, while the 

Table 4.20. Share of Poor Households by Sector of Employment, 1994 and 
1996 
 1994 1996 

Agriculture 74.34 49.97 

Manufacturing 1.90 3.63 

Construction 1.92 4.03 

Industrial trades 2.48 9.00 

Transport 1.21 2.24 

Services 3.99 12.73 

Inactive 14.17 18.35 

Source : 1994 Socio-economic Survey 

Table 4.21. Percentage of Households Under the Poverty Line by Total 
Population, by Sex 1994 and 1996 
 1994 1996 

Male 19.18 14.26 

Female 16.93 13.04 

Source : 1994 Socio-economic Survey 

14   Poverty gap ratio measures the average difference between incomes of those below 
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proportion of the poor to total population in rural areas and in the northeast also 
rose respectively from 14.9 percent and 19.4 percent in 1996 to 21.5 percent and 
30.8 percent in 1999.  

         While the population in rural areas accounted for only 68.5 percent of the total 
population in Thailand, the proportion of the poor in rural areas to the total number 
of the poor was as high as 92.6 percent. Similarly, more than 65 percent of the total 
number of the poor were people living in the northeast; the population share in the 
northeast accounted for only 34.4 percent. This in turn reflects the intensity of the 
poverty incidence in rural areas and in the northeastern region of Thailand. 

 
Growth, the labour market and poverty reduction 
It is quite apparent that during the period of high economic growth, poverty in 
Thailand decreased. Then, because the crisis resulted in negative GDP growth, the 
number of the poor increased. As such, there is a clear positive relationship between 
poverty alleviation and economic growth.  

        Table 4.22 shows annual GDP growth and annual changes in poverty incidence 
classified into rapid growth, medium growth and slow growth periods. Average 
GDP growth during the high growth period was 9 percent, and poverty incidence 
declined by 4.1 percent. Poverty incidence decreased by 2.6 percent during the me-
dium growth period when average GDP growth was 5.7 percent per annum. During 
the period of slow growth, including the years after the crisis, GDP growth was 
only 1.4 percent per annum, and the poverty incidence rose by 0.8 percent.  

It is not easy to establish the statistical relationship between GDP growth and pov-
erty alleviation. While we have a long series of annual data on GDP, measures of 
poverty incidence were done from time to time, not on an annual basis. However, 
the World Bank (2000e) used econometric analysis to quantify the relationship be-
tween growth and poverty reduction employing data from 1962 to 1999. The sam-
ple size was small, covering 11 observations, because it includes only the periods 
when the poverty incidence variable was available. However, this exercise is highly 
informative. 

        Regression results confirm that growth and poverty reduction are correlated. 
The elasticity value was 0.49. This means that an increase of real GDP by 1 percent 
per year reduces poverty incidence by about one-half of 1 percent per year.  

        Trade liberalisation, i.e. tariff reduction, also moderately improves the poverty 
situation. The World Bank (2000e) reports simulation results from a research study 
employing a computable general equilibrium model. This model analysed the impact 
of a 10 percent tariff reduction. The results show that, with trade liberalisation, 
household income will increase and poverty will decline. Tariff reduction reallocates 
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resources from protective to non-protective sectors. The protective sectors are 
those which are capital-intensive and the non-protective sectors are light industries 
which are labour-intensive, and also the agriculture sector. Thus, trade liberalisation 
benefits workers because as incomes in labour-intensive sectors increase, the pov-
erty of workers declines. 

        The Thai labour market adjusted well to GDP growth. Thailand not only estab-
lished high GDP growth, but also progressed towards the status of a newly-
industrialised country (NIC). Employment in the agricultural sector declined, while 
the manufacturing and service sectors rose. The correlation coefficient between real 
GDP and employment in the agriculture sector from 1989 to 1998 was negative, 
while the coefficients for other sectors were positive and close to one. This indi-
cates a strong relation between employment and GDP growth (Table 4.23).  

        Between 1977 and 1999, employment in the agricultural sector had the highest 
share in total employment, despite a decline in the 1990s. Even though employment 
in the agricultural sector generally increased from 1977 to 1990, its share of total 
employment moderately declined during the same period. Both employment in the 
agricultural sector and its share of total employment, however, continued to de-
crease after 1990. In contrast, employment in the manufacturing, wholesale and 
retail trade, and service sectors generally increased between 1977 and 1999, both in 
terms of the number of employed and the proportion of total employment.  

        The movement of labour to more dynamic and higher-wage sectors elevates 
incomes and standards of living of workers. 

        Table 4.24 shows that the correlation coefficients between real GDP and real 
wages are all positive and close to one, implying that higher wages boost the in-

Table 4.22. GDP Growth, Poverty Reduction 

Year Annual GDP growth Annual change  

 
1986-88 9.75 -6.15 
1988-90 10.27 -2.70 
1992-94 7.01 -3.45 

Average 9.01 -4.10 
  Medium growth periods 

1962-69 5.08 -3.60 
1990-92 6.47 -2.00 
1994-96 6.44 -2.45 
1975-81 4.87 -2.18 

Average 5.71 -2.56 
 Slow growth periods 

1969-75 4.15 -2.42 
1981-86 3.67 1.88 
1996-98 -6.5 0.80 
1998-99 4.16 2.90 

Average 1.37 0.79 
Source: Adapted from Table 8,  Warr 2000 

 Rapid growth periods 
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comes of workers. Even wage rates of workers with low education improved. Table 
4.25 shows that the growth rate of wages for workers with primary education was 
18.7 percent from 1993 to 1997. The majority of workers in the manufacturing sec-
tor are primary-school educated; thus, they greatly benefited from economic 
growth. 

        Growth is not the only factor affecting poverty reduction. Government policy 
and quality of growth are also important. However, the above information clearly 
illustrates the strong positive relation between GDP growth and poverty reduction 
in the case of Thailand. The economic growth creates employment and higher wage 
rates. The Thai labour market is flexible, so it has facilitated the movement of labour 
from the agriculture sector to the more dynamic and high growth manufacturing and 
service sectors. Workers, therefore, can benefit from economic growth and structural 
changes. The recession, due to the crisis, undermined the poverty reduction process, 
and the government needed to initiate measures to cope with this. 

 

4.3. The Labour Market and Adjustment to Crisis 

4.3.1. The Asian Crisis and Consequences for Labour Markets 
4.3.1.1. Nature and Cause of the Crisis 
The 1997 crisis in Thailand was the consequence of a number of complicated fac-
tors. These included a fragile financial system and vulnerability to the international 
economic environment. The former meant the country was vulnerable to speculative 
attack, while the latter required gaining the confidence of international markets and 
investors, as well as creating capacities to absorb external shocks. 

        Capital inflows to Thailand continuously increased during the 1990s, with 
short-term inflows as a major part of these. Constantly rising current account defi-

Table 4.23. Correlation Between Real GDP and Employment by Sector, 
1989-1998 

 Correlation 
Agriculture -0.91 
Industry 0.99 
Service 0.94 
Total 0.87 
Source : Labour Force Surveys, different years 

Table 4.24. Correlation Between Real GDP and Real Wage by Sector, 1990-
1998 

 Correlation 
Agriculture 0.91 

Industry 0.88 

Service 0.87 

Total 0.93 

Source : Labour Force Surveys, different years 
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cits confirmed over-heating of the Thai economy. The major factors contributing to 
the vulnerable balance of payments situation were both capital account liberalisation 
and the international trade structure of Thailand. The domestic policy approach 
included implementation of tight monetary policies effecting a relatively higher do-
mestic interest rate.  

        Despite relatively high domestic interest rates, demand for loans increased as a 
result of over-optimism about the potential for profits in the real estate sector. Fi-
nancial institutions became vulnerable because they accepted as collateral, real estate 
assets, which were significantly inflated in value. The combination of an inflexible 
fiscal policy, inappropriate lending practices and excessive demand for loans, meant 
that the economy had to rely on short-term external borrowing. However, these 
conditions would not necessarily have led to the crisis, had a mistake not been made 
in maintaining a fixed exchange-rate at a time of international financial liberalisation. 
When speculators began to attack the Thai baht, the government had no choice but 
to devalue the currency. 

 
4.3.1.2. Consequences for the Labour Market 
The severity of the impact of a financial crisis on labour depends on three major 
elements. The first is the flexibility of quantity adjustment by the groups and/or 
industries directly affected by the crisis. The flexibility of employment can coop-
eratively happen between employers and workers. Firms can adjust their produc-
tion process to maintain the level of employment, while the workers can reduce 
their working hours to minimise the cost of production. The second is the flexibility 
of wage adjustment, which provides firms the option of reducing their operating 
costs and consequently minimising the impact of the crisis on employment. The 
final factor is the structure of the economy. Thailand has relatively large agricultural 
and informal sectors, which are more likely to be able to absorb workers from other 
sectors who are directly effected by the crisis. In addition, government assistance in 
the form of various kinds of policies can also reduce the impact of the crisis on la-
bour. The study of the impact of the crisis in this section consists of five parts. 
These are the impact of the crisis on employment, unemployment, underemploy-
ment, the labour force, and real wages. The analysis will proceed by comparing the 

 Growth Rate (%) 

No education & unknown 16.07 

Primary 18.67 

Lower Secondary 11.45 

Upper Secondary 13.76 

Upper & Lower Vocational 13.35 

University 13.77 

Source : Labour Force Surveys, different years 

Table. 4.25. Growth Rate of Wages by Type of Education from 1993-1997 
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above five indicators in rounds two, three, and four during the crisis, to the same 
indicators before the crisis. 

 
Impact of the crisis on employment 
The construction sector, as a major part of the real-estate-driven “bubble” economy, 
was the most severely damaged by the crisis. Table 4.26, which compares the per-
centage change of average sectoral GDP in eight quarters before and during the crisis, 
indicates that GDP in the construction, commerce and service sectors declined 53.1 
percent, 12.4 percent, and 10.1 percent, respectively. The industries that were less 
involved during the “bubble” period before the crisis, such as the agriculture, mining, 
and electricity, gas and water supply sectors, had an increasing percentage of aver-
age sectoral GDP.  

        The crisis had a similar impact on the labour market. Workers in the construc-
tion sector were the most seriously affected. The negative results of the “bubble” 
economy also affected employment in the manufacturing and transportation sectors, 
but not in the electric, gas and water, commerce and service sectors. As seen in Ta-
ble 4.27, the percentage changes of average employment in the construction sector 
between 1995 and 1999 decreased respectively by 35.6 percent, 41 percent, and 39 
percent, according to data from rounds two, three, and four. For the agricultural 
sector, even though its sectoral GDP increased insignificantly by 1.3 percent, com-
pared with the average GDP, the crisis had an ambiguous impact on employment in 
this sector which normally employs 40 to 50 percent of the total workforce. For 
short and medium periods of comparison, average employment in the agricultural 
sector during the crisis period slightly increased by approximately 0.2 percent (two-
round average) and 1.1 percent (three-round average). But, for a longer-term impact, 
average employment in the agriculture sector during the crisis  decreased 1.6 percent 
when the comparison was extended to round four of the survey.  

        Similar to data on the construction industry, data from the labour force survey, 
which were classified by occupation, indicated that craftsmen and production work-
ers were the most-severely affected. Their average employment during the crisis 
decreased respectively by 14.4 percent (in a two-round average), 17.2 percent (in a 
three-round average), and 15.2 percent (in a four-round average). Clerical, transport 
and communication workers also suffered from the crisis. Average employment in 
all other groups of occupations, except agricultural workers, increased during the 
crisis. Professional and technical occupations experienced the largest percentage 
increase (12.9 percent, 20.4 percent, and 21.9 percent for the different round aver-
ages). The impact of the crisis on farmers and fishermen could not be unambigu-
ously judged. The average employment of agricultural workers increased during the 
crisis period for the short and medium terms, but the outcome was reversed when 
the comparison was extended to a longer period. 
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        The gender-specific impact of the crisis was also somewhat ambiguous. In a 
shorter-period comparison of employment before and during the crisis, the adverse 
effects of the crisis were greater for males than for females. However, in a longer-
period comparison, these negative effects of the crisis on employment observably 
were greater for females (i.e. when the comparison was extended to four rounds of 
the survey. The percentage changes for males were –1.6 and –1.3, while the percent-
age changes of females were –1.4 and –0.9 for rounds two and three, respectively 
(Table 4.27). These comparisons indicate that employment during the crisis de-
clined for both males and females, but to a greater degree for males. Nevertheless, 
the percentage change of employment in four periods before and during the crisis 
indicates that females employed during the crisis decreased 1.4 percent, which is 
larger than the 1.1 percent decrease for males. 

        The economic downturn in Thailand in 1997 clearly had a larger negative im-
pact on employment in rural areas than in urban areas. Employment in urban areas 
actually increased after the arrival of the crisis, while employment in rural areas 
declined. Table 4.27 further shows positive percentage changes of average employ-
ment levels (2.3, 3 and 4.1 percent in urban areas in rounds two, three, and four, 
respectively). However, the percentage changes of average employment in rural 
areas were negative. Data from the labour force surveys also show that the north-
eastern region of Thailand was the hardest hit by the crisis in terms of employment, 
while the impact in Bangkok was the mildest. Employment in the north and north-
east declined, but that of Bangkok, the central and the southern regions increased. 

        The impact of the crisis on employment was also unequally distributed across 
the different education groups. The less-educated had less ability to absorb the 
shock. Workers with an education less than secondary school decreased over the 
crisis period. In contrast, workers with higher secondary schooling experienced an 
increase in employment. This implies that persons with higher levels of education 
can be more flexible in terms of quantity adjustment, and therefore, the severity of 
the crisis’s impact on their employment would be milder. This argument can be 
further applied to the analysis of employment classified by age. The adverse effects 
of the crisis were smaller for older workers than for younger. The younger workers 
were less flexible in adjusting to the loss of their jobs. Thus, the employment of 
these groups decreased during the crisis. The average employment of workers aged 
less than 29 decreased in all rounds of comparison – the opposite for workers older 
than 29. The average employment increased 4.3 percent, 6.7 percent, and 8.4 per-
cent for workers between 40 to 49, and also expanded 2.5 percent, 4.3 percent, and 
4.5 percent for workers aged 50-59 years in all rounds of the survey.  
 
Impact of the crisis on unemployment  
The negative consequence of the crisis on unemployment was unevenly spread over 
every sector with a moderate degree of severity. Despite its sectoral GDP growth, 
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in the short and medium periods, the mining sector was hit the hardest by the crisis 
in terms of unemployment. Average unemployment in this industry increased 546.4 
percent and 323.7 percent in rounds two and three, respectively, from before and 
during the crisis. Unemployment in the agriculture sector increased about 90-100 
percent, but was considered as almost the lowest among all sectors. Average unem-
ployment classified by occupation showed that unemployment among farmers and 
fishermen increased by the smallest amount compared to other occupations. In me-
dium- and long-term comparison of average unemployment during and before the 
crisis, administrative and professional employees were the groups of occupations 
that suffered the most. Average unemployment of administrators during the crisis 
increased 600.3 percent and 745.2 percent, while unemployment of professionals 
expanded to 403.9 percent and 384.3 percent in rounds three and four. 

        In terms of unemployment, the negative effects of the crisis were larger for 
males than for females. Table 4.28 shows an increase in average unemployment for 
both males and females during crisis period, but the magnitude of unemployment for 
males was greater than for females. Average unemployment of males during the cri-
sis period increased 123 percent, 182.6 percent, and 189.9 percent. For females, the 
increase was 68.6 percent, 129.2 percent, and 125.6 percent for rounds two, three, 
and four of the survey. Statistics also indicate larger disturbing consequences of the 
crisis on unemployment in urban areas. Average unemployment during the crisis 
increased substantially more in urban than in the rural areas for all rounds of com-
parison. The data on unemployment also showed that Bangkok had the largest in-
crease in unemployment, while the southern region experienced the smallest. For all 
periods of comparison, the average unemployment during the crisis period in Bang-
kok increased 200.2 percent, 243.7 percent, and 278.3 percent, but the same data on 
the southern region indicated an expansion of 91.1 percent, 108.6 percent, and 96.7 
percent.  

        As mentioned above, the severity of the impact of the crisis on labour partially 
depended on the ability of quantity adjustment. Younger workers and those with 
less education supposedly carried a higher burden of negative effects, since they 
seemed to be less flexible. Nevertheless, during the economic downturn, workers 
with the least education and the youngest employees experienced the smallest in-
crease in unemployment, while workers with middle level education and of middle-
age were the most seriously affected. Uneducated workers experienced an increase 
in unemployment of 64.1 percent, 46.9 percent, and 41 percent, while the average 
unemployment of workers with university education increased 175.8 percent, 230.5 
percent, and 243.9 percent for all three rounds of comparison. During the crisis, 
average unemployment of the youngest workers (aged 13-14), increased 32.2 per-
cent and 4.1 percent for medium and long-term comparisons, and actually decreased 
2.4 percent in round two. 
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 % Changes of Ave. in 2 
Rounds 

% Changes of Ave. in 3 
Rounds 

% of Changes of Ave. in 
4 Rounds 

Industry    
Agriculture 0.17 1.13 -1.60 

Mining -5.54 5.12 6.91 

Manufacturing -2.34 -2.29 -1.66 

Construction -35.57 -41.04 -39.10 

Electricity, Gas, Water  16.51 12.33 7.56 

Wholesale and Retail Trade 2.92 4.69 7.26 

Transportation -2.70 -0.18 -0.07 
Services and Others 9.44 12.30 13.92 

Total -1.52 -1.10 -1.21 

Occupation    

Professional, Technical  12.87 20.41 21.90 

Administrative 4.54 9.47 13.56 

Clerical Workers 4.55 -1.47 -2.14 

Sales Workers 6.13 8.24 10.41 

Agricultural and Mining Workers 0.07 1.12 -1.66 
Transport and Communication -6.70 -4.11 -4.13 

Craftsmen and Production Workers -14.40 -17.20 -15.22 

Service, Sport and Recreation 3.00 5.84 7.88 

Sex    

Male -1.58 -1.30 -1.05 

Female -1.44 -0.86 -1.41 

Total -1.52 -1.10 -1.21 

Location    
Rural  -2.49 -2.17 -2.56 

Urban 2.26 2.98 4.14 

Total -1.52 -1.10 -1.21 

Region    

Bangkok 2.72 2.38 3.35 

Central -0.24 0.65 1.19 

North -3.85 -2.55 -1.96 

Northeast -3.55 -4.19 -5.64 
South 0.81 2.17 2.67 

Total -1.52 -1.10 -1.21 
Education    

None -17.70 -14.29 -12.17 

Elementary -6.72 -7.42 -8.69 

Secondary 17.89 21.48 25.31 

Vocational 6.44 7.41 6.54 

University 18.76 22.86 27.92 

Others 0.30 6.11 9.68 

Total -1.52 -1.10 -1.21 
Age    

13-14 -5.28 -7.17 -19.92 

15-16 -13.98 -19.73 -24.80 

20-24 -8.89 -10.30 -11.13 

25-29 -2.43 -2.07 -1.60 

30-34 -0.47 0.02 0.15 

35-39 -0.81 0.11 1.01 
40-49 4.34 6.65 8.44 

50-59 2.47 4.28 4.54 

60 and Up 0.25 2.48 2.33 

Total -1.52 -1.10 -1.21 

Source: Labour Force Surveys, different    

Table 4.27. Employment, 1995-1999  
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Impact of the crisis on the labour force 
The impact of the crisis on the labour force was serious in the construction sector. 
In terms of labour force decline, the construction sector was the only industry hav-
ing a negative change in all rounds. The labour force in this sector decreased 27.6 
percent, 33.2 percent, and 31.7 percent during the crisis period for all rounds.  

        Compared to the construction sector, the labour force in other industries 
mostly increased during the period of crisis in all three rounds of comparison. The 
electric, gas and water supply sector and the service sector had the largest increases 
in labour force. The labour force in the electric, gas and water supply industries  
increased 17.2 percent during the crisis for round two, while the labour force in the 
service sector rose 13.9 percent and 15.5 percent during the crisis for the third and 
fourth rounds. The labour force in the agricultural sector increased only 1.5 percent 
and 2.8 percent for rounds two and three, but decreased 0.1 percent when the com-
parison extended to round four.  

        Data on the labour force classified by occupation correspondingly exhibit a 
similar adverse impact of the crisis on those grouped by industry. Craftsmen and 
production workers, who mainly worked in the construction sector, also had the 
largest decline in the labour force. Transport and communication were also occupa-
tions which experienced a decrease in the labour force. Other groups, however, ex-
perienced a positive change during the crisis. Professional and technical occupations 
exhibited the largest increase in the labour force, with a rise of 14.9 percent, 22.8 
percent, and 23.9 percent during the crisis for rounds two, three, and four. Agricul-
ture workers also exhibited a similar change.  

        The crisis contributed to expansion of the male labour force in urban areas. 
During the crisis for rounds two, three, and four, the male labour force increased 1.4 
percent, 2 percent, and 1.4 percent, but the female labour force increased 0.8 per-
cent, 1.4 percent, and –0.2 percent.  The labour force in urban areas increased 4.6 
percent, 5.7 percent, and 5.2 percent, while rural areas expanded 0.3 percent, 0.7 
percent, and –0.5 percent for all rounds, before and during the crisis. The data fur-
ther shows that the labour force in the Bangkok area increased the most. Of all re-
gions, the north is the only one which showed a decrease in the labour force during 
the crisis. Data on the impact of the crisis indicate that workers with low education 
and younger workers suffered the largest decline in employment. 

Impact of the crisis on underemployment 
During the crisis, underemployment increased in every industry except the electric, 
gas and water supply sector. Underemployment in the electric, gas and water sup-
ply sector declined 43.1 percent, 6.1 percent, and 2.6 percent during the crisis for all 
rounds (Table 4.29). Underemployment in the mining and manufacturing sector 
increased 230.8 percent, 695.7 percent, and 440.5 percent, which is the largest in-
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 % Changes of Ave.  
in 2 Rounds 

% Changes of Ave.  
in 3 Rounds 

% of Changes of  
Ave. in 4 Rounds 

Industry    
Agriculture 90.31 99.54 98.33 

Mining 546.38 323.71 137.51 
Manufacturing 260.49 239.66 242.84 

Construction 266.69 265.33 257.23 

Electricity, Gas, Water  294.38 64.82 90.52 
Wholesale and Retail Trade 276.74 274.62 268.68 

Transportation 295.55 306.51 214.41 

Services and Others 166.20 160.73 191.11 

Total 148.83 155.92 157.16 
Occupation    

Professional, Technical  346.12 403.94 384.31 
Administrative 288.54 600.25 745.23 

Clerical Workers 328.48 342.09 314.86 

Sales Workers 211.29 236.56 220.64 
Agricultural and Mining Workers 90.34 99.57 99.08 

Transport and Communication 161.97 164.70 174.99 

Craftsmen and Production Workers 263.62 241.30 241.12 
Service, Sport and Recreation 161.89 132.45 150.36 

Total 148.83 155.92 157.16 

Sex    
Male 123.00 182.64 189.94 

Female 68.57 129.15 125.63 

Total 95.45 155.93 157.19 

Location    
Rural  142.53 146.00 144.39 

Urban 181.97 214.01 231.00 

Total 148.88 155.95 157.20 
Region    

Bangkok 200.18 243.67 278.31 
Central 164.43 170.10 157.47 

North 159.63 112.51 108.00 

Northeast 140.40 160.66 166.94 
South 91.08 108.58 96.66 

Total 148.83 155.92 157.16 

Education    
None 64.11 46.89 40.98 

Elementary 138.88 137.23 132.16 

Secondary 196.41 223.57 246.44 
Vocational 104.76 128.31 131.26 

University 175.80 230.54 243.86 

Others  1,154.63 1,358.10 

Total 148.83 155.92 157.16 
Age    

13-14 -2.38 32.15 4.09 
15-16 116.99 110.85 121.51 

20-24 129.66 136.14 144.99 

25-29 146.02 160.96 160.68 

30-34 189.62 193.14 196.37 
35-39 233.46 248.23 234.43 

40-49 252.78 235.76 232.73 

50-59 131.23 156.59 139.60 
60 and Up 59.58 91.98 62.00 

Total 148.83 155.92 157.16 

Source: Labour Force Surveys, different years    

Table 4.28. Unemployment, 1996-1999  
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crement during the crisis. Underemployment grew the least in the agriculture sector, 
where the percentage changes of underemployment during the crisis period were 
64.4 percent, 53.1 percent, and 54.6 percent. Underemployment increased in every 
occupational group and significantly varied from the largest increment in the clerical 
group (3033.6 percent, 2015.1 percent, and 1453.4 percent), to the smallest incre-
ment for farmers and fishermen (64.5 percent, 53.1 percent, and 54.7 percent).  

