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Foreword

As the world’s economies struggle to create more and better jobs for all,
skills development and training policies are at the center of the response.
Workers are trying to acquire the right skills to become employable and
well remunerated. Firms, in turn, are seeking workers with specific types of
skills that—even in many countries with high unemployment—they are
unable to find.

The problems are particularly acute in developing countries. First, many
workers in these countries have very low levels of education and lack the
basic cognitive skills to succeed in the labor market. Second, training pro-
grams in these countries often provide skills that are not in demand. The
programs also underprovide the analytical and behavioral skills that firms
demand and that are critical for enabling innovation and creating high-
productivity jobs.

This book discusses how current training policies and programs in devel-
oping countries need to change to improve education levels and skills
development. It uses the evidence from recent rigorous evaluations to pro-
vide a comprehensive review of technical vocational education and train-
ing (TVET) policies, incentives for on-the-job-training (OJT), and training-
related active labor market programs (ALMPs). These interventions tend to
fall short when based on insufficient understanding of the market failures
they are trying to solve and/or the government failures that constrain their
implementation. The book argues that the key to more productive invest-
ments in training and a better alignment between the supply and demand
of technical, cognitive, and noncognitive skills lies in better functioning

Xi
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product, capital, and labor markets. Following on this diagnosis, the book
presents several new ideas about how to improve the design and implemen-
tation of skills-related programs to make them more effective and relevant.

The Human Development Perspectives series seeks to present thorough
research findings on issues of critical importance for developing countries.
Well-designed and evidence-based public policy interventions, such as
those discussed in this volume, are critical to improving living standards
and eradicating poverty. The Right Skills for the Job are essential for achieving
better incomes and higher productivity for all those who work in the devel-
oping world.

Arup Banerji Ariel Fiszbein
Director Chief Economist
Social Protection and Labor Human Development

The World Bank The World Bank
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Introduction

The accumulation of human capital through the acquisition of knowledge
and skills is recognized as central for economic development. More-edu-
cated workers not only have better employment opportunities, earn more,
and have more stable and rewarding jobs, but they are also more adaptable
and mobile.! Workers who acquire more skills make other workers and
capital more productive and, within the firm, they facilitate the adaptation,
adoption, and ultimately invention of new technologies. This is crucial to
enable economic diversification, productivity growth, and ultimately raise
the standards of living of the population.?

In the developing world, however, the majority of the labor force has
very low levels of education. Even those with higher degrees might not
have acquired the skills necessary to succeed in the labor market—particu-
larly high-level analytical and interactive skills. Middle-high-income coun-
tries have the best indicators and yet the average number of years of school-
ing is only 8.5—primary plus some years of secondary education. Only 30
percent of the working age population has successfully finished high school
and less than 7 percent have a university diploma.? In low-income coun-
tries, up to 73 percent of the labor force is illiterate (Niger) and average
years of education can be as low as 1.2 (Mozambique).* Even those who
have had the opportunity to attend school and obtain a university or voca-
tional training diploma are today struggling. Across countries, a very small
share of graduates attends top-level schools and gets access to the best jobs
either in their country of origin or abroad. Compensation for these lucky
few has been on the rise, but for others school to work transitions can be
difficult and earnings have remained stagnant. Thus, wage premiums for
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high skills in certain occupations coincide with poor labor market indica-
tors, including unemployment and inactivity.> At the same time, employers
frequently complain that workers’ lack of skills is a constraint to their busi-
ness. This mismatch between the skills individuals have and those which
are needed seems pervasive across countries. In India, for instance, 50 per-
cent of university graduates obtain a diploma in arts, far exceeding employer
demands.® In Tunisia, more than 50 percent of university graduates are in
jobs that do not use the skills they acquired in university.” In Cambodia,
employers also complain about skill mismatches, especially among out-of-
school youth. More recent evidence from Lebanon shows that 40 percent
of wage earners and the self-employed are in occupations that do not use
their skills.?

The situation is further complicated by the diversity of skills that seem to
matter. Indeed, recent empirical analyses show that success in the labor
market does not only depend on the acquisition of technical skills.” Cogni-
tive and noncognitive skills, in part acquired in early childhood and during
basic and secondary schooling, are also important determinants of employ-
ment dynamics and earnings later in life.!° A pattern that seems to emerge
is that as economies develop and diversity, the demand for higher-level
cognitive skills increases relative to the demands for manual job-specific
skills. Yet, the few studies looking at the distribution of cognitive and non-
cognitive skills in the labor force in developing countries suggest that cer-
tain vulnerable groups, such as the unemployed (and first time job seekers)
tend to have low cognitive scores or lack the behavioral skills that predict
success as a self-employed worker or entrepreneur.!!

There are, of course, no easy solutions to these problems. Any strategy
to address them would need to consider interventions at different levels,
starting with the creation of conditions for adequate early childhood devel-
opment, laying a strong foundation in basic and secondary education, and
building and upgrading job skills in response to labor market signals.
Improving productivity and labor market outcomes would also require
coordinated training and labor policies to promote entrepreneurship and
innovation, facilitate the mobility of the labor force, and improve the
matching of skills to jobs.!? Clearly, the implementation of this cumulative
and more comprehensive approach will mainly bring results over the
medium and long terms.'* Over the short term, countries still face the chal-
lenge of improving the skills of those who are already in the labor force.

This report brings new ideas about how to build and upgrade job relevant
skills, focusing on three types of training programs relevant for individuals
who are leaving the formal general schooling system or are already in the
labor market: pre-employment technical and vocational education and train-
ing (TVET); on-the-job training (OJT); and training-related active labor
market programs (ALMPs). Several previous studies have discussed some
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of the flaws in current systems and outlined options for reform.' Training
centers had grown disconnected from market demands and investments in
training within the firms did not increase as expected. Training related
ALMPs, on the other hand, remained largely underdeveloped and focused
more on formal than informal sector workers. As a consequence, there has
been a shift away from the investment in pre-vocational training courses to
programs to improve access to and the quality of general secondary educa-
tion." There have also been calls to encourage a stronger involvement of
the private sector in the provision of training, together with increased empha-
sis in the quality and relevance of the content. One result has been a push to
rethink the governance and financing arrangements of training institu-
tions. But overall policies at these three levels of the training systems remain
disconnected and there has not been an integrated framework linking them
to specific market and government failures that need to be addressed.

The contributions of the current report are twofold. First, the report
takes an in-depth look at the types of market and government failures that
can result in underinvestment in training or the supply of skills that are not
immediately relevant to the labor market (see Chapter 2). Regarding mar-
kets, the discussion goes beyond the classic problem of individuals not tak-
ing into account the social benefits of their investments in education, and
focuses instead on imperfections in labor and capital markets, as well as
decision-making problems facing individuals. The second contribution
focuses on policies. Building on the analysis of the limitations of both mar-
kets and governments and the results of case studies and recent impact
evaluations, the report develops new ideas to improve the design and per-
formance of current training programs, which often involve interventions
outside the education and training systems (see Chapters 3 to 5).

Market Failures, OJT, and Training-Related ALMPs

An important message from the policy framework is that the design of
training policies needs to be based on a better understanding of the prob-
lems facing the private sector to produce a socially desirable level and dis-
tribution of skills. One of the issues raised is imperfections in labor markets,
which can reduce incentives to invest in skills, both among employers and
employees. When there is no perfect competition in the markets for differ-
ent skills, employers might invest less in training their workers who can be
poached by others (poaching externalities). Workers are also less likely to
invest in their own training if employers have market power and are able
to keep wages down (bargaining externalities). There can also be coordina-
tion failures if, for instance, employers do not create high-productivity jobs
because there are no skilled workers, and workers do not invest in skills
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because there are no jobs (innovation and vacancy externalities). Standard
problems with credit markets can also affect the supply of skills, if either indi-
viduals or firms are not able to finance their investment in training. Finally,
the lack of information—"myopia”—and the lack of the necessary cogni-
tive and noncognitive skills can bias individuals” decisions regarding train-
ing: they can underinvest and stop their studies, choose the wrong special-
ization or provider, or simply fail to complete a given course or set of courses.

Solutions to all these problems do not necessarily include subsidizing
training or taxing firms to finance OJT—two of the most common inter-
ventions. The focus, instead, can be in identifying and addressing the mar-
ket failures at hand. This could be accomplished, for instance, by increasing
the bargaining power of workers, reducing barriers to entry in product
markets, facilitating the diffusion of new technologies that will create
demands for skilled labor, designing contracts that reduce the likelihood of
poaching, opening credit lines for specific types of training, and providing
information about labor market conditions and the quality of various train-
ing providers. If, ultimately, subsidies are needed to address coordination
failures or improve incentives to invest in training, then they should be
targeted to individuals and firms that would not otherwise invest but that
can benefit from training. Subsidies should be explicit and preferably
financed out of general revenues instead of payroll taxes, which increase
labor costs and eventually decrease the demand for labor.

The report also suggests that a special set of training programs could tar-
get vulnerable groups without access to formal programs—either because
of low skill levels or because they operate in the informal sector where the
access to training funds is more difficult. Besides providing job-specific
skills, these programs could help address some of the decision-making and
communication problems facing individuals with interventions such as
training in life skills and counseling. Ideally, the programs would link indi-
viduals to internships or programs that support transitions into self-employ-
ment. International experience suggests that these types of integrated pro-
grams can have a positive impact on labor markets. An important feature of
their design is to outsource the provision of services to private companies
with contracting and payment systems based on specific outcomes (for
example, the number of job placements).

Government Failures and TVET

Clearly, for years to come, a large share of the supply of training across
countries will continue to come from the public sector through TVET pro-
grams. Improving the relevance of the skills that individuals acquire will
require addressing failures in current institutional arrangements in order to
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improve accountability and strengthen links with the private sector. Part of
the problem, as previously identified, is current financing mechanisms that
directly allocate funds to training centers on a historical basis. The review of
international experiences shows the importance of linking the disburse-
ment of funds to performance and/or relying on voucher systems that
allow individuals to choose and directly pay training providers. To set the
stage for more direct financing of training, training centers should be given
independence in the management of curricula, the selection of students,
and human resource policies.

However, given the market failures described above, relying on pure
market mechanisms might not be enough. To start with, there should be
arrangements in place to provide information to potential students about
career prospects and the quality of different providers. This requires certify-
ing training centers and probably the different diplomas that are provided.
Provided that institutional capacity exists, countries would also need to
consider setting up independent apex training authorities to better organize
and manage the oversight of training provision. Key components of success
include ensuring that the training authorities enjoy strong partnerships
with employers and other stakeholders, have decision-making power, and
have the authority to oversee (without direct involvement in) the opera-
tions of individual TVET institutions.!” Singapore’s Institute for Technical
Education (ITE) and Pakistan’s Sindh Technical and Vocational Training
Authority are two examples of such increasingly common apex training
authorities. With clearly defined oversight functions, these entities have
the capacity to encourage participation of nonstate providers while improv-
ing the service delivery capacity of public training providers. By fostering
competition in the training market and effectively liaising between training
institutions and stakeholders, these apex institutions are able to ensure
more optimal TVET provision.

The government might also have a role in addressing coordination exter-
nalities that affect the development of strategic sectors. The successful expe-
riences of the Republic of Korea; Taiwan, China; and Singapore illustrate
how countries can incorporate demand-driven TVET into their national
industrialization strategies.'® These Asian tigers understood the type of coor-
dination failures that can emerge in training markets in the early stages of
development. In response, they pursued strategic government-led coordi-
nation that encouraged more effective alignment of skills demand and sup-
ply as well as sustainable investments in higher-level skills. Key institu-
tional mechanisms for coordinating economic and training policy ensured
that TVET programs were effectively linked to the overall strategy for
industrialization. Singapore’s Economic Development Board (EDB) is one
such coordinating mechanism that is credited for leading successful skills
development schemes during the agency’s first three decades (1961-91).
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An Agenda for Research and Policy Analysis

The various chapters in the report identify areas for future research and
policy analysis. An important question is how fo define and measure the set of
skills that determine individuals’ employability and labor market outcomes in devel-
oping countries. One of the main avenues for further research is the develop-
ment of sound, regularly administered surveys of workers and firms at the
country level that measure the supply and demand of technical, cognitive,
and noncognitive skills. These surveys can then be used to assess how dif-
ferent skills affect labor outcomes, and to study issues related to mismatches
between the supply and demand of skills.

Another important challenge is to improve our understanding of market
failures that potentially affect skills supply both at the level of the firm and
the individual. For instance, there should be a better understanding of why
firms are not training: is it because there are poaching externalities or
financing constraints or simply because, given the product and the markets
where it is sold, it does not pay to invest in training? Similarly, failures at
the individual level should be studied: how severe are information prob-
lems and myopia for different groups of workers? Only through a better
understanding of the causes that affect the supply of skills can policy mak-
ers devise the right set of interventions.

Finally, with all levels of training—TVET, OJT, or training-related ALMPs—
there are open questions about design and implementation. Most evalua-
tions that exist today provide information on whether a given program or
intervention is having an impact, but not why. It is important to gradually
move to a second generation of impact evaluations that will focus less on
the impact of programs and more on features of their design. For example,
evaluations should be able to identify the best types of contracting and pay-
ment systems for providers or the best ways to finance and allocate training
funds. Gradually, the knowledge generated across countries can be used to
design blueprints for the implementation of the various programs.

Notes

1. There is a vast literature empirically supporting the value of investing in educa-
tion to develop human capital and on the contribution of education to growth
and development (see, for example, Vandenbussche, Aghion, and Meghir
2006; Aghion 2008; Helpman, 2004; Hanushek and Kimko 2000; Krueger and
Lindahl 2000; Hanushek and Woessmann 2007).

2. See Helpman (2004).

3. See Cho et al. (2011).

4. See Cho et al. (2012).
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. The trends in skills premia have been very diverse across the world. Di Gropello

and Sakellariou (2010) show that the more advanced countries in East Asia
(for example, Indonesia, the Philippines, and Thailand) have experienced stag-
nating returns, while countries with faster growth but less-developed econo-
mies (for example, Vietnam, China, Mongolia, and Cambodia) are still experi-
encing strong increases in skill premia. In Latin America, Aedo and Walker
(2012) show that the region experienced rising relative wages for people with
tertiary education in the 1990s but that around 2002 the trend was reversed.

. See World Bank (2012).
. Skills toward Employability and Productivity (StEP) framework in Banerji et al.

(2010).

. See Pierre and Robalino (forthcoming).
. For example, skills include the knowledge, expertise, and behaviors that the

job holder needs in order to execute his or her responsibilities competently.
They include mastery of a body of knowledge relevant to the job; familiarity
with the tools and technologies used to perform the tasks associated with the
job; understanding of the materials that are worked with; and the fostering and
use of interpersonal relationships and interactions to accomplish the tasks
required in the job.

Heckman, Stixrud, and Urzua (2006) show that both cognitive and noncogni-
tive skills are important in explaining a diverse array of labor market outcomes.
Although there are important gender differences in the effects of these skills,
for most behaviors, both factors play an important role for both men and
women. Carneiro and Heckman (2003), Heckman and Masterov (2004),
Cunha et al. (2006), and numerous other papers establish that parents play an
important role in producing both the cognitive and noncognitive skills of their
children.

. See Pierre and Robalino (forthcoming).
12.

See the Skills toward Employability and Productivity (StEP) framework in
Banerji et al. (2010).

The importance of creating the conditions for adequate early childhood devel-
opment and of laying a strong foundation in basic and secondary schooling has
been well established in multiple World Bank reports and publications (see, for
example, Murnane and Levy (1996)).

For a discussion see Middleton, Ziderman, and Adams (1991, 1993). They dis-
cuss training policies that may help governments make the transition to a more
dynamic and efficient use of public resources, ensure that the skills needed to
meet the challenges of economic change are developed, and that equity objec-
tives for the poor and the socially disadvantaged are effectively addressed. Their
findings highlight that the design of training programs can be advanced by
encouraging private sector training, improving the effectiveness and efficiency
of public training, and using training as a complementary input in programs
designed to improve the incomes of the poor and socially disadvantaged.
Sondergaard and Murthi (2012) show that, for Eastern Europe, reducing the
skills shortage requires fundamental change in a country’s education system.
Such change should aim to deliver higher-quality education for the vast major-
ity of students (“not just diplomas but skills”). Furthermore, the methods of
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improved student learning should be more widely studied and used by educa-
tion institutions and at the policy-making level.

16. See Canagarajah et al. (2002).

17. See ADB (2008).

18. See Ashton et al. 2002 and Kuruvilla et al. 2002.
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Overview

David Robalino and Rita Almeida

Introduction

Creating jobs and increasing productivity are at the top of the social and
economic agendas of governments around the world. Skills development is
an essential component of these agendas. Too many workers are simply
unprepared to meet the needs of current and future jobs, which will involve
a growing content of nonroutine analytical and/or interactive tasks. At the
same time, the systems to provide training are often plagued by weak gov-
ernance and poor incentives that make them unreliable or ineffective.

Thus even workers with higher levels of education might not have the
skills necessary to succeed in the labor market. In India, for instance, 50
percent of university graduates obtain a diploma in arts, far exceeding
employer demands.! In Tunisia, more than 50 percent of university gradu-
ates are in jobs that do not use the skills they acquired in university.> Fur-
thermore, in Cambodia, employers in the construction, garment, and hos-
pitality sectors identify soft employee skills, especially among out-of-school
youth.?

Evidence from the World Bank’s Enterprise Surveys* in more than 100
countries shows that lack of workers with the right skills affects firm perfor-
mance. For example, the share of firms worried about inadequate worker
education and skills averages about 25 percent in the Organisation for Eco-
nomic Co-operation and Development (OECD) and in Europe and Central
Asia (ECA), 40 percent in Sub-Saharan Africa, and 50 percent in East Asia
and the Pacific. Even in the ECA region, where countries have enjoyed a
legacy of high skill endowments, the great majority of firms surveyed in

n
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2008 considered deficits in education and skills to be a major or severe con-
straint. Furthermore, skills bottlenecks are likely to worsen in the coming
years. The employer complaints about skills are more often voiced by firms
that are newer, faster-growing, more outwardly oriented, and more eager
to move up the technology ladder.’

The problem is complicated by the diversity of skills that matter. Recent
empirical analyses show that success in the labor market does not only
depend on the acquisition of technical skills.® Cognitive and noncognitive
skills, which are in part acquired in early childhood and during basic and
secondary schooling, are also important determinants of employment
dynamics and earnings later in life.”® A pattern that seems to emerge is that
as economies develop and diversify, the demand for higher-level cognitive
skills increases relative to the demands for manual job-specific skills (see
figure 1.1 and box 1.1). The importance of behavioral or noncognitive skills
should not be underestimated. In many economies, employers are search-
ing for workers who possess behavioral skills such as teamwork, diligence,
creativity, and entrepreneurship. Skill-building systems will also need the
capacity to improve behavioral attributes.

Policy making is complicated by the multiplicity of channels through
which skills are acquired. These channels include parents and families in
the early years of life; later through schools, universities, and vocational

Figure 1.1 Demand for Different Types of Skills in the United States,
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Defining Job-Relevant Skills and Acknowledging
the Boundaries of Job Training Policies

Job-relevant skills refer to a set of competencies or abilities valued by
employers and useful for self-employment. They include technical skills
relevant to the specific job of the worker, as well as other cognitive and
noncognitive skills that enhance his or her productivity more generally.
These other skills include:

* problem-solving skills or the capacity to think critically and analyze

e learning skills or the ability to acquire new knowledge (“learning
to learn”), distill lessons from experience, and apply them in search
of innovations

* communication skills, including writing skills, collecting and using

information to communicate with others, fluency in foreign lan-

guages, and use of information and communications technology

(ICT

personal skills for self-management, making sound judgments,

and managing risks

social skills to collaborate with and motivate others in a team,

manage client relations, exercise leadership, resolve conflicts, and

develop social networks

Source: Baneriji et al. (2010).

centers; and, ultimately, on-the-job training and learning through experi-
ence. Whereas general skills like literacy and numeracy accumulate from
early childhood and are reinforced through general basic education, job-
relevant skills tend to be acquired later on, either prior to entry into the
labor market or through on-the-job and building on the earlier skill foun-
dations. In addition, whether the formation and accumulation of the right
skills translates into higher employment and productivity growth depends
on how well labor markets function. Labor markets where information is
lacking or where the labor force cannot move freely may fail to match job
seekers with the right jobs.

This book addresses the question of how to build and upgrade job rele-
vant skills. Specifically, we focus on three types of training programs rele-
vant for individuals who are leaving formal general schooling or are already
in the labor market: pre-employment technical and vocational education
and training (TVET); on-the-job training (OJT); and training-related active
labor market programs (ALMPs). ALMPs are usually of shorter duration
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and target individuals who are seeking a second chance and who do not
have access to TVET or OJT; these are often low-skilled unemployed or
informal workers. Contrary to training-related ALMPs, pre-employment
TVET is usually offered within the formal schooling track and tends to be
administered by the ministries of education.’

The book discusses the main justifications for these programs and how
they relate to market failures that can lead to underinvestment in training
and misalignment between supply and demand for skills. These failures go
beyond the classic problem of individuals not taking into account the social
benefits of their investments in education. They reflect problems in prod-
uct, labor, and capital markets that manifest themselves, for example, in the
following ways:

e reduce incentives for firms to offer training because trained employees
can be poached by other firms

e limit the information and knowledge that individuals have to make effi-
cient decisions about investments in training

e make it difficult for firms and individuals to finance investments in train-
ing

e lead to situations where workers do not invest in training because there
are no jobs for skilled workers and firms do not create these jobs because
there are no skilled workers.

Unfortunately, governments are also prone to failure and many of the
programs that countries have adopted today are part of the problem and
not the solution. This book proposes options to improve the design and
implementation of current skills development systems. Clearly, we cannot
cover all issues in detail. Training methods among TVET, OJT, and ALMP
programs are quite different, ranging from classroom instruction, labora-
tory research, TVET workshops, and apprenticeship arrangements and
internships in firms. All have different challenges and specificities. The
report highlights the most important design features of the different pro-
grams and points to the main knowledge gaps and areas for future research
and analysis.

The book is organized into five chapters. Following this overview, Chap-
ter 2 introduces the policy framework that guides the analysis in the book.
This framework describes the main market and government failures that
require attention and identifies potential interventions to address them.
Chapters 3 to 5 then discuss the main challenges facing, respectively, TVET,
OJT, and training-related ALMP programs and outlines recommendations
to address them. The rest of this overview summarizes the main messages
from each of the chapters and in the last section outlines the main knowl-
edge gaps and proposes an agenda for future research and policy analysis.
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Linking Market and Government Failures to the Design of
Training-Related Interventions

Frequently, public interventions—including those related to TVET, OJT,
and training-related ALMP programs—are designed and implemented
without a full understanding of the reasons why markets alone do not gen-
erate an efficient distribution of skills. We argue that there are four poten-
tial reasons for failed interventions: imperfections in labor markets, imperfec-
tions in capital markets, coordination failures, and limited information and
individual “myopia” (see figure 1.2). Below we discuss each of these reasons.

Matching and Poaching Externalities in the Labor Market

In perfectly competitive labor markets there would not be a need for gov-
ernment intervention. Employees would have incentives to invest in their
training and acquire skills that were in demand, knowing they would
receive fair remuneration for those investments (since there are many
employers demanding these skills). Governments would simply need to
make sure that individuals had the means to finance these investments.
But perfectly competitive labor markets are more likely to be the exception
than the rule for many reasons. These include barriers to entry that limit
the number of firms competing for given skills; workers not having suffi-
cient information about where the jobs are and/or not being able to move
to where they are; or employers not having sufficient information about

W

Figure 1.2 Reasons for Market Failures
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the skills that workers have. In labor markets that are not perfectly com-
petitive both firms and employees can underinvest in training. Firms
underinvest because they cannot fully appropriate the returns to invest-
ment in training, since employees can be poached by other firms (we refer
to these as poaching externalities);'° employees underinvest because they
would not receive fair remuneration for their higher productivity (we refer
to these as matching externalities). The higher the bargaining power of
employers the lower the investment in training by employees.

The discussion above has a few policy implications. The first is that the
type of intervention that a given country implements needs to be consistent
with labor market conditions. For instance, policy makers should not auto-
matically assume that firms face poaching externalities and that something
needs to be done to incentivize training. On the one hand, innovative firms
that are entering new markets and presumably enjoy some level of market
power may have considerable incentives to invest in training and most
probably will. One example is India’s Infosys, a software technology giant
that completed a new 300-faculty Global Education Center in 2009 with a
training capacity of 14,000 seats dedicated to enhancing the competency of
their staff. On the other hand, when labor markets are reasonably com-
petitive, the focus could be on ensuring that workers have the means to
finance investments in job-related training themselves. Poaching externali-
ties and matching externalities are more relevant in labor markets that are
“in between” and could require a range of interventions. Examples might
include improving the bargaining power of workers and designing con-
tracts where OJT is linked to a given commitment to work for the firm
(these would reduce poaching externalities). Recent cross-sectional evi-
dence from the World Bank’s Enterprise Surveys'' shows that while most
firms consider informal training sufficient for their regular operations,
many firms also report that high worker turnover and poaching of workers
is an important factor behind the lack of investment in training, especially
among the larger firms.

Imperfections in Capital Markets

Financial institutions usually have little information about the impacts of
training on productivity, earnings, and the creditworthiness of individuals
and employers. They may therefore be reluctant to finance worker train-
ing, particularly for low-income individuals with little or no credit history.
This may lead to underinvestment in training. The implication is that gov-
ernments may need to address these credit constraints through different
instruments such as guarantees, student loans, and better information for
financial institutions.



