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Rural areas across most of the developing 
world face a formidable employment chal-
lenge. Even with migration to cities, rural 
populations continue to grow, sometimes 
very rapidly, as in Sub-Saharan Africa and 
South Asia. Each year’s addition to the rural 
labor force needs to fi nd work in agricul-
ture or the rural nonfarm economy, or to 
migrate to the urban economy. 

The rural labor market offers employ-
ment in the agricultural and nonagricul-
tural sectors to skilled and unskilled labor, 
in self-employment and wage labor. Agri-
culture employs many wage workers—20 
percent of the sector’s labor force. The 
dynamic high-value crop and livestock sec-
tor is labor intensive with good potential 
for employment growth. Yet labor condi-
tions in agriculture are not always condu-
cive to large welfare improvements, in part 
because of the nature of the production pro-
cess and in part because of a lack of appro-
priate regulation. Rural nonfarm work is 
increasing rapidly and includes numerous 
low-productivity commercial activities in 
thin local markets. But dynamic nonagri-
cultural subsectors, linked to agriculture or 
the urban economy, offer opportunities for 
skilled workers. 

Wages in agriculture are low, lower on 
average than in the other sectors. This dif-
ference is largely a result of the skill com-
position of workers. Unskilled workers in 
low-productivity self-employment in the 
rural nonfarm economy also garner very 
low earnings. Educated workers fi nd high-
paying jobs, locally or in secondary cities. 

With labor as the main asset of the poor, 
landless and near-landless households have 
to sell their labor in farm and nonfarm 
activities or leave rural areas. Making the 
rural labor market a more effective pathway 
out of poverty is thus a major policy chal-

lenge that remains poorly understood and 
sorely neglected in policy making. 

An active policy agenda for the rural 
labor market, in agriculture and in other 
sectors, can produce long-term sustained 
reductions in rural poverty. Perhaps most 
important is a better rural investment cli-
mate for agriculture and the rural nonfarm 
economy. Improving it will not be enough, 
however. Investments in schooling and 
training to convert unskilled to skilled 
labor are essential. Skilled workers can take 
advantage of better local opportunities or 
migrate. For those who cannot, only social 
protection can ease their poverty.

Rural employment: 
a daunting challenge
In India the rural labor force still grows at 
1.5 percent a year, adding 4 million new 
workers annually. In Bangladesh 1 million 
people join the rural workforce every year. 
Millions of workers already employed in 
rural areas are trapped in low-earning jobs.

The gap between the number of new 
rural workers and the number of new jobs 
in agriculture is growing in Sub-Saharan 
Africa, South Asia, and the Middle East and 
North Africa—and it remains wide in the 
other regions (fi gure 9.1). Improvements in 
agricultural productivity can still generate 
more and better jobs in most developing 
countries. However, because of the low elas-
ticity of demand for food, the agricultural 
labor force will in the long run decline, 
not only relatively but also absolutely, as is 
already happening in Latin America and 
the Caribbean, and in Europe and Central 
Asia. Agricultural advances alone will not 
meet the rural employment challenge. The 
rural nonfarm economy will also have to be 
a key source of new jobs.

c h a p t e r

Moving beyond the farm
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The diversity of activities in rural areas 
leads to a corresponding diversifi cation in 
income sources (table 9.1). In most coun-
tries, nonagricultural activities account 
for 30 percent to 50 percent of incomes in 

rural areas. As reported in chapter 3, how-
ever, this does not necessarily mean that 
individual households have diverse sources 
of income, only that households differ in 
those sources. 
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Figure 9.1 Agriculture is not enough to absorb new rural workers

Source: FAO 2006a. 
Note: Because data on the rural labor force are not available, growth in the rural population is used as a proxy for growth in the rural 
labor force. 
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The structure of rural employment 
shows striking differences across develop-
ing regions (table 9.2). Off-farm work in 
agriculture and nonagriculture employs 
47 percent to 49 percent of adult males in 
Latin America and the Caribbean, South 
Asia, and in the Middle East and North 
Africa, and 38 percent in East Asia and the 
Pacifi c.1 In Sub-Saharan Africa, it employs 
20 percent of adult males. 

Off-farm work is also important for 
women, employing 25 percent of rural adult 
females in East Asia and the Pacifi c, Europe 
and Central Asia, and Latin America and 
the Caribbean. In South Asia, 11 percent of 
women participate in the agricultural wage 
labor market, but even fewer work in rural 
nonfarm activities. This contrasts with East 
Asia and the Pacifi c and Latin America and 
the Caribbean, where women participate less 
often in the agricultural wage labor market 
and more in the rural nonfarm economy. In 
Sub-Saharan Africa, statistics from national 

surveys report low female wage labor, but 
the emerging literature suggests that many 
women, particularly poor women, rely 
increasingly on agricultural wage labor.2 

The supply of female labor is both a 
household decision and a determinant of the 
household’s balance of power.3 Changing the 
balance of power as women enter the labor 
force in turn changes the household’s deci-
sion. A traditional society in which women 
do not work outside the farm can remain 
that way for a long time, even as condi-
tions outside the household, such as female 
wages, are changing. But once women start 
working, the change can be very rapid, with 
lots of women coming out of their homes to 
be active in the labor market. This suggests 
that there can be high payoffs to one-time 
interventions by governments or nongov-
ernmental organizations that assist wom-
en’s entry into the labor force: once it has 
started, it will stick as a new self-fulfi lling 
pattern has been established.

Table 9.1 Rural households’ diverse sources of income 

Income shares

Agricultural income Nonagricultural income

Self-employed Wage Wage Self-employed Transfers and others

Sub-Saharan Africa
Ethiopia 1999 0.74 0.03b 0.05 0.18
Ghana 1998a 0.55 0.02 0.15 0.22 0.05
Malawi 2004a 0.67 0.08 0.12 0.10 0.04
Nigeria 2004a 0.55 0.13 0.19 0.12 0.01
Zambia 2003 0.65 0.06b 0.10 0.17

South Asia
Bangladesh 2000a 0.15 0.13 0.21 0.22 0.29
Nepal 1996a 0.35 0.18 0.19 0.15 0.14
Pakistan 2001a 0.43 0.06 0.24 0.12 0.17

East Asia and the Pacifi c
Indonesia 2000a 0.17 0.09 0.34 0.23 0.16
Vietnam 1998a 0.35 0.04 0.08 0.49 0.04

Europe and Central Asia
Azerbaijan 2001 0.53 0.27b 0.20
Albania 2005a 0.29 0.04 0.25 0.21 0.23
Bulgaria 2001a 0.18 0.18 0.19 0 0.45
Kyrgyzstan 1998 0.42 0.20b 0.09 0.30

Latin America and Caribbean
Ecuador 1998a 0.29 0.18 0.25 0.24 0.04
El Salvador 2001 0.17 0.09 0.32 0.23 0.18
Guatemala 2000a 0.25 0.22 0.21 0.14 0.19
Nicaragua 2001a 0.22 0.21 0.31 0.17 0.10
Panama 2003a 0.13 0.15 0.44 0.16 0.12
Peru 1997 0.49 0.07 0.44b —

Sources: World Bank (2005p) for Zambia, World Bank (2005n) for Ethiopia, World Bank (2003e) for Kyrgyzstan, World Bank (2003a) for Azerbaijan, World Bank (2005k) for El Salvador, 
Escobal (2001) for Peru, Davis and others (2007) for the remaining countries.
a. Using comparable methodology for computing incomes (see box 3.2). 
b. May include two or more sources of income.
— = not available.
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Agricultural wage employment
Agriculture is a large and growing 
employer of wage labor
Assessing the correct number of paid work-
ers in agriculture is diffi cult because in 
many contexts agricultural wages comple-
ment self-employment. Labor Force Survey 
and Population Census data that classify 
workers by their main activity typically 
miss large numbers of casual wage earners. 