        The effect of the crisis in terms of increasing underemployment was equal for 
both males and females. But, the same effect was unevenly shared between rural and 
urban areas. Underemployment in rural areas rose 70.2 percent, 56.6 percent, and 
55.3 percent, while underemployment in urban areas increased much more at 758.8 
percent, 494.5 percent, and 347.2 percent. The impact of the crisis on underem-
ployment was also unevenly distributed across regions. Bangkok had the largest 
increase in underemployment (2119.2 percent, 1377.6 percent, and 838.1 percent 
respectively), while the smallest increase took place in the northern region, (only 
14.4 percent, 18.2 percent, and 23.1 percent for all three rounds during the crisis 
period). Comparison of rounds from before and during the crisis period also indicate 
that underemployment in Bangkok increased less in the longer term than in the 
shorter term. This information implies that underemployment in Bangkok was of a 
shorter duration after the crisis. 

        Unlike the other indicators, the largest impact of the crisis in terms of underem-
ployment did not occur in either the less-educated workers or the younger workers. 
Workers with a university level of education and workers aged between 25-29 and 
35-39 had the largest expansion of underemployment.  

 

Impact of the crisis on real monthly wages 
The impact of the crisis occurred less in terms of price adjustment than in terms of 
quantity adjustment. The real monthly wages for all types of workers declined only 
0.8 percent, 0.2 percent, and 1.6 percent during the crisis for all rounds (Table 
4.30). Among all industries, the transportation, and the electric, gas and water sup-
ply sectors were the only two industries with increasing real monthly wages during 
the crisis. Real monthly wages in the electric, gas and water supply sector increased 
24.2 percent, 25.2 percent, and 22.5 percent, and real monthly wages in the trans-
portation industry rose 12.9 percent, 13.1 percent, and 7.9 percent during the crisis. 
The largest reduction of real monthly wages occurred in the mining industry, where 
the real wages decreased 11.5 percent, 13.3 percent, and 18.9 percent in all rounds. 
In the short and medium term of comparisons, the sector with the smallest reduc-
tion in real monthly wages was the construction industry, whose real wages de-
clined only 1.7 percent and 1.8 percent during the crisis for the second and third 
rounds. The adverse effect of the crisis in terms of wage adjustment was moderately 
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 % Changes of Ave.  
in 2 Rounds 

% Changes of  
Ave. in 3 Rounds 

% of Changes of Ave. 
in 4 Rounds 

Industry    
Agriculture 64.42 53.11 54.64 

Mining 23.75 695.72 440.46 

Manufacturing 574.62 343.78 247.65 
Construction 94.53 31.13 61.32 

Electricity, Gas, Water  -43.10 -6.10 -2.56 

Wholesale and retail trade 157.12 118.00 96.69 
Transportation 174.35 88.04 66.44 

Services and others 103.18 106.76 84.61 

Total 114.79 85.90 75.77 

Occupation    
Professionals 79.14 104.47 93.24 

Administrators 422.18 304.63 186.95 
Clerical workers 3,033.61 2,015.10 1,453.43 

Commercial workers 134.66 100.80 75.47 

Agricultural and Mining workers 64.46 53.11 54.71 

Transportation workers 225.27 122.52 97.13 
Craftsmen and General labourers 375.69 228.84 185.50 

Service and others 81.05 93.67 87.29 

Total 114.79 85.90 75.77 
Sex    

Male 112.24 85.26 77.44 

Female 117.24 86.51 74.18 
Total 114.79 85.90 75.77 

Location    

Rural  70.18 56.58 55.30 
Urban 758.77 494.50 347.23 

Total 114.79 85.90 75.77 

Region    
Bangkok 2,119.24 1,377.62 838.12 

Central 76.29 68.77 63.98 

North 14.39 18.15 23.12 
Northeast 66.60 56.73 53.70 

South 111.30 76.12 71.77 

Total 114.79 85.90 75.77 
Education    

None 131.51 68.95 63.66 

Elementary 91.01 66.05 60.86 
Secondary 166.02 150.80 119.85 

Vocational 180.51 136.03 98.93 

University 467.69 319.79 301.09 
Others 109.21 -36.73 -37.68 

Total 114.79 85.90 75.77 

Age    
13-14 75.09 61.78 29.68 

15-16 103.70 98.53 66.08 

20-24 114.49 87.23 80.19 
25-29 221.90 147.80 151.08 

30-34 145.21 116.01 113.58 

35-39 232.15 137.43 122.90 
40-49 152.03 112.52 116.41 

50-59 76.60 46.56 55.88 

60 and Up 18.46 10.76 15.18 
Total 114.79 85.90 75.77 

Source: Labour Force Survey, different years    

Table 4.29. Underemployment 1996-1999  
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and evenly distributed across the occupation groups. The change in real monthly 
wages of all occupations varied from increasing 0.3 percent, to decreasing 14.8 per-
cent. 

         In comparing genders, the real monthly wages of males declined only 0.3 per-
cent, 0.1 percent, and 0.3 percent. However, the real monthly wages of females de-
creased 0.9 percent during the crisis for round two. But, in the longer term, the real 
monthly wages of females increased 0.6 percent and 0.5 percent when the compari-
son was extended to rounds three and four. The negative outcomes of the crisis in 
terms of real monthly wage reduction were larger in rural than in urban areas. The 
real monthly wages of workers in rural areas decreased 4.3 percent, 3.8 percent, and 
4 percent. The real monthly wages in urban areas declined only 0.7 percent and 0.04 
percent for the second and third rounds. However, the real monthly wages in urban 
areas insignificantly increased 0.1 percent when the comparison was conducted for 
round four. The impact of the crisis on the reduction of real wages was unevenly 
distributed across the regions. Bangkok and the north were the only two regions 
where real wages increased, while the central, northeastern and southern regions 
experienced a decline in real wages.   

        The data also exhibit a moderate and impartial effect of the crisis in terms of 
wage reduction across groups with different educational levels. All workers experi-
enced a reduction in real wages regardless of education level. For all workers, the 
reduction of real monthly wages varied between 5.7 percent and 13.9 percent. The 
negative consequences of the crisis on real wage reduction effected workers aged 13-
49, but older workers, aged 50 and older, experienced  higher wages during the crisis.   

 

4.4. Policies For Overcoming the Crisis, Promoting Growth and Reducing 
Poverty 

4.4.1. Review of Policy Measures on the Labour Market, Growth and Poverty 
Reduction 
4.4.1.1. Existing Labour Policy 
To begin with, the government policy on the labour market as stated in the First 
Plan for Labour Development and Social Welfare in 1997-2001 (MOLSW 1996: 
Chapter 3) was broadly based on the old Constitution (1991). Article 82 in particu-
lar stipulates that the government shall promote employment among the working-
age population, provide labour protection, particularly for child and female labour-
ers, promote a labour relations system, and monitor fair wages for labour. The plan 
also adopted a policy guideline from the 8th National Economic and Social Develop-
ment Plan (1997-2001) aimed at total human development or a people-centred de-
velopment approach. The broad policy on labour and social welfare stated in the 
plan was at the ministerial level as follows: 
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Table 4.30. Real Monthly Wages, 1995-1999 (in constant 1994 prices) 
 % Changes of Ave.  

in 2 Rounds 
% Changes of Ave.  

in 3 Rounds 
% of Changes of  
Ave. in 4 Rounds 

Industry    
Agriculture -5.49 -4.40 -3.08 
Mining -11.49 -13.29 -18.86 
Manufacturing -5.96 -5.46 -6.47 

Construction -1.73 -1.75 -5.68 
Electricity, Gas, Water  24.20 25.21 22.51 
Wholesale and retail trade -4.80 -6.99 -7.06 
Transportation 12.92 13.13 7.92 

Services and others -4.22 -4.63 -4.26 
Total -0.82 -0.19 -1.64 
Occupation    
Professional, Technical  -7.85 -6.95 -5.52 

Administrative 0.04 -9.95 -14.80 
Clerical workers -7.11 -9.88 -11.42 
Sales workers -2.64 -4.36 -3.30 

Agricultural and Mining workers -6.59 -5.76 -5.12 
Transport and Communications -2.50 -2.58 -3.24 
Craftsmen and Production workers -3.82 -3.70 -3.88 
Service, Sport and Recreation 0.25 -1.99 -2.73 

Total -0.82 -0.19 -0.39 
Sex    
Male -0.25 -0.06 -0.30 
Female -0.850 0.55 0.49 

Total -0.82 -0.19 -0.39 
Sex/Bonus (CPI/99)    
Male 9.10 6.05 4.14 

Female -10.15 -6.15 -4.62 
Total -0.96 -0.36 -0.53 
Location    
Rural  -4.29 -3.82 -4.04 

Urban -0.71 -0.04 0.10 
Total -0.82 -0.19 -0.39 
Region    
Bangkok 2.39 3.84 3.39 

Central -8.92 -9.23 -8.33 
North 4.66 3.62 2.67 
Northeast -6.92 -3.80 -3.50 

South -3.65 -5.15 -5.81 
Total -0.82 -0.19 -0.39 
Education    
None -9.77 -7.97 -10.31 

Elementary -6.01 -5.96 -5.72 
Secondary -9.76 -10.67 -13.86 
Vocational -6.36 -7.00 -7.72 
University -9.09 -10.69 -9.60 

Age    
13-14 -12.89 -5.70 -5.86 
15-16 -5.82 -6.51 -7.05 

20-24 -7.39 -7.62 -8.01 
25-29 -7.78 -6.62 -6.10 
30-34 -6.80 -6.29 -4.80 
35-39 -2.91 -2.53 -4.29 

40-49 -0.44 -1.54 -5.15 
50-59 9.63 11.27 11.68 
60 and Up 4.28 12.68 26.90 

Total -0.82 -0.19 -0.39 
  Source: Labour Force Surveys, different years 
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• Establish a foundation for the Ministry of Labour and Social Welfare to be 
for the people and by the people; 

• Accelerate the ministry’s operation to promote employment and increase 
income; 

• Strengthen skill development in general, in upgrading and specialisation; and 

• Build a foundation for social security for employers, employees and the 
disadvantaged. 

 

        In short, the labour market policy existing prior to the crisis aimed at employ-
ment promotion, labour relations, participation of the private sector, improvement 
of labour quality, fair wages, and labour welfare and security. The labour policy is, 
in fact, in line with economic growth and poverty reduction policies. 

        In the years of rapid GDP growth, Thailand relied primarily on economic 
growth, a flexible labour market, and informal networks of income transfer to reduce 
poverty. A flexible labour market facilitated the movement of labour to areas where 
jobs were being created, while strong familial ties ensured that the poor who re-
mained behind were looked after. There were few direct transfers through public 
programmes. However, during the past two decades, Thailand achieved very im-
pressive economic growth, with GDP growing at an annual rate of 8 percent. Conse-
quently, the incidence of poverty declined rapidly. In 1988, as many as 17.9 million 
people were living in poverty and the number was reduced to a little less than 8 
million by 1998. The trend in poverty reduction was in fact interrupted by the cri-
sis. Poverty incidence measured by the head-count ratio increased by 19.8 percent, 
indicating that the number of the poor increased by more than one million between 
1996 and 1998 (NESDB 1999:4). 

 
4.4.1.2. Policy Responses to the Crisis 
The economic policy response to the crisis, at the beginning, followed the IMF con-
ditions in order to mitigate the inflationary pressure created by the weak baht and 
capital out-flow. To review, after the burst of the bubble in early July 1997, the 
government applied for the IMF rescue. The IMF rescue package was approved by 
the Fund’s board on 11 August of the same year. Under the umbrella of the IMF, a 
US$17,200 million stand-by credit facility was made available for balance of pay-
ment support, and with disbursements made quarterly over almost three years, and 
contingent on Thailand meeting IMF performance requirements. The total sum in-
cluded US$2,700 million from the World Bank and the Asian Development Bank to 
be used to enhance industrial competitiveness, improve capital markets, and miti-
gate social problems arising from the crisis and the austerity programmes.15 Accord-
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ingly, the economic policy responses were aimed at a twin strategy of macroeco-
nomic stabilisation and deep structural reform. 

        The stabilisation programme, developed with assistance from the IMF, the 
World Bank, the Asian Development Bank, and other multilateral and bilateral part-
ners, provided critical support for the balance of payments and for reform of the 
macroeconomic framework (World Bank 1999a:i). The programme of structural 
reform, on the other hand, consisted of a poverty-alleviation strategy, financial sec-
tor reform to restructure financial institutions and strengthen supervision, creation 
of an improved enabling environment for private sector development, environment 
protection and growth, and public sector reform. Out of these reforms, only the 
first, a poverty alleviation strategy, will be summarised, as it more directly ad-
dresses the issue of poverty reduction and employment. 

 
4.4.1.3. Poverty Alleviation Strategy 
The strategy was based on the premises that; first, and most importantly, the crisis 
showed how the Thai people made their own adjustments to the economic shock, 
mostly related to migration to rural areas, and the government should complement 
these adjustments rather than displace them; second, the crisis revealed that current 
policies were inadequate to reduce risks in the market economy, particularly for the 
poor; and third, the crisis revealed a lack of timely information concerning the im-
pact of economic conditions on people’s well-being.  

        The strategy delineated lessons of the crisis period for specific policies in three 
areas: public expenditure, transfer programmes, and insurance and saving-based pro-
grammes. In the area of public expenditure, for instance, it was pointed out that a 
guaranteed employment scheme may not work well in the case of Thailand due to 
migration and the flexibility of the labour market. Such schemes work best where 
there is wage rigidity and outright unemployment. On transfer programmes, though 
it may be right to worry that expansion of programmes with cash payments could 
undermine the social relations that served the country well in the current crisis, it 
was cautioned that the concern should not lead to opposition because: first, urbani-
sation always accompanies development, and a reduction in family ties may be in-
evitable; and second, the informal safety net and familial support may not be suffi-
cient. On insurance and saving-based programmes, the crisis uncovered weaknesses 
in the severance pay system for dealing with the uninsured risk of unemployment. 
For example, the increase in demand for low-income health cards shows that private 
insurance for health care is inadequate to deal with the risk of ill-health. By and 
large, the lessons learned from the crisis reveal that unemployment, health and pen-
sions are areas of substantial market failure and of relative weaknesses in govern-

15 It should also be noted that there was a change of government during this period. 
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ment policy, and should be the subject of serious policy analysis. 

        In the implementation of the poverty-alleviating strategies, the macroeconomic 
policy has incorporated safety nets for the purpose of alleviating unemployment 
problems and poverty. In this connection, a major step undertaken by the govern-
ment to strengthen the social safety net was to endorse the revision of the 8th Na-
tional Economic and Social Development Plan to better respond to the crisis along 
three major guidelines: 

• Alleviation of unemployment problems in urban areas and promoting em-
ployment in the rural areas to absorb returning migrants; 

• Assisting the underprivileged groups; and 

• Preventing and alleviating social problems, especially drug use and crimes, as 
well as promoting commendable social values. 

        In December 1997, the Ministry of Labour and Social Welfare (MOLSW), in 
cooperation with relevant ministries formulated an Action Plan for the Alleviation 
of Unemployment Problems. The plan comprises measures to protect against lay-
offs, and measures to mitigate unemployment problems. Measures to protect 
against lay-offs are: 1) mitigation of lay-offs by cost-saving measures on both sides, 
such as a temporary end to work on holidays and overtime work, shortening of 
working hours, wage reductions, and early retirement, 2) honestly explaining the 
situation to labour unions, and every party concerned, before implementing any 
measure, and 3) measures to solve liquidity problems of the private sector by listing 
affected enterprises and informing the Ministry of Finance and the Bank of Thai-
land. 

        The mitigation of unemployment as well as planned targets includes:16  

Measure 1: Rural Employment Creation: This measure had the objectives of: 1) 
mitigating the unemployment problem in rural areas for a period of one year; and 2) 
creating additional cash income for rural households to supplement for loss of jobs. 
This measure had a target of creating 320,000 jobs within a nine-month period. 

Measure 2: Repatriation of Foreign Unregistered Workers: This measure set a 
target to substitute 300,000 illegal foreign workers with Thai labour. 

Measure 3: Promotion of Employment in the Industrial Sector (Home Workers): 
This measure was aimed to: 1) support export-oriented firms as well as firms with 
high labour intensity; 2) promote rural/regional industrial activities to absorb those 

16  MOLSW  also initiated the ‘National Committee on Lay-Off and Unemployment 
Alleviation’ chaired by the Prime Minister to formulate measures and monitor the 
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‘returned migrant’ unemployed workers; 3) create employment opportunities. The 
target was set to maintain more than 500,000 employed persons in the sector, while 
creating job opportunities in the rural areas and for those unemployed persons. 

Measure 4: Promoting Thai Labour to Work Abroad: The target was to send at 
least 210,000 Thai workers abroad. 

Measure 5: Project to Implement His Majesty the King’s New Theory on Develop-
ment: This project was to help those ‘returned migrant’ unemployed persons who 
wanted to find a new way of living in the rural/agriculture sector, such that their 
occupation and income would be sustainable in the long run. The idea was to bal-
ance land use and water resources for agriculture in each particular agricultural 
household. In 1998, there were 8,000 workplaces to be given to 20,000 unemployed 
persons. 

Measure 6: Thais assist Thais: This measure was aimed to mitigate the difficulties 
faced by the unemployed due to their rising cost of living, support the initiation of 
new occupations for the general public and unemployed persons, and expand the 
scope and marketing channels for goods produced by people in general.  

Measure 7: Project on New Occupations: This measure coordinated and dissemi-
nated information about occupations, skill development, training, and counselling 
for mental relief. The target was as follows: 1) disseminating information to 120,000 
laid-off workers and to new entrants into the labour force from the education sys-
tem who could not find jobs; 2) extending opportunities to enter graduate-level edu-
cation by creating 3,000 more seats; 3) providing skill training for self-employment 
for 7,000 persons; 4) hiring 1,000 graduates to work for local administrative bodies; 
and 5) creating job opportunities for 20,000 graduates. 

        Through the above mentioned measures, it was estimated that 1,137,221 direct 
jobs would be created, and indirect employment for 901,072 persons. The budget 
for these measures was roughly 9,000 million baht as direct expenses (MOLSW 
1997). 

        An assessment: The above labour policy measures in response to the crisis 
were assessed in early 2000 by the Department of Environment and Natural Re-
sources, Mahidol University and National Institute for Development Administra-
tion. The findings were not favourable due to problems in implementation. 

• The Thais assist Thais Project could not find sufficient funds for the pro-
gramme’s management and monitoring. There was no market to absorb the 
products of the income-raising groups and lack of personnel to monitor the 
projects.  

• The Rural Employment Promotion Project was faced with the slow process 



 

176                  Labour Markets in Transitional Economies in Southeast Asia and Thailand 

of budget allocation in 1999. Implementing agencies could not force or find 
cooperation from construction contractors to hire more labourers. Local 
officials could not afford to monitor the project on a continuous basis, and, 
worst of all, most construction work under the project budget did not em-
phasise the employment of local people who were affected by the crisis.  

• Repatriation of Unregistered Foreign Labour Policy was affected by uncer-
tain government policy and lack of cooperation from the private sector in 
the effort to reduce the employment of foreign labour. Thai workers did not 
want the type of jobs offered and demanded higher wages (most firms pay 
less than minimum wage). Foreign labour laws had not been amended to 
respond to the policy, the immigration system was weak, and there was lack 
of coordination among concerned government agencies. 

• Promotion of Working Abroad Policy (by providing employment services 
and soft loans, etc.). This did not work well due to the high cost of going 
abroad, and cheating by employment agents.  

• Employment in the Industrial Sector and the Home Workers Policy was 
faced with the problem of a lack of trainers to provide industrial skills and a 
lack of confidence on the part of the industrial sector in the products pro-
duced by home-based workers. 

• New Development Theory Project found problems with the process of se-
lecting farmers to participate in the project, prospective participants with-
drew from the project due to some conditions and lack of coordination be-
tween the local and central administrative agencies. 

        This assessment points to the difficulty in the implementation of public works 
or a guaranteed-employment-scheme approach which tries to reach the wider 
groups of workers who may not be in the formal employment system. This is re-
lated to a policy question of whether the system of unemployment insurance 
should not be specified in relation both to its administrative requirements and to its 
target group. A public works or a guaranteed-employment-scheme approach may be 
more appropriate for economies in which administrations are fragile, wage-earners 
are a small proportion of the workforce, and the pain of crisis and poverty is felt 
even more sharply by the self-employed. To continue on this policy debate, as 
shown earlier, the proportion of wage workers in Thailand has increased over time, 
except after the crisis. One advantage of unemployment insurance is its tendency to 
accelerate the rate of formal employment as well as to strengthen the economy’s 
security system. Further, unemployment insurance will help strengthen the record 
of open unemployment, which is a key labour market measure for reinserting the 
unemployed into the workforce (Wickramasegara 1999:10).  
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         The second loan package was the Social Investment Project, financed by the 
World Bank, the Overseas Economic Cooperation Fund of Japan (OECF, now 
JBIC), the Australian Agency for International Development (AusAID), and the 
United Nations Development Programme (UNDP). The Project financed expan-
sions of selected government programmes to create jobs and provide services to the 
poor and unemployed. 

        The Project also financed a new Social Investment Fund to support community 
capacity-building, and a Regional Urban Development Fund to provide infrastruc-
ture loans to municipalities. International donors are considering follow-up loans to 
further support the government’s efforts in employment generation, and the estab-
lishment of a more comprehensive social protection system. 

        Other measures: To avoid adverse impacts on employment, education and 
health as result of government austerity measures, the Thai government asked for 
additional assistance from the Asian Development Bank (ADB) and the World 
Bank (IBRD), in addition to the IMF stand-by credit arrangement. An additional 
loan from ADB of US$1,200 million was agreed upon. The World Bank approved 
US$300 million to solve the social problems caused by lay-offs and unemployment. 
Together with this, the cabinet decided on 27 January 1998 to disburse ADB funds 
of US$480 million to help set up programmes to impact social development. 

        In April 1998, the ADB approved a US$480 million loan for a social develop-
ment programme in Thailand. The three priority areas that the loan targeted were 
employment, education, and public health. The programme’s target group was the 
two million unemployed as estimated by the Ministry of Labour and Social Wel-
fare, the Ministry of Interior, etc. Particularly targeted were people in the north and 
northeastern regions. Projects to be supported included job-creation schemes, such 
as the construction of small-scale reservoirs and canal improvement work. The loan 
was also allocated for tourism activities. 