Overview | 17

Coordination Failures

Often, the success of a given investment depends on the coordinated actions
of various agents. At the high end of the skills spectrum, innovation exter-
nalities may occur when workers do not invest enough in training because
there are not enough jobs for highly qualified professionals. But the reason
there are not more of these jobs is that there are not enough qualified pro-
fessionals in the first place. Economies may thus end up in a low-level
equilibrium where firms do not innovate enough and do not pay high
enough wages, and workers do not invest in training because of a low skill
premia. Similarly, at the low end of the skills spectrum, vacancy externali-
ties may occur where firms do not hire skilled workers because there are not
many of them and therefore their wages are high. This reduces low-skilled
workers’ incentives to invest in training resulting in a low-skills/low-produc-
tivity trap. This trap can occur, for example, in the construction or the tour-
ism sector, where firms often operate with low-skilled labor and choose not
to fill vacancies for more skilled job because of the higher labor costs.

Here also there are important policy implications. First, there is a need to
try to measure and understand coordination problems. Second, interven-
tions would need to include large investments in training for particular
segments of the labor force in partnership with the private sector.

Decision-Making Failures

Even with perfect labor and capital markets and no coordination failures,
individuals might not make the right decisions when it comes to invest-
ments in training. The main reasons are lack of information (knowledge),
limited cognitive capacity to process complex problems, and psychological
factors that make it difficult to commit to a given decision.!? For example,
quite often individuals have inaccurate information on returns to training
that may lead to under- or overinvestment. Individuals also often lack reli-
able information on the quality of training providers and future employ-
ment prospects, and may invest in the wrong training. Even with the nec-
essary information, investments in training and career choices are complex
problems and individuals may not always make the right choice. Finally,
high discount rates or the lack of noncognitive skills that predict success in
school (such as discipline and perseverance) can lead many individuals to
procrastinate and fail to get enough education.

Here too governments may need to intervene by improving information
about the prospects of different diplomas and specializations, rating and
certifying training providers, defining qualification frameworks, providing
counseling, and providing incentives to invest in training.
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Government Failures

The market failures discussed above may be partially offset by government
interventions. Unfortunately, government interventions do not always lead
to improvements over markets. They may lead to distortions from the point
of view of efficiency and distributional objectives.”> Chapter 2 reviews the
three most common types of government failures associated with govern-
ment interventions: inappropriate governance structures to design policies,
lack of proper institutional arrangements for services delivery, and imper-
fect information. These failures are briefly discussed below.

Lack of adequate governance structures to design policies

Policy makers often lack the incentives or means to devise policies in the
best interest of their citizens. Skills-development policies, for instance, may
not be enacted until governments are under election pressures and need
the support of politically powerful groups (for example, teachers), or need
to lock in short-term achievements, possibly realized before the end of a
political cycle. Addressing this problem is not easy. The emerging consensus
is that much depends on the quality of the policy-making process (PMP),
understood as the process of discussing, approving, and implementing pub-
lic policies."* The quality of PMP depends on the set of political actors and
the incentives that they face. These, in turn, are determined, at least in part,
by political institutions (such as the legislature, the party system, and the
judiciary) and institutional rules (for example, electoral rules). What coun-
tries that have introduced successful reforms have in common is a PMP in
which political actors cooperate and are able to reach and enforce agree-
ments. Cooperation is more likely to exist where (i) leadership is strong; (ii)
there are good “aggregators” to reduce the number of actors with direct
influence on policy making; (iii) the key actors plan for the long term and
interact repeatedly; (iv) there are institutionalized arenas for political
exchange; (v) there are credible institutions to enforce agreements and pre-
vent corruption (like an independent judiciary); and (vi) there is a strong
bureaucracy to which the analysis and implementation of policies can be
delegated. Some fundamentals of a good PMP are a transparent process to
discuss and design policies involving different stakeholders; a clear strategic
vision for skills development; and more reliance on technical staff within
ministries who can ensure continuity in the policy dialogue.

Lack of proper institutional arrangements for service delivery

Even when the political process is right, policies will fail if they do not pro-
vide the right set of incentives and margin of maneuver to those involved
in the delivery of training. For instance, the quality and relevance of train-
ing in public centers is unlikely to improve if teachers’ remuneration and
career prospects are unrelated to their performance, or if budgets are
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delinked from the level of demand for the center’s services. At the same
time, the right incentives will not result in better services delivery if manag-
ers have their hands tied by excessive centralization or inappropriate regu-
lations. Governments are therefore advised to develop sound institutional
arrangements for the implementation agencies, and award them with suf-
ficient autonomy. Measures such as individual vouchers for increased
choice over training providers may also contribute to improving issues of
incentives and accountability.

Imperfect information

Governments are at times assumed incorrectly to have more and better
information than private parties regarding training programs. But govern-
ment interventions are less warranted or differ in type when the govern-
ment actually does not have more knowledge than private parties about
present and future developments in training. The general advice is that
governments should not be involved in the design of manpower plans that
set targets for different types of training. They should focus instead on col-
lecting and disseminating data about labor market trends. In addition, gov-
ernments should carefully monitor and evaluate the policies and programs
they implement. It is important to have proper monitoring and evaluation
(M&E) systems in place that can ensure regular data collection and continuous
evaluation that feeds into program design and managerial decision-making.

Implications for Training Programs

Chapters 3 to 5 look at the main issues facing TVET programs, initiatives to
promote OJT, and training-related ALMPs. Based on the framework sum-
marized above and reviews of international experiences and impact evalu-
ations, the authors present recommendations for reform and outline issues
for further research and policy analysis.

Pre-Employment Technical and Vocational Education and
Training (TVET)

Pre-employment TVET continues to garner the interest of developed and
developing countries alike as a critical pathway toward gainful employ-
ment. With the objective of imparting readily applicable, job-relevant skills,
it focuses mainly on young people nearing the end of their initial formal
schooling and entering the labor market. The surge in basic education grad-
uates worldwide, as well as TVET’s perceived role in fostering East Asia’s
industrialization, has further increased the attention on TVET in recent
years. Nonetheless, developing countries face a multitude of issues in the
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provision of job-relevant TVET. The challenges range from the lack of ade-
quate resources and provision for the agricultural and informal sectors, to
the skills mismatches against constantly evolving labor market demands in
the more modern sectors.!” Chapter 3 begins with an overview of the global
trends in pre-employment TVET and the evidence on its impact on labor
market outcomes. The chapter then discusses three policy challenges that
all systems confront: fostering economic relevance, responding to social
and equity concerns, and ensuring effectiveness and efficiency. Successful
country examples illustrate how these issues are prioritized and addressed
in various contexts.

Even though comparing TVET enrollments across countries poses special
difficulties due to cross-country differences in the structures of the systems
and in the instructional content of programs, several trends emerge. First,
enrollment in TVET programs is more common at the upper secondary
(ISCED 3) level than at the lower secondary (ISCED 2) level.’ In a survey
of 143 programs around the world, UNESCO-UIS (2006) finds that more
than two-thirds of the countries only offered institution-based TVET pro-
grams from the upper secondary level onward. TVET enrollments are also
generally higher in the more developed countries, as suggested by about 50
percent participation in OECD countries as compared to about 20 percent
in Sub-Saharan Africa, East Asia, and the Middle East and North Africa in
2009."7 Where overall coverage of secondary education is high, as is the
case of wealthier countries, education systems are more comprehensive
and diverse. These countries also tend to demand higher-level skills acquired
through advanced formal technical and vocational training, resulting in
higher TVET shares.

As with participation trends, the lack of data and the diversity of TVET
programs suggest caution in drawing firm conclusions about the impact of
TVET on labor market outcomes. The returns to investment in TVET vary
widely across systems and over time, suggesting that the performance of
pre-employment TVET is context-specific. Among OECD countries there is
some evidence that, on average, the employability of students graduating
from TVET and from general tracks are similar but students graduating
from general tracks tend to earn higher wages.'® However, isolating the
effect of TVET is difficult as student characteristics, some of them unobserv-
able, influence both the likelihood of selection into TVET and the level of
labor earnings. Students following the TVET track typically have lower test
scores and come from less favorable parental and family backgrounds than
their peers in the general track. Findings from survey data on labor market
outcomes associated with TVET for developing countries are also mixed
and inconclusive. They illustrate that while returns to pre-employment
TVET can indeed be positive, they are not consistently greater or worse
than those associated with general education.



Overview | 21

TVET nevertheless remains a significant route taken by many students
and is thus responsible for the provision of a comprehensive set of job-rel-
evant skills. Reflecting the rapidly advancing global economy, employers
are increasingly demanding both technical and educational qualifications
as well as behavioral qualities in their employees. The multifaceted dimen-
sions of these job-relevant skills are acquired in various settings throughout
different stages of an individual’s life. Situated within this broader context
of skills accumulation, TVET programs, by definition, build on an individu-
al’s foundational skills by imparting specialized technical knowledge and
practical know-how. Contextual differences and various factors, however,
lend diverse views on the role of pre-employment TVET. Survey results
from England and Poland reveal how employers in different countries pos-
sess contrasting views on the skills sought in new recruits. While employers
in both countries value strong work attitudes, communication skills, and
the ability to work in teams, they diverge on the expectations for job-spe-
cific vocational skills. Polish employers desire already-trained candidates
possessing the relevant technical skills, whereas English employers prefer
workers with solid literacy and numeracy that can be trained on-the-job."

Fostering economic relevance
Given the government failures discussed above, fostering the economic rel-
evance of TVET programs is perhaps the most important policy challenge
confronting pre-employment training systems. These mismatches between
skills supply and demand often create a paradoxical situation in some coun-
tries: high rates of unemployment among the graduates of training programs
alongside complaints of skills bottlenecks by employers. Low-income coun-
tries, in particular, face further challenges due to small, underdeveloped
modern industries and a lack of funds for sustainable training programs.
The successful experiences of the Republic of Korea; Taiwan, China; and
Singapore illustrate how economies can overcome these difficulties by hav-
ing effective governance arrangements and explicitly incorporating
demand-driven TVET into their national industrialization strategies.>® These
Asian tigers understood the type of coordination failures that can emerge in
training markets in the early stages of development. They pursued strategic
government-led coordination that encouraged a more effective alignment
of skills demand and supply as well as sustainable investments in higher-
level skills. Key institutional mechanisms for coordinating economic and
training policy ensured that TVET programs were effectively linked to the
overall strategy for industrialization. Singapore’s Economic Development
Board (EDB) is one such coordinating mechanism that is credited for lead-
ing successful skills development schemes during the agency’s first three
decades (1961-91). EDB’s approach involved partnering with prominent
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international firms with proven training systems to learn effective training
strategies that could be adapted to the local context. Through the establish-
ment of company-affiliated training centers, EDB spurred the development
of a skills pipeline that effectively fostered Singapore’s industrialization. As
Singapore’s economic strategy evolved to place more focus on technology
and innovation, EDB employed further foreign support to upgrade their
training curricula and resources accordingly.

There is also the story of India, where the private sector took the lead.
Indeed, in countries with a dynamic modern sector, the role of TVET is
crucial in stimulating a virtuous cycle of job-relevant skills provision toward
technology- and innovation-driven growth. This growth in turn increases
the demand for higher-level skills and helps make an improved education
and training system sustainable. In India, the strong demand for informa-
tion technology (IT) and IT-enabled services (ITES) propelled firms to take
the lead in improving the supply of industry-relevant skills. IT/ITES compa-
nies have stepped forward to create new training courses with more appro-
priate content, establish partnerships with academia and government, and
apply explicit standards to assess and certify skills.?!

Given the market failures discussed above, governments can also have a
role in providing information to prospective students about career pros-
pects, the relevance of different programs, and the quality of different pro-
viders.?? This implies developing certification mechanisms for training insti-
tutions as well as the various diplomas they offer.

Responding to social and equity concerns
Pre-employment TVET may also be an important policy tool in addressing
social and equity concerns, and responding to the needs of the disadvan-
taged and marginalized. With wealthier students earning places in the more
competitive academic programs, TVET enrollments often experience a dis-
proportionately high percentage of those from poor and disadvantaged
backgrounds. These students face tighter liquidity and information con-
straints, may expect lower returns to investments in training, and have
lower levels of cognitive and noncognitive skills than optimal to compete
for and succeed in the best programs. They are thus caught in less desirable
programs that often suffer from a lack of political support, funding, and
relevant, quality instruction. For more popular TVET programs, such as in
the ICT-related fields, other obstacles such as lack of information, high
costs, and poor transportation may hinder access by the disadvantaged.
Gender discrimination preventing women from obtaining training for bet-
ter-paying jobs is another major concern in many countries.*?

Efforts to better serve the poor and marginalized through pre-employ-
ment TVET can occur in various ways, including financial support and
improvements in training content. As many in this population find jobs in
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the informal and, more increasingly, the nonagricultural sectors, this chap-
ter highlights the importance of teaching entrepreneurship skills to supple-
ment technical training for the disadvantaged.?* Other nontraining measures,
such as access to credit, business advice for graduates, and evaluations of
income-generation prospects, also serve the disadvantaged. Against this array
of measures, successful interventions tend to incorporate targeted, custom-
ized programs that link to employment opportunities. Larsen and Toubro’s
Construction Skills Training Institute (CSTI) is an example of an industry-
led pre-employment training initiative targeting poor, low-skilled, rural
youth in India. This nationally and internationally benchmarked training
program enrolls 1,200 new entrants annually and deploys 100 trained
workers monthly for the company’s construction projects. Employing a
modularized approach, CSTI ensures steady skills acquisition and continu-
ous assessments through short-term courses that incorporate mostly work-
based training supplemented by classroom learning.?

While systemic reforms are necessary to improve TVET programs to bet-
ter serve the disadvantaged, they are not sufficient. In the longer term,
especially for equity reasons, there is a case for building strong literacy and
numeracy skills in primary and lower secondary education before students
enter TVET streams.

Ensuring effectiveness and efficiency in pre-employment TVET

Chapter 3 discusses the final challenge of ensuring TVET's effectiveness and
efficiency by addressing a common government failure pertaining to the
design of education and training systems: how to integrate TVET with gen-
eral education and improve governance and accountability. Stemming
from the question of whether TVET should be integrated into general edu-
cation, countries continue to grapple with key challenges of when and how
to introduce vocational content into general academic curricula. “Vocation-
alization” of general curricula appears to produce mixed results, depending
on factors such as content, cost of inputs, and ease of implementation.*®
Increasing demands for strong technical skills based on a solid general edu-
cation are also driving more countries to delay vocational specialization
until the upper secondary level.” A study of Poland’s 1999 Education
Reform highlights how the deferment of vocational specialization may
indeed improve TVET's effectiveness: the result of postponing student
tracking by one year raised test scores of likely vocational students who
remained in the general track by an estimated 100 points.?® Premature
tracking and limited flexibility across the separate tracks also emerge as
related challenges that may hinder the effectiveness and efficiency of TVET.
The Career and Technical Education programs in the United States may serve
as exemplary cases, where students in secondary schools are able to earn
skills qualifications through elective courses and industry-approved tests.
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The chapter concludes by discussing effectiveness and efficiency con-
cerns in light of TVET’s governance and accountability mechanisms. Frag-
mented organization, unclear or overlapping mandates, and poor coordina-
tion across several ministries is not uncommon in many, especially
developing, countries. Neglected responsibilities and duplication of efforts
often result in ineffective and inefficient service delivery of training, as dis-
cussed previously. Such concerns have led governments to establish apex
training authorities to better organize and manage the oversight of training
provision. Although structurally diverse, the more successful organizations
all enjoy strong partnerships with employers and other stakeholders, deci-
sion-making power over funding and resource allocation, and authority to
oversee (without direct involvement in) the operations of individual TVET
institutions.* Singapore’s Institute for Technical Education (ITE) exhibits
these key features in the management of their education and training sys-
tem: a statutory board exercises centralized oversight functions under the
Ministry of Education, while training delivery is decentralized to its three
colleges.’® This separation of oversight functions from the execution of ser-
vice delivery enables these institutions to more effectively manage training
providers. They have the capacity to encourage participation of nonstate
providers as well as improve the service delivery of public training provid-
ers. By fostering competition in the training market and linkages between
training institutions and stakeholders, these apex institutions are able to
ensure more optimal TVET provision.

On-the-Job Training (OJT)

A substantial amount of a person’s lifetime human capital is accumulated
after individuals leave formal schooling and while on the job. In the United
States, for instance, more than half of the lifetime human capital is accu-
mulated through post-schooling investments that take place on the job.*!
OJT is thus an important channel through which workers upgrade skills
and remain competitive in the labor market, and firms are able to adopt
new technologies and innovate. In fact, continuous training for new tech-
nologies (including new organization and business processes) can be best
accomplished by workplace training rather than by more general-purpose
education if workers have a sufficient general foundation to be able to learn
new skills. Chapter 4 discusses the main patterns of investment in OJT
throughout the developing world, the potential market failures affecting
firms that do not train, and the types of interventions that governments can
consider. The evidence reviewed shows that there is a strong and positive
correlation between the incidence of job training at the worker or firm level
and higher productivity. At the worker level, several country studies for the
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developing world suggest wage returns to workers may be as high as 20
percent per training episode.*? At the firm level, the incidence of job train-
ing is linked to higher firm productivity, a more schooled workforce, and
more frequent technology adoption.?* The usual criticism of most studies is
that they do not usually take into account individuals” and firms’ character-
istics that likely also affect earnings and productivity and are strongly cor-
related with training (for example, the ability of workers). But in the few
studies that attempt to correct for this “selection bias,” the returns to train-
ing remain positive, even though they are substantially smaller and may
even be close to zero for labor earnings.>*

Nevertheless, the incidence of OJT in the developing world is still quite
low, with only a small share of formal firms engaging in training. Moreover,
there is substantial heterogeneity within countries. For instance, while the
incidence of training is higher in high technology sectors, even within nar-
rowly defined sectors, some firms invest much more than others. Even
though it is hard with the existing data to address the potential simultaneity
and self-selection of firms, there are four patterns that are quite robust
across most regions of the world.” First, the incidence of job training
increases with the schooling of the workforce and the skill composition of
jobs. Second, there is a strong complementarity between job training and
innovation, including the recent adoption of a new technology and invest-
ments in R&D. Third, exporting firms or those with more foreign capital are
much more likely to invest in OJT. Finally, training incidence is higher
among larger firms.*¢

The important policy question then is why some firms do not train.*”
Chapter 4 classifies firms into two groups. A first group of firms does not
invest in training simply because their expected rate of return is smaller
than the return on other investments. This happens either because firms
have low expected benefits from training or because training costs are high.
Low expected benefits usually relate to the lack of complementary inputs,
including the use of production technologies operating mostly with
unskilled labor. There is also some evidence for developed countries that
the fixed costs of investments in OJT are high, making it a less attractive
investment for smaller firms.*®

A second group of firms may have profitable expected returns to invest-
ments in OJT but cannot realize these due to market failures. In particular,
firms may face liquidity constraints and be unable to access credit. Other
firms may not train because of high worker turnover, in part due to poach-
ing by other firms. Evidence for Central America shows that almost 40
percent and 20 percent of firms not investing in OJT report, respectively,
lack of financing and high turnover as the binding constraints. Moreover,
around 30 percent of the firms specifically report poaching as a core obsta-
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cle for not investing. The patterns are similar for larger countries like Brazil.
Although more difficult to assess, there could also be some firms that do not
invest due to the lack of adequate information about the benefits of train-
ing. Indeed, these firms would have lower expected rates of return on
investments and would train less.

Based on the analysis, Chapter 4 presents different recommendations to
foster investments in OJT among each group of firms. For the firms in the
first group, the strategy to increase skills and productivity would involve
increasing the expected rates of return on training by getting the funda-
mentals right. These would include policies to promote good governance,
foster product level competition, support innovation, and support the inte-
gration of firms in global markets.> For the second group of firms, how-
ever, other policies need to be considered, which are along the lines dis-
cussed earlier in the section “Linking Market and Government Failures to
the Design of Training Related Interventions.” Note that this framework
does not clarify into which group small and medium enterprises (SMEs)
will fall. Most likely some are under the first group and do not invest in train-
ing simply because their expected rate of return is smaller than the return on
other investments. Others, however, may have profitable expected returns to
investments in OJT but cannot realize these due to market failures, like infor-
mation or liquidity constraints and difficulties in having access to credit.

Recommendations to foster investments in OJT are summarized below.

Contracts to deal with poaching externalities

There can be enforceable institutional arrangements that create adequate
incentives for employers and individuals to invest in skill development.
Payback clauses and apprenticeship contracts are the most popular arrange-
ments, with the former being most common in middle-high-income coun-
tries and OECD countries as they are more difficult to enforce. Chapter 4
discusses in detail the apprenticeship program in Germany, which coordi-
nates both school-based and on-the-job training and follows a standardized
curriculum. It has well-monitored and high-quality standards for engaging
effectively with the private sector. In some cases, these contracts even spec-
ity the precise type of cost sharing arrangement by the two parties. It is
important, however, not to confuse these arrangements with other policies
that may promote job security and that could have unintended conse-
quences, such as reducing hiring rates, labor mobility, and productivity
growth.*® Apprenticeship contracts reach thousands of the most vulnerable
in Africa and are also discussed in detail. An important feature in their
design is to have them coupled with other types of training and certification
systems, which helps address the often weak educational base of informal
sector workers and the lack of quality standards for training.
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Credit to deal with liquidity constraints

Because firms and workers may face liquidity constraints that prevent them
from investing in OJT, there is room for policies to provide and improve the
financial support to some firms and individuals. For individuals, solutions
are relatively straightforward and focus on improving their access to train-
ing loans or the provision of training vouchers. In the case of firms, how-
ever, one of the main problems is the information that is needed to target
the right firms without producing large deadweight losses and substitution
effects.!

The most popular instrument in developing countries to provide subsi-
dies is training funds. Although most of these funds are based on payroll
levies, in practice, they may take various forms.*? Under, a levy-grant mech-
anism all firms pay taxes and those that train receive grants. The Mauri-
tius’s Enterprise Training Fund, for instance, has some features of this
mechanism. In cost-reimbursement schemes all firms pay taxes and finance
their training but then can be reimbursed for incurred expenses (this can
impose a high administrative burden on the training fund). In practice,
however, the reimbursement is often set below the levy paid to cover
administration costs. For example, in the Nigerian Industrial Training Fund,
firms qualify for not more than 60 percent of the levy paid, and in practice
less than 15 percent of firms apply for reimbursement for training costs.*?
Finally, in levy-exemption schemes, only those firms that do not train pay
taxes. One good example is Cote d'Ivoire’s Fonds de Developpement de la For-
mation Professionnelle.** The overall effects of the three types of levy are
nonetheless similar: the tax provides incentives for firms to train since firms
that train pay lower net training taxes (the training tax net of the transfer
to cover the cost of the training). Interestingly, and in spite of evidence that
smaller firms are more affected by credit constraints, this is rarely incorpo-
rated into the design of the training funds. However, nothing in this system
ensures that the resulting training is efficient. For instance, firms might
simply organize training to reduce the tax burden and larger firms might be
better at playing the system and getting their money back than small firms.
At the end, the distribution of taxes and subsidies across firms (some firms
will pay more than they receive and others will pay less) can be highly
nontransparent and be delinked from firm- or sector-specific market fail-
ures that need to be addressed.

General principles for designing the programs

A review of the available evidence strongly suggests that almost every-
where there is room to improve current arrangements to promote OJT.
Training funds could pay closer attention to issues related to governance,
targeting, financing mechanisms, and M&E systems:
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Governance. First, training funds should avoid excessive centralization
and minimize the size of administrative bodies, focusing on their financ-
ing function and not on training provision. Therefore, training arrange-
ments that allow firms the freedom to select their own training providers
(possibly among a group of accredited providers) and manage their pro-
grams will minimize bureaucracies and make the program more cost-
effective. For example, Dar et al. (2003) show that in Hungary employ-
ers felt that government exerted excessive control over funds and that
this limited their effectiveness. Second, given that in most countries
these training funds are financed through taxes, the public sector should
seek a stronger buy-in from the private sector. A good example is Chile’s
National Training and Employment Service (Servicio Nacional de Capacit-
acion y Empleo—SENCE), where training agencies and funds avoid a direct
training role. In Brazil, however, the National Service for Industrial Train-
ing (Servico Nacional de Aprendizagem Industrial—SENAI) operates its own
network of training institutions.

Allocating subsidies. The discussion earlier in the section “Linking
Market and Government Failures to the Design of Training Related
Interventions” argues that training subsidies may be effective in cases
where workers and firms fail to coordinate investments in training. This
may result from either innovation externalities or low-productivity
traps, which will more likely affect small firms and low-income workers
facing liquidity constraints. There is little rationale, however, for devel-
oping training funds that subsidize (or tax less) large firms that might
have trained in any case. One possible approach to allocate subsidies is
to identify priority areas based on broad consultations with the private
sector, including SMEs. One example could be high-value-added sectors
where investments are not taking place because of the lack of workers
with the right skills and because the private sector is unwilling to risk
training such workers.*> The government could subsidize part of the
training (the rest would be financed by either firms and/or workers) in
exchange for the investment. Another example relates to low-produc-
tivity traps due to coordination problems discussed previously in the sec-
tion “Linking Market and Government Failures to the Design of Training
Related Interventions.” In the tourism sector, for instance, the quality of
services could be improved by training a large number of unskilled
workers. Governments could coordinate and subsidize the cost of part of
this training where there is potential demand. If subsidies are going to be
allocated based on idiosyncratic demands by firms, then the focus should
probably be on small enterprises that have less means to train on their
own. Subsidies could be allocated in the form of matching contributions
to a training project through competitive bidding.
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¢ Financing. If the purpose of the training levy is to finance subsidies to
promote training—as opposed to taxing firms that may or may not
train—it would be preferable to rely on general budget financing. Even
if earmarked taxes are desired to secure part of the government budget,
it would be more prudent to rely on taxes on profits or sales rather than
on payroll taxes that can reduce formal employment. In general, it is
very important to separate the financing of the training fund from the
allocation of funds.