In rural Africa, for example, recent in-depth 
studies suggest that participation in the 
agricultural labor market is far greater than 
large-scale household surveys suggest,4 with 
agricultural wage employment particularly 
important for poor and relatively landless 
households. Data from all regions suggest 
a positive correlation between national per 
capita income and wage labor’s share in 
agricultural employment (fi gure 9.2).

Table 9.2 Rural employment by sector of activity, selected countries
% of adults

Sector of activity
Sub-Saharan 

Africa South Asia

East Asia 
and the Pacifi c 

(excl. China)
Middle East 

and North Africa
Europe 

and Central Asia

Latin America 
and the 

Caribbean

Men  
Agriculture, self-employed 56.6 33.1 46.8 24.6 8.5 38.4
Agriculture, wage earner 4.0 21.8 9.4 9.4 10.1 20.9
Nonagriculture, self-employed 6.9 11.8 11.5 8.8 7.4 9.2
Nonagriculture, wage earner 8.6 15.4 17.4 30.9 31.3 17.2
Nonactive or not reported 21.7 14.6 14.4 26.0 27.5 13.4

Women
Agriculture, self-employed 53.5 12.7 38.4 38.6 6.9 22.8
Agriculture, wage earner 1.4 11.4 5.7 1.0 5.4 2.3
Nonagriculture, self-employed 6.8 2.9 11.3 2.8 1.6 11.7
Nonagriculture, wage earner 2.8 2.7 8.4 3.9 18.1 11.5
Nonactive or not reported 32.7 64.3 35.5 53.3 46.9 51.2

Source: WDR 2008 team. 
Note: Data are for 2000 or the nearest year. Based on representative household surveys for 66 countries, which accounts for 55 percent of the population in Sub-Saharan Africa, 97 
percent in South Asia, 66 percent in East Asia and the Pacific (excluding China), 74 percent in Europe and Central Asia, 47 percent in the Middle East and North Africa, 85 percent in 
Latin America and the Caribbean. See endnote 19, chapter 3, page 272 for the methodology and the list of countries.
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Figure 9.2 The share of wage workers in agricultural employment rises with per capita income

Sources : WDR 2008 team; World Bank 2006z.
Note: See table 9.2. The list of 3-letter codes and the countries they represent can be found on page xviii.
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Those regional aggregates hide wide dif-
ferences across countries. In Bolivia and 
Peru, wage labor accounts for less than 15 
percent of the agricultural labor force. In 
Chile and Costa Rica, by contrast, wage 
earners predominate, exceeding 60 percent. 
In India, more than 100 million workers, 
almost half the agricultural labor force, are 
in agricultural wage employment.5

The number of agricultural wage work-
ers, and their share in the agricultural 
labor force, is growing in most regions (fi g-
ure 9.3).6 In India, the proportion of wage 
workers increased from 42 percent to 47 
percent from 1987/88 to 1993/94, with little 
change since then.7 In contrast, the share of 
wage labor does seem to be falling in some 
Latin American countries. In Brazil this has 
been attributed to the prevalence of infor-
mal labor contracts (see below).8

The nature of agriculture affects 
labor demand and contracts
Several factors unique to agriculture—
including seasonality, agricultural produc-
tion risks, and agency problems—affect 
the demand for agricultural labor. In Bra-
zilian agriculture, the seasonality of formal 
employment has increased since 1999 to 
reach a variation of more than 20 percent 
within a year (fi gure 9.4). In Chile, aver-
age daily earnings for workers in the fruit 

industry vary 50–60 percent from the 
peak season to the slack.9 There, men more 
involved in fi eld operations tend to remain 
in the labor force throughout the year, 
but women’s participation, which is more 
linked to processing the harvest, drops by 
nearly 30 percent from the peak to slack 
season. Females have high rates of unem-
ployment, exceeding 50 percent on a daily 
basis during the slack season. 

Agricultural production is also subject 
to droughts, fl oods, pests, and price fl uc-
tuations. These shocks (even if insured) 
affect labor demand and supply in ways 
that exacerbate each other. The demand for 
labor declines. The supply of labor by small 
farmers increases to compensate for the 
shortfall in onfarm profi t.10 Consequently, 
wages vary sharply with weather conditions 
and other agricultural risks. In Bangladesh, 
the real agricultural wage fell by 50 percent 
during the 1974 drought year. In India, an 
analysis of 257 districts from 1956 to 1987 
shows wages are very sensitive to rainfall 
shocks. Wages responded less in areas with 
better developed fi nancial services and bet-
ter access to other markets, where laborers 
could fi nd work.11

Agriculture by nature makes supervis-
ing contracts diffi cult. Without signifi cant 
monitoring, it is diffi cult to observe labor 
effort or to infer effort from observed out-
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Figure 9.3 The share of wage labor in agricultural employment is rising in many countries

Sources : Census data (Argentina, Bolivia, Brazil, Chile, Costa Rica, Dominican Republic, Ecuador, Guatemala, Mexico); Labor Force Surveys (Colombia, Indonesia, Malaysia, Philippines, 
Pakistan, Thailand, Venezuela) from the International Labour Organization Web site at http://www.ilo.org. National Sample Survey data reported in Glinkskaya and Jalan 2005.
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put. To overcome this agency problem, 
various contractual arrangements arise 
to create appropriate work incentives for 
laborers. One is to offer piece-rate wages 
rather than daily wages for harvest tasks. 
Research has shown that workers do supply 
more effort under piece-rate schemes than 
when working for daily wages.12 But piece-
rate wages also mean that wage incomes 
vary across workers based on their ability 
to supply work effort; workers with poor 
physical conditions earn less.

In dynamic regions, however, rising 
opportunities in the nonfarm sector have 
raised the costs of long-term labor con-
tracts, reducing their prevalence. India 
has witnessed a considerable decline in the 
number of permanent workers; the major-
ity of agricultural wage employment is now 
casual. The proportion of casual workers 
increased from 65 percent in 1972 to 80 
percent in 2002 among male wage earners, 
and from 89 percent to 92 percent among 
female.13 Casual workers are among the 
most vulnerable. In India their poverty 
incidence reached 49 percent in 1993/94, 
almost three times the 17 percent for per-
manent workers.14

Working conditions in agriculture 
are particularly unfavorable 
Agricultural wage workers face signifi cant 
occupational, safety, and environmental 
hazards, rarely covered under labor pro-
tection.15 They are also poorly protected 
by national labor laws. Agriculture is often 
excluded from labor legislation, as most 

labor laws target industrial employment. 
Even when laws are on the books, low 
familiarity by employers and workers and 
poor enforcement undermine compliance 
in rural areas. 

