
Annex C : How labor markets in low-and middle-income 

countries will change in the next two decades and how 

young people can be best prepared to meet these changes ? 

 

What follows is an extract of Toward Solutions for Youth Employment - A 2015 Baseline report. This 

report is a publication of Solutions for Youth Employment, a multi-stakeholder coalition initiated by the 

World Bank, Plan International, the International Youth Foundation (IYF), Youth Business International 

(YBI), RAND, Accenture, and the International Labour Organization (ILO) with a view to contributing to 

a world where all youth have access to work opportunities.  

 

“Labor markets and the nature of work are in a state of transition across the globe, with profound 

implications for young people entering the workforce in the next several decades. Among these 

changes in labor markets are: 

 

Growing dominance of the private sector and services: The vast majority of new jobs will be created 

by the private sector, which now accounts for some 90 percent of job creation (World Bank 2012). 

Further, job growth is likely to be dominated by services, not just in developed countries but in 

developing ones as well. For many countries, especially in East Asia, rapid growth of manufacturing 

employment has been a pathway toward opportunity. However, despite continuing expansions of 

outsourcing of manufacturing to developing countries, improvements in technological efficiencies will 

place limits on the expansion of such employment in these countries. Indeed, in contrast with the 

pattern seen in now-industrialized nations of declines in agriculture shares and increases in 

manufacturing—followed only later by an increase in services related to manufacturing—many 

developing countries have been moving toward developed country service-sector shares without this 

prior rise in manufacturing. It is not yet clear whether a service orientation can lead to massive poverty 

reduction through expansion of productive employment, and what the implications for youths’ work 

prospects will be.  

 

With regard to agriculture’s role in employment, this sector remains very important in regions such as 

in Africa and South Asia. [...] However, the share of agricultural employment is falling and will continue 

to decline, mostly reflecting rapid urbanization [...]. More than half the population in developing 

countries is expected to be living in cities and towns before 2020. As a result, far more young people 

will be entering the nonagricultural labor force, seeking employment in services and industry.  

 

Increasing integration into global value chains: Technological change and advances in communication 

in recent years have made it dramatically easier for developing countries to participate in expanding 

global values. Outsourcing of manufacturing and services has increased as multinational firms find it 

easier for activities along the value chain to be more finely split up and carried out in different 

locations. The rapid increase in offshoring of information technology (IT), back-office processing, and 

customer support services to countries such as India illustrates this trend. Integration into global value 

chains provides new opportunities for economic growth, employment, and well-being among young 

workers, particularly young women. A strong example is seen in focus country Bangladesh, where in 



little more than two decades employment in export-oriented garment manufacturing rose from to 

essentially zero to 3.6 million, with 80 percent of these jobs held by women (World Bank 2012). These 

jobs typically represent a significant improvement over alternative opportunities.  

 

Increasing reliance on flexible employment and informal employment: At the same time, due in part 

to broader global competition as well as technological change, firms in both the developed and 

developing world have been moving from formal wage employment to more flexible, task-based, and 

temporary or semi-permanent jobs. In low- and middle-income countries such as India and elsewhere, 

this is reflected in, among other things, the rise in the temporary staffing industry. Because workers 

under these arrangements do not have permanent employment contracts and usually lack job 

benefits, employment in global value chains is becoming significantly “informalized.” While this 

benefits employers and, potentially, economic growth through greater labor market flexibility, there 

are generally negative implications for working conditions, job security and social protection, and tax 

revenues.  

 

It is expected that the majority of new jobs (for youth) in low- and middle-income countries will be 

created in the informal sector. Other, possibly even more important, causes including demographic 

trends and rural-urban migration [have to be considered], along with slow growth of the formal private 

sector in many countries and declining public sector employment— which together mean more young 

people entering the labor force but finding fewer formal sector jobs. Within the informal sector, small 

and microenterprises will play a very significant role in job creation, not just in poor countries such as 

Ethiopia, where they account for virtually all manufacturing employment, but also in middle-income 

countries such as Chile, where they account for almost 40 percent (World Bank 2012). The increasing 

diversity of the informal sector in low- and middle-income countries needs to be recognized. In 

addition to featuring a multitude of tiny home-based enterprises operating at low productivity, this 

sector also contains highly dynamic, high-skill firms that are informal largely to avoid the tax and 

regulatory burdens of formality.  

 

Changing requirements for skills: Of particular relevance for young people entering the workforce in 

the coming several decades—and for policy makers—are changes in the skills required by the new 

labor market. Globally, low-skill occupations and non-routine manual jobs still make up more than 45 

percent of total employment, with medium-skill routine jobs accounting for about 37 percent (ILO 

2015). However, in part due to increased trade and offshoring, medium-skill jobs in advanced 

economies are declining, while they are increasing in low- and middle-income countries. For 

economies such as China and India, these new jobs will be at the high end of the skills scale nationally 

even though they might be considered medium-skill jobs in industrialized countries. Therefore the shift 

via outsourcing and offshoring of these jobs to developing countries points to an increase in the 

demand for higher-skilled labor in these countries. Among member states of the Association of 

Southeast Asian Nations, for example, it is estimated that by 2025 the higher skills mismatch (ratio of 

under-qualified workers to higher-skill employment) will be 10 percent in Vietnam, 25 percent in the 

Philippines, and a staggering 65 percent in Indonesia.38 Having young people enter the workforce with 

the skills required for this work will be important for both the youth and for the country’s economic 

growth.  