Training Programs for Unemployed, Low-Income, and Low-
Skilled Workers

Not all workers have access to TVET or OJT, and thus many countries have
developed parallel training programs for unemployed, low-income, and
low-skilled workers. Chapter 5 recommends that these programs be tai-
lored to the needs of specific groups. Three groups are discussed: (i)
unskilled workers unemployed or working in the informal sector or small
enterprises; (ii) skilled workers transiting from school to work; and (iii)
skilled workers in transition between jobs, be it as a result of idiosyncratic
unemployment or because of major reallocations of labor/capital across
economic sectors. These workers differ in terms of basic socioeconomic
characteristics (such as age and gender) and income levels. Most cannot
access OJT because they are not employed in firms that train, or TVET,
because there are administrative and academic requirements that they usu-
ally do not fulfill.

There are several reasons why these workers may not invest in training
that may ultimately improve their employability and increase their earn-
ings. The main problems are related to liquidity and credit constraints; lack
of information about how and where to get training; biased expectations
about returns to investments in training; and weak incentives to invest
when there is a limited supply of higher productivity jobs that demand
skilled labor because of information and coordination problems.

The chapter starts by discussing the case of umnskilled and low-skilled
workers. These are workers who dropped out of the education system, usu-
ally before having completed secondary school. Across regions, these work-
ers represent sizable shares of the labor force. For example in South and in
West Asia only 50 percent of girls and 57 percent of boys are enrolled in
secondary education. In Africa these numbers are even more discouraging,
with only 30 percent of girls and 38 percent of boys enrolled. Whether
young or adults, they lack sufficient skills, are engaged in low-productivity
activities, and have low earnings. The problem tends to be more severe
among youth who, in addition to the lack of skills, do not have work expe-
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rience. The goal of training programs in all cases is to provide some techni-
cal skills, as well as cognitive and behavioral skills.

Given the characteristics of the beneficiaries and the market failures they
face, the most successful program would likely include the following ele-
ments: (i) subsidies to finance all or parts of the cost of the training, (ii) coun-
seling, and (iii) job-search assistance or support to self-employment. Subsi-
dies, and not only access to credit, are needed to provide incentives to acquire
skills, given potentially high discount rates and/or expected low private rates
of return to training. However, subsidies probably would be insufficient
without counseling and job-search assistance or support to self-employ-
ment, in part because of the information problems discussed previously.
These two interventions are important to increase the expected private rate
of return to training. The first (counseling) would provide information
about the potential gains from training and the types of training that can be
considered, given individual aptitudes. The second (job-search assistance or
support to self-employment) would link individuals to jobs that will use the
skills acquired. Indeed, left to their own devices, trained workers using their
social networks might not find jobs that value the new skills. This would
depress the value of the training and reduce the demand for the program.

Training, employment services, and wage subsidies

These programs offer a package of services including counseling, training,
job-search assistance, and workplace internships. Qualified private firms,
nongovernmental organizations (NGOs), or public institutions provide
training and other services on a competitive basis. To be eligible for funds,
training providers are required to line up internships and identify the types
of skills that are needed. The training then focuses on the provision of these
skills, including cognitive skills (such as problem solving) and behavioral
skills (such as correct workplace behavior, conflict management, job-search
techniques, and building self-esteem). Countries pioneering this type of pro-
gram among youth include Argentina (Proyecto Joven), Chile (Chile Joven),
Colombia (Jovenes en Accion), the Dominican Republic (Juventud y Empleo),
Panama (ProCaJoven), and Peru (ProJoven). There is evidence that for some of
these programs, like Jovenes en Accion, beneficiaries (especially women) are
more likely to find a job. These results, however, depend heavily on how
programs are designed and implemented.* The downside of these programs
is that per capita costs can be high, on the order of US$600-$2,000, and gov-
ernments facing tight budgetary constraints might not be able to afford them.

Training and support to self-employment

This is training tailored toward self-employment and can be linked to the
provision of business services and access to credit. Some of these programs,
particularly in low-income countries, are targeted to craftsmen and their
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apprentices. The focus is on the use of production techniques that are better
adapted to market demands. Some advantages of the programs are that
they provide trainees with flexible and demand-driven skills; cost little; and
do not require much skills or experience from the beneficiary. One exam-
ple is the Benin Support Project, which provides hands-on job training in
the informal sector and combines several innovative features. One feature
is the institutional development of a marketplace for training proposals,
which leads to a competitive selection process. A second feature is the anal-
ysis of specific training needs and skills mismatches in selected areas, which
leads to a more targeted training curricula. In principle, variants of the two
types of programs described above could also be used for unskilled adult
workers—including those benefiting from welfare programs. One such pro-
gram is the California GAIN program, which combines training with counsel-
ing and job-search assistance. Evaluations have shown positive long-term
impacts of the training component of the program on employment rates.

In middle- and low-income countries, there are also examples of train-
ing programs for unskilled adults linked to public works. The additional
requirements attached to workers may include saving some of their wages,
learning technical skills, and eventually finding a job. One example of this
type of program is Argentina’s Jefes y Jefas, which required participants to
work or participate in training or educational activities for 4-6 hours a day
(no less than 20 hours a week) in exchange for the payment. Evaluations
showed that the program had positive long-term effects on labor market
outcomes. Other programs include the Rural Maintenance Program (RMP)
in Bangladesh, the Temporary Income Support Program (TISP) in El Salva-
dor, and the Expanded Public Work Program (EPWP) in South Africa. Eval-
uations of these programs, however, are still pending.

For youth transiting from school to work, interventions should focus on
assessing competencies, providing information and counseling, supporting
self-employment, and, when necessary, training and retraining. The bulk of
the interventions could be handled by employment service offices (public
or private), which could be in charge of assessing skills and aptitudes, iden-
tifying work opportunities, and advising on training needs—including for
the preparation of business plans.*” As in the case of the programs for low-
skilled workers, training could be provided through private or public agents
that arrange internships with employers or prepare workers for self-
employment. One potential difference in this case, however, is that because
beneficiaries would have in principle higher earnings capacity, part of the
financing of the program could come from the young graduates (who inter-
nalize parts of the benefits from training). One modality could be that the
government opens a credit line to finance the cost of training, the intern-
ship (wage subsidy), and/or start-up credit. Reimbursements for the credit
would commence once individuals start to receive salaries or earn profits.
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Regarding skilled workers in transition between jobs, the main goal is to
prevent the depreciation of skills or to develop new skills that match chang-
ing demands in the labor market. Designing interventions for these groups
is not fundamentally different from dealing with first-time job seekers and
similar programs can be considered. The main reference for this group of
programs is still the activation programs in OECD countries and especially
the German system. There, access to training is not automatic but depends
on the decision of a caseworker or advisor. Based on an assessment of indi-
vidual skills, aptitudes for certain jobs, and the likelihood of success in a
training program, the caseworker specifies the type of training needed and
refers the client to a designated training provider (contracted on a com-
petitive basis). Recent evaluations of the German system suggest that train-
ing programs may have positive impacts on employment probabilities.*®

There are also successful interventions to enact more structural changes
in the economy. In Romania, for example, the government successfully
implemented training and retraining programs, along with self-employ-
ment assistance, public employment programs, and job-search assistance.
Program design and implementation was handled by public employment
agencies, while the actual service provision was contracted out to public
and private service providers.

General principles to design the programs

The task of designing training-related ALMPs that can be easily adapted to
different local conditions and institutional realities is not simple. However,
a review of the evidence suggests a few general principles. Countries could
consider systems that operate through “one-stop shops.” These may be
public or private “employment offices”—including NGOs—that would be
the interface between the applicants and the training providers. The offices
do not need to be passive agents, however, and in some cases (for example,
unskilled, low-income youth) would be expected to develop outreach
activities to bring individuals into the programs. Regardless of the mecha-
nism used to register individuals, however, the process would start by
assigning a counselor to each applicant. The counselor would assess com-
petencies and aptitudes; discuss job prospects and training needs with the
applicant; and, when needed, refer the applicant to training providers.
These would be ideally selected on a competitive basis and offer training
packages that respond to different needs. Short-term packages could focus
on basic technical and life-skills needed by unskilled workers (including
vulnerable youth); medium-term packages (1-2 years) could focus on
vocational training to help skilled workers change careers. In many cases
the training programs would include workplace internships and/or would
connect participants with credit institutions.



Overview | 33

In general, a successful system of ALMPs should be able to address issues
related to possible government failures:

e Governance. Policy makers should avoid excessive centralization in
program administration by giving local labor offices the flexibility to
manage their programs, and by outsourcing implementation to public
and private companies through contracts that reward performance. The
latter should meet clearly defined standards regarding the qualifications
of staff, particularly for counselors, and follow protocols for methods to
assess competencies and aptitudes, provide career advice, and identify
training needs. This model is essentially what some European countries
are doing, including Germany and the United Kingdom.

e Financing. Usually stakeholders assume that training-related ALMPs
will be financed exclusively through government subsidies. As discussed
above, this can be the desired arrangement in the case of low-skill/low-
income workers with no or limited savings, and for whom capital mar-
ket restrictions or information constraints are particularly severe. How-
ever, it does not have to be the norm for all workers. On the contrary, to
be able to expand these programs and improve their impact, individuals
with savings capacity would need to finance part of the costs. There are
two modalities: (i) social security contributions (not mandatory for employ-
ers), and (ii) credit lines. The first would apply to workers in the formal
sector who already contribute for different social security benefits. These
workers would have training accounts where contributions accumulate to
finance training and employment services. Depending on the level of sub-
sidy (that is, the level of the matching contributions by the government) a
given dollar amount in the account would be equivalent to a certain num-
ber of hours of training and counseling. Given the discussion of the impor-
tance of labor market conditions in determining externalities related to
training as discussed previously, it is reasonable to expect that different
types of training will have different tariffs. These tariffs will be negotiated
by the government with the training providers. The other system would be
geared to informal sector workers and first-time job seekers and would
involve credit to be reimbursed once individuals are productively employed.*’

e Administration. The administrative complexity of well-designed train-
ing-related ALMPs should not be underestimated. Key processes include
registering applicants, contracting employment offices and training pro-
viders, setting up tariffs, managing individual contributions and/or credit
lines, and reimbursing providers. It is thus indispensable to build institu-
tional capacity within the public agencies in charge of the management
of the system at the central and local levels. Strengthening institutional
coordination and the ability to manage multiservice programs can be
important for reducing operational costs.
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Open Methodological and Policy Questions: Building a
Research and Operational Agenda

The discussion in the various chapters of this report identifies areas for
future research and policy analysis. One area for research is the develop-
ment of tools for measuring skills and assessing market failures. Other areas
include the design and implementation of particular policies and programs.

Measuring Skills

An important question is how to define and measure the set of skills that
determine individuals” employability and labor market outcomes in devel-
oping countries. Indeed, indicators such as school attainment are very weak
proxies for the distribution of skills and are largely insufficient to inform
policy. One of the main avenues for further research is thus the develop-
ment of sound, country-level, regularly administered surveys of workers
and firms that measure the supply and demand of technical, cognitive, and
noncognitive skills. Surveys of this type have been pioneered by the World
Bank in developing countries, including Lebanon and Peru (see box 1.2).
Cognitive skills capture the individual’s “ability to understand complex
ideas, to adapt effectively to the environment, to learn from experience, to
engage in various forms of reasoning, and to overcome obstacles by taking
thought.”*® The most common examples relate to literacy, numeracy, and
the ability to solve abstract problems. Noncognitive skills relate to multiple
characteristics across various domains (including social, emotional, person-
ality, behaviors, and attitudes) that are not included under cognitive skills.
Examples of these skills translate into the individual’s work habits (includ-
ing the level of effort, discipline, or determination); his/her behavioral traits
(including self-confidence, sociability, or emotional stability); and the indi-
vidual’s physical characteristics (including strength, dexterity, and endur-
ance). In addition, the surveys also try to measure the set of technical skills
that are simply the combinations of cognitive and noncognitive skills fre-
quently used to accomplish specific tasks at work.>!

The importance of exploring standardized instruments across countries
and combining them with regular data on labor markets cannot be overem-
phasized.>® Such standardization will not only increase the possibility of
making comparisons among countries, but also will enrich the value of the
information collected for each country. By linking the information from
these various data sets, for example, it will be possible to assess problems of
skill mismatches. It is important that all these data are in the public domain
so that various analysts can assess their policy implications. It is also impor-
tant that clear summaries of the main statistics are made readily accessible
to workers and employers.
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Recent Developments in International Skills
Assessments

The importance of international skills assessments is increasingly
apparent in today’s rapidly advancing global economy. In an effort to
more accurately understand the existing knowledge gaps, organiza-
tions such as the Organisation for Economic Co-operation and Devel-
opment (OECD) and the World Bank are developing comprehensive,
innovative assessments that measure beyond traditional literacy and
numeracy skills. These initiatives are highlighted below.

Programme for the International Assessment of
Adult Competencies (PIAAC)

PIAAC is a large-scale household-based survey that measures the level
and distribution of key cognitive and workplace skills across 26 par-
ticipating countries. Commissioned by the OECD, PIAAC measures
core adult cognitive skills required in the information age, including
problem-solving in technology-rich environments. This comprehensive
assessment also measures the utilization of these competencies at the
workplace through a “Job Requirements Approach” for those employed.
A background questionnaire further collects information about every
participant in the PIAAC survey to contextualize and analyze the deter-
minants, development, and use of competencies. It was administered
for the first time in 2011 to approximately 5,000 individuals between
the ages of 16 and 65.

Source: http://www.piaac.sk/; http://nces.ed.gov/surveys/piaac; OECD 2010.

Skills toward Employment and Productivity (STEP) Measurement Study

Led by the World Bank, the Skills toward Employment and Productivity
(STEP) Measurement Study is a multicountry research program that
aims to identify those skill sets highly valued in the labor market and
generate policy options to design effective training programs. Comple-
menting the work of PIAAC, the program consists of developing har-
monized survey instruments that assess the distribution of cognitive,
noncognitive, and technical skills in the labor force of middle- and low-
income countries, and the demand for these skills by employers. Sub-
sequent phases of the program include adapting and administering the
surveys in selected countries, identifying relevant policy interventions,
and extracting the lessons learned from this multicountry perspective.

Source: World Bank (2011b).
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Assessing market failures and the impact of alternative policies

There is urgent need for a much better assessment and benchmarking of
the main market and government failures atfecting the provision of train-
ing, and the impact of alternative corrective policy interventions. From the
discussion above, one issue is how to assess the level of competitiveness of
a given “labor market.” This implies being able to define the relevant
market(s) for the analysis (for example, is the market defined with respect to
an economic sector or particular skills) and then having indicators of the
degree of market power that employers have. Another issue is how to define
a more systematic approach to identify constraints facing individuals or firms
in different settings. For instance, how severe are information problems and
myopia for different groups of workers? Can more information make a dif-
ference or are subsidies required as well? Similarly, in the case of SMEs, is the
problem access to credit or are subsidies also needed and, in that case, should
they go to employees or the firm? Pilot projects would need to be conducted
to assess these issues, probably in the context of a coordinated effort involv-
ing governments, international organizations, and academic institutions.

A first step would be to conduct more systematic assessments of skills
development policies and systems around the world. In this arena the
World Bank has recently launched the Systems Approach for Better Educa-
tion Results (SABER) initiative, of which workforce development (W1D) is
one of several policy domains.** The SABER-WI{D diagnostic tool focuses on
assessing countries’ policies and institutions for workforce development in
light of global good practice. The initiative aims to inform policy dialogue
on achieving better results in workforce development in low- and middle-
income countries.

A second step would be, at the program level, to improve current data
collection and ongoing M&E systems. Programs need to be adjusted and
re-optimized continuously, and this can only be done if real-time data are
collected and made available quickly to managers about program costs,
operations, and performance. Furthermore, M&E is the only mechanism
allowing the rigorous quantification of deadweight losses and substitution
effects commonly associated with many government interventions.
Although impact evaluations are becoming more common, they remain
relatively rare and most reports provide only descriptive analysis with few
counterfactual scenarios (see box 1.3 for an example).*

As a consequence, it is impossible to determine whether most interven-
tions, ranging from direct provision of TVET to job training subsidies and to
training for the unemployed, have sufficiently large gains to compensate
for their costs. In addition, many programs try to address several market
and/or government failures simultaneously and it is not possible in most
cases to assess which are the most important. Related to this, we know little
about which features of a given program increase its likelihood of success.
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Identifying Market Failures through Impact
Evaluations: Spotlight on Turkey

Thorough evaluations are essential in identifying the potential market
failures associated with training programs. The World Bank is currently
engaged in the evaluation of vocational and technical training programs
provided by the Turkish Public Employment Agency (ISKUR). The ISKUR
impact evaluation is the first rigorous evaluation of a nationwide, public
training program in Europe and Central Asia. The sample consists of
more than five thousand beneficiaries across 95 training courses in more
than 20 ISKUR provincial offices.

The main objective of this evaluation is to shed light on the average
effect of participation in an ISKUR training program on job placement,
labor earnings, and employment quality. The evaluation also examines
how the effects of the program differ for beneficiaries with different
profiles, including their (i) human capital, (ii) work history (including
unemployment and inactivity episodes and length), (iii) gender, (iv) age,
(v) behavioral preferences including psychological traits, and (vi) house-
hold decision-making power. In addition, the evaluation will identify the
main channels through which ISKUR trainings may influence the benefi-
ciary’s labor market outcomes. For example, ISKUR trainings may
increase individual productivity (or wages) through the acquisition of
relevant job skills, either cognitive or noncognitive. Alternatively, train-
ings may increase employment by reducing the costs of a job search or
making a job seeker’s searching or networking more effective. Under-
standing these intermediate outcomes will help clarify how public train-
ings can make a difference in Turkey. This knowledge will also help regional
offices improve the effectiveness of ISKUR’s vocational programs by link-
ing them with other services (like counseling and job intermediation).

Finally, if these trainings are effective, their success should inform
discussion of the economic rationale for public intervention and the
main bottlenecks preventing private investment. Among other things,
the World Bank’s evaluation is measuring individual assets and credit
constraints; the degree of risk aversion (to human capital and other
investments); and individual expectations and perceptions of the impor-
tance and quality of the training. The results will show which factors are
important and who benefits the most.

Source: World Bank (2011b).

Another question is how to make more effective use of regularly collected
monitoring data in rigorous evaluation work. Indeed, most evaluation
exercises are expensive and finding a way to collect and analyze data more
effectively would be of much help.
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Identifying key policy issues

Regarding pre-employment TVET in developing countries, there are many
questions that will require more research. Among the most important con-
cerns are the changes in employment opportunities and their implications
for skills formation in a fast-changing global economy. Both opportunities
and challenges are being created by the widening web of global production
networks (in manufacturing and increasingly in services); the spread of
digital information systems; and the emergence of China, India, Brazil, and
other economic latecomers. Much work will therefore be required to
inform countries” assessment of how they might adapt their TVET strategies
to this emerging global landscape in order to ensure a close match between
skills supply and demand. In addition, consistent feedback from employers
underscores the importance of “soft” skills (teamwork, thinking skills,
problem-solving capacity, and so forth) and the importance of teaching
them in TVET programs. Other issues relate to options for expanding TVET
in a financially sustainable manner; for diversifying the pathways for youth
to gain market-relevant skills; for dealing with market and government
failures concerning information and coordination problems; and for moti-
vating service providers, whether in the public or private sector, to be
accountable for the quality and market relevance of their services. In the
years ahead, there is need for more evaluations to shed light on creating
better linkages between disbursement of funds and performance. Evalua-
tions can also help make voucher systems, which allow individuals to
choose and directly pay training providers, become more effective.

Regarding the investment in OJT, the knowledge gaps are even more
pervasive. This is likely related to the fact that investments in OJT, although
partly subsidized, are largely supported by the private sector and conse-
quently are less scrutinized than other public investments, including in
TVET and ALMPs. More analysis of the scope, scale, and quality of the
investment in OJT is needed to inform policy. This implies collecting better
data to quantify the extent of underinvestment in training across the devel-
oping world. While for some skills and in some markets the extent of
underinvestment may be clearly the case, for others the situation is more
subtle. Unfortunately, most data sets do not collect information about the
content and quality of OJT provided and complementary activities that also
affect worker and firm productivity. Thus, most analyses of the effects of
OJT could be biased by serious estimation issues. In general, better data and
more systematic analyses are needed to document externalities, assess
training costs, and generate more robust estimates of the private and social
costs and returns to training.

At a more operational level, there are two important issues. First, it is
important to better understand the factors that influence firms’ decisions to
invest in training and/or develop cost-sharing arrangements with employ-
ees. Indeed, as discussed above, much of what governments can do to pro-
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mote training is likely to be related to the economic and institutional envi-
ronment in which firms develop and operate, and not inside firms. Second,
it is necessary to improve the targeting of programs in general, and more
specifically the targeting of subsidies. Most programs are focused on SMEs
because it is perceived that market failures are likely to be more pressing
there than among larger firms. However, it is unclear that all SMEs require
some sort of intervention on efficiency grounds. In some sectors, technol-
ogy is old and the workforce does not necessarily need to constantly adapt
and innovate.

Finally, regarding training for the most vulnerable, there is a strong need
to better understand the effectiveness of various programs under different
circumstances. Most of the very scarce impact evaluations in this field focus
on the effectiveness of programs in influencing final employability and
earnings outcomes. However, in addition to understanding whether pro-
grams work, it is important to know how they work, and why they work.
This is particularly important when comparing alternative channels for
delivery or when scaling up (given that initial conditions are usually differ-
ent than the ones in pilots). Given that counseling and job-search assis-
tance programs are likely to be important complements to training pro-
grams, it is also important to know how to optimize them. So far, there has
been consensus about the need to minimize public infrastructure and
increase reliance on private employment offices. However, there is still little
consensus on best practices to create the right institutional arrangements to
improve incentives. A review of these processes at the international level is
needed along with the evaluation work.

Notes

1. See Cho et al. (2011).

2. “Skills toward Employability and Productivity” (StEP) framework in Banerji et
al. (2010).

3. See Rigolini et al. (2010). For example, 52 percent of employers identity work
attitude as the top skill lacking among unskilled workers. This is followed by
the lack of a foreign language and then by technical skills. Soft skills appear to
be a severe constraint in particular for out-of-school youth: 89 percent of
employers state that they have difficulties working with out-of-school youth
because of behavioral issues.

4. http://enterprisesurveys.org/.

5. See Banerji et al. (2010). For instance, in Turkey, employers in SMEs—even in
the more labor-intensive sectors such as furniture, food processing, textiles,
and clothing—cite the inadequacy of skills at all levels as a key constraint on
their capacity to acquire and use new and more advanced technology.

6. There are too many analyses to cite here, but core references include Middle-
ton et al. (1993) and Gill et al. (1998).
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. Skills include, for example, the knowledge, expertise, and behaviors that the

job holder needs in order to execute his or her responsibilities competently.
They also include mastery of a body of knowledge relevant to the job; familiar-
ity with the tools and technologies used to perform the tasks associated with
the job; understanding of the materials that are worked with; and the fostering
and use of interpersonal relationships and interactions to accomplish the tasks
required in the job.

. Heckman et al. (2006) show that cognitive skills and noncognitive skills are

important in explaining a diverse array of labor market outcomes. Although
there are important gender differences in the effects of these skills, for most
behaviors, both factors play an important role for both men and women. Car-
neiro and Heckman (2003), Heckman and Masterov (2004), Cunha et al.
(2006), and numerous other papers establish that parents play an important
role in producing both the cognitive and noncognitive skills of their children.

. The distinction between pre-employment TVET and ALMPs is not always clear.

Pre-employment TVET tends to be offered while students are in the formal
schooling system and usually has a duration that overlaps with the school year.
TVET also tends to be managed by the ministry of education. On the contrary,
ALMP-style training is typically managed by the ministry of labor or the minis-
try of social protection. It tends to last three to six months and usually targets
individuals who have already left the formal schooling system. Because TVET
often is part of the formal schooling system, it usually has an International
Standard Classification of Education (ISCED) categorization, which can go
from level 2 to level 5 and beyond. On the contrary, ALMP-style training does
not always lead to a skills certification.

These externalities, however, would not affect firms enjoying full-market
power for a given set of skills (a monopsony), for which employers would be
able to internalize the returns on their investments.
http://enterprisesurveys.org/.

See Thaler and Sunstein (2009) and Ariely (2010).

See Wolf (1979).

See Stein et al. (2008) and Schmidt-Hebbel (2009).

In particular, employers in these sectors are increasingly demanding advanced
technological skills as well as the so-called “soft skills” such as leadership and
teamwork.

UNESCO-UIS (2006).

UNESCO-UIS. As discussed above, caution is needed in interpreting these
numbers. The 50 percent or more students in OECD countries who are enrolled
in TVET likely receive very different instruction than the smaller proportion of
students enrolled in secondary TVET in developing countries. Furthermore,
even when comparing countries with similar levels of development (for exam-
ple, OECD countries), there are likely important variations in the skills pro-
vided. This is due to selection of students, and differences in the structures and
instructional content of programs.

OECD 2009.

Martin et al. (2008); Rutkowski (2011).

See Ashton et al. (2002) and Kuruvilla et al. (2002).
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With the backing and participation of IT/ITES companies, the National Asso-
ciation of Software and Service Companies (NASSCOM) introduced the
NASSCOM Assessment of Competence (NAC) in 2006 to assess entry-level
employment in the ITES industry. NASSCOM has now added a NAC-Tech
certificate to test candidates” engineering skills for the IT industry (NASSCOM-
Everest 2008).

See Sondergaard and Murthi (2012) for examples from Hungary, Romania,
and the Netherlands.

King and Palmer (2010).