Working conditions in agriculture can 
be hazardous. According to the Interna-
tional Labour Organization (ILO), agri-
culture is one of the three most danger-
ous occupations, along with mining and 
construction. About half the estimated 
355,000 annual on-the-job fatalities occur 
in agriculture.16 Agricultural wage work-
ers face exposure to toxic pesticides, live-
stock-transmitted diseases, and dangerous 
machinery, but they lack adequate train-
ing and protective equipment. Casual 
workers often receive even less training 
and instruction and have a greater risk 
of injury or death. Because working and 
living conditions are often inseparable in 
rural environments, exposure to pesti-
cides extends beyond work to the rest of 
the household (see focus H).

Balancing f lexibility in hiring for 
employers and basic protections for laborers 
has been elusive. In Brazil, labor legislation 
applies to both urban and rural markets, 
and both are subject to the same labor code. 
In the 1990s workers were asked to make 
direct contributions to social security, 36 
percent of their take-home pay. Although 
the additional contribution included pay-
ments that would benefi t workers directly—
such as a 13th month’s pay, paid minimum 
vacation times, and severance pay—workers 
perceived a large part of this tax having less 
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Figure 9.4 Formal employment in Brazilian agriculture has become more cyclical

Source: Carneiro 2003, updated.
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value than the cost. So, informal coopera-
tives for temporary jobs proliferated, with 
cooperative members giving up their ben-
efi ts in return for higher take-home pay and 
in-kind payments.17 

Labor contracting schemes can reduce 
the volatility of employment for agricul-
tural workers, but their employment prac-
tices would benefi t from more regulation. 
Unregulated contractors can take advan-
tage of workers by deducting commissions; 
holding back wages; imposing debt bond-
age; and overcharging for transportation, 
housing, and food.18

Adapting labor regulations 
to the conditions of farm 
and rural employment
Should labor regulations treat employment 
in agriculture and rural nonfarm activities 
differently? The World Development Report 
2005 emphasized that onerous regulations 
hurt vulnerable groups. It argued that the 
main aim of policies in the labor code 
should be to benefi t workers, especially the 
poor, and to generate more employment, 
whether formal or informal, for the less 
skilled. As a secondary aim, labor regula-
tions should be consistent with incorpo-
rating a larger share of workers into the 
formal sector, which provides better worker 
protection, a pension, and health security; 
improves connections to credit markets; 
and fosters long-term investments by fi rms 
in workers through on-the-job training. 
The policy challenge is to encourage for-
mality while maintaining fl exibility. 

Labor market regulations, particularly 
in middle-income countries, can unwit-
tingly reduce employment demand and 
encourage informality by imposing high 
minimum wages, high severance payments, 
and an “implicit labor tax”—the wedge 
between what the employer pays and what 
the worker perceives as his true benefi ts. 
For example, in Brazil, Mexico, Nicaragua, 
and Poland, there is a heavy implicit labor 
tax on rural labor associated with crossing 
from informal to formal employment.19 

Also driving employers and workers to 
meet in the informal market are legal lower 
bounds on formal wages. Minimum wages, 
to the extent that they are binding, depress 

the formal employment of low- and mar-
ginal-productivity workers—the unskilled 
and young—and this might have different 
effects in urban and rural markets. For 
example, in Nicaragua minimum wages 
are binding in every sector of the economy, 
except perhaps government employment, 
but the formal employment of rural and 
agricultural labor is particularly affected.20 
Evidence shows that minimum wages are 
set too high relative to the overall distri-
bution of earnings. In response, low- and 
marginal-productivity workers take to the 
informal sector because businesses operat-
ing in the formal sector are likely to abide 
by minimum wage laws.

Sources of employment 
in agriculture are changing 
with the high-value revolution
Stimulating employment growth in agri-
culture remains a high priority in coun-
tries with a large agricultural sector. The 
Asian green revolution initially stimu-
lated the demand for labor and reduced 
poverty through year-round employment 
and higher real wages.21 However, later 
adoption of direct seeding, tractors, and 
threshers led to a subsequent decline in 
agricultural employment in India and the 
Philippines. The high-value revolution 
is creating a second wave of employment 
growth. Horticulture, livestock, and other 
high-value activities offer considerable 
potential for employment generation and 
productivity growth (box 9.1). For exam-
ple, vegetable production can require up to 
fi ve times more labor than cereals (fi gure 
9.5). In Mexico tomato production requires 
122 days of labor per hectare, four times 
the 29 days per hectare for maize. Similar 
examples can be found in Peru’s asparagus 
exports and Chile’s fruit exports.22

This high-value revolution and export 
expansion are also changing the structure 
of employment in agriculture. In Chile the 
reforms of the 1970s were accompanied by 
an increase in agricultural wage workers to 
68 percent of the agricultural workforce, a 
percentage that has been rising since 1990 
and currently exceeds that for wage workers 
in the nonagricultural economy. The pro-
portion and rate of increase of wage work-
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ers in the agricultural labor force are high-
est in regions enjoying the export-oriented 
horticultural boom. In contrast, areas with 
greater emphasis on traditional activities 
(wheat, dairy, and beef) have experienced 
a decline in the number of wage workers 
since 1990.23

Rising rural nonfarm 
employment
Agriculture remains the backbone of most 
rural economies, but rural employment is 
diversifying out of agriculture (see table 9.1). 
In some Latin American countries, rural 
nonagricultural activities grew at more than 
10 percent a year between 1980 and the early 
2000s. In Chile, they rose from 25 percent of 
total rural employment in 1960 to 49 percent 
by 2002, and in Brazil from 14 percent to 31 
percent.24 Indonesia went through a period 
of rapid growth in the nonfarm share of 
rural employment prior to the 1997 fi nancial 
crisis (from 30 percent in 1990 to 40 percent 
in 1995), before falling to 32 percent in 2003. 
In Bangladesh, nonfarm rural employment 
increased at a 0.7 percent annual rate dur-
ing the 1990s while agricultural employment 
increased at 0.1 percent.25 

Nonfarm employment tends to be more 
important for women than for men in Latin 
America (see table 9.2). In Chile in 1960, 
female employment represented more than 
20 percent of all nonfarm employment, four 
times their share in agricultural employment. 
By 2002 the shares had risen to 30 percent for 
nonagriculture and 7 percent for agriculture. 
In contrast, nongricultural employment 
favors males in Sub-Saharan Africa, East 
Asia and the Pacifi c, and particularly South 
Asia, where trends in female employment 
are affected by the opportunities available to 
males in the household. As men move into 
nonfarm work, women meet the demand for 
agricultural labor, resulting in the feminiza-
tion of the agricultural workforce.26

Rural nonfarm enterprises are 
mainly for self-employment, 
focused on trade
Retail trade and services account for 60 per-
cent to 75 percent of nonfarm wage employ-
ment across regions (fi gure 9.6). Retail trade 

Figure 9.5 Labor requirements are considerably higher for vegetables than for cereals
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B O X  9 . 1  Horticulture development in Maharashtra

In India the Maharashtra Horticulture 
Development Program generated employ-
ment by diversifying agriculture into hor-
ticulture and high-value crops. It provided 
100 percent wage and material-input 
subsidies to marginal and small farmers, 
scheduled caste, scheduled tribes, and 
other ethnic minorities. All other farm-
ers received subsidies of 100 percent for 
wages and 75 percent for material inputs. 
Other public investments included more 
than 150 nurseries for high-quality plant-
ing materials, an informational Web site, 
a Pune-Mumbai expressway, and airport 
and port facility upgrades. The infrastruc-
ture developments made the Maharashtra 
products competitive both domestically 
and internationally. The private sector also 

contributed more than 1,600 nurseries; 
supplied fertilizer, agrochemicals, and 
improved seeds; and invested in market-
ing infrastructure. 