        The World Bank, the Overseas Economic Cooperation Fund (OECF), and the 
United Nations Development Programme (UNDP) were the main sources of assis-
tance for social development programmes, in addition to self-financing from the 
Royal Thai Government. About US$295 million was allocated to the agriculture, 
public health, labour, industry and interior ministries, the Bangkok Metropolitan 
Administration, and the Tourism Authority of Thailand. The Government Savings 
Bank managed another US$185 million, which was allocated through two main 
channels – the Regional Urban Development Fund project (RUDF) and the Social 
Investment Fund (SIF). The budget allocated through these two channels was man-
aged under a new method known as the “bottom up” system. Unlike previous “top-
down”  funding schemes, this programme granted money for projects which aimed 
to strengthen community organisations. 
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        The Social Investment Fund (SIF) is aimed at projects initiated by local com-
munity organisations, such as the Tambon Administration Organisation (TAO), 
municipalities, and other unofficial groups like cooperatives, women’s groups, envi-
ronmental groups, or groups associated with temples or schools. Projects under the 
SIF should promote the formation of a “civil society” all over the country at differ-
ent levels. Meanwhile, the Government Savings Bank’s Regional Urban Develop-
ment Fund acts as a loan agency for municipalities nationwide for infrastructure 
projects, especially those concerning environmental protection. The cabinet decided 
to push forward on the social remedy action plan in May 1998. It intended to 
spend 16,000 million baht for this programme on social investment from the finan-
cial year (FY) 1998 budget. The government also intended to spend US$300 million 
from the World Bank and US$100 million from OECF to add to its own budget for 
social programmes. Furthermore, in FY 1999, the government allocated 5,000 mil-
lion baht from the central budget in order to alleviate the impact of the financial cri-
sis. The social programmes to be implemented by this budget were training pro-
grammes for unemployed workers and around 0.75 million students who were new 
labour-market entrants, and needed to be ready to work when the economy recov-
ered. In May 1998, the government decided to extend medical insurance to unem-
ployed persons. This coverage was extended for another six months. 

        In addition to the social programmes listed above, there have been several other 
programmes designed to promote job creation. These are as follows : 

1) Loan Fund for small self-employed businesses: The fund is about 400 million 
baht, combining both ADB loans and funds from the government’s annual budget. 
The unemployed and the poor can apply for a 20,000 baht loan from the Provincial 
Office of the Department of Public Welfare. This loan fund has been for people 
doing informal small business in the provinces. 

2) Project on occupational training and retraining: There are many occupa-
tional training and retraining projects provided by public agencies and NGOs for the 
unemployed. These are to help find new jobs or to begin self-employment. 

3) Loan projects for direct and indirect employment creation: There are about 
773 governmental projects funded by the World Bank, ADB and OECF Loans, to-
talling 10,246.4 million baht. Of these 773 projects, 149 are construction projects 
with funding of 5,871.3 million baht; 36 are occupation and skill training projects 
with funding of 1,967.4 million baht; one is a direct employment project (hiring 
graduates as village volunteers) with funding of 852.0 million baht; one is a project 
on the King’s model with funding of 778.1 million baht; and 585 are projects for 
agricultural job creation with funding of 2,010.2 million baht.  

        The rest of the loan was allocated to the Social Investment Project (SIP) (6,000 
million baht), the Social Investment Fund (4,800 million baht), and the Urban De-
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velopment Fund (1,200 million baht). These funds have been managed by the Gov-
ernment Savings Bank to provide grants for rural and urban people through their 
community mechanisms. Some of the above projects were implemented in 1998, 
while most of them were carried out in 1999. 

4) Temporary employment of the unemployed by government: Recently, the 
Thai government asked for additional loans of US$1,450 million or about 53,000 
million baht, from the World Bank (US$600 million) and the Japanese government 
under the Miyazawa Plan (US$850 million).This was for a programme to increase 
government spending in order to stimulate the domestic economy. This loan re-
quired the allocation of at least 30 percent of the loan to hire unskilled unemployed 
persons, and at least 20,000 million baht to help the poor and the elderly in urban 
and rural areas.  On 30 March 1999, the Cabinet approved the guidelines to develop 
projects for disbursement of this loan according to the above criteria. The unem-
ployed with a higher education were to be hired and trained, for example, to become 
tour guides at ancient sites, and a number of unemployed accountants were hired to 
help officials examine a valued-added tax form for tax refunding.   

 
4.4.1.4. Government Monitoring System for Unemployment 
The national labour force surveys conducted by the National Statistics Office are 
the major sources of reliable data on employment, unemployment and underem-
ployment at the national and regional levels. Before the economic crisis, these sur-
veys were carried out three times a year (February, May and August), but starting 
in 1998 a fourth round was added in November. The sample size for each of the 
February and August rounds is about 60,000 households, so that labour force esti-
mates could be produced at the provincial level. The labour force surveys provide a 
great deal of information on unemployment, underemployment and seasonal unem-
ployment that enables the government to monitor the country’s unemployment 
situation and try to solve the problems of the unemployed. 

 
Government monitoring of the laid-off 
By the cabinet decision in June 1997, the Ministry of Labour and Social Welfare 
(MOLSW) set up the Centre for Assistance to Laid-off Workers (CALOW) in July 
1997, which would act as “one-stop” service centre providing training referrals, 
counselling, and placement services. The centre collects data and information on lay-
offs and unemployment. It studies, analyses, and proposes measures and remedies 
to counter the problem. It cooperates with other departments to help laid-off work-
ers. 

        In September 1997, MOLSW introduced a system of reporting lay-offs and 
unemployment. This is very close to a labour-market information system. At the 
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provincial level, the labour welfare and protection officer works with the social wel-
fare officer for the same province to obtain lists of enterprises in which lay-offs 
occur in order to verify the number of laid-off employees and assist them to obtain 
compensation according to the labour protection laws. The figures on lay-offs and 
compensation are submitted to the provincial governor, the director general, and 
CALOW, as well as reported to respective labour officers at the provincial level. 
These include the district employment officers, social welfare officers (for issuance 
of a medical care card for another six months extension), directors of skill develop-
ment centres (to recruit for referral training, skill development or new placement 
training), public welfare officers (to provide minimum assistance), and to the Perma-
nent Secretary’s Office. For the Bangkok Metropolitan region, CALOW summa-
rises all information and reports directly to a higher level. On the reporting form, the 
name of the enterprise and the type of business are recorded, in addition to the total 
number of employees, the numbers laid off, the date/month/year of the lay-off, and 
the assistance that has been given such as unpaid wages, compensation and other 
benefits. 

 
Monitoring system for the rural unemployed 
In addition to CALOW, the Community Unemployment Survey has been carried 
out by the Ministry of Interior to improve the government’s information base on 
unemployment and underemployment. Through establishing consistent definitions 
and data gathering processes, the survey has improved understanding of rural labour 
markets and enhanced measures to address unemployment problems at community 
levels. To date, three surveys have been carried out on a national basis in rural areas 
(in March, April and June 1998). These surveys have generated an individual-level 
database at the village level that will support the efforts of MOLSW and other line 
ministries to target and assist disadvantaged people at the provincial, district, sub-
district, and village levels. 

 
Selected monitoring efforts in the form of national committees 
National Committee on Remedies for the Laid-off and the Unemployed: This Com-
mittee is chaired by the Prime Minister, with the MOLSW Permanent Secretary 
serving as the secretary. It is responsible for formulating an action plan to relieve 
those laid-off and unemployed, as well as monitoring their situation after implemen-
tation of the action plan. 

Programme Coordination and Monitoring Committee: This is chaired by the 
Deputy Prime Minister, with the Secretary General, NESDB, serving as the secre-
tary. The Committee is responsible for monitoring the Social Sector Programme loan 
from ADB. 



 

Growth, Poverty Reduction and Adjustment to Crisis — Thailand                              181 

National Social Policy Committee: This Committee is chaired by the Prime 
Minister and responsible for making policies to empower Thai society to respond 
to the economic crisis. NESDB’s Chief Executive Planning Advisor serves as secre-
tary. 

Prosperity Decentralisation Policy Committee: This is chaired by the Prime 
Minister and assisted by the Secretary General of NESDB as secretary. It is re-
sponsible for rural economic and social rehabilitation to alleviate rural poverty and 
unemployment problems during the economic crisis and for monitoring the progress 
of the action plan. 

Committee on the Social Investment Fund: The Committee is chaired by the 
former President of TDRI, Dr. Ammar Siamwalla, with the General Manager of the 
Government Savings Bank as its secretary. It is responsible for the approval of pro-
ject proposals from community and civil organisations requesting funds allocated 
under the Social Investment Project, as well as for monitoring the progress of the 
approved projects. 

Committee on Monitoring Programme Loans to Stimulate the Domestic 
Economy: This committee is under the chairmanship of the Director of the Budget 
Bureau and has the Office of Programme Administration of the Budget Bureau serv-
ing as the secretariat. It is responsible for monitoring the implementation of projects 
under this programme loan. 

        Financed through a combination of budget allocations and loans from the World 
Bank, the OECF of Japan, and the Asian Development Bank, the government initi-
ated temporary, labour-intensive civil works programmes in both rural and urban 
areas consistent with regional unemployment and poverty patterns. These works 
included: school repairs; road, small dam and weir construction; rural industrial pro-
motion; rehabilitation and expansion of small-scale irrigation projects; improve-
ments in basic infrastructure to benefit tourism; and a village-centred development 
project which employs new labour market entrants as volunteers. 

        In addition to civil works projects, employment generation initiatives also fo-
cus on: the expansion of vocational and skills training programmes for the unem-
ployed and new labour market entrants; occupational and income generating promo-
tion; foreign worker supervision; promotion of overseas employment; and loans for 
employment promotion and the establishment of an employment information sys-
tem. With assistance under the Asian Development Bank’s Social Sector Programme 
Loan, the Ministry of Labour and Social Welfare has launched Centres for Assis-
tance to Laid-off Workers – a one-stop service centre to help laid-off workers in the 
areas of severance pay, social security, placement and counselling services, training 
and low-interest loans. The subsidy for urban bus and rail fares is being maintained 
to protect urban low-income workers. 
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        A second pillar of the government’s social protection efforts has been the pro-
tection of social sector expenditures during the period of fiscal restraint, and the 
targeting of public-financed programmes for those least able to pay. With the adop-
tion more recently of a fiscal stimulus package under the Fifth Letter of Intent with 
the International Monetary Fund, the majority of new investment will be allocated 
to social protection. 

        Although in the year following the crisis, overall budget appropriations for 
social welfare services declined, allocations to key programmes targeted to the most 
vulnerable groups were maintained or increased. Scholarship and loan programmes 
to minimise student dropouts were expanded and this, combined with the commit-
ment of Thai families to education, has helped explain the relatively-low increase in 
dropout rates. The number of children receiving school meals has increased. Opera-
tional budgets for teacher training and instructional materials were protected. 

        Financing for the Public Assistance Scheme (low-income health card) was in-
creased and coverage expanded in response to the substantial increase of enrolments 
in the programme. Maternal and child health activities were also protected. Immuni-
sation and prevention programmes were extended. Health staff were redeployed to 
rural areas. Responsibility for resource management was decentralised to universi-
ties and vocational schools, with increased powers to provinces and municipalities.  

        A substantial amount of the 1999 budget was allocated towards social expendi-
tures. In addition to job training and labour-intensive projects, the budgetary alloca-
tion to the secondary education loan programme was increased which helped sup-
plement the ADB-financed primary education projects. The school lunch pro-
gramme was expanded significantly. Opportunities for the unemployed to become 
entrepreneurs through expanded small loan facilities and training programmes were 
strengthened. 

        As traditional family and community-level coping mechanisms were expected 
to become strained by the crisis and the sharp drop in people’s incomes, much dis-
cussion has centred on the adequacy of existing unemployment assistance benefits 
and pension schemes. Such savings or tax-based social insurance programmes pose a 
dilemma for policy makers due to the impact of new taxes or additional savings in 
the midst of substantial economic downturn. 

        Thailand relies on unemployment assistance benefits, notably severance pay 
requirements, as opposed to an unemployment insurance scheme. Prior to August 
1998, employers were required to pay laid-off workers with a minimum of three 
years service a severance package equal to six months of wages. As of August 1998 
and coincident with the crisis,17 the maximum severance pay requirement for em-
ployees with more than ten years of service was increased from six to ten months. 

17    The adjustment was worked out before the crisis.  
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The extent to which severance requirements were being implemented during the 
crisis is open to question. Government is establishing a public compensation fund 
to ensure that workers dismissed from firms facing bankruptcy receive adequate 
cash severance support. This fund is financed by fines imposed for violation of the 
Labour Protection Act. In addition, a Workman’s Compensation Fund reduces risks 
of income loss for workers in the formal sector. Employers alone contribute to the 
Fund. In 1996, total contributions exceeded total claims payments (TDRI 1998). 

        Formerly, Thailand’s pension benefits were available only to civil servants, 
while some larger firms offered provident funds. Other benefits (medical, maternity, 
disability and funeral), but not pension, were extended to firms with at least ten 
employees. After the crisis, the government extended social security benefits for the 
unemployed from six to 12 months and reduced the tripartite contribution rate for 
such benefits by one-third. 

        In late 1998, a more far-reaching change to the social security system was im-
plemented, establishing pension and child allowance schemes for private sector em-
ployees. Due to the crisis, and hardships on employers and workers, the implemen-
tation plan phased in full contribution rates over several years. This was intended to 
minimise the impact of the new system. Questions remain about the long-term fi-
nancial viability of the scheme, given the mandated benefits and contribution rates. 
A child allowance scheme uses general government revenues to finance benefits for 
children of only enrolled families (a relatively well-off group according to IMF and 
World Bank estimates). A further step has been undertaken to extend the coverage 
of social security to all establishments employing one person or more, starting 1 
April 2001. 

        A critical and innovative element of Thailand‘s response to the social impacts 
of the crisis is support for decentralisation and community development, as articu-
lated in the 8th Plan. At the policy and programme levels, the government has 
viewed the crisis as an opportunity to advance reforms towards decentralisation, 
better governance, community empowerment and the forging of broad development 
partnerships with civil society. The innovative approach is aimed at rebuilding and 
consolidating social capital eroded by economic growth and to strengthen the infor-
mal, community-based safety net. 

        In addition to their successful advocacy efforts, civil society organisations have 
played an increasingly important role in providing social protection at the commu-
nity level. The Thai government, as well as donors, have allocated an increasing pro-
portion of their budgets to civil society organisations in order to implement pro-
grammes, including HIV/AIDs prevention and treatment, care of the elderly, small- 
and medium-enterprise development, and environmental protection. 

        In response to the crisis, many new community-level initiatives have been sup-
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ported by government as well as donors. The Social Policy Committee (SPC) cre-
ated the Pattana Thai Foundation to channel over 40 million baht in government 
funds to: (1) conduct pilot projects to support local communities in establishing 
civic forums in every province; (2) set up community learning centres for social 
welfare services and sustainable development, and; (3) planning, monitoring and 
evaluation. The SPC has contracted the Local Development Institute, a Thai NGO, 
to coordinate the implementation of these activities by a large number of partners in 
civil society. In September 1998, the government, with the assistance of the World 
Bank, UNDP, and AusAID, launched a new initiative in this area, the Social Invest-
ment Fund, which provides grants to community-based organisations to undertake 
investments designed and implemented by the community. 

        Under the Thailand-United Nations Collaborative Action Plan (Thai-UNCAP), 
numerous United Nations agencies, including the UNDP, UNICEF, and the Food 
and Agriculture Organisation have undertaken community-led activities in pilot ar-
eas, with special attention to crisis impacts. Several bilateral donors have grant pro-
grammes which fund community-based activities, such as AusAid’s Small Activities 
Scheme, the Canadian International Development Agency’s Canada Fund and New 
Zealand’s Small Projects Fund. 

        For the purpose of mitigating the social impact of the crisis, the government 
has obtained loans from the Asian Development Bank and the World Bank for a 
Social Sector Programme and a Social Investment Project, respectively. The pro-
gramme was to be implemented over a four-year period, and the government has 
committed to three social policy areas: labour market and social welfare, education, 
and health. The Social Investment Project loan from the World Bank also requires 
the setting up of a Social Investment Fund to provide grants to community-based 
organisations to undertake activities designed and implemented by them (Siamwalla 
and Sopchochai 1998:23-4). 

        Minimum wages: The discussion on government labour policy response to the 
crisis cannot be complete without looking into minimum wages. One question to be 
addressed is whether the government’s implementation of employment security and 
minimum wage regulations diminishes the poverty-reducing potential of the labour 
market by reducing the rate of expansion in wage employment. Evidence to be con-
sidered from the crisis period includes: (1) wages were adjusted downwards together 
with a reduction in working hours; (2) wage employment declined from 14.1 million 
in 1997 (round one) to 13.4 million and 12.9 million in 1998 and 1999, respectively, 
and it declined from 12.5 million in 1997 to 11.7 million in 1998, but increased to 
12.3 million in 1999 (round three); and (3) although the minimum wage was last 
adjusted in January 1998, and over the period between 1995 and 1999, the mini-
mum wage has been increased by 10.2 – 11.7 percent, a large number of workers 
still earn less than the minimum wage in Thailand. LFS data indicate that in 1999 
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(round three), 3.6 million workers, or 30.1 percent of all wage employees, earned 
less than the minimum wage. This figure is likely to be underestimated as it does not 
include foreign migrant workers, many of whom earn less than minimum wages. 
(World Bank 2000d:34). As such, it could be argued that, the rate of expansion of 
wage employment is not determined only by minimum wage, but also other factors, 
particularly economic expansion or contraction, as well as the workers particular 
skill or education. However, an analysis by the World Bank (2000e: 45) maintains 
that increasing minimum wages is not an effective instrument for reducing poverty. 
 

4.5. Conclusions 

This study has been undertaken with a view to exploring the links between labour 
markets, growth and poverty reduction in Thailand. It provides a review of the Thai 
labour market and trends, particularly with regard to the labour force, employment, 
wage employment, unemployment and underemployment, and labour migration. It 
also reviews policy responses to mitigate the impact of the crisis, promote growth 
or economic stability and recovery, and alleviate poverty. 

        Generally, the Thai labour market is highly seasonal and flexible, with move-
ments of the labour force to and from the agricultural sector during the peak agricul-
tural season and low season, respectively. The major sectors absorbing workers 
from the agricultural sector during the slack season are manufacturing, construction 
and services. 

        Wage employment in 1999 was 43.6 percent and 38.3 percent during the first 
quarter and third quarter, respectively. This shows consistent increases from 15.6 
percent in 1970, to 20.2 percent in 1980, and to 26.7 percent in 1990. The propor-
tion of those in wage employment was greater for males than for females (56 per-
cent and 44 percent, respectively). The wage workers were relatively young, with 
the majority in the 25-39 age bracket. More than 80 percent of the wage workers 
were in non-agricultural sectors. More than one-half of wage workers had only up-
per elementary education. Wage levels were positively related to age. 

        Unemployment in Thailand was generally low, around 1 percent, until the 
Asian financial crisis. Reasons for the low unemployment rate include: first, a large 
proportion of the labour force are either own-account workers (self-employed) or 
unpaid family workers, mainly in agriculture; second, like in many other developing 
economies, the informal sector still plays an important role in providing employ-
ment opportunities for the labour force; and third, Thailand does not yet have an 
unemployment insurance system, which would encourage workers to report their 
unemployment.  

        The rate of severe underemployment was more than the unemployment rate. 
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The majority of the underemployed were the young and old. Females had higher 
rates of underemployment than males. Most of the underemployed were in the agri-
cultural sector. 

        In summary, prior to the crisis there were substantial improvements in the 
structure of the labour force, employment, and wages, as the labour markets were 
flexible and labour continued to shift out of agriculture and other low-income activi-
ties. There were major employment shifts by sector and occupation. The propor-
tion of the professional and technical workers had been increasing over time, reflect-
ing technological upgrading and investment in human capital. 

        During the period of economic boom, Thai workers migrated from agriculture 
to the manufacturing and service sectors, and from rural-to-urban areas. After the 
crisis, there were major changes in the pattern of migration in Thailand – a decline in 
labour flows from agriculture to non-agricultural sectors, and a reverse trend of la-
bour mobilisation towards rural areas. This led to an increasing number of unem-
ployed people in rural areas.  

        However, the situation in 1999 illustrated a reverse of the 1997-1998 trend. 
While the rural-to-urban migration in 1997-1998 had risen, it dropped significantly 
in 1999. The urban-to-rural migration trend greatly declined in the same year. This 
trend indicated that workers returned to urban areas for job opportunities. It also 
implied the limitation of the rural labour market to absorb the returned migrants. 

        On the interrelationships among growth, poverty reduction, and the labour 
market, the statistics from the LFSs indicated that between 1994 and 1996, the ma-
jority of the poor in the northeast, the north, and the south of Thailand, altogether 
constituted around 90 percent of the total number of the poor. In addition, more 
than 97 percent of the poor were in rural areas in 1996, and the majority of the poor 
were in the agricultural sector. Furthermore, persons with no formal education and 
those with only elementary education accounted for more than 95 percent of total 
poverty, while there was not much difference between the male and female poor. 

        The poverty situation improved significantly from 1988 to 1996, as the GDP 
growth rate of Thailand surged by more than 8 percent annually during this period. 
However, after the crisis in 1997, all poverty indices tended to moderately increase 
in 1998, and then significantly rose in the following year. The number of the poor 
increased by approximately 3 million from 1996 to 1999, while the proportion of 
the poor to total population in rural areas and in the northeast also rose from 14.9 
and 19.4 percent in 1996 to 21.5 and 30.8 percent in 1999, respectively. 

        It is apparent that during the period of high economic growth, poverty in Thai-
land was reduced. Then, because of the crisis and negative GDP growth, the number 
of the poor increased. There was a clear positive relationship between poverty alle-
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viation and economic growth. 

        The regression results confirm that growth and poverty reduction is correlated. 
This suggests that an increase of real GDP by 1 percent per year reduces poverty 
incidence by about one-half of 1 percent per year. The study also estimated the 
elasticity of poverty reduction, with respect to GDP growth, by regressing the pro-
portional change of poverty incidence with respect to GDP growth.  

        Economic growth created employment and higher wage rates. The Thai labour 
market was flexible, and it facilitated the movement of labour from the agriculture 
sector to the more dynamic and high growth manufacturing and service sectors. 
Workers, therefore, can obtain benefits from economic growth and structural 
changes. 

        An examination of the impact of the crisis on the labour market reveals that the 
construction sector and its workers were the most seriously hit by the crisis in 
terms of loss of employment. But, the extent to which the crisis impacted one gen-
der more than the other is difficult to determine. Regarding the geographic impact of 
the crisis, employment declined in rural areas, but increased in urban areas. Younger 
workers and less-educated workers were impacted more severely than other groups. 

        The extent of unemployment caused by the crisis varied from moderate to se-
vere. In the short and medium periods of comparison, mining was the sector hardest 
hit by loss of employment. Average rates of unemployment classified by occupa-
tion indicated that farmers and fishermen were the least affected compared to the 
other occupations. In terms of unemployment, the negative effects of the crisis were 
larger for males than for females. Nevertheless, during the economic downturn, 
workers with the least education and the youngest employees experienced the 
smallest increase in unemployment, while workers with a middle-level of education 
and of middle age were the most seriously affected in terms of unemployment. 

        The crisis in the labour market was severe in the construction sector. Crafts-
men and production workers who worked mainly in the construction sector experi-
enced the largest decline in their labour force. The crisis led to a greater increase in 
the labour participation of males compared to females, and to more participants in 
urban areas than in rural areas.  