However, reorienting formal school-based pre-employment TVET programs to
provide suitable training in entrepreneurship skills for disadvantaged groups
has proved to be difficult (see, for example, Johanson and Adams 2004). The
challenges include weak incentives and inadequate knowledge among staff to
redesign the training programs. Most of these interventions tend to be offered
to individuals outside the formal schooling system. Some of these programs are
discussed in chapter 5. Although the evidence is increasing for interventions
targeting microfinance clients (see, for example, McKenzie 2009), it is still thin
for publicly provided programs targeting the most disadvantaged groups. One
exception is Almeida and Galasso (2010), who show that self-employment can
be fostered among special needs beneficiaries, especially women with previous
and related experience in the labor market.

CSTI explicitly bars software professionals and diploma or degree holders from
admission. Training courses range from one to three months; 80 percent of the
coursework is site-based practical training and 20 percent is classroom-based
learning. See http://www.Intecc.com/homepage/CSTI/pdfs/English-Brochure.
pdf; http://www.Intecc.com/homepage/CSTI/ for more information.

See ADB (2008); Johanson and Adams (2004).

See UNESCO-UIS (2006) and Adams (2007).

See Jacubowski et al. (2010) for more information.

ADB (2008).

Law (2008).

Heckman, Lochner, and Taber (1998).

Middleton et al. (1993).

Acemoglu (1998); Almeida and Carneiro (2009); Barron et al. (1997); Black
and Lynch (1996, 2001); Frazis and Loewenstein (2005); Lynch (1992).

Few papers have accounted for this in a developing-country setting. Dearden,
Reed, and Van Reenen (2006) explore panel data for the United Kingdom and
find that on-the-job training in British industries was associated with signifi-
cantly higher productivity between 1983 and 1996. Raising the proportion of
workers trained in an industry by one percentage point is associated with an
increase in value added per worker of about 0.6 percent and an increase in
wages of about 0.3 percent. Almeida and Carneiro (2009) use a similar econo-
metric approach on panel data and show that an increase in the amount of
training per employee of 10 hours per year leads to an increase in current pro-
ductivity of 0.6 percent. Leuven and Oosterbeek (2004) explore the 1998 law
in the Netherlands that introduced a tax deduction for a firm’s expenditures on
work-related training. Leuven and Oosterbeek use the tax deduction as an
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instrumental variable to investigate training participation and the effect of
training participation on wages.

Almeida and Aterido (2010, 2011a, 2011b) document these patterns all over
the world. Some of these patterns are also described by Tan and Batra (1995)
and Lopez-Acevedo and Tan (2005), who also analyze job training for a set of
Latin American countries. These patterns have been found by others for devel-
oped countries (Bassanini et al. 2005).

For example, Almeida and Aterido (2010) estimate that the probability of
investing in OJT is approximately 40 percentage points higher in Latin America
or in Eastern Europe for large firms (more than 250 employees) than for micro
firms (less than 10 employees). Differences of approximately 10 percentage
points exist in the incidence of job training across firms that are present in for-
eign markets or with foreign participation.

This discussion follows Almeida and Aterido (2010).

Almeida and Carneiro (2009).

The effects of some institutions like product market competition, unionization,
or minimum wages are theoretically ambiguous. Take, for example, a market
with increased deregulation and higher product market competition. This
could reduce rents through lower wages and profits after training and thus
reduce the benefits of training. But training could improve as deregulation
fostered productivity (and hence wages and profitability after training) by forc-
ing firms to improve efficiency and to innovate. Moreover, because firm entry
increases, product competition may also promote agglomeration economies and
thus more training. Although the link between OJT and product completion is
theoretically ambiguous, there is evidence supporting a negative correlation
between product market concentration and OJT (see, for example, Autor 2004).
Theoretically there is ambiguity on the link between unionization and OJT. On
the one hand, unions flatten wage profiles, which reduces wage dispersion and
distorts workers’ incentives to invest in training. On the other hand, the effect
could be positive as unions may directly negotiate better training opportunities
for unionized workers, especially in noncompetitive product markets. Union-
ization may also reduce turnover, producing an indirect positive effect on
returns to firms due to longer tenures.

Deadweight losses result from the fact that subsidies might induce investments
that would otherwise have also taken place. Substitution effects relate to the
fact that firms might substitute away from the nonsubsidized training into the
subsidizing training.

Cost-reimbursement training funds force firms of a certain size to pay a levy into
a training fund, based on their payroll. The approved training expenditures are
reimbursed in part, within the limits of the levy paid by the firm. Levy-grant (or
cost-redistribution) seeks to redistribute training expenditures among several
firms to minimize the “poaching” of workers within sectors. Funds typically
administer a levy to finance national or sector funds. These funds then decide
on the distribution of training grants among all enterprises. Finally, levy-exemp-
tion (train or pay) training funds exempt firms from paying the levy if they
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spend resources on training workers. The employers are free to manage their
mandated training allocation within agreed regulations.

See Ziderman (2003).

The Fonds de Developpement de la Formation Professionnelle (FDFP) manages an
apprenticeship tax (0.4 percent of the total wage bill) and an additional tax for
continuous vocational training (1.2 percent), levied through compulsory con-
tributions. Firms qualify for a tax exemption of half the continuing vocational
tax obligation (0.6 percent) on approval by the fund of a company training
plan, including internal and external training of employees. In addition, firms
have an additional incentive of retaining up to an additional half of the tax (0.9
versus 0.6 percent) by implementing approved training plans for three years
and justifying training expenditures beyond 1.6 percent of payroll (see Johan-
son 2009).

See Robalino and Marouani (2008) for a discussion in the case of Morocco.
For a detailed discussion on activation and ALMPs policies, see Almeida et al.
(2011).

See Robalino and Sanchez Puerta (2010).

See Kluve et al. (2010) and Lechner, Miquel, and Wunsch (2011).

The idea underneath this scheme is similar to the extension of the unemploy-
ment insurance to workers in the informal sectors, through the development
of the Unemployment Insurance Savings Accounts (UISA). Under a UISA sys-
tem, each worker saves part of his/her earnings in an individual account that
defines eligibility (in this case for expenses in ALMPs). In case of exiting
employment, benefits may be withdrawn from this account. In Chile, to intro-
duce redistribution, the individual account is complemented by a solidarity
fund that is only accessible if the individual account expires before the end of
the maximum duration. This self contributory component will be easier to
apply and enforce in the formal sector but may in principle also apply to the
informal sector. For example, within the context of UISA, Jordan is pushing
the model by allowing the participation of beneficiaries who have not saved
enough before becoming unemployed but have already accumulated some
pension wealth.

See the American Psychological Association (1996).

Examples of these skills include whether the individual in his or her job uses a
computer to do data entry or how much of the workday is spent doing physical
tasks such as standing, handling objects, operating machinery or vehicles, or
making or fixing things with one’s hands.

World Bank (2011a).

For more information on SABER, see http://go.worldbank.org/NK2EK7MKVO0.
Other exceptions include the recent randomized evaluations of youth training
programs in Latin America. See Attanasio, Kugler, and Meghir (2008) and Card
et al. (2011). The World Bank, as well as many other international organiza-
tions, is supporting the evaluation of several other training interventions (see
Muzi 2010).
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Policy Framework:
The Economic Rationale for
Skills Development Policies

David Robalino, Rita Almeida, and Jere Behrman

More often than is desirable, skill development policies are designed and
implemented by policy makers who lack a full understanding about why
markets alone do not generate an efficient distribution of skills in the labor
force. For example, most countries have technical and vocational education
and training (TVET) systems that promote short-term training for technical
careers and offer a safety net to those dropping out of primary or secondary
schools. Often governments also build and manage training centers, decide
on the content of the training programs, and subsidize tuition. Probably in
the past this was the only mechanism to rapidly expand coverage. Today,
however, many countries have a private sector that could play a more
prominent role. What should then be the role of the government? Simi-
larly, countries have setup schemes to promote on-the-job training (OJT),
which often use payroll taxes to subsidize training provided by firms. What
is the rationale for this type of scheme? More generally, if investments in
skills produce high returns that justify the use of subsidies, why are indi-
viduals and firms not investing on their own?

This chapter attempts to improve our conceptual understanding of skills
development policies. It discusses the most common market and govern-
ment failures that affect the supply of skills and proposes specific policy
interventions to address them. It shows that the most common interven-
tions are not necessarily the best ways to address the underlying problems.
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Why Do Markets Fail in the Provision of Training and How
Can Policies Help?

This section discusses reasons why private mechanisms can lead to subop-
timal levels of investments in training and/or a misallocation between the
supply and demand for skills. Market failures can be generally grouped into
four categories: (i) imperfections in labor markets, (ii) imperfections in cap-
ital markets, (iii) coordination failures, and (iv) decision-making failures
that affect an individual’s decision making (see table 2.1).

Table 2.1 The Training Market: Market Failures and Suggested Policy

Interventions
Market failure Suggested policy intervention
Imperfections in labor markets
» Imperfect competition for skills » Payback or apprenticeship contracts
(poaching externalities) * Training subsidies (for workers or firms)

* Pecuniary externalities of training * Unemployment insurance for workers
* Imperfect job-search information * Job intermediation services
and asymmetric bargaining power ¢ Trial employment arrangements
(matching externalities)

Imperfections in capital markets
* Credit constraints « Direct provision of credit (credit lines to firms or
government loans to workers)
» Loan guarantees to finance training
* Training vouchers

Coordination failures
 [nnovation externalities * Training subsidies (for firms or workers) in sectors
* Vacancy externalities with high value added (through public-private
partnerships)
 Research and development subsidies (for firms)
* Relocation subsidies for skilled workers
* Training subsidies conditional on employment
creation or wage subsidies for internships (for

firms)

Decision-making failures

« [Inaccurate information about » Counseling (for workers) and other support
returns to investment in training or services fostering the dissemination of
the quality of providers information

* Inconsistent time preferences » Accreditation and ranking systems

« Cognitive and psychological  Subsidies supporting the public disclosure of
limitations providers’ quality

« Training subsidies to increase expected rate of
return on investments
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Imperfections in Labor Markets

Two main sources of failures in the labor market are particularly relevant
for training policies: (i) imperfect competition among employers for differ-
ent types of skills that can lead to “poaching externalities,” and (ii) imper-
fect information in the job-matching process that can create pecuniary
externalities for training or “matching externalities.”

Imperfect competition and “poaching externalities”

When many employers demand a particular skill, and none of them is large
enough to affect its “price,” the skill is considered fully transferable. 1t is val-
ued by many—perhaps all—firms. When this happens employees can appro-
priate the returns from the investments in training because many or all
employers will be competing for them. At the other extreme is the case of
firm-specific skills, which are valued by a single employer (a monopsony for
that skill). The returns from investments in this type of skill can then be
fully appropriated by the employer, since workers cannot sell the skill else-
where. In these two cases, government interventions would not be neces-
sary; either employees or employers would invest in training to generate
the right set of skills.

In the real world, however, not all skills fall into one of these two catego-
ries. Many skills, such as plumbing, the use of particular software, or medi-
cal skills, are valued by some but not all employers.! Most skills are there-
fore partially transferable. In this situation neither employers nor firms can
fully appropriate the returns from their investments in training. Employers
invest less because they now face the threat that other employers will
poach their skilled workers. Employees will also invest less because limited
competition for their skills gives market power to employers that can
depress wages—and therefore the rate of return on investments in training.
It is in this middle ground, when the labor market is not fully competitive
but there is not a single employer, that there can be a role for government
intervention. The state can, for instance, enforce payback clauses or appren-
ticeship contracts, or provide training subsidies to workers or firms.

Figure 2.1 illustrates this point. The horizontal axis measures the degree
of competition in the labor market for a particular skill, from zero for a
monopsony to one with perfect competition. For a given skill, the gap
between the marginal product of labor relative to the wage reaches a max-
imum in the case of a monopsony (normalized to be one). The curve for
this gap slopes downward as firms” power in the labor market for this skill
declines, reaching zero in the case of perfect competition. On the contrary,
the probability of workers with that skill separating from their employers
increases from zero under a monopsony until it reaches a maximum under
perfect competition (normalized to be one). The value of the externality
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Figure 2.1 Degree of Competition in a Skills Market and the Poaching
Externality
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depends on the combined effect (that is, the product) of the excess of the
marginal product of labor relative to the wage rate and the probability of
workers with that skill separating. This is indicated by the concave curve in
figure 2.1. The social returns from addressing this externality thus are the
greatest in oligopsonistic markets.

Imperfect information for job searching and pecuniary and

matching externalities

Another factor that may lead to underinvestment in training is imperfect or
limited information in the labor market for a particular skill. Workers and
firms often have only partial information about the demand and supply of
different skills. One consequence is that most employers and workers do
not take wages as a given, but rather bargain for them. The relative bargain-
ing power of employers and workers is determined by both the share of job
vacancies relative to the stock of job seekers and by the fallback position of
employees and employers when they cannot reach an agreement.” If
employers have more bargaining power than employees, then wages will
be lower than in a perfectly competitive labor market and workers will
have fewer incentives to invest in training.’ This is referred to as a “match-
ing” externality. A consequence is that an increase in the supply of skilled
workers, by making it easier to fill a vacancy, increases the market power of
employers. Subsidizing training in this case can have unintended conse-
quences.* Subsidies can increase the market power of employers and thus
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further reduce wages and incentives to invest in training. Workers who
once invested in training on their own may stop.

Remedial policies include reducing the asymmetries of information or
improving the bargaining power of workers. Employment, intermediation,
skill certification services, and the promotion of internships could be effec-
tive tools to this end. Income protection programs for workers could also
lead to more investment in training, because they improve the worker’s
bargaining power.

Imperfections in Capital Markets

Often individuals or employers might not have the necessary liquidity to
finance investments in training. In principle, they could borrow, as long as
the rate of return on the investment is higher than the interest rate. In
practice, however, financial institutions usually have little information
about the effect of training on earnings and the creditworthiness of the
individual or employer. As a consequence, they may choose not to lend. In
fact, there is empirical evidence that training decisions among low-income
workers are negatively affected by the lack of financing.’

One way to mitigate this problem is for governments to facilitate indi-
vidual and firm access to credit. They can do so through direct provision of
credit or guarantees to financial institutions that finance specific types of
training. For low-income workers, straight subsidies to finance training (for
example, through training vouchers) may also be considered. These inter-
ventions, however, are not consensual among economists. Many would
argue that such programs simply shift the risks from the financial institu-
tions to the government. In doing so they may provide too much encour-
agement for risky investments. Therefore, developing mechanisms for
assessing and monitoring such investments is likely to be critical. It is also
not clear why governments would necessarily have advantages over finan-
cial institutions in developing such mechanisms—although they might be
able to pool more risks over larger geographic areas and more markets.

Coordination Failures

Even assuming perfect labor and capital markets, firms and workers may
underinvest in job training if they fail to coordinate to realize mutual ben-
efits. The discussion in this section shows that underinvestment can hap-
pened both in high- and in low-productivity sectors.

Innovation externalities
Innovation externalities typically arise at the high end of the skills spec-
trum. When workers invest in the acquisition of high-end technical skills,
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they are better able to invent or develop new technologies or adopt and adapt
current technologies. More skilled workers make innovations possible within
firms. This, in turn, determines how successfully firms compete in domestic
and international markets and how labor productivity and wages evolve
over time.® However, there can be situations where workers do not invest
enough in high-end skills because there are not enough companies that
introduce innovations and demand them, and firms do not innovate and cre-
ate high-productivity jobs because there are not enough skilled workers.”#

Policy interventions in this case could involve subsidizing training for
individuals and firms in high value-added sectors (probably in the context
of public-private partnerships), subsidizing research and development,
facilitating the diffusion of technologies, and lessening migration costs for
highly skilled workers. A big challenge, however, is identifying the strategic
sectors. When these are not well defined, there is a large risk that subsidies
end up in infant industries that never grow or do so very slowly. Further-
more, the vested interests of those who benefit from the subsidies can make
it difficult to phase them out. In this context, explicit and well-defined
sunset provisions for subsidies would be required.

Vacancy externalities

Vacancy externalities affect all skill levels but are likely to be more common
at the low end of the skill spectrum. The problem is that employers may be
reluctant to open vacancies for skilled workers because they are few in
number and the associated costs are high. Instead, they settle for an
unskilled labor force and lower levels of productivity (and profits). At the
same time, workers do not invest in training because there are not enough
vacancies for skilled workers. For example, in the construction or hospital-
ity sectors, firms often operate with low-skilled labor and choose not to
open more skilled job vacancies because of the higher labor costs (see box
2.1). The result is, again, a low-skills/low-productivity trap. To address this
type of failure, governments could design policies to stimulate job training
among low-skilled workers, conditional on firms posting vacancies for
these same skills. One example could be subsidized internships for unskilled
workers who acquire specific skills.

Decision-Making Failures

Investment decisions in training are often complex and individuals might
not be able to collect and process all the relevant information.’ This section
discusses briefly three common problems that affect the decision-making
process and can lead to low levels of investment in training or the wrong
type of investment: (i) inaccurate information on the returns to training,
(ii) limited information on the quality of training providers, and (iii) limited
cognitive abilities and irrational behaviors.
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Looking at the Hospitality and Construction
Sectors in Cambodia: Skills Gaps and Mismatches
for University Graduates

The hospitality, garments, and construction sectors are growing in the
Cambodian economy. Anecdotal evidence shows significant skills gaps
even among new graduates across these sectors. For example, Rigolini
et al. (2010) show that only 20 percent of firms affirm that vocational
training graduates are equipped with the necessary skills to perform
their jobs, and 80 percent claim that workers have skill deficiencies
(figure B2.1.1)

Figure B2.1.1 Vocational Training Skills Gap

Construction

Garments

Hospitality
Total

Yes
Yes, but not all skills
No

Source: Rigolini et al. (2010).

There are, however, important variations by sector in how severe
firms deem the skills gaps to be. In the garment sector, for instance,
firms do not appear to deem gaps as excessively severe; in contrast, in
the construction sector, one out of three firms considers the gaps
severe. These differences are likely to stem from differences in tech-
nologies and tasks that workers are expected to perform. In the garment
sector, for instance, it remains relatively easy to train a worker to use a
specific machine. Skills required in the hospitality sector are much
broader in scope.

Figure B2.1.2 shows that, in the hospitality sector, employers identify
foreign language proficiency as the most difficult skill to find. In this
sector this is a strong demand for knowledge of foreign languages,
even among the unskilled workers. Foreign languages are important to
serve tourists, offer quality customer service, and remain competitive
in an increasingly active sector. Nevertheless, only 12 percent of the hospi-
tality labor force is able to speak a language other than Khmer (NIS 2008),

(Box continues on next page)
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BOX 1.1 (continued)

Figure B2.1.2 Foreign Language Proficiency and Behavioral
Skills Gaps
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Source: Rigolini et al. (2010).

and the proportion is even lower for unskilled workers. Accordingly, 61
percent of employers complain about the difficulty in finding unskilled
workers with knowledge of foreign languages. Employers also com-
plain about the lack of technical and soft skills among unskilled work-
ers. It appears to be particularly difficult to find workers with technical
skills related to service, housekeeping, and room grooming. The lack of
behavioral skills such as team spirit, self-motivation, and commitment
is also mentioned as a constraint (28 percent)

Source: Rigolini et al. (2010).

Inaccurate information on the returns to training

Individuals make their own assessments about the costs and benefits of
investments to upgrade their skills. Their expectations are based on partial
observations of labor market outcomes in the local economy as well as the
experience and advice of peers, friends, and family that can be unrepresen-
tative of the average experience. Expectations, therefore, are not necessar-
ily accurate, particularly among individuals with low levels of cognitive
skills, and can lead to investments in training that are too low or too high
or allocated to the wrong skills.
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Governments can have a role to play here by disseminating information
on the costs of different types of training and their impacts on labor market
outcomes. This can be done, for instance, through employment offices,
publications, websites, and the general media. Clearly, given rapid changes
in technologies and markets, there are high levels of uncertainty about the
evolution of the demand for different skills. This emphasizes the impor-
tance of promoting investments in broader and more flexible skills that
ease individuals” adaptation to changing working conditions.

Limited information on the quality of training providers

Even with good access to information about the benefits and costs of train-
ing, individuals may have difficulty identifying the right training providers.
In the absence of information to systematically compare the content and
quality of the courses offered, individuals may end up with low-quality
providers or with providers who are not good matches for their needs. Even
though in the long run the market should separate good providers from bad
providers, the process can be long and costly. Moreover, there may not be
perfect competition and free entry in the training market, perhaps because
of inadequate regulations. In this case, the best policy intervention is prob-
ably to develop accreditation mechanisms for training providers or to facil-
itate the emergence of rating agencies. In all cases, governments should
ensure that information about the quality of each training center is publicly
available. Given the nature of such information as a public good, there is an
efficiency argument for public subsidies. Moreover, subject to the provision
of such information, governments should encourage entry into the training
market—or at least not restrict entry—by subsidizing only certain types of
providers (such as those operated by the public sector).

Limited cognitive abilities and irrational behaviors

Psychologists and behavioral economists have identified various reasons why
individuals might fail to do the “right thing,” be it saving more or investing
more in human capital—both health and education.!® First, individuals have
limited cognitive abilities to analyze and solve complex problems, even if
they have the knowledge and access to the right information. For instance,
individuals may lack self-control and overconsume (and underinvest) when
young—and then regret it when older." Even if they opt to invest in educa-
tion and training, they may lack the discipline to complete a given diploma.
There is evidence by now that noncognitive skills developed during the first
years of life (such as self-control and discipline) influence these decisions
and behaviors.'? Thus, failure to develop the right set of noncognitive skills
at early ages can lead to suboptimal investment in training later in life."
Government interventions in these cases would need to focus on providing
counseling and life skills training, and possibly provide financial incentives
such as matching contributions to investments in training.
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Why Do Governments Also Fail in the Provision of Training?

The market failures just discussed may be partially offset or fully corrected
through government interventions. Often, unfortunately, the treatment
can be worse than the disease. This does not mean that all government
interventions should be avoided (see box 2.2). But it does mean that careful
consideration should be given to the gains and costs of particular policies
and programs. This section discusses some of the most common types of
government failures and analyzes the main reasons behind them.

Challenges in National Training Funds to Promote
Job-Relevant Skills

National training funds have long been a popular instrument for
encouraging firm-based training and promoting skill development of
the workforce. They buy training services for firms and target groups
and offer a practical way to consolidate and administer government
and donor spending on training in a cohesive and strategic manner.
Training funds usually support short-term training for firm employees
to meet rapidly changing skill needs of a particular sector.

However, they usually impose high administrative costs and often
promote routine training programs instead of new programs. More-
over, program coordination is quite cumbersome and costly. This is in
part the result of high administration costs and the often diverse and
fragmented communities of training providers. Ministries of education,
ministries of labor, other technical ministries, national and regional
training authorities, nongovernmental organizations, and private train-
ing providers all must work together with employers under the admin-
istrative umbrella of training funds to deliver the training that firms
demand. So that these various actors can be accommodated, training
funds are usually administered under the aegis of federal governments
and managed by a governing board that includes employer represen-
tatives. This method helps ensure that feedback from the labor market
is incorporated into the training content.

Training funds can be financed out of general or payroll taxation or
supported by donor agencies. In many countries, training funds use
competitive procedures or levy-grant arrangements to disburse funds
to firms to carry out board-sanctioned training programs and courses,
but this is not always the case. Only in recent years have some Latin

(Box continues on next page)
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BOX 2.2 (continued)

American countries begun to introduce innovative financing mecha-
nisms, such as performance-based budgeting or competitive funding
schemes. Among the best-known training funds are Brazil’s National
Industrial Apprenticeship Service (SENAI) and Malaysia’s Human
Resource Development Fund (HRDF).

Source: Di Gropello et al. (2011); Dar et al. (2003); Johanson 2009; World Bank 2010.

Table 2.2 summarizes the main types of government failures that pre-
clude the emergence of effective skill development programs. Policies to
address these failures are also suggested.

Table 2.2 The Training Market: Government Failures and Policy
Recommendations

Government failures

Suggested policy designs

Weak policy-making
process

« Establish a national and well-articulated strategy for skills
development policies.

* Ensure transparency in the objectives of policy and on the role
of the different stakeholders.

Inappropriate
governance and
institutional
arrangements that
reduce accountability

* Develop a strong regulatory framework for skill development
policies, establishing clear responsibilities for the different players.

* Develop sound institutional arrangements for implementation
agencies, awarding them sufficient autonomy. These arrange-
ments may include (among others) the following features:

- autonomy of training centers to hire teachers, charge
tuition, and select students

- vouchers for individuals for increased choice over
training providers

- well-structured human resource policies for teachers and
training staff members to improve their performance

- budget allocations based on performance and not on
historical disbursements.

Imperfect
Information

» Support strong monitoring and evaluation systems with
regular data collection and continuous evaluation that feed
into program designs and managerial decision making.

* Promote the disclosure of information (for example, on quality
of training providers) to private parties.
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Weak Policy-Making Process

Policy makers often lack the incentives and means to design policies that
maximize social welfare. Governments are composed of individuals or
groups that have their own interests (see figure 2.2). These groups can have
incentives to favor politically powerful groups or to focus on short-term
returns, possibly realized before the end of a political cycle. In addition,
government policies also usually create their own interest groups. The most
common example is probably teachers.