From 1996 to 2006, the program cre-
ated roughly 213 million person-days 
of work, or 807,000 person-years. From 
1989 to 2001, it accounted for 96 percent 
of the increased area planted to fruits 
in Maharashtra. More permanent full-
time employment was created to fi ll the 
year-round labor requirement of fruit 
orchard operations. Demand for labor was 
increased throughout Maharashtra in the 
complementary areas of transport, pack-
aging, and storage.

Source: World Bank 2003c.

is predominantly self-employment, and 
services are mostly wage employment. The 
manufacturing sector is generally small, 
confi ned primarily to agroprocessing, but 
it grows as nonfarm rural activities thicken 
and rural-urban links develop (chapter 1).

Rural nonfarm enterprises are trans-
forming the employment structure in rural 
areas. Most enterprises are small, with 80–
90 percent relying exclusively on family 
labor, as illustrated by the distribution of 
employment in Indonesia (fi gure 9.7).27 In 
Sri Lanka, the average number of workers 
in a rural nonfarm enterprise is 2.4, with 
79 percent of fi rms having only one or 
two people. In Tanzania, 58 percent of the 
fi rms are one-person enterprises, and in 
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Bangladesh 45 percent are. Thus, to date, 
the employment benefi ts of this sector to 
rural wage labor are minimal compared 
with self-employment. 

The rural investment climate 
reveals the main constraints 
on enterprises
The rural economy offers benefi ts to inves-
tors in some areas because of the low cost 
of labor and land and the reduced conges-
tion. But Rural Investment Climate Assess-
ments also reveal signifi cant constraints on 
investment.28 Among them are poor access 

to credit and its high cost, inadequate sup-
plies of electricity, poor-quality roads and 
infrastructure, and the signifi cant operat-
ing costs associated with the move from 
informal to larger formal enterprises. The 
investment climate is also hurt by weak gov-
ernance structures in rural areas and by the 
lack of well-functioning legal institutions. 

Another major constraint appears to 
be low market demand, a consequence of 
the essentially local market facing rural 
enterprises. The lack of demand for goods 
and services is perceived as the major con-
straint in Indonesia and Vietnam, and as 
the second major constraint in Pakistan. 
Most businesses buy and sell locally, with 
little access to outside markets. In Tanza-
nia, Nicaragua, and Pakistan, more than 
70 percent sell their product in the same 
locale. In Nicaragua, 73 percent of the input 
purchases are in the fi rm’s community. 
Consequently, rural nonfarm enterprises 
perform better in densely populated areas, 
where demand is higher. 

Addressing these constraints poses 
dilemmas. If demand is very local, addi-
tional production induced by greater access 
to fi nance and lower costs of capital will 
reduce prices, undermining profi t and rein-
forcing the intense competition in these 
crowded markets. Expanding markets by 
linking to the larger economy is thus essen-
tial for developing the rural nonfarm econ-
omy. Infrastructure improvements can both 
reduce input costs and open larger markets 
for local enterprises (chapter 5). But improv-
ing infrastructure is likely to produce win-
ners that will thrive in the larger environ-
ment, and losers that can’t compete. 

The dependence of nonfarm enterprises 
on local markets links their profi tability 
to local agricultural conditions. So, the 
same factors that constrain agricultural 
demand also constrain the growth of the 
rural nonfarm sector. The low employment 
in agroprocessing in all countries surveyed 
suggests that the forward links between 
agriculture and the nonfarm sector are not 
as large as they could be. 

The young age of enterprises is another 
concern: a third of them have less than two 
years of operation, and a half of them have 

Figure 9.7 Most rural nonfarm enterprises have only one or two workers, mostly self-
employed, Indonesia, 2005
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Figure 9.6 Retail trade and services dominate nonfarm wage employment
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less than three. This young age can refl ect 
a dynamic rate of enterprise creation—or a 
high rate of business failure. In Vietnam the 
annual survival rate of household nonfarm 
enterprises is estimated at 83 percent. An 
average household enterprise thus has a 17 
percent chance of not being in operation one 
year later and a 45 percent chance of failure 
within three years. Successful approaches 
to the development of nonfarm enterprises, 
such as that pioneered by the Self-Employed 
Women’s Association in India, reveal the 
broad support needed to help microentre-
preneurs succeed (box 9.2).

Generating more rural 
employment opportunities, 
on and off the farm
The demand for labor, even for low-
wage workers, will not increase without a 
dynamic rural economy in both agriculture 
and the nonfarm sector. Perhaps the most 
basic policy element for a dynamic rural 
economy is a good investment climate. To 
improve the investment climate, govern-
ments can secure property rights; invest in 
roads, electricity, and other infrastructure; 
remove price interventions adverse to rural 
products; develop innovative approaches to 
credit and fi nancial services; and aid in the 
coordination of private and public actors to 
encourage agro-based industry clusters. 

With more investment and the expan-
sion of rural economic activities comes the 
potential for higher-paying jobs, particularly 
off the farm. On the farm, productivity-
enhancing technologies can boost incomes. 
With the poorest most likely to remain in 
agriculture, increasing wages for agricul-
tural workers offers the greatest potential 
to lift millions out of poverty, particularly 
in Africa. 

Improvements in the investment climate 
(especially ones that generate rural nonfarm 
jobs) are easiest in areas with higher popu-
lation densities (lower-cost infrastructure) 
and larger natural resource endowments 
(agriculturally generated businesses). This 
applies to both farm and nonfarm jobs. But 
many areas lack these conditions, so inter-
ventions should be adjusted to accommo-
date differences. For less-favorable regions, 

the menu of interventions is limited, espe-
cially with small government budgets. Pub-
lic investments in infrastructure are critical. 
Moreover, business services, tax incentives, 
and developmental subsidies (such as the 
forest and soil fertility subsidies in Chile) 
could prod private entrepreneurs to invest 
in new ventures. 

Enhancing the dynamics of rural econo-
mies can also be approached from a territo-
rial perspective. This approach includes the 
promotion of local agro-based clusters where 
agricultural producers and agroindustries 
in a specialized activity interact to better 
compete. The Petrolina-Juazeiro region of 
Brazil’s San Francisco Valley shows how 
dynamic clusters can create links with local 
services and industries and enhance the 
demand for labor beyond farming. There, 
investment in irrigation and cooperation 
between commercial entrepreneurs and 
land reform benefi ciaries in the production 
and marketing of high-value export crops 
produced large direct benefi ts for partici-
pating smallholders, a massive expansion of 
employment in agriculture and agriculture-
related industries and services, wage gains 
based on strong bargaining power of labor 
unions, and sharp reductions in poverty.29 
Successful territorial development points 
to innovation as a driver of local growth, 
as well as enhancing local spillovers by 
increasing access to dynamic markets and 
strengthening links among farmers, indus-
try, and services.

B O X  9 . 2  A women’s cooperative in India

The Self-Employed Women’s Association 
(SEWA) was formed in 1972 in Ahmed-
abad. Initially a small membership orga-
nization for poor women working in the 
informal sector, SEWA now has more than 
1.2 million members across India. 