        The data further show that the labour force in the Bangkok area increased the 
most. Data on the impact of the crisis indicates that younger workers and the less 
educated were more likely to lose their jobs. During the crisis, underemployment 
increased in every occupational group, and in every industry, except the electric, gas 
and water supply sector. The increase in underemployment was equally distributed 
among both males and females. But the same effect was evenly shared between rural 
and urban workers. Workers with a university level of education and workers aged 
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between 25-29 and 35-39 had the largest expansion of underemployment. 

        The impact of the crisis was smaller in terms of price adjustment than in terms 
of quantity adjustment. Among all industries, the transportation, and the electric, 
gas and water supply sectors were the only two industries with increasing real 
monthly wages during the crisis. The adverse effect of the crisis in terms of wage 
adjustment was moderately and evenly distributed across the occupation groups.  

        The crisis also contributed to an insignificant effect on wage adjustment across 
the genders. The negative outcomes of the crisis in terms of real monthly wage re-
duction were larger in rural areas than in urban areas. But, the impact of the crisis on 
reduction of real wages was unevenly distributed across the regions. The Bangkok 
area and the north were the only two regions that gained as a consequence of the 
crisis, while the central, northeastern and southern regions experienced a decline in 
real wages.   

        The data also show a moderate and impartial effect of the crisis in terms of 
wage reduction across groups with different educational levels. All workers experi-
enced a reduction in real wages regardless of education level. The negative conse-
quences of the crisis on real wage reduction occurred for workers between the ages 
13 and 49, but workers aged 50 years and older experienced higher wages during the 
crisis. 

        On labour market policy in Thailand and measures to deal with the crisis, pro-
mote growth and reduce poverty, the study focused on the policy measures to alle-
viate unemployment problems and poverty. The introduction of social safety nets 
to mitigate the impact of the crisis on household income and poverty was high on 
the policy agenda. Some labour policy measures implemented by the government 
were found to be unsatisfactory.  

        Public works or a guaranteed-employment-scheme approach were not effec-
tively implemented. Similarly, the policy on repatriation of unregistered foreign 
workers was poorly coordinated and enforced. An increase in minimum wages was 
not an effective instrument for reducing poverty, and the payment of minimum 
wages was not effectively enforced. 

        In conclusion, Thailand has an impressive growth history, with an improving 
labour market structure, as well as substantial poverty reduction. In many ways, 
however, the public sector was caught unprepared for the crisis, not only in terms 
of social safety nets and protection for the poor, but in such aspects as information, 
coordination and effective programmes for the vulnerable. The crisis has provided 
important lessons for the future and an opportunity to correct past mistakes. 
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Chapter Five 
The Labour Market in Vietnam: 
Growth, Poverty Reduction and  

Adjustment to Crisis 
Le Xuan Ba, Cu Chi Loi, Nguyen Thi Kim Dzung,  

Nguyen Van Tien * 
 
 

 

5.1  Introduction 

The 1990s have seen remarkable changes in the political, social and economic life of 
all Vietnamese. Doimoi (Renovation) policies initiated with a number of market-
oriented reforms have brought about impressive economic growth rates of 7 to 8 
percent annually. There has also been remarkable improvement in people’s living 
standards, with poverty reducing from 25 percent in 1993, to 15 percent in 1998. 

        However, recent socio-economic developments, combined with the impact of 
the regional financial crisis, have created many problems that need to be solved. 
These include a rapid slowdown in the GDP growth rate, a high level of current-
account deficit, a sharp fall in foreign direct investment, as well as an obvious in-
crease in unemployment and underemployment, in both the cities and countryside. 
Furthermore, economic policies such as import-substitution and the domination of 
the state sector had have impacts on economic growth and employment. Con-
versely, unemployment and its combined consequences have become constraints on 
further development of the economy and improvement of people’s living standards. 

*   Le Xuan Ba is Vice President of the Central Institute for Economic Management 
(CIEM), Ministry of Planning and Investment, Vietnam. Nguyen Thi Kim Dzun, 
is a senior researcher with CIEM. Cu Chi Loi and Nguyen Van Tien are senior re-
searchers with the Institute of Economics (IoE) at the National Center for Social 
Sciences and Humanities of Vietnam. All points of view expressed in this paper are 
those of the authors and do not necessarily reflect the views of their two institu-
tions. All the errors and omissions are the responsibility of the authors and should 
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The recent slowdown of the socio-economic development of Vietnam needs to be 
investigated. In addition, an assessment of recent developments and suggestions for 
further development of the economy should be put in the context of the regional 
financial crisis. Given these issues, it was thought that a study of the labour market 
with the dimensions of growth, poverty reduction and adjustment to the crisis, sup-
ported by standardised methodologies could help to identify problems and con-
straints on further development of the country’s labour market. 

        A research team from the Central Institute for Economic Management (CIEM) 
and the Institute of Economics (IoE) embarked on this study with the general objec-
tive of exploring trends in the labour market, and links between labour-market 
trends and growth and poverty reduction. The study was also intended to examine 
the impact of the Asian financial crisis on Vietnam’s labour market. The research 
was carried out as part of a larger research project on labour markets in Thailand and 
the Southeast Asia Transitional Economies (SEATEs). Support for the study was 
provided by the International Development Research Centre of Canada.  

 
The specific objectives for the study were as follows: 

• Examining the trends of Vietnam’s labour market since the Doimoi by 
population, employment, underemployment, wage employment, real wages, 
net earnings of the self-employed and own-account workers, and labour 
migration, etc; 

• Exploring the links between developments in the labour market and changes 
in economic growth and poverty alleviation; 

• Revealing the impact of the financial crisis on the labour market, its supply 
and demand sides, as well as on the people’s livelihood; and  

• Reviewing the nature of labour-market policy and policy measures under-
taken within the country, and its impact on improving people's livelihood 
opportunities and reducing poverty. 

 
        In addition to the introduction (Section 5.1), this chapter is structured into 
three main sections. Section 5.2 analyses the linkages between labour markets, 
growth and poverty reduction by investigating the country's factor endowments, 
changes in structural aspects of the country's labour market, and its recent trends. 
Section 5.3 focuses on the nature and causes of the regional crisis, and the conse-
quences for the country’s labour market. Section 5.4 is dedicated to reviewing the 
country's policy framework on the labour market, as well as its impact on the la-
bour market, growth and poverty reduction. Some concluding remarks and policy 
recommendations for further improvement of labour-market development make up 
the last section of this chapter (5.5). 



 

The Labour Market in Vietnam                                                                                  193 

        In conducting this research, data from different sources have been used. For 
instance, for most of the macro-economic indicators, data have been derived from 
the Vietnam Annual Statistical Yearbooks (GSO 1998; GSO 1999b). Analysis of 
labour-market trends is largely based on data from the two Vietnam Living Stan-
dards Surveys  (VLSS) conducted in 1992/93 (SPC and GSO 1994) and in 1997/8 
(SPC and GSO 1999). The Census of Vietnam - Preliminary Results (CCSC 1999) 
also provided relevant data, as have sources provided by the World Bank (1998; 
1999; 2000a), the International Monetary Fund (IMF 2000), and other national and 
international organisations. These data illustrate the link between labour-market 
development, economic growth and poverty reduction in Vietnam over the last dec-
ade. It should be noted that, though annual surveys on Status of labour - employ-
ment in Vietnam have been conducted since 1996 by the Ministry of Labour, Inva-
lids and Social Affairs (MOLISA), use of those data has been limited due both to 
constraints in access to the database, and inconsistency in the database’s format.   

 

5.2. Labour Markets, Growth, and Poverty Reduction 

5.2.1. Economic Trends 
The 1990s have seen fundamental changes in Vietnam’s economy as it turned from a 
command-style economy to one that was market-based. Starting with prudent fi-
nancial and fiscal programmes in the late 1980s and early 1990s, followed by eco-
nomic restructuring programmes and other micro-level reforms, the economy has 
been stabilised after a decade of instability. 

        Economic reforms in the agricultural sector, which were characterised by allo-
cating land to the farmer and phasing out state control over farm production, have 
brought about impressive improvement in production. Improvement in the sector 
has turned the country from an importer of rice into the second-largest rice exporter 
in the world.  

        Giving more autonomy to state firms in doing business, encouragement of pri-
vate sector development, and creating an attractive business environment for foreign 
investors have improved development of the industrial and service sectors. In these 
sectors, private and foreign investors have become key players in development. 

        The 1990s also evidenced strong development of foreign trade in Vietnam. Al-
though the country’s foreign trade has suffered with the collapse of the former So-
viet Union and Eastern European markets, and exclusion from the American market, 
the foreign trade performance of Vietnam has still achieved fast growth rates for 
both imports and exports (25 percent per year for the 1990s). 

        Economic development in the 1990s had a positive impact on macro-economic 
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indicators and social problems. The country has experienced high economic growth 
and controllable inflation rates (rather high in early 1990s), but very low in recent 
years (see Table 5.1). High economic growth has contributed to job creation and 
alleviation of unemployment. The unemployment rate in urban areas has been re-
duced from two digits in the late 1980s, to 6 to 7 percent in recent years. Poverty 
alleviation is another achievement of economic reforms. The ratio of the poor in the 
population, as seen in terms of food poverty, has reduced from 25 percent in 1993 
to 15 percent in 1998.1 

        Economic reforms in the 1990s are important for the development of the econ-
omy, but these reforms do not seem to be enough. The slowing down of economic 
development, the fall in domestic and foreign investment, and decline in foreign 
trade in the past few years, are the result of both the impact of the regional financial 
crisis and the internal weakening of the economy. The country has been encounter-
ing inefficiency in the state economic sector where reforms have made only modest 
progress. The private sector still faces discrimination, and, as a result, its develop-
ment is still below its potential. The slowing down of economic growth in the past 
few years, which has led to rising unemployment and falling incomes, has negatively 
impacted social development.  

 

5.2.2. The Country’s Factor Endowment 

5.2.2.1. Large Population and its Relatively-high Growth Rate 
Vietnam is a typical less-developed country, which is characterised by the large size 
of its population and low income per capita. Statistical data indicate that, by size of 

Table 5.1. Macro-economic Indicators of Vietnam’s Economy from 1994 to 

 1994 1995 1996 1997 1998 1999 a Average 

 GDP growth  8.8 9.5 9.3 8.1 5.8 4.8 7.7 

  - Agriculture 3.4 4.8 4.4 4.3 2.7 5.2 4.1 

  - Industry 13.4 13.6 14.5 12.6 10.3 7.7 12.0 

  - Services 9.6 9.8 8.8 7.1 4.2 2.3 7.0 

Agriculture as total GDP share 24.0 24.3 24.1 22.5 22.5 22.3 23.3 

Capital formation (% of GDP) - 25.4 26.3 26.7 27.0 25.4 26.2 

 Export growth 35.8 34.4 33.2 26.6 1.9 23.3 25.9 

 Import growth 48.5 40.0 36.6 4.0 -0.8 1.1 21.6 

 Inflation rate 14.4 12.7 4.5 3.6 9.2 0.1 7.4 

 Unemployment rate* 6.1 6.4 5.9 6.0 6.9 7.4. 6.3 

Note: a: estimated; *: rate for urban areas. Source: Statistical Yearbooks for 1995 to 2000 

1   World Bank sources indicate a decline from 58 percent in 1993 to 37 percent in 
1998. This measure is for overall poverty, and not just for food poverty. 



 

The Labour Market in Vietnam                                                                                  195 

population, Vietnam ranks thirteenth worldwide, and is second among Southeast 
Asian countries (after Indonesia). This is due to high rates of population growth 
over a long period. The country’s population has doubled its size in 30 years. In the 
early 1960s, the country's population was just 30 million and it increased to 76.6 
million by 1999. In recent years, a number of efforts have helped to control the 
birth rate – a great achievement recognised by various international organisations
(Table 5.2). The large size of the population has both advantages and disadvantages. 
The large population has the advantage of supplying a large labour force, given a 
certain rate of labour force participation. But given the low level of economic devel-
opment at the present time, a large population increases pressure to improve social 
and economic development. 

        What is more, a large population and a high rate of growth disadvantages Viet-
nam compared with other countries in terms of per capita natural and economic 
resource endowments. For example, Vietnam at $US344 has one of the lowest levels 
of income per capita: in 1998 just a bit higher than Cambodia’s per capita income of 
US$240. Vietnam also has a high population density (228/sq km), compared to that 
of the Lao PDR (21/sq km), Cambodia (66/sq km), Indonesia (110/sq km), Malaysia 
(69/sq km), Thailand (120/sq km). It is very close to the level of the Philippines at 
249/sq km (GSO 1999b). 

Table 5.2. Vietnam’s Population Growth 
Year Population (mid-year) (000 persons) Growth Rate (%) By Sex By Area 
   Male Female Urban Rural  
1990 65905.8 - 32167 33738 12880 53026 
1991 67162.8 1.91 32696 34466 13228 53935 
1992 68450.0 1.92 33349 35101 13588 54862 
1993 69768.2 1.93 34057 35711 13961 55807 
1994 71041.2 1.82 34670 36372 14426 56616 
1995 72108.8 1.50 35191 36918 14928 57181 
1996 73199.6 1.51 35867 37333 15420 57780 
1997 74314.3 1.52 36558 37756 16836 57479 
1998 75453.6 1.53 37119 38335 17465 57989 
1999 76618.4 1.54 37519 38809 18038 58580 
Source: Based on the 1999 Population Census, GSO 

Table 5.3. Labour/Land Ratio in Vietnam 

Regions 1. Cultivable land area (ha)* 2. Population aged 15-64 (1.000 3. Adult population per ha (2/1) 

Total 21728961.7 44780.2 0.49 

1. North uplands 1250502.6 9077.7 0.14 

2. Red River delta 3880583.4 7513.0 0.52 

3. North central coast 5750268.0 5504.6 1.04 

4. Central coast 2737491.7 8220.4 0.33 

5. Central highlands 3275904.6 1554.6 2.11 

6. Southeast  2272801.0 3663.8 0.62 

7. Mekong River delta 2561410.4 9246.2 0.28 

Sources: (*) The data are adapted from GSO statistical data on basic living standards and infrastructure in rural areas in 



 

196                      Labour Markets Transitional Economies in Southeast Asia and Thailand 

5.2.2.2. The Country’s High and Uneven Population Density 
Another disadvantage in Vietnam is the high ratio of population, as well as labour 
force, living in rural areas and involved in the agricultural sector. For example, in 
1999 (GSO 1999b), the ratio of the population living in rural areas of Vietnam was 
76.5 percent, which is much higher than the average ratio of Southeast Asia (65 per-
cent), and East Asia (62 percent). In addition to low per capita area, much of the 
land in Vietnam is not cultivable, as the forest and mountainous areas take up the 
main share of total area (approximately 60 percent). Consequently, the population 
is not evenly distributed nationwide. The least populous mountainous province has 
a per capita area about 44 times lower (see Table 5.3), than the most populous low-
land province (27/sq km vs. 1194/sq km) and the ratios of labour/land are much 
higher – 63 times (11/sq km vs. 681 person/sq km). Offsetting these disadvantages, 
Vietnam possesses a huge ocean resource with 3200 km of coastline. The ocean and 
coastline should be a big advantage, not only as a source for development of marine 
industry, and sea transport, but also for its offshore oil and gas potential. 

        High population density and the landlessness associated with it, has provided 
impetus behind some of the government programmes on labour migration, as well as 
a cause for spontaneous migration of labour from one region to another. 

        Further, in contrast with the long-time belief of many Vietnamese, the country 
also is very much disadvantaged in terms of natural resource endowment. This may 
be seen very clearly in Figure 5.1, which shows the lowest levels of natural resource 
base per capita for Vietnam and the Philippines, compared to that of other neigh-
bouring nations. 

        The labour force is advantaged with a relatively-high level of education and 
other positive human development indicators. While the income per capita in Viet-

Figure 5.1. Natural Resource Base (ha/capita) 
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nam is among the lowest, its literacy rate and life expectancy are comparable even to 
high-income countries. In 1998, the literacy rate of Vietnam was about 90 percent, 
and average life expectancy was 68 years. These rates are high in comparison to 
nations with the same average income per capita. 

        Table 5.4 shows a gap in the literacy rate between rural and urban areas, as well 
as that between males and females. This is confirmed by the fact that the popula-
tion in rural areas has less opportunity to access education, compared to that living 
in urban areas. Moreover, as in many other Asian countries, in Vietnam, females 
have less chance for an education due to traditional bias and gender discrimination.  

        In Table 5.5, we see that among regions, there is uneven distribution of average 
years of schooling. As expected, the Red River delta, though it has the lowest ratio 
of adult population per hectare (0.14 ha/person), it has the highest number of years 
of schooling (7.4 years). Meanwhile, in the central highlands, where people possess 
15 times more cultivable land per capita than people in the Red River delta, they 
also have, on average, three year’s less of schooling. 

Table 5.4. Literacy Rate of the Population 10 Years and Above by Age 
Group, Urban/Rural, and Gender (1997-1998) (%) 
  Gender 
 Total Male Female 
Total 89.47 93.65 85.62 

Urban 94.13 97.05 91.60 

 Rural  88.01 92.63 83.69 

15-17 95.64 95.42 95.85 

18-24 93.52 93.43 93.62 

25-34 93.46 94.01 92.97 

35-39 95.17 95.78 94.62 

40-44 92.80 95.77 90.18 

45-49 91.37 95.21 88.11 

50-54 88.71 96.43 82.25 

55-59 84.76 93.68 77.57 

60-64 77.66 99.92 66.79 

Sources: VLSS 1997/1998, GSO 

Table 5.5. Average Years of Schooling 
 
 

1. Cultivable 
land area (ha)* 

2. Population 
aged 15-64 

3. Adult 
population per 

4. Average 
years of 

5. Number of years 
of schooling per ha 

Total 21728961.7 44780.2 0.49 6.2 12.78 

1. Northern uplands 1250502.6 9077.7 0.14 6.1 11.81 

2. Red River delta 3880583.4 7513.0 0.52 7.4 53.72 

3. North central coast 5750268.0 5504.6 1.04 6.7 6.41 

4. Central coast 2737491.7 8220.4 0.33 5.6 16.82 

5. Central highlands 3275904.6 1554.6 2.11 4.3 2.04 

6. Southeast  2272801.0 3663.8 0.62 6.8 10.96 

7. Mekong River delta 2561410.4 9246.2 0.28 5 18.05 
Sources: * The data are adapted from GSO Statistical Data on the Basic Situation and Infrastructure of Rural Regions in 
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5.2.2.3. Labour Force Participation 
As a consequence of the high rate of population growth in past decades, the per-
centage of the young in the population has substantially increased in recent years. 
Data from the 1999 Population Census have confirmed this. Groups aged 5-9 years, 
10-14 years, and 15-19 years increased by more than 10 percent. Groups aged 5-9 
years and 10-14 years increased by 12 percent, and the group aged 15-19 increased 
by 10.8 percent. However, the group aged 1-4 years increased less than other 
groups under age 35. This confirms the success of population control in recent 
years, and also suggests that if the future birth rate is kept as low as the present 
rate, the share of the population at working age will be reduced in the next  ten years. 

        With the high ratio of young population groups, it is not surprising that the 
share of Vietnam’s population of working age has been increasing rapidly in recent 
years (Figure 5.2). Over 20 years (from 1979 to 1999), the working-age population 
has risen from 48.7 percent to 59.0 percent, and this ratio still has not peaked (as 
the percentage of children aged 4-9 years is still very high, as mentioned above). It 
took from 1979 to 1989, for the working age population group to rise less than 4 
percent, from 48.7 percent to 52.3 percent, but in the next ten years, from 1989 to 
1999, this group increased by 6.7 percent (almost 1 percent per year). 

        While the proportion of the working age population has gone up rapidly, the 
ratio of labour force participation has been reduced. The data in Table 5.6 show a 
decline of the labour force participation rate from 90.8 percent in 1989 to 83.5 per-
cent in 1999. Our calculations are a bit different than other sources. For example, 
based on the results of the living standards surveys, the General Statistical Office 
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(GSO) claims the rate of labour force participation increased substantially from 79.6 
percent in 1993 to 86.4 percent in 1998 (GSO 1999a). The reason for this discrep-
ancy is due to the fact that instead of calculating the labour force participation rate, 
the GSO has calculated the rate of the economically-active population over the 
working age population. Even calculated this way, our calculations show a declining 
trend. The trend has proved to be consistent with the point made by many labour 
economists, that with increasing improvements in living standards, more and more 
people prefer to stay outside the labour force for schooling, or for domestic work. 
The VLSS data also reflect this trend in both time and the rural/urban dimension. 
Bales (2000) has calculated the labour force participation for 1992/93 and 1997/98, 
and these calculations reveal that the male urban labour force participation rate for 
those aged 10 and over reduced from 69.3 percent to 66.8 percent, and the figures 
for females were 66.2 percent and 59.9 percent, respectively. The figure for rural 
male labour force participation for 1992/93 was 78.7 percent, and for females 75.2 
percent. The figures for 1997/98 were 75.5 percent and 76 percent, respectively. 

        Although labour-market participation rates have declined slightly in recent 
years, the labour force participation rate in Vietnam is still substantially higher than 
in any other country in the region. The main contribution to the higher rate of labour 
force participation is the high rate of participation by females. As one can see in 
Table 5.7, while the rate of male participation is as high as other countries, the rate 
of female participation is substantially higher than in other countries. The high rate 
of labour force participation is confirmed by different sources of data: the Popula-
tion Censuses, as well as Living Standards Surveys. 

 

5.3. Structure and Trends of the Vietnamese Labour Market 

5.3.1. Employment 
5.3.1.1. Employment by Age 
The population groups that have the highest ratio of labour force participation are 
the groups with a high rate of employment. These groups are those aged 15 to 40, 
for both urban and rural areas. In other words, for the population of working age (15 

Table 5.6. Labour Force Participation 

 1989 

 Total Male Female Total Male Female 

Labour force participation rate at working       

Ratio of employed/population >15 year       

Ratio of employed/population at working       

Ratio of employed/ population (%) 54.5 44.1 45.1 47.7 50.0 45.5 

Source: Based on 1989 and 1999 Population Censuses, GSO 

1999 
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and older) the younger the group, the higher rate of employment, and this is true for 
both 1992/93 and 1997/98, as one can see in Figure 5.3 

        Figure 5.3 shows that the share of young people employed reduced over time, 
and the share of older people increased from 1992 to 1998. This trend is consistent 
for both urban and rural areas in the period. A highly-possible reason for this fact is 
that along with economic development and improvement of living conditions, more 
and more young people continue their schooling, rather than join the labour force. 
This decline of the share of young people in total employment could be a reason for 
the decline of the labour force participation rate in recent years, compared to previ-
ous years, as discussed in an earlier section. The higher share of people aged 40-50 
partly is due to a reduction in the young, and may be partly a result of disarmament 
in the early 1990s. 

Table 5.7. Labour Force Participation Rate Comparison (Age 15 and Older) 
(percentage) 

Country Ratio of employed/population at working 

 Male Female Year  Male Female 

Vietnam 83.2 83.9 1999             79.3** 80.8 

Bangladesh 98.0 56.0 1995-96 89.0 56.0 

Cambodia 82.0 76.0 1996 77.0 85.0 

China 85.0 73.0 1990 - - 

Indonesia 83.0 50.0 1997 85.0 51.0 

Philippines 82.0 49.0 1997 83.0 49.0 

Thailand 83.0 67.0 1997 84.0 65.0 

Note: * Data are from the Statistical Yearbook 2000,  ** GSO data are for 1999. Source: Bales 2000 
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5.3.1.2. Employment by Education 
As mentioned earlier, the literacy rate in Vietnam is relatively high compared to that 
of other nations with the same level of income per capita, and this rate is more than 
90 percent. Consequently, most of the labour force of Vietnam is literate, and this 
rate, as shown in Table 5.8 is as high as the rate of literacy of the total population. 
As exp ected, the education level is higher in urban areas, and for males, than in rural 
areas and for females, and the same trend is seen for both the lowland and upland 
regions.  