Addressing this problem is not easy. The emerging consensus is that
much depends on the quality of the policy-making process (PMP), which is
understood as the process of discussing, approving, and implementing pub-
lic policies."* The quality of the PMP depends on the set of political actors
and the incentives they face. These factors are, in turn, determined, at least
in part, by political institutions (such as legislative bodies, the party system,
and the judiciary) and institutional rules (for example, electoral rules).
What the countries that have been able to introduce successful reforms
have in common is a PMP in which political actors cooperate and are able
to reach and enforce agreements. Cooperation is more likely to exist under
the following conditions:

¢ leadership is strong and there is a vision

¢ there are good “aggregators” to reduce the number of actors with direct
influence on policy making

¢ the key actors plan for the long term and interact repeatedly

¢ there are institutionalized arenas for political exchange

Figure 2.2 The Main Actors in the Provision of Skills

Policy makers

. Traning providers:
"Clients":
TVET—Schools

TVET=Students ﬁ OJT—Employers
OJT—Apprentices/workers

ALMPs—Public sector/private
ALMPs—Beneficiaries sector; NGOs
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e there are credible institutions to enforce agreements and prevent cor-
ruption, such as an independent judiciary

e there is a strong bureaucracy to which the analysis and implementation
of policies can be delegated.

A start is to have a transparent process to discuss and design policies
involving different stakeholders, set a clear strategic vision for skill develop-
ment, and rely more on technical staff members within ministries who can
ensure the continuity in the policy dialogue.

Inappropriate Governance and Institutional Arrangements

Even when the PMP is right, policies will fail if they do not provide the right
set of incentives and margin of flexibility for those involved in the delivery
of services. One issue is having appropriate governance arrangements.
Indeed, training policy will only be relevant if policy makers can ensure
that providers actually deliver appropriate content and quality to their tar-
get groups. Governments therefore might need to establish an effective
institutional and regulatory framework with a clear delegation of roles and
responsibilities between central and local governments and the different
institutions (public and private) involved in the provision of training. The
situation facing many countries today is one of excessive centralization and
insufficient autonomy among training providers. These training institu-
tions often lack the flexibility to define the curricula and adjust many of the
inputs in the production of skills (for example, infrastructure, quality and
quantity of teachers, and selection criteria for students).

Devising institutional arrangements that improve accountability to stu-
dents and employers is also critical. Training providers usually do not have
incentives to make decisions in the best interests of the training recipients.
The main underlying reason is that government interventions are not
intermediated by incentive structures such as those that might be provided
by markets. Beneficiaries are able to influence the provision of training
only in an indirect way: as citizens they can always affect politicians through
the political cycle. At the root of the accountability problem is the fact that
beneficiaries usually do not have any control over choice of training pro-
viders (and ultimately of teachers and managers). Similarly, teachers and
managers are rarely held accountable for the skill development and acqui-
sition of trainees.

Omne of the key reasons for this failure stems from current financing
mechanisms. Budgets for training providers often come from the central or
local government on the basis of historic allocations. Teachers or managers
of public training centers are rarely evaluated on the basis of measured
performance indicators, because they are often hired at the central level
from the central budget. Moreover, their career progression and wage
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growth are also often disconnected from their performance in class and
research achievements.!” Basing the allocation of funds on performance
measures can therefore go a long way in improving incentives. Another
option is to rely on training vouchers that allow individuals to choose and
directly pay providers.

Limited Information

Another obstacle to public provision of relevant training is imperfect infor-
mation across all major players, from policy makers to training recipients.
Often public policies on skills development assume that government offi-
cials have better information than do private parties. One example is the
provision of information to guide the content of training programs to sup-
port future innovations and technological developments. In most cases, it is
unclear that the government has a comparative advantage in knowing
about future developments, particularly in rapidly changing economies.

Governments also often fail to evaluate the economic and social impacts
of the policies that they implement. Lack of evaluation prevents the fine-
tuning and adjustment of programs to improve their effectiveness. As a
consequence, training may be of low quality, outdated, and misaligned
with the needs of the markets. Governments would need to focus on devel-
oping strong monitoring and evaluation systems. These systems should
provide accurate information about program performance that would
inform program adjustments. For example, designing incentive schemes
for training providers on the basis of placement rates and successful inte-
gration in the labor market requires rigorous program evaluation so that
the policy maker knows what is working and what is not. Labor market
indicators and tracking surveys are also critical in determining the effective-
ness of skill development programs. Nowadays, new technologies and large
capacities to collect and store data make this task easier.

Conclusion

This chapter argues that governments likely have important roles to play in
promoting skill development policies. Indeed, there are several reasons
why markets alone may not generate an efficient allocation of investments
in skills. However, the optimal response is not necessarily to subsidize train-
ing or to directly supply training. The policy response could be, instead, to
make labor and product markets work better, to provide more and better
information about training and labor market outcomes, to offer counseling
services on career development, to provide accreditation and rate training
institutions, and to ensure that firms have access to credit and that indi-
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viduals can borrow for training. More direct interventions that involve sub-
sidizing training need to be carefully thought through both in terms of
(i) the individuals or firms to which subsidies should be allocated and (ii) ways
to finance such interventions. And because of all the uncertainties and infor-
mation imperfections, sound monitoring and evaluation systems are needed.

The discussion also suggests that public interventions should depend on
the type of skills covered and on the characteristics of the labor market
where these skills are traded. For example, in very competitive labor mar-
kets, poaching of workers could be an unimportant issue and provision of
training subsidies to firms would be the wrong policy.'® Similar consider-
ations apply when devising subsidies for individuals. Certain cognitive and
noncognitive skills (such as leadership and communication skills) are likely
to be valued by all employers and thus training costs could be absorbed by
individuals. There would be little rationale to subsidize their provision for
some individuals and not others—except possibly for distributional reasons
in the case of low-income workers. Subsidies are likely to be more relevant
for high-level technical skills (to address innovation externalities) or in the
presence of low-productivity traps.

With these considerations in mind, one sees that better policies will first
require better instruments to measure skills and assess their effects on labor
market outcomes in developing countries. Indeed, indicators such as school
attainment are very weak proxies and are largely insufficient to inform
policy. One of the main avenues for further research is thus the develop-
ment of sound country-level surveys of workers and firms that are regu-
larly administered and measure the supply and demand of technical, cogni-
tive, and noncognitive skills. Surveys of this type have been pioneered in
Lebanon (employees and employers) and Peru (only employees) and are
now being considered in other middle- and low-income countries. Only
through these surveys can policy makers understand how different skills
affect employment profiles and earnings and whether skill mismatch prob-
lems exist. In the absence of these surveys, policy makers are ultimately
navigating blind.

Another important issue is how to define a more systematic approach
for identifying constraints facing individuals or firms that reduce invest-
ments in training in different settings. For instance, how severe are infor-
mation problems and myopia for different groups of workers? Can more
information make a difference, or are subsidies required as well? Similarly,
in the case of small and medium enterprises, is the problem access to credit,
or are other problems with the business environment constraining their
growth or reducing their incentive to innovate and invest in training? Pilot
experiments need to be conducted to assess these issues, probably in the
context of a coordinated effort involving governments, international orga-
nizations, and academic institutions. A first step would be to improve cur-
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rent data collection and ongoing monitoring and evaluation systems to bet-
ter identify where alternative interventions are having the desired effects.

Notes

. In other words, there is an oligopsony in the skills market.

2. See Lillard and Tan (1992).

10.
11.

12.

13.

14.
15.
16.

. This is different from failure discussed in the previous subsection. There the

problem of a noncompetitive labor market was related to the number of firms.
Here the argument holds regardless of the number of firms.

. See Burdett and Smith (1996).
. See Chapman (2002) and Greenhalgh and Mavrotas (1994).
. This finding is in line with endogenous growth theory. See Helpman (2004) for

a review.

. See Ulph (1996).
. See also Acemoglu (1998) for a similar discussion of the case of an imperfect

labor market where capital and labor are complements.

. In fact, a growing literature shows that individuals make systematic mistakes

when choices are complex and outcomes cannot be observed repeatedly over
fairly short time intervals. See Thaler and Sunstein (2009).

See Ariely (2008, 2010).

For example, the low propensity of most individuals to save has led many gov-
ernments to develop mandatory saving programs. See Diamond and Vartiainen
(2007).

For example, Carneiro, Crawford, and Goodman (2007) show that noncogni-
tive skills measures at age 7 and earlier are important for a host of socioeco-
nomic outcomes, including whether or not an individual stays in school,
whether they have obtained a degree by age 42, employment status, and work
experience, as well as likelihood of smoking, teenage pregnancy, and involve-
ment with crime. Heckman, Stixrud, and Urzua (2006) show that cognitive
and noncognitive skills at age 16 and above also explain a variety of labor mar-
ket and behavioral outcomes. In particular, noncognitive skills strongly influ-
ence schooling decisions and also affect wages, given schooling decisions.

The available evidence suggests that for many skills and abilities, later remedia-
tion for early disadvantages to achieve a given level of adult performance may
be possible, but is much more costly than early remediation. The economic
returns to job training, high school graduation, and college attendance are
lower for the less able. See Carneiro and Heckman (2003) and Cunha and
Heckman (2007).

See Schmidt-Hebbel (2009) and Scartascini et al. (2010)

See Salmi (2009).

Even where the market for certain skills (such as operating machines to pro-
duce textiles) is imperfect, training subsidies may not make sense if the returns
to training are low. Bassanini et al. (2005) find evidence that in several countries,
including the United Kingdom, returns are smaller for low-educated workers.
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Pre-Employment Technical
and Vocational Education and
Training: Fostering Relevance,
Effectiveness, and Efficiency

Jee-Peng Tan and Yoo-Jeung Joy Nam'

Introduction

Pre-employment technical and vocational education and training (TVET) is
a term commonly associated with skills development programs that pro-
vide young people with a stepping stone into the labor market.? It encom-
passes programs offered in educational institutions that lead to formal qual-
ifications, as wellasnonformal courses provided in various settings—typically
of shorter duration and often modular in design—that give young people
other avenues to acquire useful skills. As a complement to the next two
chapters on on-the-job (OJT) training and active labor market programs
(ALMPs), this chapter focuses on pre-employment TVET.” While not con-
fined to a specific age group, programs falling under this rubric primarily
target young people nearing the end of their initial formal schooling and
about to enter the world of work. The main objective of TVET programs is
to equip those enrolled with job-relevant skills that can facilitate—though
not guarantee—a smoother transition to gainful employment.

In recent years, TVET has attracted renewed interest among policy mak-
ers. Progress in expanding basic education throughout the world, including
in the poorest countries, has meant rapid increases in the number of youth
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who are now completing basic education and seeking opportunities for fur-
ther education and training.* This trend is straining secondary and tertiary
systems and increasing the pressure on governments to offer multiple path-
ways for school-to-work transitions, including pre-employment TVET. In
the former socialist countries, moreover, the transition from planned to
market economies has called for a reorientation of pre-employment TVET
systems that were primarily designed to supply workers for state-owned
enterprises. Interest in pre-employment TVET has also been fueled by its
perceived role in facilitating the industrialization of East Asian countries
(see, for example, Fredriksen and Tan 2008). Even in developed countries,
pre-employment TVET is receiving fresh attention as countries consider
options to boost workforce skills in an increasingly competitive global econ-
omy (see, for example, OECD 2010).

Country experiences around the world suggest that imparting job-rele-
vant skills through pre-employment TVET continues to be a challenge in
developing countries. Because agriculture and the informal sector account
for the bulk of employment in developing countries—about 78 percent in
Sub-Saharan Africa, for example—skills development for these sectors is a
concern.” Although agricultural education and training can complement
other investments to raise agricultural productivity, a host of obstacles,
including, in particular, a lack of qualified faculty (see, for example, World
Bank 2007), has made the hoped-for results generally elusive. Training for
jobs in the informal sector suffers from unfulfilled expectations as well.
While some of the expectations are unrealistic, as Adams (2007) has pointed
out (for example, seeing it as the solution to unemployment among youth),
inadequate and ad hoc provision is also part of the problem (see, for exam-
ple, Walther and Filipiak 2007; Fretwell 2009).

The performance of pre-employment TVET with regard to skills for the
modern sector raises separate issues. A common complaint from employers
pertains to mismatches between skills supply and demand. The system for
supplying skills tends, by nature, to be ponderous, making it difficult to
keep up with changing labor market conditions as new opportunities and
technologies combine to shift workplace processes and practices and hence
the demand for skills, including the so-called “soft” skills for work in mod-
ern settings that emphasize team work and effective communication. The
desire to accelerate growth creates additional expectations. Many develop-
ing countries see pre-employment TVET as crucial to efforts to upgrade
their technological capabilities and hence their ability to engage in eco-
nomic activities with a potential for higher returns.®

This chapter discusses the design of policies and strategies in pre-employ-
ment TVET in light of the foregoing concerns in developing countries. To
set the context, it provides a brief overview of global trends in pre-employ-
ment TVET and the available evidence on its economic impact; it also con-
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siders the nature of skills demand and skills acquisition through pre-
employment TVET. The chapter then focuses on three policy challenges
relating to such programs that are especially pertinent in developing coun-
tries: economic relevance, social and equity concerns, and effectiveness and
efficiency. The conceptual framework laid out in chapter 2 on sources of
market and government failures provides a useful backdrop for the discus-
sion. Governmental subsidies or other policy interventions for pre-employ-
ment TVET might be warranted in the presence of imperfections in capital
markets, coordination failures and limited information, and uncertainty and myopia
on the part of individuals. However, as chapter 2 indicates, government action
may also be flawed by weak policy-making processes, inappropriate governance
and institutional arrangements, and inadequate information to clarify policy choices.
Thus, in both pre-employment TVET and other types of training, challenges
exist in achieving the right balance between governmental interventions
and private market activities in the context of important market and gov-
ernment failures.

Participation in Pre-Employment TVET

Pre-employment TVET provides learning experiences in essentially two
types of settings: an educational or training institution (such as a school,
college, training center, or polytechnic) or the workplace. Institution-based
training often consists of formal programs at various levels in the education
system whose outcomes are accredited.” In a survey of programs around
the world, UNESCO-UIS (2006) found that in more than two-thirds of the
143 countries for which data were available, institution-based TVET pro-
grams were offered only from the upper secondary level onward.® Because
TVET programs are intended to impart skills for the world of work, they
often put greater emphasis on practical subjects and hands-on training than
on theoretical instruction. The degree of practical orientation varies by type
of institution and often depends on logistical constraints, despite the
intended design (for example, availability of facilities, equipment, and staff
with the relevant expertise). In diversified secondary schools, practical sub-
jects may claim 15-20 percent of instructional time, while the share may
rise to 40-60 percent in more specialized technical and vocational schools
and even to 80-90 percent in vocational or rural training centers (ADB
2009). Pre-employment TVET provided through apprenticeships is part of
the landscape but is often much better organized and typically more for-
malized in developed countries (for example, the so-called dual system in
Germany) than in developing ones.

The diversity in pre-employment TVET and uneven coverage of the
available statistics make it difficult to document participation rates with a
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high degree of accuracy. Nonetheless, the data collected by UNESCO and
mapped using the International Standard of Classification of Education
(ISCED) permit an overall assessment. Figure 3.1 indicates that the share of
enrollments in TVET at the upper secondary level (the most prevalent level
at which it is provided) is diverse across regions and income levels. In gen-
eral, it is higher in the more developed countries: about 50 percent, on
average in OECD countries in 2009, compared with the corresponding

Figure 3.1 Share of TVET Enroliments at the Upper Secondary Level,
by Region and in Relation to Per Capita GDP
a. Pattern across regions, 1999 and 2009
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Note: a. Sample contains 79 countries, South Asia excluded due to lack of data.

EAP = East Asia and Pacific; ECA = Europe and Central Asia; LAC = Latin America and the
Caribbean; MENA = Middle East and North Africa; OECD = Organisation for Economic
Co-operation and Development; SSA = Sub-Saharan Africa.

b. Sample contains 144 countries and data refer to the latest year between 2007 and 2010.
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share of about 20 percent in Sub-Saharan Africa, East Asia, and the Middle
East and North Africa. The share of TVET enrollments is generally higher in
the Europe and Central Asia region than elsewhere among non-OECD
countries, reflecting the legacy of the region’s central planning past.

The share of TVET enrollments correlates positively with a country’s
level of income, as panel (b) in the figure shows. This pattern is consistent
with the fact that as coverage rises and becomes universal (as they are in
higher-income countries) education systems must offer more options to
cater to and retain students with diverse interests and aptitudes for aca-
demic studies. At the same time, the economies of the higher-income coun-
tries are technologically more sophisticated and therefore exert a stronger
demand for skills acquired through relatively advanced, institution-based,
formal technical and vocational training. The relation between the share of
enrollments in TVET and per capital GDP is nonetheless relatively weak
(with an R-squared statistic of only 0.07), suggesting that pre-employment
TVET can be organized in multiple ways even for countries at comparable
levels of income.

Labor Market Outcomes of TVET Programs

Given the remit of pre-employment TVET, an important question is the
pattern of employment and earnings among the graduates of such pro-
grams compared to their peers in the more academic tracks. Below we
examine the evidence based on published aggregate data, mainly for the
OECD countries and on the results from various statistical analyses of sur-
vey data for selected developing countries.

Employment and Earnings in OECD Countries

According to labor force survey data compiled by the OECD and Eurostat,
the probability of being employed among the graduates of TVET is compa-
rable to that among their peers from academic programs, at both the upper
secondary and tertiary levels (panel (a) in figure 3.2). The pattern of earn-
ings, on the other hand, suggests a more favorable outcome for the gradu-
ates of academic programs. The available data (panel (b) in figure 3.2),
which pertain to tertiary level programs at the ISCED levels 5 and 6,° show
a positive gap among both younger and older age cohorts. These compari-
sons are clearly only suggestive, given the possibility that the academic
track may contain a higher concentration of the more capable students.
Nonetheless, the gap in earnings (which appears to grow with age) pro-
vides one reason why pre-employment TVET programs are often perceived
as a less desirable option. Analysis of life-cycle patterns, based on data for
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Figure 3.2 Employment and Earnings among Graduates of TVET and
Academic Programs, OECD Countries, 2007
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Note: At the upper secondary level, academic programs refer to those classified as 3A in
the ISCED framework, while vocational programs include those classified as 3B or 3C. At
the tertiary level, academic programs refer to those classified as 5A and 6, while vocational
programs refer to those in the 5B category.

18 mostly OECD countries, suggests that programs with a heavy vocational
orientation facilitate entry into the labor market but hurt employment at
older ages, implying a tradeoff between benefits in the short run and costs
in the longer term (Hanushek, Woessmann, and Zhang 2011).

Findings from Survey Data for Developing Countries

Survey data also exist for a number of developing countries that permit a
closer look at differences between TVET and general education in terms of
labor market outcomes. Researchers have evaluated the relationship using
various regression techniques to control for factors other than individuals’
training background that may affect labor market outcomes. A summary of
the findings appears in table 3.1, for a total of 13 developing countries. An
important caveat is that the available survey data typically do not distin-
guish between pre-employment TVET and other sources of training. They
often capture accredited training rather than skills gained through other
routes. And they tend not to control for the endogeneity of the schooling
and training choices, making it difficult to isolate the effect of training net
of the impact of other factors associated with an individual’s intrinsic, unob-
servable, or unmeasured characteristics (for example, personal motivation,



Table 3.1

Country and year

Impact on earnings

Returns to TVET and Other Labor Market Outcomes in Selected Developing Countries

Methodology

Author(s)

Studies showing more favorable results for TVET than for general education

Egypt, Arab Rep. (1998)

Returns to vocational secondary education are 35.4
percent, while returns to general secondary education
are 6.1 percent for men.

Mincerian earnings regression (Ist
stage: ordered logit)

El-Hamidi (2006)

Singapore (1998)

Private returns to vocational/technical education are
10.3 percent at the secondary level and 12.7 percent at
the post-secondary level, compared with the
corresponding figures of 9.4 percent and 11.3 percent
for general education.

Extrapolation of Mincer equation
results from 1980s Singapore data

Sakellariou (2003)

Sri Lanka (2002) Returns to formal vocational training are 17 percent Mincerian earnings regression (not Riboud,
compared with 7.9 percent for general education. controlling for selectivity bias) Savchenko, and
Tan (2007)
Thailand (1989-95) Returns to vocational education at the upper Mincerian earnings regression (Ist Moenjak and
secondary level exceed those to general education by stage: probit) Worswick (2003)
63.9 percent for men and 49.4 percent for women.
Israel (1983) Vocational school graduates employed in occupations Mincerian earnings regression (OLS, | Neuman and

related to their field of study earn between 8.1 percent

(widely related) and 9.6 percent (directly related) more

than peers who graduated from general education or
who are working in fields unrelated to their studies.

without first stage)?

Ziderman (1991)

gL

(Table continues on next page)
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Table 3.1 (continued)

Country and year Impact on earnings Methodology Author(s)
Studies showing no difference or mixed results
India (2004) Returns to formal vocational training are approximately | Mincerian earnings regression (not Riboud,
8 percent, comparable to returns to general education | controlling for selectivity bias) Savchenko, and
at 8.4 percent. Tan (2007)
East Germany No advantage exists in earnings or employment among | Propensity matching score Lechner (2000)
(1984-96) graduates of public-sector-sponsored continuous techniques
vocational training and retraining in the first years
following training.
Romania (1995-2000) | No significant differences exist in labor market Regression discontinuity Malamud and
participation or earnings between vocational and Pop-Eleches
general education students. (2008)

Tanzania (1997-2000)

Returns are higher for high levels of academic
education than for vocational or lower levels of
academic education; the returns to vocational or
technical education are lower the higher the level at
which it is entered.®

Mincerian earnings fixed effects
regression

Kahyarara and Teal
(2008)

Indonesia (1993, 1997,
2000, 2007)

For men, no significant differences exist in earnings
between public general and vocational graduates, but
public vocational graduates in the youngest cohort
experience a large wage penalty. For women, public
vocational graduates have greater wage returns than
general graduates. Public vocational graduates are also
more likely to obtain formal jobs than public general
graduates.

Mincerian earnings regression (OLS
and LAD) (Ist stage: multinomial
logit regression)

Newhouse and
Suryadarma (2011)

(Table continues on next page)
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Table 3.1 (continued)

Country and year Impact on earnings Methodology Author(s)
Studies showing less favorable results for TVET than for general education
Pakistan (2004) Returns to formal vocational training are 8.1 percent, Mincerian earnings regression (not Riboud,
while returns to general education are slightly higher at | controlling for selectivity bias) Savchenko, Tan
about 9 percent. (2007)
Rwanda (1999-2001) Returns to vocational education are 12.5 percent, while | Mincerian earnings regression (Ist Lassibille and Tan
returns to general secondary education are 29.0 stage: multinomial logit) (2005)
percent.
Suriname (1990, 1992, Returns to both general language and mathematics Mincerian earnings regression (Ist Horowitz and
1993) tracks exceed returns to technical or vocational stage: probit regression) Schenzler (1999)
education for both males and females.

Sources: See the chapter annex for detailed description of data sources.
Note:

a. No first stage because selectivity bias is controlled by comparing vocational education graduates employed in matched or study-related occu-
pations versus their general education counterparts.

b. The returns for those who enter vocational schools after primary school are estimated at 9.6 percent compared with 8.8 percent for those who
enter after completing lower secondary school, and only 3.2 percent for those who enter after completing upper secondary school. Similarly, the
returns for those that enter technical colleges after completing lower secondary school are estimated at 10.5 percent compared with 7.3 percent
for those that enter after completing upper secondary school.

c. Male public vocational graduates have a 6.2 percent greater chance of working in formal jobs than male public general graduates. The esti-
mated wage penalty for male public vocational graduates in the youngest cohort was 20 percent in 2000, and 40 percent in 2007. Female pub-
lic vocational graduates earn a wage premium (15.8 percent (OLS) and 14.3 percent (LAD)) and are 8.7 percent more likely to obtain formal jobs
than public general graduates.

d. For males, the private returns to technical secondary education are 10.4 percent, compared with 11.6 percent for general education, 12.3 per-
cent for the general language track, and 11.2 percent for the general mathematics track. For females, the returns to vocational secondary educa-
tion are 2.5 percent, compared with 12.3 percent for the general language track, and 11.6 percent for the general mathematics track.

LAD = least absolute deviations; OLS = ordinary least squares.
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social capital, and so forth). Two main points can nonetheless be distilled
from the findings across the various studies: (i) TVET qualifications can
yield favorable private returns, and (ii) the returns to TVET are not neces-
sarily inferior to those associated with general education. The mixed pic-
ture from the aggregate and the survey data results may reflect limitations
in the data (for example, no information on program content and quality)
and also the possibility that context matters in determining the benefits of
TVET relative to general education.

Skills Demand and Skills Acquisition through
Pre-Employment TVET

The demand for skills and employers” expectations provide an important
context for assessing the role and design of pre-employment TVET. In most
developing countries, there is evidence of skills bottlenecks associated with
mismatches between skills supply and demand (as documented in chapter
1 of this book) and with inadequacies in the quality and scope of skills.
These problems undermine firm productivity and their competitiveness in
global markets. Pre-employment TVET programs can help address some of
these problems, but are effective only if they are closely linked to the
demand for skills.