Members are involved in SEWA 
through unions or cooperatives. The 
unions, in both urban and rural areas, help 
members gain access to fair treatment, 
justice, markets, and services. The cooper-
atives help members market and improve 
the quality of their products while teach-
ing them new techniques and how to 
expand into new products. For example, 

SEWA has shown salt farmers how to pro-
duce higher-value industrial salt rather 
than lower-value edible salt. 

The largest cooperative is the SEWA 
Bank. In 2004 the bank had more than 
250,000 accounts, with deposits totaling 
$14.4 million. It has encouraged thousands 
of poor women to regularly save their 
incomes through programs such as “door-
step banking” and offered small loans that 
averaged $73. Members prefer the bank’s 
20 percent interest rate to the exploitation 
of moneylenders. 

Source: World Bank 2006i.
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Wages and earnings in the rural 
labor market
Wages are higher in the rural 
nonfarm sector than in agriculture, 
mostly because of skill differences
Wages are considerably higher in rural 
nonfarm employment than in agricultural 
wage employment (fi gure 9.8). In Mexico 
the average wage in nonagriculture is 56 
percent higher than in agriculture. Both 
sectors frequently exhibit a bimodal wage 
distribution, revealing dualism.

How much of this wage difference sim-
ply refl ects the fact that lower-skill workers 
take agricultural jobs? For unskilled work-
ers (defi ned as workers with no schooling), 
much of the difference in distribution is 
eliminated, especially in Uganda and India 
(fi gure 9.9). Even the remaining difference 
in wage distribution cannot prove any fun-
damental sectoral difference in labor com-
pensation, because workers choose their 
sector of activity and in so doing may select 
that sector according to other skills not 
captured by education. 

Figure 9.8 Wages are much higher in rural nonfarm employment than in agricultural employment in India, 
Mexico, and Uganda
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Note: See note for table 9.2.

Figure 9.9 For workers with no education, wages in agricultural and rural nonfarm employment are not so 
different across sectors
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In the rural nonfarm sector, men’s wages 
are higher than women’s, although the dif-
ference is small in Africa, where employment 
is mainly in very small fi rms. Female wages 
are more heterogeneous than male wages and 
tend to show a more bimodal distribution. In 
India the average wage for agricultural casual 
work is 30 percent lower for women than for 
men, 20 percent lower for the same task. The 
difference in the distribution of tasks, with 
men doing the better-remunerated tasks 
of plowing and well digging, accounts for 
the remaining difference between the aver-
age wages.30 In Mexico, wages are lower for 
women with little education than for men 
with the same level of education. However, at 
higher levels of education, the distribution of 
wages looks very similar across genders.

Wages in agriculture have been 
declining in Latin America, 
rising in Asia
There is evidence that across many Latin 
American countries, agricultural wages 
have been declining. Temporary workers in 
Brazil have lost a third of their income over 
the last 30 years (fi gure 9.10). In Mexico 
between 1988 and 1996, temporary workers 
lost 30 percent of their purchasing power 
and have not regained it since. In contrast, 
real wages have increased in most Asian 
and African countries (fi gure 9.11).

Earnings in owner-operated 
rural nonfarm enterprises 
are heterogeneous
Is self-employment in the rural nonfarm 
sector a refuge, disguising unemployment, 
or a good source of earnings? Value added 
per worker, a crude measure of earnings, is 
very heterogeneous in the nonfarm sector, 
and this is refl ected in the distribution of 
labor productivity in enterprises employ-
ing only family members (fi gure 9.12). In 
Indonesia, the median annual value added 
per worker in these enterprises is $230. As 
many as 59 percent of fi rms generate value 
added per worker below the agricultural 
wage. At the other end, 7 percent generate 
value added per worker at least fi ve times 
the agricultural wage.

Rural nonfarm enterprises that create 
employment opportunities usually exhibit 
higher labor productivity. In Indonesia, 
labor productivity in fi rms with more than 
10 workers is $1,400, more than six times 
that of the small fi rms with two or three 
workers. Workers in these larger enterprises 
are also more educated. More than half of 
them have fi nished secondary school, and 
almost none are without completed pri-
mary school education. Employees of these 
larger fi rms also constitute the higher peak 
in the wage distribution, such as that in 
fi gure 9.8. Evidence from Bangladesh also 

Figure 9.10 Agricultural wages have been declining in most Latin American countries
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suggests that rural nonfarm enterprises do 
better in areas with good access to markets, 
infrastructure services, and education.31 

Labor supply: migration and the 
urban economy
Rural labor outcomes are closely 
related to labor conditions in other 
sectors of the economy
Wages refl ect labor supply and demand. 
On the supply side, workers are mobile, 
responding to market options in agricul-
ture and in rural nonfarm activities, and to 
those in the urban economy by commuting 
or migrating. This mobility links sectors 
within rural areas, as well as the urban and 
rural economies. A stagnant nonagricultural 
sector inhibits movements out of agricul-
ture in economies where agriculture is stag-
nant (as in Sub-Saharan Africa), but also in 
economies where agricultural productivity 
is high (as in Punjab, India, through the fi rst 
decade of the green revolution). 

The integration of the labor markets 
also weakens the direct correspondence 
between employment and earnings within 
each subsector. Increases in agricultural 
labor demand, perhaps refl ecting a shift 
toward high-value products, may have only 
small effects on agricultural wages if the 
labor supply is highly elastic. Conversely, 

despite the fact that rural nonfarm enter-
prises are small, exhibiting little demand 
for wage labor, they may signifi cantly affect 
labor market conditions. Any increase in 
nonfarm opportunities implies a poten-
tial reduction in the supply of agricultural 
laborers, increasing wages. So, policy mea-
sures that encourage nonfarm employment, 
even in small enterprises, are likely to gen-
erate spillover benefi ts to rural laborers. 

The role of dynamic regional towns and 
small cities for the rural labor market can-
not be overstated. Nonfarm employment 
in rural areas depends on the proximity 
to large urban centers and smaller inter-
mediate cities. In Mexico, the dynamism 
of employment is stronger close to urban 
centers, and declines until a distance of 150 
kilometers, beyond which the urban infl u-
ence disappears (fi gure 9.13). Proximity is 
particularly important for manufacturing. 
In isolated municipalities, there is substan-
tially more growth in the service sector 
than in manufacturing, as local agricul-
ture creates a demand for local services.32 
In Indonesia, even within rural areas, wage 
employment as a percentage of total non-
farm employment increases with village 
size. These results point to the role of small 
and intermediate urban centers as engines 
for nonfarm employment growth in rural 
areas. 

0

350

300

250

200

150

100

50

Real wage index

1960–
64

1995–
99

1990–
94

1985–
89

1980–
84

1975–
79

1970–
74

1965–
69

0

250

200

150

100

50

Real wage index

1960–
64

1995–
99

1990–
94

1985–
89

1980–
84

1975–
79

1970–
74

1965–
69

Pakistan
Sri Lanka

India
Bangladesh

Philippines South Africa
Ghana

Tunisia
Botswana

Kenya
Zimbabwe

Figure 9.11 Agricultural wages have been rising in most Asian and African countries
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Migration—with the rural nonfarm 
economy as a bridge
Migration to urban areas in search of higher 
incomes is common and a potential path-
way out of poverty. It induces an upward 
pressure on wages in areas with high rates 
of out-migration.33 This wage increase can 
have a positive effect on the labor force 
participation of nonmigrants because of 
the need to replace migrant workers. On 
the other hand, remittances can create an 
incentive to reduce the labor supply of non-
migrants by increasing their reservation 
wage. In particular, remittances can reduce 
the labor force participation of women in 
favor of home production. A study of remit-
tances sent from Mexican migrants in the 
United States fi nds that women from high-
migration states are less likely to work out-
side the home.34 Similar evidence is found 
for their hours of work. However, there is 
no effect on men’s labor force participation 
and hours of work.