        The education and training system in Vietnam has recently seen a reduction in 
vocational training. The percentage of workers with good vocational skills is very 
low in the total labour force. This, therefore, has led to a severe shortage of skilled 
labour. The number of university students is much higher than the number students 
in vocational and/or technical schools. For example, in 1995 the number of univer-
sity students was 1.8 times higher than the number of students in the technical in-
stitutes or schools. This ratio was 3.0, 4.0, and 3.9 for 1996, 1997, and 1998, re-
spectively. The gap between graduated students of universities and technical stu-
dents has widened by 1.03 times for 1995, 1.32 times for 1996, 1.08 times for 1997, 
and 1.97 times for 1998 (GSO 1999b). In fact, vocational training has long been 
ignored by both the government and families.  Most of the efforts of families are 
devoted to sending their children to university, rather than to technical or vocational 
school. 

 
5.3.1.3. Industrial Distribution of Employment 
As in any other developing country where agriculture dominates the economy, most 
of the labour force in Vietnam works in the agricultural sector, though the signifi-
cance of this share of the labour force has been gradually declining. As the GDP 
share of the agricultural sector has declined sharply from 41 percent in 1990 to 25.4 
percent in 1999 (1.5 percent per year on average), the share of employment in the 
agricultural sector also has reduced at a rate of 0.7 percent per year. Data reveal a 
reduction of employment in the agricultural sector from 77.7 percent to 72.3 per-

Table 5.8. Highest Diploma Attained of Population Aged 15 and Above by 
Region and by Sex in 1997-98 (%) 

 Total Urban Rural  
  Urban Rural  Male Female 

Total 100.00 100.00 100.00 100.00 100.00 
Never went to school 9.53 5.29 10.95 5.21 13.38 

Primary diploma 50.75 38.54 54.83 49.09 52.22 

Secondary diploma 29.76 35.31 27.91 33.01 26.86 

Technical worker  3.11 5.31 2.37 4.01 2.30 

Professional secondary 4.44 8.50 3.09 5.62 3.40 

University and higher 2.41 7.05 0.86 3.00 1.81 

Source: VLSS 1997-98, GSO 1999 

Sex 
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cent of total productive employment for the period from 1990 to 1997 (Table 5.9).  

        At the same time, in the industry sector almost no increase in employment has 
been observed, and even a slight reduction is seen, though the share of GDP of this 
sector has kept growing. For example, from 1990 to 1997, the industrial sector ab-
sorbed about 10 percent of total employment. The ratio of industrial employment 
reduced from 10.8 percent to 10.2 percent of total productive employment in that 
period. There are several reasons leading to the decline of the industrial employment 
share. Firstly, the heavy industries under the import-substitution strategy, which 
were promoted in the 1990s, have not created jobs in the industrial sector. Sec-
ondly, the process of restructuring and reorganising state-owned enterprises (SOEs) 
has intensively taken place, and as a consequence, the number of workers in many 
of these restructured SOEs has declined. Theoretically, development of the private 
sector means the expansion of small and medium enterprises, which are more labour 
intensive, but in fact the share of employment in the formal non-state sector has 
reduced since 1990. The unfavourable business environment for private sector de-

velopment is the main reason for the shrinking of private industry in the country. 

        Most employment in the productive sector has been absorbed into the service 
sector, including transport, retail sales, tourism, and the like. While the agricultural 
and industrial sectors had their employment share reduced, the service sector has 
increased its importance, and the employment share of the service sector increased 
from 8 percent in 1990 to 12.2 percent in 1997, or in other words, the sector has 
increased its importance by 0.5 percent per year for that period. 

        In addition to traditional industries, some other new or emerging industries also 
became more important in the sense that they have created many new jobs. Among 
newly-developed industries, construction, and marine products industries have im-
pressively been increasing in importance.  The share of employment in the con-
struction industry was 2 percent in 1990 and 3.1 percent in 1995, then down to 2.8 
percent in 1997, and the marine products industries raised their employment share 

Table 5.9. Employment Distribution and Employment Increment by In-

 1993 1994 1995 1996 1997  1993 1994 1995 1996 1997 

 Share (%)  

Productive Sector 93.6 92.9 92.5 92.6 92.8  2.5 2.1 2.4 3.5 3.6 
Agriculture & Forestry 74.9 73.6 73.5 72.9 72.3  0.3 0.3 2.3 2.7 2.7 

Service* 9.3 10.1 10.4 11.1 12.2  7.1 10.6 5.6 10.7 14.0 

Industry 10.9 10.8 10.7 10.6 10.2  3.5 1.3 2.0 1.9 0.1 

Construction 2.7 3.1 3.1 2.9 2.8  28.4 17.4 3.8 -2.1 0.2 

Marine Products 1.6 1.8 1.9 1.9 1.8  67.2 15.3 6.4 3.7 1.1 

Other 0.7 0.7 0.4 0.6 0.6  4.7 12.5 -40.9 51.1 0.5 

Note: * Service includes transport  trade and hotel & tourism. Source: Appendix of World Bank 2000b, with the data 
supplied by GSO 

Increment (%) 
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from 1 percent to 1.9 percent between 1990 and 1997. 

        Furthermore, though there is a big change in the economic structure of Vietnam 
toward industrialisation, its employment is still heavily dominated by the agricul-
tural sector, which accounts for about 70 percent of total employment. The indus-
trial sector’s employment has been only about 10 percent of total employment, 
even though that sector contributes the biggest share to the GDP. The service sec-
tor’s employment share, though it has been growing faster recently, is still modest, 
if compared to that of other economies in the region. Vietnam’s employment pat-
tern is one of the most backward compared to other neighbouring nations. For Viet-
nam, the share of employment in agriculture is the largest, and the share of service 
employment is the smallest. 

        More than that , the development of employment in the agricultural and service 
sectors in fact has been much different in rural and urban areas. The 1990s have seen 
the rapid reduction of agricultural employment in urban areas, both in its share and 
in absolute terms. The data from VLSS (SPC and GSO 1994; GSO 1999a) show a 
big reduction in the labour force working in the agricultural sector in urban areas, 
from 21.5 percent in 1992 to 13.4 percent in 1998, while in rural areas the employ-
ment share of the agriculture sector reduced only about 4 percent from 83 percent in 
1992/93 to 79.2 percent in 1997/98. These surveys also reveal the boom in employ-
ment in the service sector in urban areas. The share of employment of this sector in 
urban areas increased from 47.8 percent in 1992/93 to 56.4 percent in 1997/98 
(Bales 2000). 

        As mentioned above, the share of employment in the industrial sector did not 
change much in the past years, though the share of this sector in GDP has remarka-
bly increased from 18 percent in 1990 to 28 percent in 1997, and about 25 percent 
in 1999. The imbalance between the GDP and employment-share increment of the 
industrial sector has confirmed the fact that the development of the industrial sector 
has become more capital-intensive, rather than labour-intensive. The explanation for 
capital-intensity-driven development of the industrial sector is the import-
substitution industrialisation policy, which has focused mainly on developing the 
heavy industries of state enterprises. More than that, Vietnam’s industrialisation 
strategy in recent years has ignored the employment issue. Labour-intensive indus-
tries in the 1990s have had growth rates much lower than the capital-intensive in-
dustries. For example, statistical data show that from 1990 to 1997, heavy indus-
tries grew at the rate of 189 percent, while light industries had a growth rate of only  
90 percent. Even the most successful among the light industries attained a growth 
rate much lower compared with that of the heavy industries. For example, the tex-
tile and garment industries have grown at the rate of 92 percent, and the food proc-
essing industries at the rate of 112 percent from 1990 to 1997 vs. 189 percent for 
heavy industries (World Bank 2000a). 
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5.3.1.4. Employment by Ownership Sector 
As shown in Table 5.10, the state sector’s share of total employment in the econ-
omy as a whole has not changed much in recent years. The share of state employ-
ment has remained about less than 10 percent of the total (including both productive 
and non-productive sectors). In addition, the distribution of productive and non-
productive state employment has stayed the same for the last few years. 

        State employment has gone up in industry and construction, while its share in 
agriculture and services has been reduced. This trend is totally in the opposite direc-
tion of employment distribution in the non-state sector.  

        With recent economic reform, the private sector has played a more important 
role in both GDP and employment share. In general, most of the discrimination 
policies against the private sector have been removed (though there are still some). 
It is hard to make the conclusion that the private sector in Vietnam now enjoys the 
same incentives as the state sector. More accurate examinations of employment 
development of the private sector have revealed that the share of employment in the 
agricultural sector has kept rising, while in other sectors, such as industry and con-
struction, it has been declining. Employment in industry and construction in the 
private sector has declined in absolute terms, which means the rate of growth is 
negative. The reason is that a number of workers from private industry and con-
struction have recently shifted to the service sector. 

        Note that in Table 5.11, the non-state sector also includes the foreign invest-
ment sector. If foreign investment is excluded, the reduction of employment in the 
private industrial and construction sectors should be more severe because most  
foreign investments are made in the industrial and construction sectors. This situa-
tion also is confirmed by data from the VLSSs in 1992/93 and 1997/98 (SPC and 
GSO 1994; GSO 1999a), where the ratio of wage employment in the private sector 
was down slightly from 60.4 percent to 59.5 percent, and the state-owned firms 
increased their share of employment from 15.5 percent to 16.5 percent (Bales 
2000). 

Table 5.10. Distribution and Growth Rate of State Employment 
 1996 1997 1998  1996 1997 1998 
 Share  Growth rate 

Total state sector 100.0 100.0 100.0  2.8 4.1 3.6 

Productive sector 59.8 59.0 58.6  1.7 2.7 2.9 

Of state productive sector        

- Agriculture, forestry and fisheries 13.7 13.3 12.2  -11.6 -0.5 -5.2 

- Industry 41.9 41.9 42.5  4.4 2.5 4.4 

- Construction 15.7 17.6 18.5  -0.7 15.0 8.7 

- Services 28.7 27.3 26.7  6.7 -2.3 0.9 

State employment/ total 8.8 8.8 8.8  - - - 

State productive/ total employment 5.2 5.2 5.2  - - - 

Source: Statistical Yearbook 2000 
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        The service-oriented development of the private sector is understandable, as 
the private sector in Vietnam started to develop only in the early 1990s when the 
country started a shift from a centrally-planned to a more market-oriented econ-
omy. The sector is still very young, both in terms of capital endowment and busi-
ness knowledge, though small service businesses do not require as much capital as 
industry. In addition to that, to some extent, the bias of government economic poli-
cies, which favour state industry enterprises, has made it difficult for private firms 
to compete in the industrial sector. Therefore, service businesses are the best choice 
for private firms, and, as a result, employment in the private service sector has in-
creased faster than in industry.  

 
5.3.1.5. Wage Employment 
The wage-earner ratio is an indicator measuring the level of both labour market and 
economic development of a nation. A more developed country has a higher ratio of 
wage-earners, and conversely, a less-developed country has a smaller ratio of wage-
earners. In Vietnam, like any less developed economy, the wage employment share 
is still very small: about 18 percent in agriculture and 40 percent in industry and 
services. In addition, in Vietnam, sometimes it is difficult to distinguish the wage-
earner from the non-wage-earner because there is a group of employees who are 
both self-employed and wage-earners. This is especially striking for rural areas, 
where the number of wage-earners moves up and down from season to season, de-
pending on availability of work (Table 5.12). 

        Although the share of wage-earners in total employment in Vietnam is small, 
there is an increasing trend observed in the ratio in the 1990s. From 1992 to 1998, 
the share of wage employment increased from 17.9 percent to 19.5 percent. Also, 
the high increment in the numbers of the non-farm self-employed also deserves at-
tention. Their share increased up to 3.1 percent within those five years, while the 
same figure for the wage employed was only 1.6 percent. It should be noted that 
non-farm self-employment has also resulted in remarkable improvement in the earn-
ings of  rural people.  

Table 5.11. Distribution and Growth Rate of Non-State Employment 
 1995 1996 1997 1998  1995 1996 1997 1998 

 Annual percentage change  

Total 2.6 3.5 3.3 2.3  100 100 100 100 
Agriculture 0.0 2.9 2.7 2.5  68.9 68.5 68.1 68.2 

Industry/ Construction 5.1 0.4 -1.7 -1.7  10.2 9.9 9.4 9.0 

Trade, transport 3.2 12.6 20.4 -  5.9 6.5 7.5 - 

Education, health, art -10.2 -0.6 -7.4 -  1.3 1.3 1.1 - 

Other 59.6 9.5 2.0 -  4.8 5.1 5.0 - 

Source: IMF 2000 

In percent of total 



 

206                      Labour Markets Transitional Economies in Southeast Asia and Thailand 

        The industrial distribution of wage employment has changed over time with the 
reduction in the share of agricultural and industrial employment, and the increase of 
employment in the service and construction sectors. The reduction of the wage em-
ployment share in the industrial sector once again shows the nature of industrial 
development in the 1990s – a capital-intensive orientation, which has been con-
firmed by total employment data presented in the previous section (Table 5.13). 

 
5.3.1.6 Wage Trends 
The Living Standards Surveys show that the wage rate in Vietnam is low.  In  1992, 
the average monthly wage was just US$35, and in 1998 it was about US$45. The 
low wage rate also is confirmed by statistical data on state sector wages, which were 
about US$40 per month in 1998. As shown in Table 5.14, the wage differential be-
tween geographic regions of urban areas is much higher than in the rural areas, and 
the gap increased between 1992 to 1998. However, the wage differentials among 
geographic regions for the whole country are not so large, and did not increase much 
from 1992 to 1998 (the standard deviation increased from 0.4 to 0.5), and the wage 
ratio of the richest and the poorest (wage of the poorest/wage of the richest) even 
declined from 1992 to 1998 (0.95 to 1.24). The VLSS for 1992/93 (SPC and GSO 
1994) revealed that the wage rate in urban areas was lower than in rural areas, and 
the gap was rather big except for the southeast and southern central coast areas. 
This needs further investigation. 

        In terms of wage rate, women have a lower rate than men, but the gap of the 
average wage between these two groups has narrowed. For example, in 1992/93 men 

Table 5.13. Wage Employment Distribution and Growth Rates from 1992 to 
1998 

 Employment distribution Employment distribution in 1997- Growth rates (%) 

 Rural  Urban Total Rural  Urban Total Rural  Urban Total 

Agriculture 41.4 8.6 26.6 30.0 3.0 17.6 -3.2 -17.4 -4.7 

Industry 21.7 40.5 30.2 21.7 36.9 28.7 6.6 2.8 4.5 

Construction 7.3 7.6 7.4 12.7 9.1 11.0 14.2 7.5 11.4 

Services 29.5 43.4 35.8 35.6 51.0 42.7 7.0 7.0 7.0 

Total 100.0 100.0 100.0 100.0 100.0 100.0 3.3 3.7 3.5 

Source: Bales 2000 

Table 5.12. Structure of Employment for Wage- and Non-Wage-Earner 
from VLSS 1997/1998 (Percentage) 

 Rural  Urban Male Female 

 1992 1998 1992 1998 1992 1998 1992 1998 1992 1998 

Self-employed farm 78.02 74.28 17.95 10.46 65.71 58.27 66.94 64.84 66.35 61.67 

Self-employed non-farm 9.82 12.61 40.35 44.27 12.83 17.46 18.4 20.16 15.75 18.85 

Wage employment 12.16 13.11 41.7 45.28 21.46 24.27 14.66 15.00 17.90 19.48 

Total 100 100 100 100 100 100 100 100 100 100 

Source: VLSS 1997/98, GSO  2000. 

Total 
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earned 24 percent higher wages than women. This rate was reduced to 15 percent in 
1997/98. However, the income gap between educated and non-educated groups has 
widened. In 1992/93 the gap between university-educated workers and those with 
less than primary schooling, was 1.3 times. In 1997/98, this gap increased to 2.3 
times. 

        The service sector took the biggest share of employment to become the largest 
sector of wage employment in the 1990s. During the five years between the two 
surveys from 1992/93 to 1997/98, wages in the service sector increased 79 percent, 
while industry increased 57 percent, and agricultural 33 percent.  

        The high rate of wage increase in the service sector is a positive sign because it 
is expected the sector can absorb a major share of people seeking employment. 
More than that, the service sector is seen to be the most important one for the poor, 
as it offers them the best opportunity to improve their incomes. Findings of numer-
ous studies on poverty reduction have shown that a rise in service sector employ-
ment is an important factor in poverty alleviation (see also Table 5.15). 

 
5.3.2. Unemployment  
It is difficult to estimate the unemployment rate nationwide (including rural areas), 
due to the fact that there are many different definitions of employment and unem-

Table 5.14. Monthly Average Wage by Region and by Residence – Urban/
Rural (Constant 1998 price) 

(US$) 1992-93 
 Rural  Urban Total Rural  Urban Total 

Northern uplands 43.3 24.5 35.5 42.3 45.8 43.6 
Red River delta 48.5 40.1 45.3 51.8 58.2 54.2 

Northern central coast 35.0 31.1 31.3 54.2 43.4 51.1 

Southern central coast 37.2 46.7 41.8 44.6 42.6 43.9 

Central highlands 42.3 - 42.3 44.4 - 44.4 

Southeast 62.9 63.4 63.1 53.1 70.1 64.6 

Mekong Delta 56.3 44.0 53.1 43.8 55.6 46.8 

Total 50.2 47.7 49.2 47.8 59.1 52.4 

Standard deviation 0.4 0.8 0.4 0.3 1.3 0.5 

Note: Converted into monthly income in US$ with the exchange rate for 1992/93 (US$ 1 = 8500 VND and the exchange 

1997-98 

Table 5.15. Monthly Average Wage by Industry and Residence – Urban/

(constant 1998 price: US$) 1992-93 1997-98 

 Rural  Urban Total Rural  Urban Total 

Agriculture 52.4 56.0 52.9 47.3 55.4 47.8 

Industry 50.2 48.9 49.7 49.1 56.6 53.1 

Service 45.5 44.5 45.0 69.5 90.3 80.8 

Total 50.2 47.7 49.2 70.2 86.9 77.1 

Note: Converted into monthly income in US$ with the exchange rate of 1992/93 (US$ 1 = 8500 VND) and  the exchange 
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ployment in use2 in Vietnam. Nevertheless it is well-recognised that in the 1990s, 
before the Asian economic crisis occurred, explosive growth rates averaging about 7 
percent per year, created a big demand for labour. In the decade of the 1990s, aver-
age employment growth was always 1 percent higher than the population growth 
rate. Figure 5.5 shows an increasing gap between employment growth and popula-
tion growth, and this improvement comes from both sides; the population rate has 
been reduced and employment has been increasing. As a result of economic im-
provement in the early 1990s, unemployment in Vietnam was declining up to the 
onset of the regional economic crisis. The rate of unemployment in urban areas was 
reduced substantially from 13 percent in 1989 (1989 Population Census) to less 
than 6 percent prior to the crisis.  

        Reducing the rate of unemployment from 13 percent to 6 percent in urban ar-
eas is very impressive progress, and this is a result of good economic performance 
in the early and middle 1990s. Many economists believe that the rate of unemploy-
ment is underestimated. However, even if these rates are correct, they are still quite 
high as there is no social safety net for the unemployed in Vietnam. In the mid-
1990s, there was little success in reducing unemployment, and in recent years, the 
unemployment rate has again been rising. This increase is believed to be a result of 
the slowing down in economic growth due to external impacts, of the capital-
intensive development strategy of some industries, and of the weak performance of 
the private sector. In addition to the high and rising unemployment rate, underem-
ployment is a stubborn issue in the countryside, where it has never been lower than 
25 percent in recent years as shown in Table 5.16 (see also Table 5.17) 

Figure 5.5. Annual Growth Rates of Population and Employment 
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2   For example, the definitions given by MOLISA  have stipulated that:  
− Unemployed people include the economically-active population aged 15 and 

over who are not engaged in any job, though they wanted to get a job during the 
week just before the survey, and had been seeking a job during the previous four 
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        According to both the 1992/93 and 1997/98 living standards surveys, the em-
ployment status for young, rural males was affected more seriously than that for 
older, urban females. Underemployment among rural women reduced 2 percent from 
1992/93 to 1997/98. 

        The data from VLSSs (SPC and GSO 1994; GSO 1999a) have revealed that 
correlation between unemployment rate and level of education is not very strong. 

        In 1992/93, the higher educated (at university and higher-education levels) were 
observed to be less likely to be unemployed. In 1997/98, the rate for highly-
educated people was almost the same as for those with only a primary diploma.  

        What should be of concern is that those young people who have left school are 
the most vulnerable group and usually have the highest rate of unemployment in 
comparison to any other groups. This group of people suffers an extremely high 
rate of unemployment in urban areas where it is difficult to find jobs for those who 
are not skilled or experienced.  In 1992/93, the group aged 10-14 had an unemploy-
ment rate of 11.9 percent, for those aged 15-19 the rate was 19.9 percent, and for 
the group aged 20-24 years, the rate was 12.1 percent. The figures of 1997/98 were 
8.9 percent, 18.3 percent, and 8.1 percent, respectively (Bales 2000). These ex-
tremely high rates of unemployment for young people is evidence that policy mak-
ers should pay more attention to vocational training for young people in urban ar-
eas, otherwise this may lead to a very serious employment situation in the long 
term and may create social problems (see Table 5.18). 

        The Living Standards Surveys data do not support the hypothesis that there is 
a high rate of unemployment for educated people (college or higher). The rate for 
this group was lower than the rate of the total labour force (2.2 percent vs. 2.2 per-

weeks. The unemployed also include those who wanted to get a job, but had not 
been seeking a job during the previous four weeks because they did not know 
where to find a job, or because they were seeking a job for a long time, but found 
no job; 

− Underemployed people are defined as those whose total working t ime is less than 
40 hours per week, or less than the total working hours stipulated in the relevant 
regulations and want more working hours; 

− The unemployment rate is a percentage of total unemployed people in compari-
son with the total economically -active population; 

− The underemployment rate is a percentage of the total underemployed people 
to the total economically -active population; 

Meanwhile, the GSO has provided that:  Unemployed people include those who 
have not worked in the past seven days and meet one of the following conditions: 
− Looking for job in the last seven days,  
− Not looking for job in the last seven days because they do not know how to find 
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cent for 1997/98 and 2.25 percent vs. 3.8 percent for 1992/93). However, the group 
of people with upper-secondary diplomas had the highest rates of unemployment 
for both 1992 and 1998. In 1992/93, the group of upper-secondary diploma people 
had an unemployment rate of 6.2 percent (total unemployment rate 3.5 percent), 
and 3.6 percent for 1997/98 (total unemployment rate 2.2 percent). This is consis-
tent with the highest rate of unemployment for the group aged 15-19 years, as 
shown in Figure 5.6. The conclusion is that vocational and job training are needed 
for this category of population. 

        The unemployment rates in urban areas in the last four years rose from 5.8 
percent in 1996, to 7.4 percent in 1999. Unemployment has become a big issue and 
more effort should be devoted to this issue. The regional economic crisis is just one 
reason for the rising unemployment rate. Economic weakness and the growing num-
ber of young people reaching working age also contribute to the phenomenon. 