Skills Prioritized by Employers

Direct feedback from employers provides an interesting perspective on the
types of skills valued in the workplace. A fairly typical finding in developing
countries is that aside from formal educational or technical qualifications,
employers also place a high value on attitudes and behaviors. In a 2009
survey of Indian firms that hire engineering graduates, the respondents
prioritized such qualities as integrity, reliability, teamwork, willingness to
learn, entrepreneurship, self-discipline, self-motivation, flexibility, ability
to understand and take directions, and capacity to communicate in English
(Blom and Saeki 2011). In a 2008 survey in the Philippines, employers
placed a high value on their employees” ability to work independently, to
communicate, and to solve problems. They also highlighted leadership and
creativity skills for managers and directors; and teamwork and time man-
agement for employees engaged in production, administration, or sales (di
Gropello et al. 2010). With regard to job-specific skills, employers in Indo-
nesia, the Philippines, and Vietnam tend to prioritize practical, job-related
knowledge over theoretical knowledge (di Gropello, Kruse, and Tandon
2011; di Gropello, Tandon, and Yusuf 2011).
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Skills Acquisition through Pre-Employment TVET

The skills required by employers represent a mix of job-relevant competen-
cies and personal qualities. To understand where pre-employment TVET
might play a role in fostering these skills, it is useful to group them into
broad categories that clarify the links to training programs. One useful con-
ceptualization is the Dictionary of Occupational Titles used in the United States,
which makes a distinction among skills according to the degree of involve-
ment with Data, People, and Things.'® These categories correspond to cogni-
tive skills, interpersonal or interactive skills, and physical or manual skills.!!
In relation to a specific job, the skills encompass the knowledge, expertise,
and behaviors that the job holder needs in order to execute his or her
responsibilities competently. The skills include mastery of a body of knowl-
edge relevant to the job; familiarity with the tools and technologies used to
perform the tasks associated with the job; understanding of the materials
that are worked with; and the fostering and use of interpersonal relation-
ships and interactions to accomplish the tasks required in the job.

Acquiring multifaceted, job-relevant skills is a complex and cumulative
process. General cognitive and noncognitive skills (such as literacy and
numeracy for the former, self-control and discipline for the latter) accumu-
late from early childhood and are reinforced through general basic educa-
tion, while job-relevant skills are acquired later on, either prior to entry into
the labor market or on-the-job by building on the foundations laid (Banerji
et al. 2010). It is also important to acknowledge that job-relevant skills can
be acquired in multiple settings, including institution-based programs that
may or may not lead to formal qualifications, formal apprenticeship
arrangements, or informal learning in the process of working with others.

The two-dimensional framework in figure 3.3 offers one way to situate
pre-employment TVET programs in the broader perspective discussed
above. One dimension is the proximity of the skills being developed in rela-
tion to the requirements of specific jobs while the other is the focus of the
learning goals. By definition, TVET programs build on the foundational
skills identified in quadrants A and B, and are therefore designed to put
more emphasis on the skills identified in quadrants C and D. Within these
quadrants, a continuum of choices exists, making it necessary to reflect on
such questions as these when deciding on the design of training programs:
what skill sets are most effective in facilitating young people’s transition to
their first job and subsequent success in the labor market?'? How are these
skills produced? How important is a high level of literacy and numeracy to
success in TVET programs and subsequently in the labor market? If such
basic skills are important, do the students typically enrolled in pre-employ-
ment TVET have the necessary foundation to benefit from their programs?
TVET? And if not, how can they be helped?"
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Figure 3.3 Training Programs and the Building of Job-Relevant Skills

Orientation of skills being developed
More general More specific to a job, task, or occupation
— ——
More
conceptual A ¢
Meta-competence Cognitive competence
2
£
E (Knowledge to facilitate learning) | (Specialized technical knowledge)
k3
g B D
2 Social competence Functional competence
More . . .
operational (Attitude and behavior) (Practical know-how)

Sources: Adapted from Winterton et al. (2005).

In reality, the specificity and orientation of the pre-employment training
depend on many practical factors, including budget constraints, historical
antecedents, and the political economy of balancing the interests and pri-
orities of the different parties. With small budgets, the curricula options are
likely to be limited to theoretically oriented, classroom-based courses that
do not require the services of specialist teachers and that offer trainees only
limited exposure to hands-on work experience. Stakeholders also exert an
influence on the orientation of the programs. Large firms that have their
own in-house training capability and firms with proprietary technology are
less likely than other firms to value the acquisition of specialized technical
knowledge as a learning goal in pre-employment TVET programs. Employ-
ers generally prefer training that imparts practical skills that are immedi-
ately useful in their business, whereas trainees might desire a greater focus
on generic skills that are transferable to other jobs and that provide a basis
for further learning. An example of striking contrasts in how employers in
different countries view the role of pre-employment vocational training
appears in box 3.1.

Policy Challenges in Pre-Employment TVET

Equipping youth with employable skills through pre-employment TVET
has been the subject of policy debate in the international development
community for many decades. A substantial literature also exists on many
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Employers’ Views on the Role of Pre-Employment
Vocational Training in England and Poland

Surveys in England in 2008 and in Poland in 2009 asked employers to
rank the skills they value in potential new recruits. In both countries
employers expect workers to possess good work attitudes, to commu-
nicate well, and to be able to work in teams (figure B3.1.1 below). How-
ever, their views on the role of job-specific vocational skills are strik-
ingly different. Polish employers expect young recruits to possess such
skills already, while their English counterparts have no such expecta-
tions, preferring instead candidates with solid competency in literacy
and numeracy. In other words, employers in England want trainable
workers whereas those in Poland want trained workers. Rutkowski
(2011) attributes this difference to the legacy of central planning in
Poland, continuation of past attitudes, lags in the provision of on-the-
job training by private sector firms, and the possibility that small firms
in Poland cannot afford to train their recruits.

Figure B3.1.1 Employability Skills Prioritized by English and
Polish Employers, 2008 and 2009, Respectively

a. English employers, skills priority, 2008
(scale of 1-14, 1 = highest)
Communication skills
Literacy skills
Numeracy skills
Enthusiasm/commitment
Team-working skills
Timekeeping
Problem-solving skills
General IT skills
Personal presentation
Customer-care skills
Business awareness
Enterprising
Vocational job-specific skills
Advanced vocational job-specific skills

12 3 4 5 6 7 8 9 10 1 12 13 14
Priority of specific employability skills
mm The lower the score, the greater the priority
Source: Martin et al. (2008).
IT = information technology.

(Box continues on next page)
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BOX 3.1 (continued)

b. Polish employers, skills priority, 2009

(percentage of employers reporting a skill as “very important”)

Responsibility & reliability

Motivation & commitment

Team working

Advanced technical/vocational

Communication

Basic technical/vocational

Self-management & entrepreneurship

Planning & organizing

Customer care

Use of ICT

Problem solving

Literacy

Numeracy

Foreign language

0 10 200 30 40 50 60 70 80
Percent

Source: Rutkowski (2011).
ICT = information and communications technology.

Although not confirmed by survey data reported in Martin et al.
(2008), English employers’ relative lack of interest in pre-employment
vocational training is consistent with such factors as the availability of
public funding for in-service training, a governance structure that gives
employers more say in determining training provision, the need for
customized training to suit local conditions, and protection of propri-
etary operational information and know-how through in-house training
provision.

Source: Martin et al. (2008); Rutkowski (2011).

aspects of the challenges involved (see, for example, Maclean and Wilson
2009). The discussion below therefore highlights selected issues that may
be of special relevance to the low- and middle-income countries served by
the World Bank’s development assistance. We focus on the following policy
challenges: (i) fostering economic relevance, (ii) responding to social and
equity concerns, and (iii) ensuring effectiveness and efficiency. By no
means comprehensive, these themes are nonetheless highly pertinent to
the World Bank’s policy dialogue with its partner countries regarding pre-
employment TVET.
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Fostering Economic Relevance

The economic relevance of pre-employment TVET hinges on its potential
role in fostering faster growth. Growth clearly requires certain precondi-
tions: a stable macroeconomic environment, good governance and institu-
tions, an environment supportive of the private sector, higher capital
investment, and so forth. But without a skilled workforce, countries will
lack the capabilities to grow new industries; diversify the range, quality,
and sophistication of goods and services; and multiply linkages to the global
economy. Although most developing countries, including the poorest ones,
have made progress in basic education, the scarcity of job-relevant techni-
cal skills in the workforce can impede the development of viable, job-creat-
ing, and growth-accelerating modern industries and services.'*

In low-income countries

In low-income countries, the role of pre-employment TVET for growth
poses particularly difficult challenges. One major problem is that training
programs are expensive—up to three times as costly as general secondary
education (Mingat, Ledoux, and Rakotomalala 2010) as they often require
specialized teachers and equipment. Thus, to afford them on a sustained
basis, countries have to grow and generate the income and revenues to pay
for the programs. A second difficulty is that modern industry is underdevel-
oped and small in poor countries. Most firms operate well within the pro-
duction frontier in their relevant industries, rely on less sophisticated tech-
nology, and run on a relatively small scale with few workers. As a result,
the demand for technical skills tends to be weak, fragmented across small
firms, and poorly-coordinated; correspondingly, the supply of training pro-
grams is also limited. These difficulties create “a “chicken-and-egg” prob-
lem, at least in the short term. Countries need more skills to help modern-
ize their economies and accelerate growth, but they also need a vibrant
modern sector to create the demand for technical skills and sustain a train-
ing market, as well as faster growth to generate the revenues to finance
skills development (Ansu and Tan 2011). In the framework of chapter 2,
such coordination failures are likely to result in a suboptimal level of invest-
ment in skills and therefore to impede productivity gains.

Governments can help the country break out of this “chicken-and-egg”
situation by making the formation of job-relevant skills through TVET an
explicit part of their strategy for growth and development. We emphasize
that pro-activity by the government to solve a coordination problem may
not produce the desired results if it ignores the design of incentives for
training provision. Indeed, among low- and middle-income countries,
there is still limited experience with successful packaging of apex-level
coordination with measures to foster market-responsive behavior by train-
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ing providers. This rarity makes the successes of the Republic of Korea;
Taiwan, China; and Singapore in the early years of their development expe-
rience worth distilling for possible lessons.

The experiences of these countries are documented in some detail in
Ashton et al. (2002) and Kuruvilla, Erickson, and Hwang (2002). What
appears to characterize these Asian tigers is that they understood the type
of coordination failures that can emerge in training markets in the early
stages of development. Consequently, they pursued a strategic, govern-
ment-led coordination plan aimed at encouraging more effective alignment
of skill demand and supply as well as sustainable investments in higher-
level skills. In particular, they brought together three elements required to
achieve results: (i) a clearly identified and well-focused source of demand
for these higher-level skills; (ii) training curricula and pedagogy aligned
with the skills to be developed; and (iii) arrangements for implementing
the relevant training programs that include measuring success in terms of
meeting explicit skill gaps. As with any innovation, making the pieces fit
and work together entails a learning-by-doing process. The strategic value
of governmental involvement in the process is to accumulate what might
be described as “transactional” experience among those involved. Such
hands-on experience is essential in building national capacity to design,
implement, and manage locally adapted models of demand-led, pre-
employment TVET for economic development and growth.

Intentional coordination of effort is especially relevant at the early stages
of piloting a demand-led approach to pre-employment TVET. It is critical
between those responsible for economic strategy and those responsible for
training programs. In Korea, the powerful Economic Planning Board (EPB)
fulfilled this function. Formed in 1961 and operating as a stand-alone entity
until its absorption into the Ministry of Finance in 1994, it played a key role
in aligning decisions about training funding and provision with the require-
ments of the new industry clusters targeted by the EPB (Lee 2009). During
the 1970s, for example, a number of specialized high schools were created
to supply the skilled workers for the heavy and chemical industries then
targeted by the government. These schools were accordingly prioritized with
generous funding to serve as models for replication elsewhere in the system.
A similar coordinating function was fulfilled by Singapore’s Economic
Development Board, making it a key player in shaping the country’s early
experience with demand-led, pre-employment TVET for growth and devel-
opment (see box 3.2 for details of the approach and its impact over time).

A more recent example of intentional coordination at the highest level
of government is India’s decision to create several new bodies for workforce
development. These bodies are the National Council on Skill Development,
chaired by the Prime Minister; the National Skill Development Coordina-
tion Board, chaired by the Deputy Chairman of the Planning Commission;
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Demand-Led Pre-Employment TVET for Economic
Growth in Singapore

Singapore’s pre-employment TVET system is widely recognized as one
of the best in the world. Its quality owes much to the skills develop-
ment schemes sponsored by Singapore’s Economic Development
Board (EDB) during the agency’s first three decades (1961-91) (see
figure B3.2.1). Low et al. (1993) consider these schemes to be one of
the agency’s greatest innovations that supported Singapore’s efforts
to industrialize.

The start was inauspicious, however (Chiang 1998). EDB’s training-
cum-production workshops and worker retraining schemes in the late
1960s and early 1970s ended in failure. The regular technical education
institutions were also inadequate: their programs offered only “reme-
dial” options for weak students, and they took too long to produce
graduates. EDB therefore decided to partner with leading international
firms with proven training systems. The objective was to learn the
training business from these partners, train to their requirements, and
adapt the methods for local needs.

EDB’s first foreign training partner was Tata Group, then India’s larg-
est engineering firm. The Tata-Government Training Center opened in
1972 to supply workers for Tata’s precision engineering plant in Singa-
pore. It trained Singapore workers the same way that Tata’s workers in
India were trained. The Singapore government provided the land and
buildings, contributed 70 percent of the center’s operating costs, and
paid the stipends of the trainees (who signed a bond, valid for five
years, committing them to work for the EDB or any company directed
by the agency). The center trained twice as many people as Tata
required. Tata had first pick of the graduates while EDB retained the
rest as an asset to attract other engineering firms to Singapore. The
agency’s strategy thus created a skills pipeline to grow an industry
cluster beyond the needs of a single company.

The arrangements with the Tata Group provided the template for
other company-affiliated training centers. EDB later enlisted the help
of foreign governments to upgrade the various training centers, and it
convinced foreign investors to participate in the pooling of training
resources. This development facilitated Singapore’s access to advanced
training resources for its emerging technology-intensive industries.
Resource channels included the secondment of foreign experts to Sin-
gapore on request, the training of EDB lecturers and technical staff at
the participating firms’ overseas locations, assistance with curriculum

(Box continues on next page)
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BOX 3.2 (continued)

and program development, donation or loan of equipment, commit-
ment to upgrade equipment and software, and so forth. The evolution
tracked the country’s transition from being a skills-driven economy to
one that is driven by technology, and ultimately, by innovation.

In 1993, EDB exited from direct involvement in training activities by
consolidating its institutes to form Nanyang Polytechnic, which was
brought under the purview of the Ministry of Education. In this way,
EDB’s innovative practices in industry-responsive skills development
(such as the “teaching factory” model) were mainstreamed and institu-
tionalized, thus benefiting the whole education and training system.

Figure B3.2.1 Evolution of EDB’s Skills Development Schemes,
1972-93

1993
Integrating into
the educational

mainstream

1972-75 1979-92

Establishing Upgrading to
EDB training centers EDB technology institutes

Source: World Bank based on Chan (2008) and Chiang (1998).

and the National Skill Development Corporation, headed by an eminent
private sector industrialist."”

Ireland and Costa Rica are other examples of countries with active gov-
ernment leadership that ensured close coordination between economic
strategy and training provision. In Ireland, the government established
new Regional Technology Colleges with an explicit orientation to train
workers for the emerging industries targeted by the Ireland Development
Authority (O’Hare 2008). In Costa Rica, new technical programs and
enhanced curricula were introduced at three major educational institu-
tions as part of the government’s effort in the early 1990s to attract Intel, a
leading technology company headquartered in the United States, to set up
its US$300 million assembly and test plant in the country (Spar 1998;
World Bank and MIGA 2006).

Countries with a more developed modern sector

In countries with a more developed modern sector, pre-employment TVET
has the potential to be part of a virtuous cycle that supplies the skills to
foster a technology- and knowledge-intensive pattern of growth. Globaliza-
tion and rapid technological change have increased economic competition
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among countries and placed a premium on skills. Workers with higher-
quality cognitive, technical, communication, and team skills are better able
to assimilate and use technology, to push the knowledge frontier, to inno-
vate, and to make efficient and informed decisions. Countries with these
“capacity” skills can deepen their technological capability to compete in
export markets, plug into global supply chains, and move more easily into
new areas of economic activity where profit margins remain high.

Where the modern sector is more developed and where a critical mass of
employers exists to drive the demand for higher-level skills, the “chicken-
and-egg” problem cited earlier becomes less binding. Mobilizing the input
of employers remains essential if pre-employment TVET is to minimize
complaints about its failure to equip graduates with job-relevant skills.
Employers know what skills are required for their operations; and firms
that are innovating with new technologies are in the best position to articu-
late the implications of newly adopted technologies. The government can
help enhance the economic relevance of pre-employment TVET by facili-
tating the transmission of clear signals about employers’ skills require-
ments, by encouraging employers to codify and communicate their skills
needs, and by incentivizing a responsive and flexible training supply to
meet employer’s demand for skills. Such demand can be signaled through
timely and widely accessible information about the jobs and wages of
recent graduates—information that can help guide current students in
their choice of training options and enhance accountability for results in
training provision.'

In the more-dynamic sectors of the economy, the demand for skills may
be sufficiently strong to attract proactive participation by employers in
shaping pre-employment TVET programs. The actions of Indian firms in
the country’s booming information technology (IT) and IT-enabled services
(ITES) industries are an example. IT/ITES companies have powerful incen-
tives to take the lead. The global market potential for their industries
remains substantial and not yet fully tapped, and there is thus a large unmet
demand for suitably qualified workers (the estimated shortfall is estimated
at between 0.8 to 1.2 million workers in 2012).'” Industry outreach to
schools and colleges is a common practice to align courses to industry
needs.'® In a significant development for pre-employment training for the
IT/ITES industries, Indian companies have joined forces through the
National Association of Software and Service Companies (NASSCOM) on
common skills assessment tests. Through this collaboration, the NASSCOM
Assessment of Competence (NAC) was introduced in 2006 to assess entry-
level skills for the ITES industry, followed subsequently by the NAC-Tech
certificate to test engineering skills for the IT industry (NASSCOM-Everest
2008).
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Responding to Social and Equity Concerns

By imparting job-relevant skills, pre-employment TVET can potentially
boost the life chances of youth from marginalized populations. It is, how-
ever, not a panacea for the many economic and social problems faced by
this population. For one thing, pre-employment TVET is no substitute for
equipping disadvantaged youths with a strong foundation of basic literacy
and numeracy skills. Much research has demonstrated the importance of
such skills for success in the labor market. These skills are typically acquired
beginning in primary and lower secondary education. The second point to
recognize is that pre-employment TVET counteracts the effects of a general
scarcity of jobs in weak economies. The solution requires broader strategies
that go beyond TVET policies. Focusing more narrowly on social and equity
concerns in pre-employment TVET, we highlight below two important
aspects: its accessibility and responsiveness to the needs of the disadvan-
taged. The discussion complements the next two chapters in this volume in
their exploration of the role of apprenticeships (as a form of OJT) and of the
impact of ALMPs targeted toward vulnerable populations.'®

Access to pre-employment TVET by disadvantaged groups

Access to pre-employment TVET by disadvantaged groups is a concern
when these groups are shut out of programs that are effective in imparting
job-relevant skills. In some countries, pre-employment TVET in fact enrolls
a disproportionate share of the disadvantaged. These students tend to face
tighter liquidity and information constraints, may expect lower returns to
investments in training, and have lower levels of cognitive and noncogni-
tive skills to compete for and succeed in the best programs. Because of the
high correlation between educational achievement and socioeconomic sta-
tus, most available studies show that students from higher-income families
are more successful in gaining entry to the more-desirable academic streams.
Their peers from poorer homes are then left to fill places in second- or last-
choice options, (often) including TVET. The result is a vicious cycle of indif-
ferent political support for TVET, inadequate funding, low quality of inputs,
poor program image, and limited skills acquisition for employment. In
many countries, the decline in pre-employment agricultural TVET, for
example, is a manifestation of this dynamic (World Bank 2007). Reversing
the situation is not easy: public interest in such programs is waning and
school-based TVET programs tend to be more expensive than general educa-
tion (see, for example, Mingat, Ledoux, and Rakotomalala 2010). Revitaliz-
ing pre-employment TVET that serves the poor is likely to require systemic
reforms to modernize institutional governance, curricula design, and peda-
gogical methods. Ironically, one of the best approaches may be to enhance
basic literacy and numeracy skills in marginalized populations, to establish a
solid foundation for individuals to learn new skills throughout life.
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Where pre-employment TVET programs are attractive (for example, in
such fields as medical technology and ICT with good prospects for well-paid
jobs), access by the poor can be constrained by such factors as geography,
admission criteria, and costs. Lack of awareness about these programs and
shortage of funds to cover fees, transport, and lodging expenses add to the
barriers faced by the poor, particularly those in rural areas. Gender dis-
crimination in pre-employment TVET has also been highlighted as a prob-
lem in many countries (see, for example, King and Palmer 2010). Stereo-
types about the types of jobs suitable for men and women tend to channel
boys and girls into different training programs and reinforce patterns of
enrollment that limit women’s ability to acquire skills for better-paying
jobs. Interventions that can help enhance access to desirable programs of
pre-employment TVET by marginalized groups include targeted scholar-
ships or financial support, modification of selection criteria, and increased
presence of female instructors in courses that prepare trainees for tradition-
ally male-dominated occupations. Successful efforts are likely to be anchored
by an explicit link with employment opportunities, for which a customized
program of pre-employment training provides a stepping stone for the disad-
vantaged (see box 3.3 for a private sector-led example in India).*

Private Sector-Led Pre-Employment TVET for
Construction Workers in India

Larsen and Toubro’s Construction Skills Training Institute (CSTI) is an
example of a structured, industry-led pre-employment training initia-
tive that targets the disadvantaged. Established in 1995 by Larsen and
Toubro (L&T), a US$9.8 billion technology, engineering, construction,
and manufacturing company, CSTI reaches out to youth in rural India
to equip them with skills required for the company’s international and
national construction business. Highlighted below are features of the
CSTI program that make it an effective source of pre-employment
TVET that benefits the disadvantaged.

Selection criteria: The admission criteria are geared to low-skilled
workers capable of reaching high standards in the physically demand-
ing construction industry. The qualifying educational attainment starts
at Primary Grade 5 and it explicitly excludes those who possess a
diploma, a degree, or qualification as software professionals. Selection
into one of the several trade areas (such as formwork carpentry, bar

(Box continues on next page)
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BOX 3.3 (continued)

bending and steel fixing, masonry, plumbing, electrical, and welding)
offered by CSTI is made on the basis of written and practical entrance
tests.

Curriculum and methodology: Courses in each trade have specific
occupational standards of knowledge and skills grouped into three dis-
tinct levels: basic, intermediate, and high. All training courses are short
term, ranging from 200 hours spread over one month to 600 hours
over three months. About 80 percent of the courses is work-based
practical training and the remaining 20 percent is classroom oriented.
The emphasis is on “performing” rather than “knowing.”

Assessment and certification: CSTI courses employ a modular
approach, allowing for continuous assessments at each stage of train-
ing. Trainees at all levels take Trade Competency Tests at periodic
intervals to ascertain progress in meeting the required standards in
knowledge and skill. Individual progress is recorded and recognized
through workmen referral cards. Highlighting personal data and skill
levels of jobs performed, these cards are easily accessed, referenced,
and updated.

International and national benchmarks: To comply with global stan-
dards of excellence, CSTI developed its training program in partner-
ships with Henry Boot Training Ltd and the Construction Industry
Training Board of the United Kingdom. It is also registered as a voca-
tional training provider under the Ministry of Labor and Employment’s
Skill Development Initiative Scheme, which makes its trainees eligible
for public training subsidies and for a National Council for Vocational
Training certificate upon passing the relevant tests.

Employment prospects: CSTI admits about 1,200 new entrants annu-
ally in its various campuses, and deploys 100 trained workers monthly
to L&T’s construction projects. Successful completers of CSTI training
courses are employed initially on contract through subcontractors. At
the CSTI in Mumbai, for example, less than a quarter of the trainees get
hired directly by the company, while the others find employment else-
where. The modularized training program allows for steady, incremen-
tal skills acquisition. At the end of six to seven years, good performers
may progress to formal employment by L&T, including at the supervi-
sory level.

Sources: World Bank based on http://www.Intecc.com/homepage/CSTI/pdfs/
English-Brochure.pdf; http://www.Intecc.com/homepage/CSTI/; http://www.

bloomberg.com/news/2010-12-20/india-can-t-find-enough-
laborers-to-build-roads-in-1-trillion-singh-plan.html.
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Pre-employment TVET as a source of skills acquisition by the disadvantaged
Pre-employment TVET as a source of skills acquisition by the disadvantaged
raises issues about the content of training in relation to the jobs and sources
of income that most people in this population are likely to find. In urban
areas, most of the jobs will be in the informal economy involving small-
scale production and petty trade. In rural areas, nonfarm activities are gain-
ing importance as a source of income.?' In these circumstances entrepre-
neurship skills are a critical complement to the functional expertise that
pre-employment TVET may impart. Such skills include the ability to iden-
tify and evaluate business opportunities, to estimate and keep account of
input costs and the volume of sales, to manage production and personnel,
interact with customers, market goods and services, and so on (see, for
example, World Bank 2007). However, reorienting formal, school-based
programs of pre-employment TVET to provide suitable training in entre-
preneurship skills for disadvantaged groups has proved to be difficult
(Johanson and Adams 2004), possibly because of weak incentives, inade-
quate knowledge among staff to redesign the training programs, and so
forth. More fundamentally, it is also unclear that formal, school-based pro-
grams of pre-employment TVET are the right instrument. According to
ADB (2009), such training in fact plays a minor role in helping the benefi-
ciaries. Much more important are non-training measures, including evalu-
ation of the prospects of income-generation, provision of business advice
and access to credit for graduates, and regular tracer studies of graduates to
ascertain the continued relevance of the training provided. Experience also
suggests that provision of training through nonformal training centers and
nongovernmental organizations is likely to be more cost effective than
school-based formal arrangements (see, for example, ADB 2008).