Migration is most pervasive in the trans-
forming and urbanized economies, where 
growing urban areas offer more employment 
opportunities (chapter 1). An estimated 
575 million people migrated from rural to 
urban areas in developing countries over the 
past 25 years.35 Of these, 400 million lived 

in transforming countries, where migration 
fl ows increased to almost 20 million a year 
between 2000 and 2005. Migration fl ows as 
a share of the rural population have been 
traditionally highest in urbanized econo-
mies, but they have fallen over 2000–05 
to an annual rate of 1.25 percent. In trans-
forming and agriculture-based economies, 
the annual fl ow of out-migration steadily 
increased to 0.8 percent and 0.7 percent of 
the rural population, respectively. 

Evidence suggests that migration is most 
accessible for the wealthiest and best edu-
cated of the rural population, as moving 
requires means to pay for transportation and 
education to fi nd a good job.36 Moreover, bet-
ter-educated migrants are the most likely to 
have a successful migration outcome. In the 

Figure 9.12 Labor productivity in rural nonfarm 
self-employment is heterogeneous in Indonesia
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Figure 9.13 Growth of manufacturing and service employment in Mexico is a function of 
distance to an urban center with more than 250,000 inhabitants
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Philippines, female migrants to urban areas 
fare better than the less-educated males.37 
In some countries, China in particular, the 
limited access of migrant workers to social 
protection in the urban environment leaves 
them vulnerable to economic hardship and 
hinders their integration into the urban 
labor market. Casual work and informality 
persist for them. 

The rural nonfarm sector can bridge 
rural agricultural work and more produc-
tive employment in urban areas. Migration 
to small and intermediate cities may offer 
greater potential than larger cities for poorer 
rural households. In Indonesia between 1993 
and 2000, the migrants to nonfarm jobs in 
urban areas were already doing nonfarm 
jobs in rural areas and tended to be among 
the better-off rural nonfarm workers.38 Ini-
tially, less-well-off people who move rela-
tively small distances (within a subdistrict) 
tend to have stronger income growth, but 
subsequent income gains are more limited. 

Given such constraints, one of the best 
prospects for reducing rural poverty is the 
potential for rural residents to participate 
in the urban economy by commuting, 
while retaining their rural residence and 
their foothold in farming.39 In northeast 
Thailand, the greater availability of non-
farm jobs in nearby cities led to signifi cant 
improvements in income. Refl ecting the 
greater integration of rural and urban labor 
markets, the disparity between rural and 

urban wages is declining in many econo-
mies. In Mexico, the rural-urban wage 
ratio increased from 28 percent in 1992 to 
40 percent in 2002. In India, while agricul-
tural wages remain low, there is evidence of 
convergence between rural nonagricultural 
wages for casual workers and urban wages. 

Schooling, training, and 
transition to the labor market
The main dividing line between high- and 
low-paying jobs is skill. Educated adults 
are more likely to have nonagricultural 
wage jobs and to migrate. It is the younger, 
better-educated, and more-skilled work-
ers who leave the rural areas to fi nd better 
income opportunities abroad or in urban 
areas (chapter 3). The large labor supply for 
agricultural jobs, largely from the inability 
of unskilled laborers to move into skilled 
employment, underlies the persistence of 
poverty and the inequality that emerges 
when skilled employment takes off outside 
of agriculture in transforming countries.40

Rural areas exhibit dismal levels 
of education
Rural workers have less education than 
urban workers. Rural males have an average 
of four years of education in Sub-Saharan 
Africa, South Asia, Middle East and North 
Africa, and Latin America and the Carib-
bean, and just above six years in East Asia 
and the Pacifi c (chapter 3). These averages 
are two to four years less than in urban 
areas. Women’s level of education is even 
lower, with averages below two years in 
South Asia and the Middle East and North 
Africa. Very high disparities in human 
capital are also observed between rural and 
urban China.41 

These low averages refl ect the aging of 
the rural population and hide progress 
over the last decades (fi gure 9.14). How-
ever, a signifi cant rural-urban schooling 
gap remains in most developing countries. 
Even in countries that have experienced 
large improvements in education, such as 
Mexico and Kenya, the level of education 
among the youth in rural areas is still barely 
above primary school, and it is much lower 
in other countries (table 9.3).
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Low levels of education in the rural 
labor force tend to reproduce themselves 
over generations—poorly schooled parents 
tend to have poorly schooled children, who 
then have fewer opportunities for higher 
income. Poverty may affect the ability to 
continue education—and so is a direct fac-
tor in reducing household investment in 
education. Poverty and low education thus 
become transmitted across generations.

Returns to education are low 
in agricultural employment, 
higher in the rural nonfarm 
economy and in cities
A primary determinant of these schooling 
gaps is the low rate of return to schooling 
in traditional agriculture. In Bukidnon, 
Philippines—where most of the employ-
ment is in harvesting and is paid piece 
rate—raising the level of schooling has no 
effect on wages.42 Similar results are found 
in many other contexts.

But as famously argued by T. W. Schultz 
(1975), rates of return are higher in dynamic 
settings, where technological change and a 
more complex environment require more 
diffi cult decisions. During the green revolu-
tion in India, education had higher returns 
in regions with higher rates of adoption of 
the new seeds.43 In Taiwan (China), educa-
tion was also more valuable for production 
in areas with greater weather instability.44 
Similarly, the return to schooling in rap-
idly growing economies is signifi cant. For 
adults in Indonesia, the return to one addi-
tional year of education is estimated at 13 
percent, a value close to other international 
estimates.45 

There is also ample evidence of a cor-
relation between education and the access 
and return to nonfarm employment. In 
China and India, better education enables 
rural workers to fi nd high-paying non-
farm employment, whereas a lack of edu-
cation tends to force them into agricul-
tural employment or low-wage nonfarm 
employment at best.46 Similarly, in Ghana, 
Peru, and Pakistan, returns were higher in 
nonfarm than in farm activities.47 Mirror-
ing these studies, the returns to education 
across countries are consistently higher in 
urban areas than in rural markets, par-
ticularly beyond basic schooling.48 Studies 
in Bolivia and Turkey also show returns to 
education to be higher close to urban cen-
ters, suggesting that off-farm opportunities 
enhance the value of schooling.