        The rate of young people entering the work force has increased in recent years. 
In 1979, the number of these people was 1.2 million, in 1989 it was 1.36 million, 

Table 5.16. Unemployment and Underemployment Rate 

 1989 1996 1997 1998 1999 

Unemployment rate for urban areas 13.2 5.88 6.01 6.85 7.4 

Unemployment rate of Hanoi - 7.71 8.56 9.09 10.31 

Unemployment rate of Ho Chi Minh City - 6.68 6.13 6.76 7.04 

Underemployment rates for rural areas - 27.89 26.86 28.87 26.51 

Source: Statistical Yearbook 1999, GSO  

Table 5.17. Unemployment by Sex, Rural/Urban (Percentage) 
 Total Urban 

 Male Female Male Female Male Female 

1992-93 3.49 3.37 7.93 5.98 2.35 2.68 

1997-98 1.85 1.3 5.21 3.27 0.96 0.69 

Source: VLSS 1997/98, GSO  
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and in 1999 it was 1.76 million. Putting it differently, the annual growth rate for 
these people in the decade between 1979 and 1989 was 1.3 percent; between 1989 
and 1999 the rate was more than double that figure, at 2.9 percent. This rate means 
that annually about one million young people enter the workforce, or at a rate of 2.5 
percent of the total labour force. This rate will not go down for another ten years 
because the population growth rate only started to decline in the middle 1990s. The 
number of new jobs created each year also has increased; for example, the number of 
new jobs created in 1991 was 690,000, and in 1997 it was 1.2 million, but the num-
ber of unemployed people also increased from 770,000 to 950,000 between 1990 
and 1997. The pressure from the number of people entering the labour force is very 
strong, and it can be said that unemployment in the 1990s has been a stubborn issue 
for Vietnam.  

 
5.3.3. Labour Migration 
5.3.3.1. International Labour Migration  
Inward migration 
Since economic reforms started in the late 1980s, and with the introduction of the 
Foreign Investment Law in Vietnam, the number of foreigners coming to Vietnam is 

Table 5.18. Unemployment Rates by Education Level (Country-wide percent-

Level of education 1992/93 1997/98 
Less than primary 3.36 2.29 

Primary 3.47 2.50 

Lower secondary 3.60 1.48 

Lower technical 4.89 1.85 

Upper secondary 6.23 3.58 

Upper technical 2.98 2.21 

College or higher 2.25 2.20 

Total 3.67 2.22 

Source: Bales 2000 

Figure 5.7. Number of Newly-employed and Unemployed 

Source: GSO data, calculated by the authors 
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believed to have increased. However, immigration records in Vietnam are not avail-
able in any statistical publication. Although the number of foreigners has started to 
rise, their numbers are still very small. The majority of foreigners living in Vietnam 
are working for international organisations. 

        The limited number of foreign worker/experts working in Vietnam partly is due 
to the strict rules on inviting/hiring foreign workers. For example, to hire a foreign 
worker, the firm has to get permission from the authorities. Conditions for this per-
mission are rather strict. The firm has to convince the authorities of their need, the 
firm must have a training programme for the Vietnamese workers replaced by the 
foreigner (s), and the firm is allowed to hire only highly skilled (qualified) workers. 

        The strongest inward migration to Vietnam in the last few years has been over-
seas Vietnamese who migrated abroad illegally in the past. Under the repatriation 
programme supported by the United Nations, illegal Vietnamese migrants have been 
sent back, and this flow has been significant. Most of these migrants came back 
from Asian countries and are jobless. 

Outward migration 
During the 1980s, labour migration to the former Soviet Union and Eastern Euro-
pean countries was heavy, but this has almost stopped since the early 1990s due to 
the collapse of the Soviet Union (Table 5.19). According to the records kept by 
MOLISA, the number of Vietnamese employed in the former Soviet Union and 
Eastern European countries was about 200,000. 

        The number of international labour migrants in the early 1990s was very mod-
est, and most of the labour migrated to the Lao PDR and Cambodia. The main work 
for the migrants to the Lao PDR during this period was construction in both private 
and state companies. The number of Vietnamese migrants to Cambodia is believed 
to be a larger number, but the official data on annual out-flow of Vietnamese to 
Cambodia are not available. However, Chapter Two of this book, which was pro-

Diagram 5.1. Procedure for Getting a Work Permission Document 
(according to Decree 58/CP dated 3rd October 1996 by government) 

Working permis-
sion procedures 

Request made 
by firms to 
Authority  

 

Getting approval 
by Authority (10 
days maximum) 

Signing contract 
between employer 
and employee 

Sending request to 
MOLISA for permis-
sion document 

Getting permission 
document (45 days 
maximum) 

Conditions of 
the foreign 
worker 

18 years old or over 
Certificates on health; qualifications; legal status 
Duration of contract: no longer than 3 years 

Conditions for 
the firm 

Convincing authorities about their needs 
Having a plan to train Vietnamese workers replaced by foreign workers 

Authorities to 
approve request 

State corporation: Director of Executive Board 
State firm: Head of institution signs approval  
Non-state firm (including foreign ones): Chairman of province/city 
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duced by the Cambodia Development Resource Institute, reveals that a lack of 
skilled workers in Cambodia offers opportunities to Vietnamese construction fore-
men, wood processors, machine repairers, etc.  

        In recent years, however, labour export has again grown in scale, as the number 
of exported labourers has been increasing, and destination countries have been diver-
sified (Figure 5.8). According to MOLISA, in 1992, the number of destination coun-
tries for Vietnamese employees was 12, and in 1999 this increased to 36. The total 
number of exported employees in 2000 was between 0.5 percent and 0.6 percent of 
total employment in the country, rising from 12,000 in 1995 to about 30,000 in 
2000. Although this figure is small, it is very significant if compared to the rate of 
unemployment, which was 1.6 percent in 1998, as found in VLSS 1997/98. 

        Vietnamese migration in the last few years to Asian countries has risen dramati-
cally, and these countries have become the biggest market for Vietnamese workers. 
The next largest market for Vietnamese migrants, are the African and Middle Eastern 
countries, of which Liberia and Kuwait take the majority. Among Asian countries, 

Table 5.19. Number of People Repatriated from 1990 - 1997  

Country 1991 1992 1993 1994 1995 1996 1997 

Hong Kong 7753 12612 12752 5938 2643 15103 5846 
Thailand 2691 2719 3499 2322 611 4659 6 

Indonesia 1305 1002 1434 2009 2121 4506 6 

Malaysia 355 756 1425 1268 709 4296 0 

Philippines 71 130 357 761 143 955 0 

Japan 0 0 213 550 359 171 127 

Singapore 1 0 1 0 0 99 7 

Others 20 12 3 60 0 0 0 

Total 12196 17231 19684 12908 6586 29789 5992 

Source: Statistical Yearbook 1996 and 1997 
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South Korea is the largest market for Vietnamese migration, second is the Lao PDR, 
and the third is Japan (Figure 5.9). 

        Although Vietnam in the last few years has exported highly-educated workers, 
such as experts in education or agriculture to some African countries, the number of 
these workers is still very small. Most of the Vietnamese overseas workers are un-
skilled, and work in simple jobs such as construction, or in the garment industry. 

Changes in policy on export of labour 
Aware of the importance of labour export (migration), the Vietnamese government 
has introduced changes in its policies on this subject. These have occurred in the last 
few years to stimulate the labour export business.  

        Up to the present, the government has issued three Decrees governing labour 
export. These were Decree 07/CP (1991), Decree 152/CP (1995), and  Decree 125/
CP (1999). Before 1998, the labour export business was only carried out by a num-
ber of state-owned enterprises. However, the requirements to participate in this 
business were not so easy. For example, before 1998, valid enterprises were only 
those that had legal status, and a certain minimum capital (1,000 million dong in 
1995). They also had to fulfil a number of conditions, and obtain special licenses 
(see Diagram 2). 

        1999 saw a big change in the regulations on this. Before 1999, only state enter-
prises could participate in the business of labour export. Now by regulation, private 
firms can participate, and individuals can go to work for an overseas company if 
they have a contract. Also, now a non-licensed firm can send workers abroad if the 
firm has business in the foreign country. The shipment license (the license for each 
business transaction) has also been phased out. As a result of the new regulations, 
there are three new private labour-exporting enterprises, making a total of 36.  

Figure 5.9. Distribution of Vietnamese Migrants by Continent (seaman 
workers excluded) 

Source: MOLISA 2000 
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        There are still restricting conditions such as minimum registered capital (1,000 
million dong, equal to US$70,000), and 50 percent of the staff must have university 
qualifications, and so on. Nevertheless, the 1999 regulation is a big step forward for 
the business of labour export. 

 
Internal labour migration 
Internal migration in Vietnam is characterised by two flows: southward, and rural-
to-urban migration. The common wisdom suggests that among the reasons explain-
ing southward migration are the better economic conditions in the south, in terms of 
both natural resources and economic development. 

        Also, the data have shown a strong rural to urban flow of migrants. Table 5.20 
shows the migration of 1997/98. In this table, about one-half of urban residents were 
born in the countryside, while more than 90 percent of the rural population had 
origins in the countryside. This means that for every 100 urban persons, 52 persons 
were born in the countryside, and for every 100 rural persons, only nine people 
were not born there. The rate of migration from region to region is very different: the 
central highlands were found to have the highest rate of immigrants. In other regions, 
the rate of those who were born and now are living in the region is between 65 per-
cent and 85 percent. The central highland region has a ratio of 39.6 percent, and the 
migrants were mostly from the south central coast region where economic develop-
ment is the lowest compared to other regions. 

        In fact, it is very interesting to find out that economic reasons are not the 
strongest ones leading to either rural-to-rural or rural-to-urban migration. The main 
reasons are related to war, natural disasters, and family relations. Data from the Liv-
ing Standards Survey for 1997/98 show that for the latest migration of urban people, 
economic reasons account for only 22 percent, while family reasons account for 59 
percent. War accounts for 10.6 percent, and "others" for 8.5 percent. The figures for 
rural migrants were 16.6 percent, 46.3 percent, 28.9 percent, and 8.2 percent, re-
spectively. This trend is consistent with the correlation between the migration rate 
and the expenditure quintile. The higher ratios of migrants fall into the groups with 
higher rates of expenditure. Migration data from the VLSS 1997/98 (GSO 1999a) do 

Table 5.20. Matrix of Birthplace and Destination of Migrants by Region in 
1998 – Rural/Urban  

  Residence 
  Urban Rural  Country 

Birth place Urban 48.15 7.92 21.89 

 Rural  49.00 91.51 76.75 

 Abroad 2.85 0.57 1.40 

 Total 100.00 100.00 100.00 

Migration rate  51.90 8.50 - 

Source: VLSS 1997/98, GSO  
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not show economic pressure as a significant reason for migration; to determine that, 
one has to look at the groups of people of working age. 

        Looking at the data for the migrant population aged 10 and over (not working in 
their birthplace), the economic pressure is very clear. Those who are poorer are 
more likely to migrate, though the poorest group does not have the highest rate of 
migration. This could be explained by their limited resources to pay for transporta-
tion in order to move (Table 5.20 and Table 5.21). It is clear that economic migration 
is a problem of the poor, and in particular a problem of the rural poor. 

        The VLSS 1997/98 (GSO 1999a) data show that marital reasons are the main 
reasons for migration for both men and women, but the ratio of women migrating for 
marital reasons is much higher than that for men (twice as high). The ratio of men 
and women migrating for economic reasons is the same. For men the war was a very 
important reason for  migrating (Table 5.22). 

 
5.3.3.2. Links Between the Labour Market, Poverty Reduction and Growth 
The Vietnam economy has recently seen great success in increasing its economic 
growth rate. The economic growth has provided new employment opportunities for 
its workers. Workers can now move from traditional agriculture to the industry and 
service sectors, where they can earn more. In fact, there has been an obvious change 

Diagram 2. Main Changes in Regulations Concerning the Export of Labour 

Before 1999 Business requirements of a labour After 1999 

Yes Minimum capital  Yes 

Yes State ownership Yes 

No Private ownership Yes 

No Individuals Yes 

Yes Specialised business license Yes 

Yes Shipment license No 

No Non-specialised business license Yes 

Before 1999 Forms of labour export After 1999 
Illegal Workers find contract on their own Legal 

 Work arranged on contract by a com-  

Legal Arranged though a labour export service Legal 

Table 5.21. Share of Population Aged 10 and Over Going Out to Work - by 
Expenditure Quintile, Sex, And Region (percent) 

  Expenditure Quintile 
 Total 1 2 3 4 5 

Total 3.23 3.46 3.88 3.25 3.15 2.27 
Male 4.67 4.83 5.5 5.64 4.24 3.32 

Female 1.9 2.28 2.23 1.51 2.12 1.3 

Urban 1.96 4.51 2.35 1.71 1.65 1.97 

Rural  3.62 3.41 3.99 3.78 3.67 2.78 

Source:  VLSS 1997/98, GSO  
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in the structure of the economy: the share of agriculture in GDP fell by more than 6 
percent; and the share of industry expanded by about 6 percent (from 27 percent to 
33 percent). And this has been associated with a change in the structure of employ-
ment in the country's economy: the share of agriculture in the total employment of 
the productive sector has declined by 2 percent (from 76.5 percent to 74.1 percent); 
the share of industrial employment has declined (from 13.5 percent to 13.1 percent); 
and the service sector employment has gone up – from 10 percent to 12.8 percent 
(World Bank 1999). 

        Together with the gain in economic growth, the fact that poverty has sharply 
declined in Vietnam during the last decade has been confirmed by a number of stud-
ies (World Bank 2000a, GSO 1999a), both in quantitative and qualitative terms. 
According to the findings of these studies, poverty reduction is qualitatively repre-
sented by rising per capita expenditures and improving social indicators for poor 
households. The proportion of people with per capita expenditure under the overall 
poverty line has dropped dramatically from 58 percent in 1993 to 37 percent in 
1998. The number of people below a food poverty line has also declined from 25 
percent to 15 percent, revealing improvement in the living standards of the poorest 
segment of the population (Word Bank 2000a).3 It is clear from the figures, that 

 Table 5.22. Reasons for Migration (Percentage) 

  

 Economic Disaster, war  Family Other Total 

Male 18.43 35.68 37.18 8.71 100 

Female 18.55 5.26 68.45 7.75 100 

Source: VLSS 1997/98, GSO  

Reason 

 

3   The poverty rate figures have been calculated using an internationally-accepted 
methodology for defining poverty. They measure the number of people below the 
poverty line (the headcount index), which in turn has been calculated on the basis 
of per capita household expenditures. The definitions of poverty lines in Vietnam 
used in this report  are those agreed upon by the World Bank and Vietnam’s GSO 
and are as follows: the Food poverty line is determined by the requirement of  
2,100 Kcal/person/day. People having a level of expenditure lower than the costs 
needed to obtain this quantity of calories are considered as food poor. The general 
poverty line is defined by adding some costs of non-food commodities to the food 

Table 5.23. Decline in Incidence of Poverty In Vietnam (%) 
  1993 1998 
Food poverty  24.9 15 
  urban areas 7.9 2.3 

 Rural areas 29.1 18.3 

General poverty  58.1 37.4 
 urban areas 25.1 9.1 

 Rural areas 66.4 44.9 

Source: VLSS 1992/93 and 1997/98 
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though poverty incidence is still relatively high in the country, these declines in 
both total and food poverty during the short period of time are quite impressive. 
According to the sources, in recent years, almost no other country has recorded 
such a dramatic reduction in poverty within such a short time.  

        Table 5.23 shows that the percentages of food poverty and total poverty rates 
sharply plummeted from 1993 to 1998, in both rural and urban areas.  But the size 
of the decline is larger in rural than in urban areas: food poverty has decreased by 
5.6 percent (from 7.9 percent to 2.3 percent) in urban areas and by 10.8 percent 
(from 29.1 percent to 18.3 percent) in rural areas. Likewise, the general poverty rate 
has declined 16.1 percent (from 25.1 percent to 9.1 percent) in urban areas and by 
21.5 percent (from 66.4 percent to 44.9 percent) in rural areas. This, for the most 
part, is attributed to high economic growth rates and social stability during this pe-
riod.  

        Table 5.24 shows a rapid reduction of poverty measured in depth, though there 
is still a big gap between the regions (poverty is much worse in the northern and 
central uplands of the country).  

        Clearly, it is difficult to attribute all these achievements only to the changes 
made in the country's labour market.  There are a large number of economic policy 
initiatives targeted at poverty reduction, rather than labour-market policy alone.  
Besides the employment promotion programme (the only "purely labour-market 
policy" ever conducted by the government in rural areas), there have been a large 
number of initiatives implemented for poverty reduction. These initiatives include 
the government's land allocation programme, provision of credit to the poor, build-
ing rural infrastructure, re-greening of barren hills, and the programme for resettle-
ment of nomadic ethnic people. However, poverty remains a largely rural phenome-
non in Vietnam, with 90 percent of the poor living in rural areas, and with 45 per-
cent of the rural population living below the poverty line. One of the main reasons 
for this poverty is a shortage of arable land and an absence of other substitute pro-

Table 5.24. Reduction in Depth of Poverty (as measured by the Poverty In-

Regions Poverty Gap index 

 1992-93 1997-98 

Northern Uplands 26.8 16.8 

Red River Delta 18.8 5.7 

North Central  24.7 11.8 

Central Coast 16.8 10.6 

Central Highlands 26.3 19.1 

Southeast  9.2 1.3 

Mekong Delta 13.3 8.1 

Total 18.5 9.5 

Source: estimates based on VLSSs 1992/93 and 1997/98, World Bank 2000 
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duction activities. It is clear that a change in wage employment and the degree of 
underemployment in rural areas could be credible indicators representing the change 
in livelihoods of people explicitly impacted by the evolution of the supply and de-
mand of labour in the market. 

        Although in Vietnam wage employment is the main form of employment for 
only about 20 percent of all workers, it can be considered as a relatively robust indi-
cator of labour-market change, especially of change in rural areas.  According to the 
World Bank estimates based on VLSS 1992/93 and 1997/98 (World Bank 2000a), 
wage employment has grown by 3.5 percent per annum for all Vietnamese, and by 
3.3 percent for rural areas during the period.  This can be seen as an encouraging 
signal, if we take into account that wage employment as such was almost non-
existent during the previous decade in the Vietnamese countryside. 

        Also, it is largely recognised that there has been a rapid growth in employment 
in non-farm activities.  These include retailing, food processing, fisheries, or other 
activities organised and managed by the households living in the village. Employ-
ment in these activities has grown by more than 5 percent annually. The growth rate 
has been relatively higher in rural areas (7 percent) than in urban ones (4 percent). 
The activities have occupied redundant labour, and in this way have helped to re-
duce underemployment in the rural areas. Estimates by the World Bank (2000a) 
based on VLSS 1992/93 and 1997/98 have revealed that both severe unemployment 
and underemployment have decreased somewhat during the last five years in both 
rural and urban areas. In rural areas, where underemployment is a more serious 
problem, the proportion of the workforce working less than 40 hours per week has 
declined from 71 to 61 percent.4  

        There is a very obvious link between economic growth, poverty reduction and 
the dynamics of the labour market in the country. Although it is not easy to meas-
ure explicitly how strong this link is at this moment, the link can be clearly ob-
served. Where the economy performs well, with a higher growth rate, and where the 
labour market functions more properly, the number of poor people as well as poor 
households are correspondingly reduced. 

Table 5.25. GDP Growth and Inflation Rates (percentage) 

 1995-97 1998 1999  

GDP 9.0 5.8 4.8 

Agriculture. 4.7 3.6 5.5 

Industry (manufacturing) 13.3 10.2 7.5 

Construction 13.4 -0.5 2.4 

Trade and service 9.2 4.4 2.2 

Source:  Statistical Yearbook 1999, GSO  

4   See: the same report, p. 49. 
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5.4. The Regional Financial Crisis and its Impact on the Labour Market in 
Vietnam  

The impact of the regional financial crisis on the economies within the region has 
been examined to a relatively-large extent by DAN research teams in 1999 (DAN 
1999). The main conclusions made by these researchers were that even though the 
impact of the Asian crisis began to be felt a bit later by the SEATEs (in 1998), each 
was rather more effected by its own domestic problems. For example, in Vietnam in 
particular, transition to a market economy was difficult primarily because of ineffi-
cient state-owned enterprises and cumbersome domestic rules and regulations that 
impeded the development of the private sector.  Regarding the impact on the coun-
try's labour market, the paper has pointed out that a slowing down of growth, stag-
nation of production and services, and smuggling caused by the crisis inevitably had 
negative implications for the country, among which unemployment was the most 
serious problem. The following section will examine those remarks in more detail.  

 

5.4.1. Impact on the Country’s Economic Performance 

Although the crisis happened in the middle of 1997, its real impact could not be felt 
in Vietnam until late 1998 and 1999, when economic growth reduced sharply, and 
the economy stagnated. Different sources of information have shown different 
evaluations of the seriousness of the crisis: international organisations are more pes-
simistic, while the Vietnam government seems to be more optimistic. They all, how-
ever, do agree that the crisis has affected the economy through several channels. 
These channels are; (1) a fall in foreign investment, and slowing down in domestic 

Source: Calculated from data from the Statistical Yearbook 1999, GSO 
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investment; and (2) a decline in foreign trade, and as a result, the growth rate of the 
economy slowed, and the level of unemployment and other social problems in-
creased. 

5.4.1.1. Decline in Economic Growth  
The economy achieved a very impressive performance in the early 1990s (prior to 
the crisis), then in 1997 there was a slowing-down, and in 1998 and 1999 economic 
growth was reduced significantly. Slowing down of the economy in 1998 and 1999 
can not be attributed only to the impact of the crisis in the region. The weaknesses 
of the economy (weak private sector, poor performance of state-owned enterprises, 
inefficient banking system, and so on) also significantly contributed. Growth rates 
of the economy in 1998 and 1999 reduced to one-half of the rates gained in the pre-
vious years. 

        International institutions in Vietnam, such as the World Bank and the Interna-
tional Monetary Fund (IMF), indicated much lower rates than the figures in Table 
5.25. For example, the World Bank showed GDP rates for 1998 and 1999 to be 4.0 
percent for the two years; and that GDP growth of industry was 7.0 percent in 
1998 and 5.7 percent in 1999 (World Bank 1999). The IMF indicated GDP growth 
rates of 3.5 percent in 1998, and 4.2 percent in 1999 (IMF 2000). 

        There is no doubt that the crisis has impacted all sectors, but the seriousness of 
its impact was different from one sector to another. In order to see how the crisis 
impacted the economy, some calculations have been made. The post-crisis GDP 
growth rate of 1998 or (1999) was subtracted from the average growth rate for the 
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years 1995 to 1997 (pre-crisis years). The average growth rates from 1995 to 1997 
are considered as the base rate, which refers to the  would-have-been GDP growth 
rate of the economy, had there been no crisis. The GDP growth rate of 1997 is 
taken to calculate the would-have-been rate, though the crisis occurred in 1997. This 
was done because the impact of the crisis on the Vietnam economy was still modest 
at that time, and the economy was still growing. Positive effective impact indicators 
would show no impact of the crisis, negative ones would show the impact, and the 
smaller (negative in absolute terms) would show stronger impacts. 

        As shown in Figure 5.10, the state sector was most affected with a loss of 4 
percent growth in 1998 and 5.7 percent in 1999. The other national sectors were 
more stable. The foreign sector was more affected in 1999 than in 1998. 

        Figure 5.11 shows a big loss in the construction industry due to the crisis (14 
percent in 1998 and 11 percent in 1999). The construction industry, in fact, was 
very sensitive to the general economic trend. As it depends heavily on foreign in-
vestment, falling foreign investment had negative consequences for the industry. 
The electricity and water supply industry was also severely impacted, with nega-
tive growth of 4.7 percent and 9.9 percent for 1998 and 1999, respectively. The 
manufacturing sector lost 3.1 and 5.8 percent, respectively, in those two years. Ag-
riculture was the most stable in 1998, with the smallest loss in its growth rate. In 
1999, it even grew slightly. 