Ensuring Effectiveness and Efficiency in
Pre-Employment TVET

Although precise estimates are elusive, reflecting diversity in training pro-
vision across countries, pre-employment TVET programs often cost signifi-
cantly more per student than general education programs at the same
level.*? Given their costliness, the revival of interest in such programs in
recent years has highlighted questions about their effectiveness and effi-
ciency and hence their affordability as an option for expanding secondary
and post-secondary enrollments. Below we examine two issues that are
relevant in this regard: (i) pre-employment TVET in relation to general
education, focusing on the secondary level; and (ii) governance of and
accountability in training provision.?
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Pre-employment TVET in relation to general education

When to introduce vocational content into the curriculum and how much
emphasis to put on the vocational content are two recurring questions that
policy makers in many countries face. Poor choices by the government on
these matters can arise from weak policy-making processes, and they are
often perpetuated by inadequate attention to the monitoring and evalua-
tion of alternative pathways for young people to make successful transi-
tions from school to work. Introducing pre-employment TVET earlier
rather than later has an appealing logic in theory: it gives students a head
start in acquiring skills for employment and orientates them to the world of
work. The concept has been introduced in various formats in developing
countries, including vocationalization or diversification of the curriculum,
with mixed results (see, for example, ADB 2008; Johanson and Adams
2004). Success often depends on the type of vocational content being intro-
duced. Where the content requires costly inputs of specialized teachers,
purpose-built facilities and equipment, and expensive materials, success is
usually elusive, particularly in low-income countries where tight budgets
make the arrangements financially unsustainable. The prospects improve
where training programs can be implemented easily; where the content
relates to both general learning and job applications (for example, training
in computer skills, business studies, and so forth); and where the programs
fit well into an academic setting (King and Palmer 2010). Some have argued
that a better approach than integrating TVET into general education is to
concentrate the resources in intensive training programs for those who are
about to take up a job or are already in one (ADB 2008).

Diversity in country conditions precludes a one-size-fits-all conclusion
about the most appropriate time to introduce vocational content. However,
against a backdrop of rising skills demands, more countries are deferring
vocational specialization until upper secondary education, to ensure that
students acquire a solid general education before training to acquire more
specific skills (see, for example, UNESCO-UIS 2006; Adams 2007).The ben-
efit of delaying vocational tracking has been documented in several studies.
According to Jakubowski et al. (2010), the one-year delay in separating
students into general or vocational tracks in Poland’s 1999 Education
Reform raised by an estimated 100 points (or a whole standard deviation)
the test scores of students who would have been channeled into the voca-
tional stream. Pekkarinen, Uusitalo, and Pekkala (2006) examined the
impact of Finland’s school reform of 1972-77, which raised the age at
which students are tracked from 12 to 16, and found that the reform had
reduced the intergenerational income correlation by seven percentage
points. Meghir and Palme (2005) examined the impact of Sweden’s educa-
tion reform in 1950, which extended compulsory schooling to nine years,
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replaced ability-based placement of pupils after grade 6 into academic and
nonacademic streams with one based on self-selected placement, and
imposed a nationally unified curriculum. They found that the reform had
raised the educational attainment and the earnings of children whose
fathers were less well-educated. The adverse impact of early tracking on
educational mobility and equality has been documented in Bauer and
Riphahn (2006) in a comparison of Swiss cantons and by Hanushek and
Wossmann (2006) in a cross-section of mostly developed countries. As
shown by these studies as well as current trends, the deferment of voca-
tionalization may be a key factor in improving the effectiveness of pre-
employment TVET.

Another important concern with pre-employment TVET is that prema-
ture tracking may lock students into undesirable career paths with dead
ends. Upper secondary education in Mexico, for instance, consists of three
separate streams: (i) general upper secondary that prepares students for higher
education, (ii) fechnological upper secondary that prepares students for both
careers as professional technicians and for higher education, and (iii) techni-
cal professional education that includes various vocational and professional
programs. The lack of mobility across these subsystems is seen as one factor
contributing to the high dropout and low graduation rates at the upper
secondary level (World Bank 2010). Addressing this problem has been the
focus of the government’s ongoing reforms of secondary education since
2007. By contrast, pre-employment TVET in secondary schools in the
United States takes the form of elective courses through Career and Techni-
cal Education programs. Such programs enable students to earn skills qual-
ifications while still in high school, through tests approved by various
industry bodies. These qualifications enable students to build their careers
through additional courses or use them to obtain employment.*

Governance of pre-employment TVET and accountability in training provision
Weak governance and lack of accountability are common problems of gov-
ernment failure that affect the effectiveness and efficiency of TVET pro-
grams. These challenges are themselves closely associated with poor policy-
making processes and inadequate attention to monitoring and evaluation.
In many developing countries, the responsibility for pre-employment TVET
is often fragmented across several ministries, typically, education, labor,
and social welfare, and across departments within ministries, often with
unclear organizational structures and potential overlap in mandates. The
resulting difficulties in coordination and collaboration raises the risk of
duplication of effort and inadequate attention to public sector functions
required for effective and efficient delivery of services in the system as a
whole. Such functions include:
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e developing policies and standards for quality assurance

¢ informing the public regarding the demand for skills and the quality,
outcomes, and costs of training options, in both the public and private
sectors

e supporting all training providers, public and private, to assure the quality
of services through the development of common competency standards,
instructional materials, and instructor-training programs

¢ incentivizing private providers to meet service delivery standards

e rationalizing training provision within the public sector

e targeting training resources and services to marginalized populations or
underserved localities.

Concern about these issues has led governments to organize the over-
sight of training provision under apex entities such as national, subnational,
or sector training authorities.>> While such organizations differ across coun-
tries in their specific structures and powers, the more effective ones share
at least three characteristics: (i) they are based on strong partnerships with
and accountability to stakeholders, particularly employers; (ii) they have
real authority to make decisions, backed up by control over budgets and
resource allocation; and (iii) they oversee but are not directly involved in
the administration of individual TVET institutions and the delivery of train-
ing programs (ADB 2008). Singapore’s Institute for Technical Education
(ITE), which enrolls some 25 percent of each cohort of 10th-grade gradu-
ates, is a good example of an organization that exhibits these attributes in
the management of pre-employment TVET, following a 10-year process of
sustained effort to transform the system.? Under its current “One ITE,
Three Colleges” governance structure, oversight functions are centralized
under a statutory board accountable to its parent ministry, the Ministry of
Education, while the delivery of training programs is decentralized to each
of the three colleges under the direction of a principal (Law 2008).

Separation of the oversight functions from those relating to service deliv-
ery puts the apex training authorities in a position to manage training pro-
viders more effectively. It can foster diversity and competition in the train-
ing market by enabling or attracting nonstate providers to participate more
actively in training provision. In India, for example, the government’s new
policies allow private sector operators to manage governmental training
institutions under contract (Goyal 2011). With regard to governmental
training institutions, the apex authority has a variety of instruments with
which to foster greater responsiveness and effectiveness in service delivery.
These typically include devolving decision-making power to individual
institutions, requiring industry representation on the boards of the institu-
tions, and increasing their accountability for explicit results, especially in
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terms of the job destinations and earnings of their graduates and the satis-
faction of employers. Fostering mutually beneficial linkages between train-
ing institutions and key stakeholders, among them potential future employ-
ers of their graduates, is another important avenue to enhance the
effectiveness of pre-employment TVET providers in aligning their programs
to the demand for skills.

Conclusion

Pre-employment TVET is, by definition, intended to equip young people
with skills for work. It builds on the foundation established through early
childhood education and general schooling and is often seen as a useful
bridge between school and work. Pre-employment TVET encompasses a
variety of programs, including those in formal settings such as secondary
schools, typically in the upper grades, or post-secondary institutions (for
example, polytechnics or community colleges), as well as the short-dura-
tion modular courses offered through various nonformal channels (such as
training centers). This chapter has focused on the former type of programs;
a later chapter addresses the issues related to nonformal programs.

Across countries, the share of enrollments in TVET tends to increase
with the level of income, a pattern that is consistent with the greater
demand for technical skills in more advanced economies. Evidence from
studies on the returns to TVET shows no particular pattern, suggesting that
the economic value of TVET is likely to be context-specific. For this reason,
clear-cut conclusions about the operational design of pre-employment
TVET are elusive. What is clear, however, is that most developing countries
share concerns about the relevance, effectiveness, and efficiency of pre-
employment TVET. The experience of such countries as Korea and Singa-
pore underscores the potential relevance of TVET as a source of skills to
support growth and economic development. However, the investment
requires careful and sustained coordination of effort to overcome difficul-
ties in aligning skills supply and demand. In general, ensuring coherence in
skills supply and demand requires appropriate organizational and gover-
nance arrangements at both the systemic and institutional levels that give
employers, among other stakeholders, a say in shaping pre-employment
training. Filling our knowledge gaps regarding the best ways to design these
arrangements is an important part of the research agenda to improve the
relevance, effectiveness, and efficiency of pre-employment TVET in prepar-
ing today’s youth for tomorrow’s jobs.
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Notes

1. We would like to thank, without implication for remaining errors, Arvil Van

Adams, Cristian Aedo, Mohamed Thsan Ajwad, Ariel Fiszbein, and Mamta
Murthi for their thoughtful comments on an earlier version of this chapter.

. According to UNESCO and ILO (2002) TVET refers to “aspects of the educa-

tional process involving, in addition to general education, the study of tech-
nologies and related sciences, and the acquisition of practical skills, attitudes,
understanding and knowledge relating to occupations in various sectors of eco-
nomic and social life.”

. Adams (2007) emphasizes the importance of separating the TVE from the sec-

ond T (training) in discussing TVET policy issues. TVE is typically part of the
formal education system, often under the purview of the ministry of education,
while the second T tends to come under the other ministries, especially the
ministry of labor, ministry of trade and industry, and other ministries with a
sector focus. The second T is also more diverse in the clientele it serves, and in
management, financing, and provision. In practice, however, the separation is
not always clear-cut. In China, for example, both the Ministry of Education
and the Ministry of Labor and Social Security operate education institutions
offering TVE; whereas in Singapore, the TVE-offering Institute for Technical
Education under the Ministry of Education also runs T-type courses on its
premises. In the Organisation for Economic Co-operation and Development
(OECD) countries, policy discussions refer to VET, thus dropping the first T
instead of the second in the acronym (see, for example, OECD 2010).

. Between 1999 and 2009, for example, the primary school completion rate

among low-income countries in Sub-Saharan Africa rose from an average of
about 43 percent to 63 percent (Majgaard and Mingat 2012).

. Fretwell (2009) suggests that employment in the informal sector, including in

nonformal agriculture, ranges from 34 percent in South Africa, to 62 percent in
Mexico, to 93 percent in India, and reports that in North Africa, informal sector
enterprises contribute about 27 percent to the nonagricultural GDP of the
region. Adams (2008) cites research findings that put the informal sector’s con-
tribution to the GDP at an average of 42 percent for 23 African countries in
2000 and at 7-12 percent of GDP in South Africa, a middle-income country
with a smaller informal sector than other African countries.

. The finance minister of India, for example, in emphasizing the importance of

skills for India, states that “our economy has to be technologically innovative if
we are to realize this vision of inclusive development.... The most critical factor
in realizing our vision is the human element be it at the level of leadership or
at the level of a common worker on the floor of the factories, or in the fields
and construction sites. We would need the right kind of expertise and skills at
all levels. Personally, I attach the highest importance to skill development to
ensure that the country benefits meaningfully from its imminent demographic
dividend.” (Press Information Bureau, Government of India. See http://www.
pib.nic.in/newsite/erelease.aspx?relid=68693, accessed on April 4, 2011.)

. The widely used International Standard Classification of Education (ISCED),

developed in 1997 and updated in 2011 by the United Nations Educational,
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Scientific and Cultural Organization (UNESCO), provides a systematic frame-
work for categorizing educational programs. The data presented below rely on
the 1997 dlassification, which distinguishes the following six levels of instruction:
pre-primary education (level 0), primary education (level 1), lower secondary
(level 2), upper secondary (level 3), post-secondary nontertiary (level 4), first
stage tertiary (level 5), and advanced research or high-skills qualifications (level
6). The programs at levels 2-4 may be one of three types: general (A), pre-voca-
tional (B), or vocational or technical (C). A distinction is made between voca-
tional and other programs at level 5 while no distinction is made at level 6 where
all programs are expected to terminate in exit from the system. See UNESCO-UIS
(2006) and UNESCO 2011 for a mapping between the 1997 and 2001 classification
categories.

. UNESCO-UIS 2006 concludes that TVET provision is more common at the

upper secondary (ISCED 3) level than at either the previous or subsequent levels
(that is, postsecondary nontertiary (ISCED 4) or lower secondary (ISCED 2)).

. See endnote 7 for the definitions.
. http://www.oalj.dol.gov/PUBLIC/DOT/REFERENCES/DOTAPPB.HTM (acces-

sed on October 10, 2011).

These categories correspond closely to the divisions in Bloom'’s (1976) taxon-
omy, which makes the following distinctions: (a) cognitive skills, as demon-
strated by an intellectual grasp of the subject matter of various academic disci-
plines such as English, mathematics, various pure and applied sciences, history,
and so forth; (b) affective skills relating to a person’s perception of the meaning
and value of work, concept of self and others, and attitudes toward timeliness,
accuracy, and general commitment to quality and performance; and (c) psy-
chomotor skills for the tasks to be performed in an occupation, job, or business
(for example, operating a lathe, preparing architectural plans, and installing
equipment) and the ability to apply the skills in practice.

Answering these questions requires data that are currently unavailable in most
developing countries. To fill this data gap, the World Bank launched a multi-
country study in 2010—the Skills toward Employment and Productivity (StEP)
Skills Measurement Study. This study will measure the level and distribution of
cognitive, noncognitive, and technical skills of the adult population, along the
lines of the OECD’s Programme for the International Assessment of Adult
Competencies. It will also examine the relation between these skills and labor
market outcomes, and the extent and nature of skills mismatches between
skills supply and demand.

The importance of a strong foundation in literacy and numeracy has received
renewed attention in developed countries in recent years. See for example,
Wolf (2011) on vocational education and training in the United Kingdom and
Arum and Roksa (2011) on college education in the United States.

The scarcity of managerial skills is often also an impediment but they are not
the focus of our discussion here. For a discussion on the importance of such
skills, see Ichniowski and Shaw (2009).

For more details of the arrangements in India, see Government of India (n.d.)
at: http://labour.nic.in/policy/NationalSkillDevelopmentPolicyMar09.pdf (acces-
sed July 19, 2011).
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Tracer studies are a particularly relevant instrument in this regard and are rou-
tinely used in some countries to provide information both to guide student’s
choices and to shed light on the performance of training providers. Sonder-
gaard and Murthi (2012) cite good practice examples from Hungary, Romania,
and the Netherlands (where the practice has been in place since 1989 with
regard to university education).

See NASSCOM-Everest (2008).

For example, through its “Campus Connect” program, Infosys, one of India’s
leading ICT firms, integrates a 130-hour, classroom-based, proprietary training
program into the academic schedule of participating colleges. Students learn
about the company’s business and acquire some job-relevant skills while the
company gives Infosys access to a pool of potential employees and reduces the
training costs of new recruits selected from the pool (Wadhwa, de Vitton, and
Geretfi 2008).

See Adams (2011) for a more detailed discussion on how skills development
can play a role in overcoming social disadvantage.

In China’s Guangdong province—one of the country’s leading regions that has
achieved sustained rapid growth over the past few decades—the demand for
skilled workers is so strong that it has prompted efforts by training institutions
to recruit students from rural areas to meet the demand. Qing Yuan Senior
Technical Institute (QYSTI), a state school offering upper-secondary-level
instruction in various engineering fields, is one such example. Over the past 15
years, the school has trained 30,000 skilled workers, of whom 18,000 come
from poor families in the lagging regions of the province. More than 98 percent
of its trainees land jobs upon graduation. The school hosted a World Bank-
sponsored study visit in November 2010. (For the study, visit http://go.world-
bank.org/TWWF6WKBS80.)

. World Bank (2007) cites a finding reported in DfID (2005) that up to 42 per-

cent of total rural incomes in parts of Africa today come from nonfarm sources.
For example, according to Canning et al. (2007) public spending per student in
secondary-level TVET exceeds the corresponding figure for general programs
by 61 percent in Lithuania, 27 percent in Poland and 16 percent in the Czech
Republic. Gill et al. (2000) report that in Chile, per student subsidies for sec-
ondary industrial and commercial schools are 25-100 percent more than those
for general education; and in Egypt, secondary technical education costs 2.5
times as much as general education at the same level.

The effectiveness of pre-employment TVET also depends on the arrangements
for service delivery. It is, however, beyond the scope of this paper to examine
these arrangements in detail. Suffice it to say that teachers are a key factor, just
as they are in the delivery of general education. To be effective, pre-employ-
ment TVET teachers require work experience in their subject area, but must
also be skilled at handling students with academic and possibly also social defi-
cits. See ILO (2010) for a useful discussion of a broad set of issues relating to
TVET teachers.

Bishop (1989) notes that occupationally specific education in high schools low-
ers dropout rates of at-risk students and raises graduates” wages and employ-
ment if they obtain training-related jobs (less than 50 percent do). Measures to
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raise training-related placement rates include ensuring that students’ career
choices before training are well-informed, that training is geared toward occu-
pations in strong demand, that employers are involved in the delivery of train-
ing, and that vocational teachers take responsibility for the placement of their
students.

25. A recent example of a regional apex entity is the Sindh Technical and Voca-
tional Training Authority. It was set up by a provincial government in Pakistan
in 2007 to consolidate 68 government pre-employment training institutions
that previously had belonged to three different parent ministries (Government
of Sindh 2009). Apex training authorities now exist in many countries, includ-
ing in Sub-Saharan Africa. In a large country like India, the governance struc-
ture that was recently set up has three tiers: the National Council on Skill
Development, chaired by the Prime Minister; the National Skill Development
Coordination Board, chaired by the Deputy Chairman of the Planning Commis-
sion; and the National Skill Development Corporation (see http://dget.gov.in/).

26. In 2007, ITE won the inaugural IBM Innovations Award in Transforming Gov-
ernment, conferred by Harvard University’s Ash Center for Democratic Gover-
nance and Innovation, based on the “innovation, effectiveness, significance,
and transferability of its [transformation plan].” See http://www.innovations.
harvard.edu/awards.html?id=93291 (accessed on March 14, 2011).
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Annex: Detailed Data Sources for Table 3.1

103

Country and

year of data Data Author(s)

Egypt, Arab Egyptian Labor Market Survey, 1998; Sample: El-Hamidi (2006)

Rep. (1998) 4,843 urban private sector workers in 1998
(cross-sectional)

Singapore Mid-1998 Labor Force Survey; Sample: 15,000 Sakellariou (2003)

(1998) observations (cross-sectional)

Sri Lanka Labor Force Survey, 1992-93 (Sample: 24,535 Riboud,

(2002) observations); 1997-98 (Sample: 23,229 Savchenko, and
observations); 2001-02 (Sample: 20,838 Tan (2007)
observations) (cross-sectional)

Thailand Thailand’s Labor Force Survey, 1989 to 1995 Moenjak and

(1989-95) inclusive; Sample: 4,885 individuals (2,633 males Worswick (2003)
and 2,252 females) (cross-sectional)

Israel (1983) 1983 Census of Population and Housing; Sample: Neuman and
13,879 individuals (cross-sectional) Ziderman (1991)

India (2004) National Sample Survey, 1983-84 (Sample: 81,521 Riboud,
observations); 1987-88 (Sample: 47,568 Savchenko, and
observations); NSS 1993-94 (Sample: 81,521 Tan (2007)
observations); 1999-2000 (Sample: 80,108
observations) 2004 (Sample: 39,190 observations)

(cross-sectional)

East Germany | German Socio-Economic Panel, 1984-96; Sample: | Lechner (2000)

(1984-96) 1,411 observations

Romania Six annual LSMS-type household surveys from Malamud and

(1995-2000) 1995-2000 based on yearly cross-sectional Pop-Eleches
representative samples; Sample: 13,133 individuals | (2008)

(LSMS)

Tanzania
(1997-2000)

Fourth and fifth rounds of the Tanzanian
Manufacturing Enterprise surveys (1997-2000);
Sample: 2,527 individuals (panel)

Kahyarara and
Teal (2008)

Indonesia Indonesia Family Life Survey (IFLS), 1993, 1997, Newhouse and
(1993, 1997, 2000, and 2007; Sample: 17,485 total labor Suryadarma (2011)
2000, 2007) market observations on 7,607 individuals (panel)

Pakistan Pakistan Integrated Household Survey 1993-94 Riboud,

(2004) (Sample: 10,553 observations); 1996-97 (Sample: | Savchenko, and
11,589 observations); 2000-01 (Sample: 16,200 Tan (2007)
observations) (cross-sectional)

Rwanda Rwanda Household Living Conditions Survey, Lassibille and Tan

(1999-2001)

1999-2001; Sample: 2,013 observations (cross-
sectional)

(2005)

Suriname
(1990, 1992,
1993)

Suriname Household Survey 1990 (4 waves), 1992
(2 waves), and 1993; Survey sample: 7,010
individuals (cross-sectional)

Horowitz and
Schenzler (1999)
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Employer-Provided Training:
Patterns and Incentives for
Building Skills for Higher
Productivity

Rita Almeida and Yoonyoung Cho'

Programs for skills development while on the job are crucial for economic
performance and growth. In fact, a significant part of human capital is accu-
mulated through on-the-job training (OJT), and, over their lifetimes, work-
ers acquire most of their new and improved skills on the job. Especially
when tastes and technologies change rapidly, human capital investments
are important in maintaining firms’ competitiveness, innovation, and
growth. Without a workforce that continually acquires new skills, appro-
priating all the returns from technological progress is difficult. As pre-
employment and technical training are increasingly criticized for producing
skills that do not immediately align with the labor market, investment in
job training by the private sector gains additional relevance for skills devel-
opment policy. This chapter presents important patterns in OJT and dis-
cusses policy tools to promote that investment in the developing world.
On-the-job skill development can be accomplished through both formal
training, provided mainly by employers, and informal processes, including
learning by doing. OJT can also take place at both formal and informal
firms. Depending on the definition of formality in skill development at the
firm level, the content and scope of OJT will vary. In this chapter, on-the-job
training is defined as formal training provided by private sector firms to
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their workers. It will thus capture different forms of internships, appren-
ticeships, and training courses while individuals are working.?

The importance of OJT for an individual’s lifetime human capital and a
firm’s productivity has been widely noted and researched to date, at least
for the United States.’ A substantial part of one’s human capital is accumu-
lated through post-school investments and OJT. Heckman, Lochner, and
Taber (1998), for example, suggest that post-school human capital accumu-
lation that takes place on the job explains more than half the lifetime
human capital in the United States. OJT is an important channel through
which workers upgrade skills and remain competitive in the labor market,
and through which firms adopt technology and innovation. A large body of
literature, mostly in developed countries, shows that OJT is positively asso-
ciated with increases in individual workers” wage growth and firms’ pro-
ductivity and innovation.* Some studies on developing countries, though
not as many as those of developed countries, also suggest that individuals’
earnings can substantially increase with OJT and that the size of the returns
may be larger in developing countries.

OJT can play an important role in equipping workers with relevant labor
market skills in developing countries, where education systems and pre-
employment technical training often suffer from severe limitations. In
many developing countries, a large number of workers enter the labor mar-
ket without basic abilities, let alone high-end technological skills. Even the
lucky few who had a chance of receiving pre-employment technical and
vocational education and training (TVET) may not have adequate skills
either, due to the many existing issues discussed in chapter 3. In such cases,
OJT can be an important alternative in producing skilled workers if well
designed and implemented.

Despite the potential benefits and the important role of OJT, the inci-
dence of OJT in developing countries is quite low, and the constraints to the
provision of OJT are not fully understood. Early evidence suggests that firm
characteristics, including size, sector of activity, and employees’” human
capital composition, partially explain firms’ decisions on the provision of
job training. Firms that provide training to their workers tend to be, on
average, larger and more open to trade, and have higher foreign ownership
and a workforce with more years of formal schooling. This suggests that
small firms unable to take advantage of the economies of scale and faced
with large initial costs of training, less-open firms with little information
and incentives to innovate, and those with already low-skilled workers
may experience particularly large barriers to OJT. Nevertheless, the large
within-country differences in the incidence of training are not explained by
observable firm or worker characteristics alone. In this chapter we will rely
on combined information from micro surveys and empirical analysis
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together with theoretical arguments to identify the barriers that reduce
skills development on the job.

The chapter highlights that, despite their pervasiveness, public-sector
training funds throughout the developing world often fail to address the
main market failures. Furthermore, the low level of investment in job
training in most of Africa and South Asia does not necessarily imply the
need for government intervention. In fact, for many firms, investment in
training may pay off with little government intervention. Good examples
of industry-led training initiatives include one of India’s leading companies,
Infosys. A software technology giant, Infosys, completed a new 300-faculty
Global Education Center in 2009 with a training capacity of 14,000 seats,
dedicated to enhancing the competencies of company staff. Another exam-
ple is Malaysia’s Penang Skills Development Center, a partnership of sev-
eral enterprises coming together to benefit from industry-specific training
services financed through membership subscriptions, fees, and a govern-
ment subsidy. Its 17-year success inspired the Chittagong Skills Develop-
ment Center in Bangladesh. The Ghana Industrial Skills Development Cen-
ter, yet another industry-led training example, was formed through a
partnership of private firms, government, and donors to support the coun-
try’s budding manufacturing sector.

Underinvestment in OJT and poor implementation happen for a num-
ber of reasons. For example, many firms in developing countries may find
OJT investment unnecessary given their technological base, the skill com-
ponent of most of their jobs, or their reliance on informal training. Other
firms may face severe constraints in identifying appropriate training pro-
grams (including relevant curricula), in recruiting training experts, or in
financing the programs. For all these reasons, firms could fail to invest in
OJT even if expected (or ex ante) returns are high. Finally, some firms may
be willing to invest in training—and may actually have the required finan-
cial resources to invest—but do not allocate enough resources from a social
perspective because they fear external poaching of trainees by other
employers.” Implementing ad hoc OJT policies without addressing the core
reasons of underinvestment and without having a firm-specific approach
will also likely lead to government failures and efficiency loss. Therefore,
policies should address the primary source of market failures to avoid unin-
tended effects.