These higher returns in the nonagricul-
tural economy will infl uence the schooling 
decisions of rural households, if the poten-
tial for employment exists. In the Phil-
ippines and Thailand, rural households 
invest a major portion of their additional 
income in schooling children who later 
engage in rural nonfarm jobs or migrate to 
cities to seek more lucrative employment.49 
In India, rural-to-urban migration signifi -
cantly increases the rate of return to rural 
schooling at levels beyond that of middle 
school. Rural parents appear to know this: 
urban rates of return affect decisions to 
school their children to higher levels.50

The low level of rural schooling may 
also refl ect the low quality of rural schools, 
relative to those in urban areas.51 Rural-
urban differences in school quality mani-
fest themselves in differences in school 

Table 9.3 Average years of education of rural 18–25 year olds, selected countries

Sub-Saharan 
Africa South Asia

East Asia 
and the Pacifi c 

(excl. China)
Middle East 

and North Africa
Europe 

and Central Asia
Latin America 

and the Caribbean

Urban
Men 8.5 7.3 10.1 9.3 10.6 8.7
Women 7.6 6.5 10.1 9.2 11.1 8.9

Rural
Men 5.5 5.3 8.0 6.8 9.7 5.7
Women 4.3 3.0 7.7 5.0 10.0 5.8

Source: WDR 2008 team. 
Note: Calculations of average education levels for 18–25 year olds based on 58 countries (excluding China and India) with recent household survey data with information on years of 
education, weighted by 2000 population. See Background Note by WDR 2008 team (2007) for details.
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infrastructures, which result in signifi -
cant rural-urban differences in schooling 
achievement (see focus G). 

Rural labor market outcomes 
can be improved by active labor 
market programs
Active labor market programs can assist 
rural households in fi nding better employ-
ment opportunities, thus helping households 
transition out of poverty. A job-matching 
program for migrants in China provided off-
farm employment to about 200,000 upland 
laborers over six years, including roughly 
110,000 interprovincial migrant laborers. It 
established a voluntary system of enhanced 
rural labor mobility; provided on-the-job 
training by enterprises (paid for through 
payroll deductions); and put in place a com-
puterized, demand-driven job placement 
system emphasizing local markets, moni-
toring worker safety and living conditions, 
and reporting abuses and grievances. The 
program was extraordinarily effective in 
expanding the upland poor’s knowledge of 
and access to off-farm employment and a very 
powerful poverty reduction instrument. It 
also improved migrants’ outlooks on life and 
fostered greater aspirations. This was clearly 
so for migrant women (about one quarter 
of all migrant laborers); they had more self-
esteem and confi dence, reduced work bur-
dens (on returning to their home villages), 
and greater economic independence.52 

A program in Andhra Pradesh provides 
employment options to the most vulner-
able rural youth, linking them to jobs in 
semiurban areas or at the local level after a 
three-month training program with indus-
try representatives acting as mentors. In 
2005/06, this program created more than 
10,000 jobs in semiurban areas, leading to 
incomes substantially higher than the local 
market could provide. At the local level, 
more than 5,000 jobs were created, largely 
in the textile industry, many for women. 
Linking training to placement is one key to 
this program’s success. 

Investing in education breaks 
the cycle of poverty
There are two sides to investing in human 
capital investment. For demand there is the 

problem of incentives for parents to invest 
more in their children’s education. For sup-
ply there is the problem of improving the 
availability and quality of schooling. In 
practice, there is an added administrative 
problem: the two sides are generally man-
aged by different ministries, one for social 
welfare and one for education. 

The demand for schooling responds to 
lower costs, both in school expenses (fees, 
clothing, books, and the like) and the 
opportunity costs of traveling over poor 
roads to distant locations and not hav-
ing children to do productive work. These 
costs to families can be lowered. The recent 
elimination of school fees for primary edu-
cation in Kenya and Uganda induced major 
increases in school enrollment. In Uganda 
the free primary education program that 
started in 1997 had large impacts on com-
pletion rates for fourth and fi fth graders 
from poor households, especially girls.53 
But free primary education may not be 
enough for poor children to attend school 
because of other costs.

Conditional cash transfers, where regu-
lar school attendance is a condition for 
parents to receive transfers, are expanding 
in many countries. After an early condi-
tional in-kind transfer program in Bangla-
desh (Food-for-Education), programs have 
rapidly developed in such middle-income 
countries as Mexico (Oportunidades) and 
Brazil (Bolsa Familia).54 These programs 
reduce current poverty through the cash 
transfers and reduce future poverty through 
greater investment in the schooling of poor 
children. When successful, they can be a 
one-generation investment in breaking the 
intergenerational inheritance of poverty. 
Although costly, these transfer programs 
have been successful in middle-income 
countries and are being put in place in many 
other countries. However, adapting them to 
low-income countries with extensive pov-
erty and weaker school and civil registry 
systems remains an unexplored challenge. 

Investing in the supply of education, 
and balancing supply-side and demand-
side investments, is necessary for raising 
educational achievements. In Mexico the 
conditional cash-transfer program was tar-
geted at rural communities suffi ciently well 
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endowed with school facilities. Distance to 
school was found to be a major correlate 
of program uptake.55 The next step is to 
extend school facilities to all rural areas. 
Improving the quality of schooling is also 
essential. A notable example is Colombia’s 
Escuela Nueva program of community 
involvement, curriculum improvement, 
teacher training, and administration. It has 
a fl exible schedule to accommodate rural 
activities, and its teacher training addresses 
the needs of each community. More atten-
tion to school quality could signifi cantly 
increase the returns on education. 

Continued efforts are needed to 
reduce child labor 
In the short term, poor families gain from 
child labor; thus there are short-term welfare 
losses to rural families from sanctions on child 
labor. For development, however, the biggest 
cost of child labor is lower future education 
and the persistence of long-term poverty (box 
9.3). Policy proposals for reducing child labor 
have included restrictions and prohibitions 
on employment and even trade sanctions. 
But these sorts of policies are more likely to 
control wage employment for children, not 
unpaid family labor. Conditional cash or in-
kind transfers, which enhance the returns on 
schooling, are fairly successful in reducing 
child labor.56 In Ecuador, Bono de Desarrollo 
Humano reduced child work by an estimated 
17 percentage points. Brazil explicitly tackles 
child labor in the conditions for support in its 
Program to Eradicate Child Labor.

Providing safety nets 
to reduce vulnerability 
Rural noncontributory pensions
The elderly and disadvantaged left behind 
by migration may require additional forms 
of income support. Brazil, Bolivia, South 
Africa, and many countries in Europe and 
Central Asia have introduced rural noncon-
tributory pensions.57 They create welfare 
gains for recipients and spillover effects on 
the education and nutrition of family mem-
bers. But they also keep fi rms and workers 
in the informal sector, and there is an addi-
tional cost in having fewer contributors to 
production.58 

Private transfers, especially remittances, 
can also provide income in rural areas. The 
sums can be huge—an estimated $60 billion 
in 2006 in Latin America alone—creating a 
potentially large source of investment in 
local economies. But transaction costs of 
fund transfers are very high, often exceeding 
20 percent. Reducing these fees by 5 percent-
age points could generate annual savings 
of $3 billion for workers sending money 
home.60 Policies should be aimed at reducing 
transaction costs on remittances and encour-
aging investment in the local economy.

Designing scalable safety nets 
to respond to shocks
Safety nets often target those with few assets 
including household labor. However, they 

B O X  9 . 3  Child labor: pervasive in agriculture

The ILO estimated the number of child 
laborers at 218 million in 2004. Most help 
their families at home, on the farm, or 
in the family business—60 percent of 
them are in Asia, and 52 percent are boys. 
Although only 23 percent of the economi-
cally active children are in Sub-Saharan 
Africa, participation rates are highest 
there, an estimated 30 percent of the 5–14 
year olds. Child labor can include prostitu-
tion and drug traffi cking, but on a world 
scale these are small numbers.