 



The nature of skills demanded, not just their level as measured by level of schooling, is likely changing 

substantially as a result of this and other trends. In general, as economies develop and diversify, the 

demand for more general, higher-level cognitive skills increases relative to that for manual skills 

specific to a particular job. This pattern may be reinforced by the trend noted above toward 

nonpermanent employment: When such arrangements become common, broader, transferable 

cognitive skills rather than narrower job-specific skills are more valuable for workers as well as 

potential employers. More frequent transitions between positions and sectors also increases the 

importance of youth having a system of credible skills certification that allows them to signal their 

qualifications to employers. Finally, noncognitive or soft (behavioral) skills may become more valuable. 

This would be expected, for example, based on the growing importance of services—including 

offshored customer service operations—that require interaction with customers and clients. Task-

based and short-term employment both require the ability to be flexible and adaptable to new 

situations, which is itself an important noncognitive skill. Finally, more and more jobs in low- and 

middle-income countries, including outsourced online support jobs and many higher-skilled 

occupations, will require a high degree of computer literacy. However, it is important to keep in mind 

that the share of the workforce actually impacted by these changing skill requirements will vary from 

country to country, which will in turn condition policy responses. 

 

[...] 

 

What skills are needed? 

 

Skills matter for better jobs and improved welfare: They lead to higher productivity and incomes, and 

ultimately, economic growth. As discussed above, the nature of the skills needed is changing rapidly, 

raising the stakes—and the difficulty—of identifying and remedying skills gaps. The skills relevant for 

work include general academic or cognitive skills, technical skills, and soft or non-cognitive behavioral 

skills. While all types of work involve some measure of each skill, the amounts required will vary by 

occupation, sector, and level of technology, hence will vary widely within and across countries. 

Nevertheless, consistently across the globe, surveys of employers and other sources identify difficulties 

of getting workers with the right skills as a serious constraint to productivity (Aring 2012; Sparreboom 

and Stavena 2014; AfDB and OECD 2012). The nature of the skills challenge varies by region and 

sometimes the problem is an overall lack of skills, especially in poorer countries, but elsewhere (or 

also) the problem is one of skills mismatches, whereby individuals may be well educated but not in the 

areas demanded by the labor market. Such a phenomenon is manifested in high unemployment among 

college-educated youth coexisting with high levels of vacancies for positions in some sectors. In the 

Middle East especially (but not exclusively), young people continue to obtain degrees in the humanities 

when the private sector is demanding skills for IT, engineering, and other technical fields.  

 

Further, the skills mismatch problem may be getting worse globally (World Bank 2012). This may reflect 

the quickening of technological advances and globalization that are changing the nature of work and 

the skills required (see above), and which would tend to make existing patterns of education and 

training go out of date more quickly. Further, skills shortages in low- and middle-income countries 

seem greatest for firms that are more dynamic or are involved in exporting (World Bank 2013). In 

contrast, agricultural or small informal enterprises are less likely to report skills bottlenecks.  

 



The types of skills that are needed most are not limited to technical skills or academic skills: around 

the world, employers often stress the importance of noncognitive or behavioral skills and the difficulty 

in finding young workers who possess them (Aring 2012). Significant strides have been made in recent 

years by researchers in psychology, economics and other disciplines toward understanding the nature 

and range of noncognitive skills that matter for work success. Research in the United States by James 

Heckman and colleagues shows a strong correlation of noncognitive measures in young people—in 

particular the “Big Five” personality traits of openness, conscientiousness, extraversion, 

agreeableness, and neuroticism—with later wellbeing, including labor market outcomes such as job 

performance and wages (Kautz et al. 2014). The most important trait for labor market outcomes 

among the Big Five was “conscientiousness,” which captures basic behaviors like being responsible and 

organized. Which noncognitive skills will matter most? That will likely vary by occupation, location, and 

even culture, and is an important area for research. As noted earlier, adaptability or flexibility may 

become especially valued in a future task-based labor market of frequent shifts among employers. 

Diagnosing which skills matter and which are in short supply is an essential direction for research and 

policy. Recent approaches have taken a fine-grain approach to measuring the demand and supply of 

work-relevant skills. Among them, Skills Towards Employability and Productivity (STEP) surveys collect 

detailed assessments of adult competencies, in both technical and soft skills, and also collect surveys 

from employers of the skills of their workers and on skill needs. STEP is focused on low- and middle-

income countries and has been implemented in 13 countries to date with several more planned (World 

Bank 2014). Detailed survey approaches like these provides a means of understanding the distribution 

of competencies in the working-age population and gaps between needs and supply of such skills, 

allowing for a more nuanced and policy relevant understanding of where skills gaps exist for specific 

occupations or sectors.” 

 