 
5.4.1.2. Fall in Foreign Investment  
Foreign investment in Vietnam has increased very fast during the last decade. For-
eign investment began in the early 1990s (Figure 5.12). In 1995, its share in industry 
GDP was 25 percent, 29 percent in 1997, and 32 percent in 1998. Therefore, the 
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rising or falling of foreign investment will significantly affect the growth of the econ-
omy. Since the onset of the crisis, foreign investment has declined at a striking rate 
and has still not recovered. 

        The slowing down of the economy also led to a reduction of government reve-
nue (from 23 percent of GDP in 1996 to less than 18 percent in 1999). With the 
combination of the fall in foreign investment and the reduction of government’s in-
vestment, the level of total investment as a share of GDP fell from 29 percent in 
1997, to 19 percent in 1999 – the lowest since 1993. The rate of gross capital for-
mation declined from 17 percent in 1995 to 12.6 percent in 1998, and to 3 percent 
in 1999 (Statistical Yearbook 2000). 
 
5.4.1.3. A Silent Foreign Trade 
Asian countries are the main markets for both the imports and exports of Vietnam. 
Therefore, a slowdown in these economies has had a negative impact on Vietnam’s 
foreign trade. Moreover, stronger devaluation of the domestic currencies of Asian 
countries has made Vietnam’s commodities less competitive in world markets.  Ex-
ports declined from 40 percent in 1996, to 2 percent in 1998. Growth rates of im-
ports in the past few years also reduced to negative figures. Since 1999, exports 
have regained their momentum and started to grow (Table 5. 26). 
 

5.4.2. The Impact on Employment and Income  

5.4.2.1. A Rise in Unemployment 
There is no doubt that the economic slowdown after the crisis has had an impact on 
the labour market. This can be clearly seen through an increase in unemployment, 
underemployment, and a reduction of wages and income. Although the 1990s saw 
some improvement in employment, in 1998 and 1999 the rate of unemployment 

Table 5.27. Employment Growth Rate by Sector and by Industry 
 State sector  

 1996 1997 1998 (est.) 1999 (est.)  1996 1997 1998 (est.) 1999 (est.) 

Total 2.8 4.1 3.6 -0.4  3.5 3.3 2.3 2.0 

Ag. Forestry, & Fisheries -12.1 3.6 -5.4 -4.5  2.9 2.7 2.5 2.1 

Industry 2.9 5.9 5.6 -0.6  0.4 -1.7 -1.7 0.8 

Service 6.0 -3.6 -0.5 -2.3  12.6 20.4 - - 

Non-productive* 4.4 6.2 4.6 0.6  - - - - 

Note: * Statistical Yearbook 1999, GSO. Source: IMF 2000  

Non-state sector 

Table 5.26. Growth Rates of Vietnam’s Imports and Exports 1996-199 

 1996 1997 1998 1999 

Total exports 41.2 24.6 2.4 23.2 

Exports, excluding oil 43.5 29.0 5.3 16.2 

Total imports 38.9 -0.4 -0.6 0.8 
Source: Statistical Yearbook 1999, GSO 
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was on the rise in urban areas. As shown in Table 5.16 above, the unemployment 
rate in urban areas has risen from 6.0 percent in 1997 to 7.4 percent in 1999, and the 
underemployment rate in rural areas also rose from 25.5 percent in 1997 to 28.2 
percent in 1998. 

        Regarding employment in particular, the crisis hit the non-state sector much 
harder than the state sector, and the impact on the state sector came later than the 
non-state sector. We did not see the reduction of total employment in the state sec-
tor until 1999, but it is clear that the non-state sector was immediately impacted by 
the crisis.5 For example, the growth rate of industrial employment (including con-
struction) in the state sector started reducing in 1999 only (Table 5.27), while em-
ployment in industry in general declined since 1997. 

        The picture is quite different for the service sector. While employment in the 
state service sector showed negative growth from 1997, and has kept declining up to 
the present, the employment rate in the non-state service sector since 1997 has in-
creased at significantly higher rates. From this point of view, it seems that the non-
state sector has responded to the crisis much better than the state sector. 

        As expected, women and the young were most subject to the impact of the 
crisis. Before the crisis, the rate of male unemployment was often higher than that 
of female employment, but by 1999, the rate of female unemployment caught up to 

Source: MOLISA 2000 
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5   A survey on 250 foreign enterprises carried out by MOLISA in 1999, also reflects 
the view that foreign enterprises did not appear to be impacted severely until 
1998. According to that survey, the sector grew by 19 percent at current prices 
and 8 percent at constant prices. The number of employees increased by 6 percent 
and income rose by 10 percent at current prices. However, the data show a down-
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the rate for males.  As the rate of unemployment rose, the share of women in total 
unemployment also rose. In 1996 the share of women unemployed was 46 percent, 
in 1999 the rate was 52 percent for women aged 15 and over. 

        The data from MOLISA (2000) reveal a striking rise in the share of young un-
employed: from 36 percent in 1998 to 52 percent in 1999 for people aged 15-24. At 
the same time, there was a huge reduction in the share of the unemployed in the 
group aged 25-43, from 32.3 percent in 1998 to 24 percent in 1999. The accuracy of 
these figures should be checked, but in any case they mean that young people were 
the most affected by the crisis. 

        Annually, MOLISA takes a survey on employment in which data on unem-
ployment are considered important. Unfortunately, the format for publication of 
the data in these surveys is different from year to year, which does not allow a 
proper comparison of unemployment rates.  

        The data on unemployment rates by job classification in the 1999 survey show 
a very high rate of unemployment for unskilled workers, and this rate is particularly 
high in big cities. For example, the rate in 1999 in Hanoi was 32 percent, and 17 
percent in Ho Chi Minh City (Figure 5.13). By education classification, the un-
skilled worker’s unemployment rate in 1997 was just 6.1 percent. Although it is 
difficult to compare these two rates, an increase in unemployment rates for un-
skilled workers from 1997 to 1999 is suggested. 

5.4.2.2. A Decline in Income 
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It is difficult to measure the impact of the crisis on the income and livelihood of the 
people because data on incomes are usually unreliable. There is no doubt that the 
crisis has had a negative impact on income, but there is little official data available, 
and those that are available are for state employees only. 

        It is very easy to observe the impact of the crisis on the wages of employees in 
the state sector (in both nominal and real terms). The reduction in the wages of state 
employees was seen in all industries, and the severity of the reduction was quite 
substantive. On aggregate, the real wage in 1997 increased 14 percent, while in 1998 
it increased only 1.8 percent. In 1999, it declined by -1.0 percent. Once again, to see 
the severity of the impact of the crisis, we use the effective impact indicator of 
wage reduction. The average of the real wage increases of 1996 and 1997 are used as 
the base, and the effective impact indicators of wage reduction in 1998 and 1999 are 
differentials of the average real wage rate increment in 1998 or 1999, compared to 
the average increment rate of 1996 and 1997.  

        As shown in Figure 5.14, the most severely impacted were the employees in 
the construction and financial industries. They faced a real wage reduction of more 
than 25 percent. This has led us to conclude that workers in these industries en-
countered a reduction as a result of the crisis. Nevertheless, it must be noted that 
these indicators just show the wage-increment reduction. They are not good enough 
to evaluate changes in the livelihoods of people, and more than that, cannot be indi-
cators of poverty and/or malnutrition. For example, even though the wage-increment 
indicator of the electricity industry was negative (the real wage declined 7 percent in 
1999), the wage rate for this industry was still among the highest for the state in-
dustries.  

        In 1999 the wage in the electricity sector was 1.2 million dong per month com-
pared to the average state sector wage of 0.7 million dong per month. Therefore, the 
problem created by the crisis is not an issue of wage reduction in general, but a 
problem of wage reduction in specific industries where the wage rate was already 
low, e.g. in agriculture, and fisheries. In the latter industries wage rates were about 
one-third of those in the electricity or communications industries. Moreover, though 
the wage reduction has to some extent created an issue, the real problem facing the 
country (or at least for the state sector) is unemployment. 

        In short, the regional economic crisis has created problems for the Vietnamese 
economy, both in terms of economic and civil development. This is particularly true 
from the point of view of employment. Those most affected by the crisis are the 
unskilled, the young, and female labourers. Although there was some impact seen in 
the reduction of nominal and real wages, this was not a very big problem. 

        In the state sector, the biggest concern today is the fact that the crisis severely 
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hit laid-off workers who were not provided with unemployment benefits, due to the 
lack of an unemployment insurance system in the country.  

 

5.5  Change in the Labour-market Policy Framework and its Impact on 
Promoting Growth, Reducing Poverty and Overcoming the Crisis 

5.5.1. Changes in Political Policy 
A major precondition for a labour market to function well is "freedom of contract." 
Both the supplier and the consumer of labour, as the main actors in the market, 
should have complete freedom to decide whether or not to enter into contract trans-
actions. From the demand side, the employer should enjoy the freedom of recruiting 
and selecting the most suitable workers for the job. On the supply side, workers 
should enjoy the freedom to apply for and take any job they wish. 

        In Vietnam before Doimoi, however, neither employer nor employee enjoyed 
the freedom to work where they wanted. All Vietnamese were required by law to 
register as either state employees or as non-state employees, and as rural or urban 
residents. To prevent workers from migrating freely from one workplace to another, 
an individual’s food ration coupons were issued only at the place where he or she 
was formally registered. 

        A social welfare and housing policy also contributed to preventing workers 
from moving. In Vietnam, for a very long time, state employees were provided with 
housing for almost no charge. Health care and education benefits were also provided 
for employees and their family members. The state enterprises (SOEs) were obli-
gated to accept the workers that were assigned to them, in accordance with the plan 
imposed from higher administrative levels. 

        Since Vietnam has embarked on economic reforms, there have been significant 
changes in the thinking of the Communist Party and the state regarding policies on 
employment and labour markets. Before the introduction of economic Doimoi, the 
Vietnamese state leadership asserted that in a socialist country like Vietnam, labour 
was not a commodity. This statement was often translated into the strongly-held 
belief that labour should not be sold or bought in the marketplace. Such precepts 
justified the state’s adoption of measures to maintain administrative control over 
labour allocation and employment. Since the introduction of the economic reforms 
in 1986, the Vietnamese Communist Party and the government have relaxed the 
regulations on labour management and allowed the market to play its role. This has 
been done by stipulating in the Resolutions of the 4th Plenum of Section VIII of the 
Central Committee of the party that: "we must think of expanding the exports of 
labour to the already-existing labour markets, as well as promoting it into new 
ones," and "We must renovate our education and training system so that it can meet 
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with the new needs and the requirements of the labour market."6 This was the first 
time the economic term "labour market" formally appeared in the party’s official 
documents. This implicitly means a formal acknowledgement of the concept by the 
party leadership. More than that, the documents demonstrate that promoting effec-
tive functioning of the market is one of the most critical tasks of the party and of 
the state. 

        These changes in political concept have been explicitly presented in a series of 
documents by the party and immediately translated into practice. In the early 
1990s, a number of reforms relating to the labour market were undertaken. The old 
wage system, in which payment was made based only on seniority, was abolished. 
The "employment for life" regime was also removed. Workers in the state-owned 
enterprises were paid in cash. Prior to 1983, a major share of workers’ wages (up to 
90 percent of total income) was paid in kind, e.g. consumer goods distributed at 
preferential prices, food coupons, etc. Moreover, the workers enjoyed almost free-
of-charge housing, medical care, education, and other social benefits. Efforts towards 
improving the wage system by basing it on level of education, skills, work perform-
ance and work responsibility, have made it more closely reflect the real contribu-
tions of workers. The private sector has also been allowed to make decisions on 
how much they pay their workers, with no direct interference from state agencies. 
The process of cutting down on the "subsidies package" to state-owned enterprises, 
and privatisation have both contributed to the promotion of labour-market initia-
tives. 

 

5.5.2. Change in Vietnam’s Legal Framework for the Labour Market 
As stated above, Vietnam has seen significant changes in the concept of the labour 
market during the last decade. These changes have been explicitly translated into the 
country’s legal framework. Among the key legal documents promulgating initiatives 
of the labour market and regulating its formulation and operation, highest impor-
tance must be given to the country's Constitution (amendment in 1992), the Labour 
Code (1995), and other legal documents such as state's ordinances, decrees and cir-
culars. From 1 January 1995, along with the Labour Code’s promulgation, a number 
of regulatory documents relating to the labour market have been issued. Together 
with the ruling party's policy guidelines and orientations, these documents have 
shaped a legal background for the establishment and operation of the labour market 
in the country. 

6   Resolutions of the Fourth Congress of the Eighth Session of the Central Commit-
tee of Vietnamese Communist Party. The National Politics Publishing House, 
Page 81 (Vietnamese version). 
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5.5.2.1. The Constitution of Vietnam on the Development of the Labour Market 
It is clearly stipulated in the Vietnamese Constitution that: "the state develops a 
market-based multi-sector commodity economy under a socialism-oriented state 
management" (Article 15). In regard to labour issues, they are promulgated in Arti-
cle 5 and Article 57 of the Constitution that: "working is the right and obligation 
born upon every citizen. The state and society make plans to create more and more 
jobs for labourers," and, "every citizen has a right to do business in accordance with 
the law."  The Constitution also includes other articles and provisions stipulating 
the rights and obligations of state agencies and institutions, of Vietnamese citizens 
and other persons, to ensure formulation and functioning of the newly-developed 
labour-market relations in the country. 

 
5.5.2.2. The Labour Code and Respective Regulatory Documents on the Labour 
Market 
The Labour Code of the Vietnamese Socialist Republic promulgated in 1994 with 
198 Articles, and enforced since 1 January 1995, is the first legal document to shape 
the country's labour market. Having been inherited and further developed from the 
labour legislative framework formulated in 1945 (just after the August Revolution), 
the Labour Code has institutionalised the Vietnamese ruling Party’s respective 
guidelines and initiatives, and has specified the authority of the Vietnamese Consti-
tution regarding labour and employment issues. Since then, the Labour Code has 
been considered as the most important legal instrument regulating the relationship 
between employees and employers. Article 2 of the Labour Code has stipulated 
that: "The Labour Code provisions are applicable to all categories of employees and 
employers engaged in contractual labour relations, regardless of their belonging to 
any economic and/or ownership sectors." 

        As said above, the Labour Code has shaped the legal background for the formu-
lation of the Vietnamese labour market by acknowledging the right to sell and buy 
labour services. In particular, it is stipulated in Article 16 that: "an employee has 
the right to work for any employer and in any place, if this is not forbidden by 
law"; and "an employer has the right to recruit any employee, either through direct 
negotiations or through employment services centres, and has the right to increase 
or cut down the number of employees to the level to meet his/her business needs 
and requirements in accordance with the law." It is clear that the Labour Code has 
formally recognised the freedom of job seekers to look for job opportunities and of 
employers to seek the workers they need. These provisions have created a basis for 
the labour market to be promoted and developed in the country. 

        The other important point is that the Labour Code reaffirms the new concept 
of a job. In the past, only those economic activities carried out by employees en-
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gaged in state enterprises and/or cooperatives were considered as a job. Now, how-
ever, as Article 13 of the Labour Code stipulates: "every activity generating income 
and/or benefit, and not forbidden by law, is recognised as a job." This provision has 
helped to remove the long-time bias against people engaged in economic activities in 
non-state sectors, and in this way, has facilitated enthusiasm on the part of both 
employees and employers in creating and seeking new job opportunities. This, in 
turn, has led to a more dynamic labour market. 

        In addition, provisions of the Labour Code have created a basis for the regula-
tion of many other important labour market-related issues such as vocational train-
ing, contractual relations, wages and salaries, labour discipline, labour safety and 
sanitation, social insurance, trade union organisations, and state governance agencies. 
These provisions are of great importance as they allow labourers equal opportuni-
ties in employment and payment, and protect the interests and rights of both em-
ployees and employers. In this way labour relations are harmonised and stabilised 
so that both employees and employers can bring into full play their initiatives and 
skills. 

 
5.5.2.3. Other Regulatory Documents on the Labour Market 
Apart from the Constitut ion and the Labour Code, various other labour market-
related legal documents have been issued and broadly applied in recent years. Gov-
ernmental Decree No-198/CP (dated 31 December 1994) on Instruction and further 
guidance for implementation of some articles of the Labour Code concerning labour 
contracts, is among the most important. The Decree brings in a new and very im-
portant stipulation of the mechanism for managing and using the labour force. For 
example, the document stipulates that in any labour contract, not only interests of 
employees, but those of employers must be respected. Labour contracts bind the 
rights and obligations of the two sides in negotiation and voluntary cooperation in 
respect to mutual benefits. 

        Governmental Decree 72/CP (dated 31 October 1995) on Instruction and fur-
ther guidance for implementation of some articles of the Labour Code on employ-
ment, has clearly specified that employment services centres are semi-autonomous 
institutions. Also their main functions should include: job promotion, job place-
ment, provision of information on the labour market, organisation and promotion of 
vocational training, etc. This decree also requires the establishment and implementa-
tion of unemployment reserve funds within enterprises and firms. Decree 72/CP 
plays an important role in the operation of the labour market since this is the first 
legal document promulgating the idea of employment services centres – a very im-
portant institution for the development of the labour market. According to the fig-
ures given by MOLISA, there are 139 employment services centres functioning in 
the country at present. 



 

The Labour Market in Vietnam                                                                                  231 

        Social insurance regulations are provided in: Governmental Decree No-12/CP, 
(dated 26 January 1995); MOLISA’s Circular No-06/LD-TB-XH (dated 4 April 
1995); and, Circular No-58-TC/HCSN (dated 24 July 1995). These stipulate that 
social insurance is provided only to employees working in the formal sector, that is, 
who work in enterprises and/or organisations with a staff of over 10 employees. It 
also clarifies five forms of payment from the social insurance fund, as well as identi-
fies financial sources of revenue for the fund. Employees working in informal areas 
are encouraged to take part in voluntary insurance schemes. 

        Vocational training and entrepreneurship are specified in Governmental Decree 
No-90/CP (dated 15 December 1995) on Specification and further guidance of some 
articles of the Labour Code on vocational training and apprenticeship, and in MO-
LISA's Circular No-20/LDTBXH (dated 21 September 1996). The documents 
shape a legislative and regulatory framework for vocational training activities as one 
of the most important components of the labour market in Vietnam. 

        Governmental Decree No-195/CP (dated 31 December 1994) on Working time 
and time for entertainment, and Governmental Decree No-196/CP (dated 31 Decem-
ber 1994) on Collective negotiations, and Governmental Decree No-175/CP (dated 
31 December 1994) on Wages and salaries , are key legal documents specifying and 
guiding implementation of some Labour Code articles, directly relating to labour-
market issues. 

        Together with the above-stated documents, other laws and legal documents 
such as Decree 66/CP, the Company Law, the Private Enterprise Law, and the Law 
for Promotion of Domestic Investment have contributed to the liberalisation of la-
bour-market relations and brought into full play the employment potential of the 
society. These legal documents have had direct or indirect impact on the formulation 
and operation of the Vietnamese labour market for the last half of the decade. In 
regard to labour supply, the changes in the legal framework have vigorously effected 
the labour market through the provisions directing the country's human resource 
development and development of human capital. They have created the initial prem-
ises and largely facilitated the interactions in labour markets. Furthermore, by pro-
moting a minimum wage concept, the legislation has created a base for defining the 
price for labour. Also, transactions in the labour market have been formalised 
through regulations on employment contracts. In regard to labour demand, the 
newly-created legal framework has provided specific regulations on transition from 
a centrally-planned economy to one which is market driven. This in turn has helped 
create new jobs for workers. The changes of the economy towards industrialisation 
and modernisation have facilitated changes in labour structure between and within 
economic sectors, and have increased the demand for jobs in the labour market. 
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        In short, during the relatively-short time period from 1994 until now (2000), 
the Labour Code and other laws and regulations relating to labour and employment, 
have created and put into practice a rather complete, synchronous and consistent 
legal framework for the labour market. According to figures given by MOLISA, over 
1,000 issue-related documents have been promulgated in the country and these es-
tablish a new legal framework for the development of labour-market relations.  

 

5.5.3. The Labour Market’s Institutional System 
In Vietnam today, labour-market institutions per se still do not exist. All the func-
tions relating to the labour market’s management and operations are automatically 
assigned to labour management institutions, in which the Ministry of Labour, War 
Invalids and Social Affairs (MOLISA) is considered as the sole state governance 
agency responsible for implementation. 
 
5.5.3.1. The State Labour Market Agencies at the Central Level 
Ministry of Labour, War Invalids and Social Affairs (MOLISA) 
The state administrative apparatus for labour markets at the central level includes 
ministries, ministerial-rank agencies and cabinet agencies. Among them, MOLISA is 
the one with the greatest influence, not only on labour employment, but also on the 
formulation and operation of the labour market. Article 181, Paragraph 1 of the La-
bour Code, has stipulated that: "MOLISA functions as the state governance agency 
on labour issues for all sectors and localities nationwide." 

        MOLISA was established in 1987 with the merging of the former Ministry of 
Labour and the Ministry of War Invalids and Social Affairs. The ministry is now 
responsible for three main aspects: (i) labour issues; (ii) war invalids, dead soldiers 
and war veterans, and (iii) social affairs. Before the merger, the Ministry of Labour 
supervised employment issues, implementation of the Labour Code, the labour 
safety-net, wages and salaries. Governmental Decree No-26/CP later placed respon-
sibility for salary management on the Government Personnel and Organisation 
Committee, and the Ministry of Labour became responsible for only the manage-
ment of wages. Since the merger with the Ministry of War Invalids and Social Af-
fairs, MOLISA has been given more functions and responsibilities, including imple-
mentation of social policies and activities, such as hunger alleviation and poverty 
reduction, social assistance, policies for needy children, sponsorship of war victims 
and persons with disabilities, and social security. 

        One of the new and important functions of MOLISA is management of voca-
tional training activities. This function is clarified in Governmental Decree No-23/
CP (dated 27 March 1998). Through cross-sector collaboration, MOLISA has 
closely worked with other line ministries to carry out these responsibilities. 
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        A number of changes have recently been made within MOLISA that have di-
rectly affected the process of formulation and operation of labour-market policies. 
These include changes in its mandate and the mandate of its constituting depart-
ments, such as the Labour Exports Agency, the Department for Labour and Em-
ployment Policies, the Executive Committee for the National Employment Pro-
gramme (1998-2000), the Population and Labour Centre, and the Centre for Infor-
mation and Statistics on Labour and Social Affairs. Besides, these other depart-
ments within the ministry also contribute to labour and employment programmes 
case-by-case and in that way, have also provided some impact on the evolution of 
the labour market. 

        In particular, the Department for Labour and Employment Policies carries out 
the function of state governance over implementation of annual small-scale employ-
ment projects, e.g. allocation of the state budget to the projects with a total value of 
less than 200 million dong/project, as well as overseeing the functioning of employ-
ment services centres. 

        According to provisions stipulated in Government Decree No-07/CP, the La-
bour Exports Agency is in charge of providing services to the labourers and profes-
sionals who work abroad. The other function of the agency is to supervise the op-
erations of labour export companies. 

        The main function of the Centre for Information and Statistics on Labour and 
Social Affairs is to conduct research studies, labour surveys, and to provide infor-
mation on the labour market. Labour and employment surveys are conducted on an 
annual basis (in 1997, 1998, 1999 and 2000). 

        The National Employment Promotion Centre is in charge of developing poli-
cies on labour and employment, and providing instructions on vocational training 
activities. Meanwhile, the Institute of Labour Science and Social Affairs is given the 
task of developing a national strategy on labour and social issues. 

Departments for Labour and Wages in Other Ministries and Sectors 
The management of the labour market is not the task of MOLISA alone, but also of 
many other ministries, state agencies and local authorities. The Labour Code has 
identified that localities, ministries and state agencies must cooperate with MO-
LISA to implement governance over labour issues within those ministries, localities, 
and agencies. 