Compared with 19 percent for urban 
areas of developing countries, 31 percent 
of the children 5–14 in rural areas reported 
working, with 9.8 percent working out-
side the family business and 2.5 percent 
being paid.59 Including work and domes-
tic chores, 26 percent of rural children 
worked 20 or more hours per week, and 
9 percent worked 40 or more hours. The 
prevalence of unpaid work in rural areas is 
nearly twice that in urban areas. 

Not all child labor is harmful, and 
income from children’s economic activi-
ties provides needed income for poor rural 
households. But comparisons across more 
than 40 countries reveal a negative asso-
ciation between child labor and school 
enrollment. In nine Latin American coun-
tries, third and fourth graders who worked 
longer hours outside the home performed 
less well in school. Evidence from Ghana, 
Nicaragua, and Pakistan shows similar 
adverse effects of work on schooling. 

The poorer school performance attrib-
utable to early child labor can have perma-

nent consequences in lower earnings. In 
Brazil, males who entered the workforce 
before age 12 earn 20 percent less per 
hour. Children with a parent who worked 
as a child are more likely to work at young 
ages, holding other household attributes 
constant. Delaying the age for children to 
enter the workforce thus delays labor mar-
ket entry for the next generation as well.

In Brazil, the Program to Eradicate 
Child Labor requires that rural children 
attend school and that parents agree that 
their children will not work. The program 
substantially lowered the incidence of 
child labor in three states (fi gure below). 
In Bahia, the program reduced child labor 
by more than 23 percentage points.
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Incidence of child labor, %
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Brazil’s program to eliminate child labor

Sources: Edmonds and Pavcnink 2005; Emerson 
and Portela Souza 2003; Gunnarsson, Orazem, 
and Sedlacek 2005; Ilahi, Orazem, and Sedlacek 
2005; Yap, Sedlacek, and Orazem 2001.
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also have an insurance function. Ideally, 
they increase expenditures when income or 
production declines.61 In many cases though, 
safety nets can be procyclical, because eco-
nomic shocks often reduce fi scal revenues 
just as they call for an increase in expendi-
tures. To counter this, safety nets need to be 
fl exible, quick, and effi cient. In both Argen-
tina and Mexico in the mid-1990s, economic 
downturns reduced social spending just 
when poverty was increasing. India, Mexico, 
and the Philippines now hold reserve funds 
or earmark specifi c taxes for their relief pro-
grams. This funding is more fl exible than 
donor assistance, but even in this latter case, 
the trend is towards increased fl exibility 
(box 9.4). In addition to responsive fi nanc-
ing, identifying benefi ciaries and disbursing 
funds must be rapid to remain countercycli-
cal. To ensure smooth operation of safety 
nets when needs rapidly increase, programs 
should be in place before a shock occurs. For 
the long term, safety nets have to be scaled 
back when a crisis subsides.

While there is extensive experience with 
targeting transfers on the basis of chronic 
poverty, ex post targeting to mitigate conse-
quences of shocks requires different imple-
mentation. Given the cost of collecting indi-
cators responsive to shocks for short-term 
use, programs may consider using commu-
nity targeting or self-targeting. Public works 
and community subsidies for grains pri-
marily consumed by the poor are examples 
of self-targeting. 

Public works often have both scal-
able fi nancing and adaptive self-targeting. 
India’s Maharashtra Employment Guar-
antee Scheme provides such employment, 
an important safety net reducing the cost 
of risk management and protecting family 
assets in the event of shocks. Employment 
in this countercyclical program expanded by 
64 percent in response to a drought in 1982. 
Similarly, Argentina’s Trabajar program 
increased participants’ current income.63 
Workfare programs also offer an opportunity 
for low-skilled and rural workers to acquire 
work experience while building rural infra-
structure. About half of the Trabajar partici-
pants felt that the program improved their 
chances of getting a job, two-thirds believed 
that it gave them a marketable skill, and one-
third said that it expanded their contacts in 
the labor market. Mexico uses commercial 
insurance to achieve countercyclical fund-
ing of its national and subnational public 
works programs. 

Destocking and supplemental feeding, 
watering, and veterinary care are other 
counter cyclical programs for pastoral com-
munities. In Kenya the response to a drought 
includes a transport subsidy that provides a 
fl oor for local prices of livestock and pre-
vents a perverse situation in which declin-
ing prices increase distress sales of animals. 
The trigger to support is largely based on a 
minimum cattle-to-grain price ratio. Even 
so, evidence from northern Kenya suggests 
that interventions that preserve vulnerable 
pastoralists’ livestock wealth have higher 
benefi t-cost ratios than more conventional 
destocking interventions—and related 
transport subsidies. Veterinary, supplemen-
tary feeding, and supplemental water provi-
sion had benefi ts 2.6–5.3 times the costs.64

B O X  9 . 4  The gradual but incomplete move toward 
cash-based food aid

Food aid volumes are at long-term lows, 
refl ecting sharp reductions in regular 
program food aid not compensated by 
increases in emergency food aid ship-
ments. Emergency aid now dominates 
global food aid: more than 57 percent 
of global food aid fl ows in 2001–04 were 
emergency aid. Emergency food aid has 
also ushered in a geographic shift from 
Asia to Africa.

Major policy changes in Australia, 
Canada, and the European Union illus-
trate that donors are now more fl exible in 
sourcing food aid. In 1996 the European 
Union created the Food Security Budget 
Line, eliminating restrictions tying the 
procurement of food aid to European 
suppliers. A signifi cant departure from 
the past, it encouraged more local and 
regional purchases. While local purchases 
can sometimes destabilize local prices, 
they are estimated to be 30–50 percent 
less expensive to procure and deliver than 
food shipments from donor countries.62 
In-kind food aid and cash transfers are 
both open to mistargeting and corruption, 
but in-kind aid incurs higher distribution 

costs. Local purchases can facilitate faster 
responses to crises by greatly reducing 
delivery time. 

Today, most countries in Europe give 
almost all their food aid in cash for local 
and regional purchases by nongovernmen-
tal organizations and the World Food Pro-
gram. In 2005, a record 2.55 million metric 
tons of food aid were sourced through 
local or regional purchases in developing 
countries. In addition to the European 
Union, Australia and Canada have relaxed 
their domestic food aid procurement rules 
and moved toward more cash-based pro-
gramming. More than half the two coun-
tries’ food aid is purchased locally.

Despite these shifts, the United 
States, which accounts for more than half 
the world’s food aid, remains reliant on 
domestically sourced food. In recent years, 
proposals to relax domestic procurement 
rules have been blocked, under pressure 
from a coalition of agribusinesses, ship-
ping companies, and nongovernmental 
development and relief organizations. 
Politics continue to dissipate the pressure 
for reform.
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A final word on rural labor 
markets and migration: the 
need for policy attention
As agriculture intensifi es and diversifi es, 
and economies develop, well-functioning 
rural labor markets and migration are cru-
cial in reducing rural poverty and damp-
ening rural-urban income disparities. But 
stunningly little policy attention has been 
given to the structure, conduct, and perfor-
mance of rural labor markets and how they 
ease successful transitions out of agricul-

ture. Certainly, special attention is needed 
to provide training to workers to take good 
jobs, to adjust labor legislation that protects 
them but does not stifl e employment, and to 
help migrants fi nd good employment else-
where. Interventions are also needed on the 
demand side of the labor market, especially 
a better investment climate, and on safety 
nets for the disadvantaged. Compared with 
other aspects of the rural economy, much is 
left to be explored in understanding how to 
improve rural labor markets.
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