        The Departments for Labour and Wages from other ministries and sectors have 
shaped a network of labour management agencies at the central level. As consulta-
tive bodies, these agencies actively participate in the process of formulating poli-
cies, plans, and programmes, and in implementing labour and employment projects 
within their ministries and sectors. 
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5.5.3.2. The State Governance Agencies Involved in the Labour Market at the Lo-
cal Level 
The Labour Code provides the Provincial People’s Committees with a mandate to 
carry out the state governance functions over labour issues within their territories. 
Local labour agencies, e.g. the Provincial Departments of Labour, War Invalids and 
Social Affairs (DOLISAs) and the divisions of labour at the district level, are set up 
to help the Provincial People’s Committees carry out the tasks relating to labour 
issues (Article 181, Paragraph 2). Up to now, DOLISAs were in charge of coordi-
nating and implementing labour-market policies and managing activities undertaken 
by the network of local labour-market agencies. 

 
5.5.3.3. Mass Organisations  
Vietnam’s General Confederation of Labour (VGCL) 
In their relations to labour markets, the Vietnam General Confederation of Labour 
(VGCL) is considered as a representative for workers and one of the parties in-
volved in labour-market transactions. In fact, however, the VGCL is a semi-
governmental agency actively participating in the process of governance over labour 
and social affairs. The VGCL takes an active role in the formulation and implemen-
tation of labour and social policies. Also, as a representative of labourers, the 
VGCL's mandate is to protect the interests of working people in relations with the 
government and employers. Specifically, the VGCL participates directly in negotia-
tions with other parties in the labour market on minimum wage levels, bonuses, 
part-time salaries, compensation, as well as in labour dispute settlement, etc. 

        The VGCL also controls and supervises implementation of the Labour Code, 
and educates workers about the Code. The VGCL has four million members – 
roughly one-tenth of the total labour force in the country. The small membership is 
explained by the fact that farmers in rural areas do not participate in the VGCL la-
bour unions. 

The Vietnam Chamber of Commerce and Industry (VCCI) 
The VCCI was established in the early 1990s, and, in regards to the labour market, 
it represents employers. However, its functions and mandate have not been clearly 
identified up to now. Although the VCCI set up a Bureau for Employment and La-
bour in 1997, not much has been done so far.   

Non-governmental organisations (NGOs) 
Apart from the above-mentioned key agencies, mass organisations and NGOs  (such 
as Vietnam’s Women Union, the Union of War Veterans, the Union of Cooperative 
Peasants, the Youth Union etc.) there are also very strong socio-political forces 
which have significant influence on the formulation and implementation of labour-
market policy and functioning of the market itself. 
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        In recent years, collaboration between MOLISA and these organisations in 
implementing labour-market policy have often taken place through specific labour-
market promotion projects. MOLISA is involved through allocation and monitoring 
of resources that these organisations use to implement projects.  

        Up to the end of 1998, about 50 foreign NGOs had cooperated with MOLISA 
on labour and employment-related activities. Among them, the most important were 
the European Union projects (RAS), projects funded by the Japanese Government 
with technical support by the ILO, projects for small and medium enterprises, the 
programme for refugees’ repatriation (HCR), employment projects supported by 
Germany’s Federal Republic through GTZ, and training and retraining projects by 
ADB. Most of the projects carried out by these organisations concentrated on cre-
ating new job opportunities for workers. 

        In short, apart from tremendous changes in the economy itself over the last 
decade, Vietnam has experienced great changes within its institutions. These changes 
have greatly contributed to the creation of job opportunities and to the formulation 
and development of the Vietnamese labour market.  

        Constraints, however, still remain, concerning the institutional framework of 
the Vietnamese labour market. These include: (1) lack of clarification of roles and 
responsibilities between labour and employment management agencies; (2) lack of 
effective arbitration and court services; (3) weak employment services; (4) lack of 
an unemployment insurance system; and (5) conflicts caused by problems of differ-
ent interest groups relating to labour and employment. Moreover, in spite of huge 
changes in the institutional framework regarding promotion of employment, these 
changes have mainly affected the state sector only. Meanwhile, millions of labourers 
from non-state and informal sectors are not subject to these changes. 

 

5.5.4. Labour-market Policy in Vietnam 
As noted above, there are significant revisions in the country’s policy towards a 
more open and free labour market, and that revision can be clearly seen through 
changes in both the political concept, and individual perceptions and thinking by the 

Table 5.28. Labour Employed in FDI Projects, by Sector and Branches 
Sector 1994 1995 1996 

 Quantity  % Quantity % Quantity % 
Agriculture, Forestry and Fisheries 2761 3.1 4380 3.1 4618 2.7 

Industry 72063 81.8 114822 82.2 146120 84.5 

Hotel 5763 6.4 8227 5.9 8212 4.7 

Communications, Transport and Information 3605 4.1 5071 3.6 5608 3.2 

Other sectors 3962 4.5 7178 5.1 8367 4.8 

Total  88054 100 139678 100 172925 100 
Sources: Adapted from reports of the Ministry of Planning and Investment, 1998 
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government and the people. Up to the present, however, Vietnam has not had a 
framework of policies truly targeting labour-market creation and its effective func-
tioning. 

        During more than a decade of Doimoi, however, a number of labour-market-
friendly policies have been implemented by both government and non-governmental 
organisations. These policies, specifically designed to deal with socio-economic 
development problems, have substantially influenced the formulation and function-
ing of the market. 

        The economic policies to a large extent have helped make considerable progress 
in promoting economic growth, reducing poverty, and overcoming the recent re-
gional financial crisis. Labour market-friendly policies have helped to create a better 
match between supply and demand in the job market, and helped to increase eco-
nomic growth and employment. The policies use a variety of tools to facilitate and 
improve the matching process in the labour market. They provide assistance to job-
less persons,  and to those threatened with redundancy, to help them find new em-
ployment and sustain themselves temporarily during periods between jobs. 

        Up to the moment, these labour-market-friendly policies cover a relatively 
wide range of income support schemes (unemployment assistance), measures to 
reduce labour supply (early retirement), as well as active measures directly stimu-
lating new job creation and employment promotion. The latter include subsidised 
employment, public works, and support for self-employment. Policies have also 
helped increase the employability of job applicants through employment promotion 
or assistance provided to employment services. 

 
5.5.4.1. "Active" Labour Market Policy  
Active policy here refers to policy designed to alleviate the poverty associated with 
unemployment, as well as tensions in the labour market. Active labour-market poli-
cies have been implemented in various forms and have achieved satisfactory results. 
Among them the most important are job creation, training and retraining schemes, 
skills improvement, initial capital support programmes for small and medium busi-
nesses, etc.  

 
National Programme for Employment Generation 
Resolution No-120/HDBT (dated 11 April 1992) on The main directions and solu-
tions for employment problems in the years to come, was the first document issued 
by the Vietnamese Government regarding a safety-net to alleviate the negative im-
pact of restructuring the state-owned sector. Established in 1992, the programme 
directly promotes employment opportunities by providing labourers with subsi-
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dised credit, severance payments, and training in new skills. Also, this scheme aims 
at providing grants and seed capital to private entrepreneurs for self-employment, or 
for the creation of new jobs for unemployed people. In general, this measure stimu-
lated the redirection of labour towards newly-developing activities during the period 
of the most intensive structural changes. For rural areas, this programme provides 
loans for development of agriculture, forestry, and fisheries. Thanks to this pro-
gramme, in 1997, over 130 job promotion centres were established throughout the 
country. The number of labourers provided with jobs increased as follows: 117,000 
in 1992; 285,000 in 1994; 314,000 in 1995; and an estimated 300,000 in 2000. By 
the end of 1996, about 50 loan projects worth 20,000,000 million dong in total had 
created jobs for approximately two million labourers. 

 
Investment-promoting policy and its impact on the labour market in the country 
In order to develop the economy and create more jobs, a number of policies have 
provided various kinds of incentives to potential investors. The Vietnamese Law on 
Promotion of Domestic Investment stipulates that preference is given to projects that 
create more jobs for workers. The law serves to encourage all individuals and compa-
nies to invest in business and to increase wealth and employment. Since then, rapid 
progress has been reached in the area of business generation, particularly in the pri-
vate sector. In 1995, non-state businesses numbered only 242,721. In 1996, the 
number had grown to 623,710 (an increase of 157 percent). In 1997 there were 1.4 
million rural businesses in different economic sectors, including state-owned, private 
sector, cooperatives, households and individual businesses. 

        To the same effect, Vietnam’s open door policy and the promulgation of the 
Law on Promotion of Foreign Investment have created preferential conditions to 
attract potential overseas investors. According to data given by GSO, by the end of 
1998, Vietnam had attracted more than 2,200 foreign investment projects. Imple-
mentation of Foreign Direct Investment (FDI) projects has involved a significant 
number of workers from all economic sectors, especially from the industrial sector. 
Industry employs more than 80 percent of the labour force involved in FDI projects. 

        The posit ive impact of the policy to promote foreign investment can be clearly 
seen in percentage of the labour force working in those regions with better infrastruc-
ture. Ho Chi Minh City has 41 percent of total employment, and Dong Nai 21 per-
cent. 

        The newly-amended Law on Enterprise has also remarkably contributed to cre-
ating new business in the country. And this in turn, has provided a large number of 
new jobs for workers. According to a report by the Ministry of Planning and Invest-
ment, 9,863 enterprises were established in the first nine months of the year as a 
result of the implementation of the new Law on Enterprise. With a total registered 
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capital of 9,397,000 million dong, these enterprises were three times more in num-
ber than those operating a year earlier, and they had three times as much registered 
capital. Over one-half of the newly established enterprises were based in Hanoi and 
Ho Chi Minh City. According to a survey by the Vietnam Chamber of Commerce 
and Industry (VCCI), it now takes only seven days and costs 550,000 dong on av-
erage to set up an enterprise. 

 
Policies targeting promotion of non-farm activities in rural areas 
Experiences in recent years have shown that development of handicrafts and non-
farm activities have created a large number of jobs for rural labourers. According to 
statistics, these activities currently involve 29.5 percent of rural labourers. On aver-
age, each non-farm business has created jobs for about 27 full-time and eight to nine 
seasonal labourers, and one household business can provide jobs for three to four 
workers. The income of non-farm households has increased (the per capita income 
of non-farm households is 430,000 dong/month). Those households working full-
time on non-farm activities can earn on average 236,000 dong/month. Those working 
part-time can earn on average 186,000 dong/month. These activities have also re-
duced the negative social phenomena of unplanned rural-to-urban migration. More 
than that, development of non-farm activities has also contributed to the promotion 
and implementation of the state policy on restructuring the economy towards in-
dustrialisation and modernisation. 

Table 5.29. Labour Market-friendly Policy Initiatives in Vietnam 

Type Specific policies 

Active labour market 
policy 

• The National Program for Employment Generation was established in 1992 and has 
largely functioned as a safety net targeting alleviation of the negative impacts of the re-
structuring of the state-owned sector, as well as promoting employment opportunities 
through providing severance payment, subsidised credit, and skills training 

• Investment promotion policy creates laws on investment promotion 
• Policies targeting promotion of non-farm activities  
• Rural credit schemes are widely used to support productive activities of poor households. 

The schemes are carried out by the Vietnam Bank for Agriculture and Rural Development 
and the Vietnam Bank 

Passive labour market 
policies  

• Severance payment schemes applied to redundant workers in SOEs. 
• Early retirement schemes 

Policies to encourage 
demand for labour 

• Job creation programs 
• Financial support and assistance for self-employment 
• Preferential credit schemes for female-operated businesses 

Policies to influence 
supply of labour in the 
labour market 

• Population and family planning policies and migration programs have been implemented in 
a variety of forms 

• Community health care programs for fighting malaria, goitre; providing vaccinations; 
promoting mother and child health —  largely carried out throughout the country  

• Educational training policies are applied to ensure that all communes (basic administrative 
level in Vietnam) have a good primary school and to provide informal education for non-
school children, and illiterate adults, and to improve vocational training to meet market 
requirements 

• Employment service development policies and more than one hundred employment 
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        Other programmes to build rural infrastructure and support agricultural serv-
ices, are important efforts of government in rural areas. These include building rural 
roads and commune schools, providing clean water for rural areas, and exploiting 
new land, coastal zones and surface water in delta areas, etc. These policies have 
also indirectly contributed to the creation of new opportunities for labour, espe-
cially the poor in rural areas, though they have not been designed specifically to 
meet labour-market objectives. 

 
Rural credit policy  
Over the last few years, one of the policies which aims at job creation in rural areas 
has been the Programme on Provision of Credit to the poor. This policy is widely 
used to support productive activities of poor households. Specifically, the Agricul-
tural and Rural Development Bank, an institution assigned by the government with 
the function of providing credit for rural areas, was established in 1990. Up to the 
present, there have been 2,600 establishments created with a total capital invested 
of over 26,000,000 million dong, of which 90 percent is mobilised capital. It is esti-
mated that up to the end of the year 2000, the fund will provide more than 
40,000,000 million dong to the poor. This amounts to providing each rural house-
hold with approximately 1.2 million dong. In total over seven million households 
will be provided with loans. The Bank for the Poor is also a new credit channel tar-
geting the poor. Beneficiaries of the bank are poor households in both urban and 
rural areas, which have shown interest in borrowing money for business promotion 
purposes, and/or for other purposes leading to an increase in their own income and 
to poverty alleviation. 

 
5.5.4.2 The "Passive" Labour Market Policy in Vietnam 
This category of policy includes all the programmes and schemes implemented so 
far within the country and aiming at overcoming the immediate financial difficulties 
of employees who have been laid-off, and/or for other reasons are out of work. This 
also includes policy measures designed to minimise undesirable social consequences 
caused by the changes in the process of economic restructuring. Thus, most of the 
passive labour-market policies implemented in the country are targeting labour re-
dundancy in the state-owned enterprises (SOEs).  

        The process of restructuring and rearrangement of state-owned enterprises has 
resulted in a significant reduction in their number (from 12,000 enterprises before 
the process to 5,280 after). As a result, a large number of SOE employees become 
"redundant," i.e. cannot be provided with any job in the SOEs due to the shortage of 
jobs and/or due to the individual’s inability to meet professional and technical re-
quirements. In fact, redundant labour also includes those from dissolved and bank-
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rupt enterprises, as well as employees whose jobs were lost as a consequence of the 
SOE-restructuring process. At the moment, the Vietnamese government provides 
incentives to redundant labourers who voluntarily leave their jobs. 

 
These incentives include: 
        A severance payment scheme: This scheme provides all SOE employees, 
whose jobs are cut, with severance, or loss-of-job allowances, as stipulated in the 
Labour Code. More than that, the state grants some supplementary assistance to 
redundant labourers who were recruited on lifetime labour contracts, but voluntarily 
agree to leave their jobs. These additional benefits are not available to employees 
working on 1-3 year or seasonal contracts. 

        An early retirement scheme : Among labour-market policy measures under-
taken by the Vietnamese government to deal with labour redundancy in SOEs, early 
retirement has drawn special attention. In practice, redundant labourers in SOEs 
who are willing to take early retirement, are classified into groups such as: 

a)   Employees who have made sufficient social security contributions, but fall 
      one to five years short of the required number of working years; 

b)  Employees who attain retirement age, but need to pay social security contri-
butions for one to two years more; 

c)   Redundant labourers not belonging to either group (a) or group (b). 

 

        The state provides assistance to each of these groups according to the Labour 
Code and/or provisions of respective regulations such as Decrees No.44/1998/ND-
CP and Decree No.103/1999/ND-CP.  Specifically: 

• The state pays social security contributions (at a rate of 20 percent) for 
employees who attain retirement age, but need to pay social security contri-
butions for a maximum of two more years to be entitled to retirement bene-
fits; 

• The state pays social security contributions (at the rate of 20 percent) and 
provides monthly pensions equivalent to a maximum 70 percent of the cur-
rent level of salary for employees who need five more years to reach retire-
ment age. Upon attaining retirement age, these employees will be entitled to 
retirement benefits. 

• The state provides retraining assistance during the retraining period equiva-
lent to no more than 10 months of earnings at minimum wage and also pro-
vides 18 months of salary at the level currently received by the employees. 
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The state also creates jobs for redundant labourers. 

5.5.4.3. Policy to Influence Demand for Labour in the Market 
If seen from the demand side, there are now numerous policies to create a better 
match between available labour and the existing demands for labour. The main pur-
pose of these programmes is to increase labour demand during periods of weak de-
mand, and to provide unemployed individuals with a job or workplace and the 
means of choosing an occupation/position or training programme. 

        Over the past few years, policies have rapidly grown in importance, and target 
both individuals and enterprises. They include a number of different specific poli-
cies. Among them are policies to create jobs for new labour-market entrants, or for 
employees who have been laid off. The most notable is the above-mentioned Na-
tional Employment Generation Programme. Other policies, while not designed to 
directly create a new job, in practice have explicitly affected the increase in labour 
demand (e.g. the policy on promotion of the development of small- and medium-
scale enterprises, and the policy on multi-sector economic development). 

        The incentives given by government to encourage domestic and foreign invest-
ment, and to motivate diversification of products, have been widely applied, and 
have become factors contributing significantly to an increase in domestic labour de-
mand. In addition, financial support and/or preferential credit policies such as rural 
development credit schemes, credit for the poor, business promotion credit, as well 
as policies encouraging sustainable use of natural resources (land, forests, water, 
minerals, etc.), have also contributed to creating jobs and demand for labour. 

 
5.5.4.4. The Country’s Policy Affecting Labour Supply 
Population growth control policy  
Population growth control and family planning policies have long been implemented 
in the country and have been successful in reducing the rate of birth. As it was said 
above, Vietnam is characterised by a high birth rate and a large population, making 
the country one of the least-endowed in the region in terms of land and other natural 
resources. The country’s highly successful population control policy has helped 
not only to narrow the gap between the supply and demand for labour in the mar-
ket, but also has directly translated into poverty reduction. Practices have shown 
that households with many children are often ranked among the poorest. This is 
because they not only have fewer labourers in relation to the number of family 
members to feed, but they also have more education expenses to meet, and are more 
likely to incur lack of access to health care services. 

 
Education and training policies  
During the last decade, the government has initiated a number of policy interven-
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tions in the educational and training system. One policy ensures that by the year 
2000, all communes have good primary schools.  Another recently-implemented 
policy provides incentives to develop informal education for children and illiterate 
adults who, for one reason or another, have been unable to go to school. To this end, 
a policy for improving vocational training to meet market requirements has also 
been actively taking place. 

        The Vietnamese government has recognised that education is important for 
climbing out of poverty, for acquiring skills, for general and occupational knowl-
edge, and for accessing information. Education is closely tied to being aware of new 
opportunities and for understanding new techniques. Moreover, Vietnam, like any 
other country in transition today, is faced with serious problems of skill mis-
matches in the labour market. Thus, it is understandable that strengthening govern-
ment commitment to universal primary education, a balanced approach to voca-
tional training, and flexible adjustment to the demand for skills becomes the main 
focus of new policy. 

 
Community health-care policy 
This policy encompasses a wide range of activities including programmes of sociali-
sation, and some privatisation of health care services. Activities include: "a pro-
gramme of preventive measures" promulgating and implementing in practice the 
premise of "prevention is better than cure;" a policy for medical insurance; and gov-
ernment supports aiming at increasing the accessibility of rural inhabitants to health 
and sanitary services, etc. 

 

5.6. Concluding Remarks 

In the last few years, great efforts have been made by the Vietnamese government in 
creating a new legal framework for the labour market. Indeed, during a relatively-
short period of time, thousands of legal and regulatory documents have been issued 
explicitly aimed at improving the employment situation, and encouraging demand 
for labour and moderating its supply. Numerous economic policies implemented 
during recent years have brought about significant results in the economy, as well as 
solving employment problems facing the country.  

        The large and rapidly-growing population of Vietnam supplies more than one 
million new entrants to the labour market each year. This on the one hand, is a fac-
tor-endowment advantage of the country, since the large volume of workers and low 
cost of labour attracts many investors. On the other hand, the large size of the 
population and of the labour force creates strong pressures on the economy, in the 
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sense that it causes unemployment and labour redundancy. 

        Although the country has managed to maintain a relatively high rate of GDP 
growth even in the face of the regional financial crisis, growth has been achieved 
almost without big increments in employment creation. Part of the reason is the 
excessive overstaffing in the state-owned enterprises. This makes it possible for the 
SOEs to increase production without increasing the number of workers. Also, many 
new technologies that are now used in manufacturing high-quality products, are 
labour saving. And what is more important, the number of new jobs created so far in 
services and in some industries are not sufficient to absorb the large number of un-
employed job seekers. 

        Another feature of the newly-created labour market in Vietnam is the wide-
spread skill mismatch. Many skills have become outdated due to changes in technol-
ogy and new forms of work organisation. This fact demands more skill training and 
retraining activities. So far these needs have been poorly met. The severe shortage of 
highly-skilled workers is caused not only by skill mismatches, but also by the igno-
rance of both government and families of the value of vocational and technical train-
ing. 

        Among others, the reasons for unemployment in cities and underemployment 
in rural areas can be attributed directly to insufficient attention to the private sector. 
Although discrimination against the private sector has formally been removed, in 
reality the sector is still facing a bulk of "invisible rules" that prevent its develop-
ment, as well as hinder the movement of workers into non-farm activities. 

        As a matter of fact, as the Vietnam economy is still heavily-dominated by agri-
culture, and as non-farm activities in the countryside are still not strong enough to 
absorb underemployed rural workers, it is clear that the share of employment in 
agriculture in the country’s villages will remain high for a long time. 

        Although some regions (e.g. the southeast region) and sectors (e.g. the service 
sector) have recently seen more or less intensive developments in the wage labour 
market, wage employment still accounts for less than 20 percent of total employ-
ment. This explicitly implies a low level of development of the labour market and of 
the country itself. As a consequence, self-employment continues to be a primary 
form of employment (about 80 percent of total employment) and is very important 
in rural areas. Many regions within the country are experiencing unemployment in 
both open and hidden form. Employment-intensive programmes could help relieve 
the situation and contribute to the general socio-economic development of the re-
gions. 

        There is no doubt that recent developments in the labour market have contrib-
uted greatly to economic growth and poverty reduction. This can be seen very 
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clearly through the performance of a number of labour market-related schemes and/
or programmes. However, it is hard to say that the success can be attributed only to 
labour market progress. 

        The regional financial crisis, to the surprise of many Vietnamese economists, 
has hit the country’s labour market. This is apparent from the obvious slowing 
down of the economy, which in turn translated into an increase in the rate of unem-
ployment in the non-state sector. Women and young workers were those most hurt 
by the crisis. It has also produced a negative effect on the income of labour in the 
state sector. More than that, adjustment of the labour market has also been taking 
place inside firms. The number of idle workers in SOEs has increased, and the work-
ing-hours of wage employees in urban areas has declined. 

        In short, along with a number of successes, recent developments of the labour 
market in Vietnam also created many problems. Solving these problems is vital to 
the process of successful economic and social transformation within the country. It 
is clear that the policy response provided so far has been inadequate and requires a 
more comprehensive approach. The approach must be based not only on increasing 
employment opportunities and raising the quality of newly-created jobs, but also 
on reversing negative trends in human resources development and the use of human 
capital. Just as important is the need to protect the rights of both employees and 
employers. 

        In addition, the relevance and quality of the country’s labour-market policies 
should be regularly assessed. To achieve this, information should be gathered and 
carefully analysed on the number of participants in each programme, the total costs 
of programmes, the number of jobs created, and the distribution of programmes by 
geographic region. 
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