This chapter discusses potential failures in the area of OJT as well as
policy interventions from selected countries that have addressed these fail-
ures, and highlights some principles to improve the efficiency of such inter-
ventions. Two broad areas of intervention are discussed: institutional and
financial arrangements. The chapter argues that institutional arrangements,
including payback clauses and apprenticeship contracts, are needed to
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address information asymmetries between workers and firms that prevent
both parties from defining optimal training contracts. Training subsidies,
widely used across many countries, may be useful for overcoming credit
constraints and externalities if well designed and implemented. This chap-
ter argues that promoting a private training market and allocating funds to
a more targeted set of beneficiaries, together with ensuring governance and
institutionalizing monitoring and evaluation (M&E), can enhance the effi-
ciency and effectiveness of OJT-related policies.

The remainder of the chapter is organized as follows. The next section
reviews the current status of OJT, including our understanding of the ratio-
nale for and returns to OJT, the incidence of OJT across the world, and
some of the constraints faced by firms. The following section discusses pol-
icy tools that address constraints to OJT and promote OJT, focusing on best
practices found from international examples. The last section summarizes
the key findings and identifies knowledge gaps that future research can fill.

On-the-Job Training: What We Know and Where We Are

There is compelling empirical evidence that OJT can be beneficial both to
individuals and firms, although the magnitude of the benefits compared to
costs can be arguable due to the technical difficulties in measuring them.
Nevertheless, the share of firms that provide training in low-income coun-
tries is low and lags far behind that of developed countries. Several factors,
including the differences in the degree of development, skills level of the
workforce, and firm characteristics, provide partial explanations for the gap
and large heterogeneity across countries. However, there exists a knowl-
edge gap on the constraints of OJT and policy measures to address them.
This section discusses what benefits firms and individuals may receive from
OJT, how widely OJT is practiced around the developing world, and why
more investment does not take place.

Private Returns to OJT

The benefits of OJT ultimately translate into higher labor productivity of
trainees over several periods, which may lead to higher earnings and prof-
its. Participation or the provision of training though incurs some direct and
indirect costs at the time of training. From firms’ perspective, the current
investment in human capital raises expected future productivity at a cost to
the current period. In this sense, investment in human capital is very simi-
lar to investment in physical capital. However, unlike the latter, workers
retain the ownership of their increased, embodied human capital. Thus,
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firms may discount their future benefits and transfer some of the costs of
training to workers through lower wages to mitigate the risks of losing their
invested human capital. This is particularly true when the skills are general
and useful to other employers. From the perspective of workers, training
while working is in general a good investment. OJT both helps workers
accumulate human capital and signals their competence to the market—
even if it involves some foregone earnings. As long as the benefits of OJT
are larger than the costs, and the firms and workers can reach an agree-
ment on sharing costs, one would expect the provision of and participation
in OJT to be common in labor markets.

Efforts in both developed and developing countries to empirically esti-
mate returns to OJT investment have encountered a few difficulties. First,
measuring total training costs is not trivial. They comprise the opportunity
costs of training, or the forgone earnings, as well as the direct costs of train-
ing. Direct costs of training include, for example, the one-off cost of identi-
fying useful programs for the business, hiring training specialists, purchas-
ing training materials, and delivering the actual programs. Because of this
complexity, few surveys and empirical studies have accurately measured
the cost of training.® Second, a lack of good measures of the training epi-
sodes is also a constraint to examining the returns. Surveys typically collect
very different indicators of training, and information on the timing, dura-
tion, and type of training is difficult to obtain. Third, the outcomes of train-
ing over time—including productivity, profit, and earnings—are typically
difficult to quantify and are often based on self-reported perceptions or data
from one point of time. Finally, obtaining unbiased estimates that factor in
selection issues is difficult, as training participants who choose to receive
training are likely to differ from nonparticipants in both observed and
unobserved ways.

With these issues in mind, we examine some returns to OJT in out-
comes such as earnings and productivity. The empirical evidence consis-
tently shows that OJT is positively correlated with higher labor earnings,
although point estimates vary widely (see table 4.1).” This implies that
workers engaged in formal training programs receive positive and statisti-
cally strong wage premiums. As emphasized above, almost everywhere
the results should be interpreted with caution due to various issues, includ-
ing the selection problem.® However, even studies that carefully address
this selectivity problem in training or that measure the treatment effect on
the treated still tend to find positive effects of training on labor earnings.’
The magnitude of the measured premiums varies widely across different
countries, worker and job characteristics, and types of training. In general,
wage premiums are higher in developing countries than in developed
countries.'
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Table 4.1 Effects of OJT on Wages and Productivity: Evidence from Selected Countries

Country

Magnitude of effects

Data and methodology

Effects on wages

United States (Lynch 1992)

¢ OJT: 0.20-0.36 percent wage increase per
week of training

» Apprenticeship: 0.10-0.26 percent wage
increase per week of training

* Interviews with a panel of individuals 14-21
years of age in 1979, observed again in 1980
and 1983; data from the National Longitudinal
Survey, youth cohort

United States (Bartel 1995)

* OJT: Increases in wage growth and a rate of
return of about 13 percent

* 1986-90 personnel records of a large
manufacturing company

United States (Frazis and Loewenstein
2005)

* Formal training: Median of 60 hours increases
wages by 3-4 percent

* Panel analysis using data from the National
Longitudinal Survey, youth cohort, 1979-2000.

Republic of Korea and Malaysia
(Middleton, Ziderman, and Van Adams
1993)

* Republic of Korea: 28 percent rate of return
* Malaysia: 21 percent rate of return

* Survey of previous studies (Cohen 1985; Lee
1985)

Kenya and Zambia (Rosholm, Nielsen,
and Dabalen 2007)

» Formal training: 20 percent wage increase

* Matching estimation using cross-sectional data
from the Regional Program on Enterprise
Development

Malaysia and Thailand (Almeida and
Faria, 2009)

 Malaysia: 5.5 percent wage increase

* Thailand: 5.1 percent wage increase

 Returns close to zero when using matching
estimators

* Cross section of matched employer-employee
enterprise surveys (World Bank, 2002 and
2004). Least squared and matching estimation

(Table continues on next page)



LLL

Table 4.1 (continued)

Country

Magnitude of effects

Data and methodology

Effects on productivity

United States (Barron, Black, and
Loewenstein 1989)

* 10 percent increase in training hours resulted in
a 3 percent increase in productivity

 Cross-sectional survey collecting detailed
information on training and wages in 1982

Ireland (Barrett and O’Connell 2001)

* Training resulted in 3-4 percent productivity
growth

* Surveys of nationally representative enterprises
in 1993 and 1995

Portugal (Almeida and Carneiro 2009)

* Rate of return from training of 6.7-8.6 percent

 Panel of large manufacturing firms, 1995-99

Chile, Colombia, Mexico, and Peru
(Lopéz-Acevedo and Tan 2011)

* Effects of small and medium enterprise (SME)
program participation on productivity
(measured as sales, profits, or output): Chile,
7-9 percent; Colombia, 5 percent; Mexico, 5-6
percent; Peru, 21-26 percent

* Panel data of firms participating in SME
programs

Ghana, Kenya, and Zimbabwe (Biggs,
Shah, and Srivastava 1995)

* 49 percent increase in output after training

* Ordinary least squares estimation from
cross-sectional data of the Regional Program
on Enterprise Development
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In addition to positive returns of OJT to individuals” earnings, studies
also find a strong association between OJT and firms’ productivity. In mod-
ern economies with constant technological changes and increased competi-
tion, firms worldwide struggle to find workers with the right set of skills.!!
Investment in job training allows workers to adopt and implement new
technologies, eventually leading to increased firm productivity. Again, the
main difficulty in identifying and measuring the effects of training on pro-
ductivity comes from the fact that firms offering OJT tend to already have
a set of better observable (and unobservable) characteristics. Even after
controlling for these differences, however, studies show that increasing OJT
can enhance productivity.'?

The Incidence of OJT in the Developing World

Despite the benefits of job training around the world, the level of employer-
provided training in developing countries is generally low and quite het-
erogeneous within and across countries. This section draws extensively on
the Enterprises Surveys collected by the World Bank in more than 100
countries to document some of the main patterns.” The surveys contain
harmonized information on training incidence and allow analysis on some
core constraints for employers.

At the country level, the share of firms providing job training is strongly
correlated with the level of development measured as GDP per capita, and
the level of existing skills of the population measured as the average
(expected) years of schooling (see figure 4.1). In addition to those factors,
investment in research and development together with trade openness is
also an important country-level correlate (Almeida and Aterido 2010; Tan
et al. 2007). Labor policies and institutions such as hiring and firing regula-
tions, the power of unions, and minimum wage laws are also expected to
affect the incidence of training. For example, regulations increasing worker
protection and decreasing employment flexibility may increase the incen-
tives to train because firms are more likely to retain workers (Acemoglu
and Pischke 2000; Bassanini et al. 2005). Meanwhile, minimum wage reg-
ulations for low-wage earners may reduce training to compensate for
increased labor costs for the unskilled, inexperienced workers who would
need training most. The empirical evidence regarding labor regulations is
less robust in both developed and developing countries. Some studies of
developing countries suggest that regulations that simultaneously acceler-
ate the diffusion of temporary contracts and increase worker protection
tend to generate negative effects on the investment in human capital by
firms (Almeida and Aterido 2010; Bassanini et al. 2005).

Even among countries at a similar stage of economic development and
education level, significant heterogeneity is observed in the incidence of
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Figure 4.1 Training Incidence, Economic Development, and
Human Capital

a. Training incidence and economic development
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OJT. The differences in OJT investment, when controlling for country char-
acteristics, are strongly related to the characteristics of firms and their work-
ers. Training is more frequent among large and technologically intensive
firms that are likely to be more integrated into global markets and exposed
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to competition. Training incidence also varies widely by worker character-
istics, being less prevalent among less-educated and older workers, but
increasing with the tenure for a same job (see, for example, Barron, Black,
and Loewenstein 1987; Leuven and Oosterbeek 2004; Lillard and Tan
1992). Training incidence is also lower among women, arguably because of
their higher turnover and less attachment in the labor market. Low levels
of schooling and the widespread presence of small and micro enterprises
are some of the most important reasons for the lack of formal employer-
provided training across the developing world (Almeida and Aterido 2010;
Bassanini et al. 2005; Middleton et al. 1993; Pierre and Scarpetta 2004).

Why Are Firms Not Training More?

An absolute low incidence of training in a given region or sector does not
necessarily imply that firms are investing less than socially desired. If the
rates of return are low, for example, because the skills required for certain
professions do not improve with the available training, then the optimal
level of training would also be low. In such cases, policies may aim at a
broader goal of building training capacity and fostering a pool of skilled
workers for effective transmission of skills and technology, rather than
focusing on OJT-promoting policies. However, if failures in labor and capi-
tal markets, coordination failures, and lack of information hinder a firm’s
investment despite high rates of return, then a low incidence of training
implies underinvestment that should be addressed by public policies.
Several common reasons for not investing more in OJT emerge from the
Enterprise Surveys for a few selected countries and regions (see figure
4.2)." This provides some suggestive evidence on the potential constraints
to skills development on the job faced by many developing countries,
though not informing definite sources of failures. A majority of firms con-
sider informal training to be sufficient for their regular operation. It is pos-
sible that the level of skills or technology is not advanced enough to require
systematic training, implying that the coordination failures are widespread
in the economy. A lack of OJT-promoting systems such as training funds,
limited knowledge among firms about the benefits of training, or the lack
of know-how for delivering training may also leave firms satisfied with
informal training.!” Firms’ rejection of the need for OJT and skepticism
about its effectiveness are probably due to the poor quality of training and
low skills of the recipients. These conditions may encourage firms to stay
with informal training without making efforts to provide formal training.
In the surveys, there are also some firm responses that particularly sug-
gest market failures and call for public interventions. Examples include
high worker turnover and poaching of workers, which suggests externali-
ties, and financing difficulties and the lack of information and awareness,
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Figure 4.2 Reasons for Not Investing in OJT in Central America
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Note: Small firms have 1-49 employees, medium firms have 50-99 employees, and large
firms have more than 100 employees.

which also suggest market imperfections. As suggested in the next section,
“Promoting On-the-Job Training,” policy measures should be tailored to
address the main constraints to investment.

Whether smaller firms are disproportionately affected by these con-
straints compared to their larger counterparts is not straightforward. It is
often accepted without rigorous evidence that smaller firms are faced with
greater constraints to skills development because OJT is substantially less
common among these firms. However, it is also likely that smaller firms
may simply find the returns to investment lower. In Central America, high
worker turnover and the poaching of workers seem to be major deterrents
for investment in job training, especially among medium and large firms,
while financial difficulties and the lack of knowledge are more relevant for
small firms. The importance of each of these factors across firm size is likely
to differ across countries.'® To create relevant public policy interventions,
more study is needed of the constraints to OJT and of market failures in
skills development across firm size, type, sector, and region.
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Promoting On-the-Job Training

The previous section discussed why firms do not invest more in OJT despite
the potentially high returns. Among other things, we presented evidence
suggesting that market failures, including poaching externalities, credit
constraints, and imperfect information, are prevalent around the develop-
ing world.

The following subsections discuss policy tools to promote OJT. For the
interventions to work in fostering human capital accumulation in general,
they need to be aligned with the constraints faced by many employers. We
particularly focus on the two frequently discussed policy instruments: an
institutional arrangement between employers and workers, and a financial
arrangement that internalizes the possible poaching externality. In each
case, we emphasize best practices in design and implementation of the pro-
gram from the worldwide examples and discuss the lessons learned.

Shaping Institutional Arrangements and Getting
Incentives Right

Governments can establish institutional arrangements that align incentives
for firms and workers to invest in OJT. These arrangements are most effec-
tive when the key constraints to investment are high risk of worker turn-
over (the poaching externality) and firms’ difficulty in appropriating the
returns on the investment in training. These risks can be a major deterrent
to investing in job training when knowledge is portable across firms (and
thus is not firm specific). In that case, enforceable contracts that require
workers to stay with the employer that provides the training for a certain
period of time are a possible solution that enables the firm to recover the
costs of training.

The two most common instruments designed to facilitate such arrange-
ments are payback clauses and apprenticeship contracts. A payback clause
is a type of labor clause specifying that the worker is required to stay with
the firm providing the training for a minimum length of time. Otherwise,
the worker will have to pay back the costs of job training. Because workers
are required to stay with the training firm, employers can pay lower wages
to recover the training costs and can benefit from improved productivity
without the risk of losing workers to other firms. Because these instru-
ments require good governance and effective legal enforcement mecha-
nisms, they have been preferred by high- or middle-income countries.'”

The apprenticeship contract is probably the most widely used instrument
to promote OJT across the developing and developed world. An apprenticeship
is defined as a period during which individuals and firms engage in a work-
ing relationship, firms benefit from low-wage workers (usually early in
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their careers), and individuals have the opportunity to receive firm-specific
training. This arrangement is very popular and useful for promoting the
transition from school to work because it gives youth the opportunity to
develop skills that are directly relevant to the labor market after completing
their formal studies. During the apprenticeship period, wages are usually
set below the market rate with an expectation that they will rise afterward.
Therefore, the apprenticeship usually promotes the sharing of training costs
between firms and workers (by underpaying workers during training).
Because the implementation is relatively easy, financing and regulations
are flexible, and the curriculum can be customized, the apprenticeship is
popular even among micro and informal sector firms. However, the weak
educational base of informal sector workers (or the trainers), the lack of
quality standards for training, and the limited potential for scaling up have
been acknowledged as the main difficulties with apprenticeship.'®* Good
implementation may require enforcing both an adequate length of training
and certification systems, as well as improved access to new technology.
An example of a well-defined and established apprenticeship program
with good regulation is found in Germany. As a part of a dual-education
structure that distinguishes vocational and academic training, German
apprenticeship plays a critical role in vocational training. It combines
school-based and on-the-job training, follows a standardized curriculum
and well-monitored quality standard, and incorporates private education
(box 4.1). Adopting the long-standing traditions of German apprenticeship
will not guarantee successful program implementation, but lessons from

Germany: An Institutional Arrangement for
Contractibility

The apprenticeship is one of the best-known institutional arrange-
ments for addressing the contractibility problem between employers
and employees. This problem arises from the difficulty in defining a
wage and training program prior to the start of the employment rela-
tionship. More recently, apprenticeships have also attracted the atten-
tion of policy makers in many countries as a way of promoting school-
to-work transitions. The best examples come from countries with a
long tradition of apprenticeships and where this tradition also works as
an enforcement mechanism. This is the case in many African and some
European countries.

(Box continues on next page)
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BOX 4.1 (continued)

Traditionally, apprenticeships have two main components: (i) the
contract and (ii) the certification. Government usually supports the
apprenticeship through a subsidy to the individual or firm and through
labor regulations. The contract is a private agreement between the
apprentice and the firm. It covers a specific time period (typically three
to four years) and a given type of training, and usually defines an
hourly wage (typically below the market wage). The training curricu-
lum is determined by the employer but is usually regulated by the gov-
ernment to ensure quality and relevance. Workers benefit from appren-
ticeship training by acquiring relevant labor market experience and
skills. Upon completion of the apprenticeship, trainees are usually cer-
tified. They may or may not remain with the same firm but the certifica-
tion signals the worker’s competence to other employers. Employers
benefit from the lower cost of labor during the training period and use
apprenticeships as a screening procedure for prospective workers.

Germany provides a good example. It is a dual system based on
(i) classroom training in vocational institutions and (ii) training in the
workplace. Apprentices’ wages tend to be lower than productivity, but
after training they typically grow to be three to four times higher. For
transparency and quality, the curriculum, content, and time structure
of the training are carefully regulated by the Federal Institute for Train-
ing and other national committees. The evidence suggests that appren-
tices, especially in large firms, increase employability. However, the
post-training benefit to firms is less obvious. The retention rates of
apprentices are low, as the skills taught tend to be general and thus
applicable at other firms. In addition, the total training costs are far
from negligible.

Sources: Clark and Fahr (2001); Harhoff and Kane (1997); Soskice (1994); Winkel-
mann (1996).

the German program, including its structure and principle, would be useful
in promoting private OJT.

Allocating Public Resources: The Principles of Subsidies

Because poaching externalities and credit constraints are often mentioned
as key barriers to OJT, training subsidies may be an appropriate policy tool
to increase the investment in skills. However, badly designed financial sub-
sidies can crowd out nongovernmental provision of training that might
have taken place even without subsidies, and reduce economic efficiency
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by creating labor market distortions. This section discusses the financing
and operating principles of providing subsidies through national training
funds by looking at some selected country examples. It argues that more
attention needs to be paid to deadweight losses in financing training
through payroll taxes because such taxes may discourage employers from
investing in and hiring workers. It also emphasizes the importance of
improving efficiency through better targeting of subsidies and improving
governance and accountability within the funds through stronger M&E.

How to finance subsidies

In developing countries, the most popular way to provide subsidies is
through training funds, particularly those based on payroll taxes.'” At least
in theory, training funds can be financed through either general revenue or
payroll taxes. Training funds financed out of general taxation provide ear-
marked and secured funding for training and thus have been an appealing
OJT financing source under tight government budgets. However, using
general revenue for OJT poses some problems. First, OJT benefits only a
fraction of the population, a selective group of firms and workers. Second,
knowledge generated through training cannot widely be recognized as a
public good. Third, investing in OJT is usually less of a priority than invest-
ing in general education.?’ For these reasons, many training funds are based
on payroll taxes rather than on general revenue. For example, Brazil, Chile,
Malaysia, Mexico, and Singapore collect payroll levies and use the funds to
encourage firms to invest in OJT.

A common design challenge linked with subsidies financed through
payroll taxes is the potential deadweight losses and substitution effects they
may create. The deadweight losses from the training levy and increased tax
rates could outweigh the benefits of incremental training induced by the
financial incentive.?! Efficiency losses also result from the fact that subsidies
might be used for investments that would otherwise have occurred. In fact,
most international experience shows that this type of incentive is focused
on larger firms, for which the returns of training are arguably higher even
without any public intervention. When training funds subsidize private
OJT, they may crowd out privately financed training because firms likely
use the subsidized training opportunity rather than the nonsubsidized one.
Therefore, caution is needed in designing programs for subsidizing and
financing training. Depending on how training funds are used, the effi-
ciency of the program can improve.

Training funds based on payroll levies are usually employed to generate
revenue or for incentive schemes. Revenue-generating levies were first
developed in Latin American countries, where pooled revenues tradition-
ally have been used to develop national training systems. National training
systems emphasize public provision of training and cover a wide range of
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pre-employment training and OJT. Meanwhile, incentive schemes encour-
age private firms’ training by compensating them for their costs. These
types of levy-rebate schemes are generally categorized as cost reimburse-
ment, levy grant, and levy exemption (train or pay). Cost reimbursement
compensates actual expenses of training incurred; levy grant returns taxes
for specified activities, including training; and levy exemption simply
waives training levies contingent upon the training. Administration of
these schemes varies from country to country, and many hybrids exist. A
wide tax base in the formal sector and a reasonable administrative capacity
would be needed to establish well-functioning training funds.

How to operate subsidies

In most countries, there is room to enhance the efficiency of training sub-
sidies by improving targeting, ensuring good governance, and establishing
a practice of M&E. Training funds are usually criticized on the grounds that
they tend to benefit mainly large firms. They are also criticized because
they subsidize through public training institutes that are often inflexible to
demand-side needs or that they lack transparency in their operation. These
drawbacks likely lower the efficiency of training funds. Large firms argu-
ably have higher returns from training and thus would have invested in
OJT regardless of the available subsidies. There are a number of overarch-
ing issues that need to be addressed to improve the effectiveness of opera-
tions. First, improving the targeting of training funds is important so as not
to crowd out private training. Second, good governance arrangements giv-
ing flexibility and autonomy to the private sector for a more innovative and
transparent use of funds is crucial to avoid the high administrative costs of
centrally-managed funds. Finally, similar to other public programs, the
MG&E of training funds is necessary for a more results-based approach to
skills development.

Improving targeting. Targeting based on firm size is not necessarily effi-
ciency enhancing because little robust evidence exists that small and
medium enterprises (SMEs) are disproportionally affected by market fail-
ures. However, addressing obvious constraints faced by SMEs compared to
larger firms, such as lack of economies of scale, may improve efficiency
when implementing training funds. A training consortium in the Republic
of Korea, the Mexican Integral Quality and Modernization program (Cali-
dad Integral y Modernizacion, or CIMO), Singapore’s Skills Development
Fund, and Malaysia’s Human Resource Development Fund are good exam-
ples of programs that support SMEs, especially in their training, although
the operational details vary.?> Box 4.2 describes Korea’s effort to support
SME:s through an intervention that attempts to overcome large fixed costs
and create economies of scale in training provision. In Korea, SMEs often
did not take advantage of training funds for which they already paid levies,
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The Republic of Korea: A Training Consortium for
Small and Medium Enterprises

The Korean levy-rebate system, created in 1995, aimed at encouraging
enterprises to invest in job training. The system set aside a portion of a
payroll tax on employers for a training fund and provided reimburse-
ment out of the fund if the employers offered training. The caveat is
that the system was found to benefit mostly larger firms as SMEs had
very low recovery rates (that is, reimbursement as a share of the train-
ing levy paid) due to a low incidence of training. In 2002, only approx-
imately 17 percent of trained workers were from SMEs, while these rep-
resented almost 65 percent of the employed workforce. To encourage
SMEs to provide more and better training, the Korean government
introduced a pilot training consortium (TC) for SMEs in 2001.

The SME TC exemplifies a policy attempting to use training funds
more efficiently. It works by targeting SMEs whose training programs
arguably are more affected by market imperfections than large firms.
The program encouraged SMEs operating in the same sector and geo-
graphic region to form a TC and jointly hire trainers. Some of the TCs’
training expenses were subsidized, including facilities, equipment, and
operational costs (such as textbooks, curriculum development, and
financial managers). The consortium collectively mobilized resources
and benefited from economies of scale. Working together through a
consortium helped SMEs take advantage of the available training sub-
sidies (obtained through the levy-rebate) and increase the incidence
and quality of training.

When scaled up, the program introduced some modifications. Con-
sidering that a large number of SMEs rely heavily on a few dominant
conglomerate firms, the government added a new way of operation
linking SMEs and leading conglomerates: the BRIDGE model. This pro-
gram combines the participation of large conglomerates, universities,
and the SME consortium. Its first application was executed with a lead-
ing firm, Samsung Electronics, more than a hundred of its partner com-
panies, and the Korea University of Technology and Education. Several
other cases involving major conglomerates are currently being imple-
mented. Through this collaborative model, the participating SMEs
expect to receive cutting-edge skills development and upgrades while
subsidized, and the conglomerates are able to obtain skilled partners.
Anecdotal evidence suggests that both models helped promote train-
ing among SMEs and improve worker performance, although further
rigorous evaluation should follow to examine their effectiveness.

Source: Lee (2009); Lee, Seol, and Kim (2009).
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probably because of limited capacity to administer and finance training. In
recognition of this, the Korean government encouraged SMEs in similar
sectors and regions to form a consortium so that they could collaborate in
providing training. Later the program vertically expanded; now the consor-
tium includes large firms, and SMEs can achieve synergy with their large
partners in acquiring and maintaining skills.

Although firm size is usually considered a good proxy for reflecting inef-
ficiencies and externalities with respect to training, better proxies are
needed to improve program targeting. A more rigorous examination would
help improve the efficiency of training funds. For example, if the size of the
poaching externality originates from the compressed wage structure (driven
by market imperfections), sectors or workers facing larger discrepancies
between wages and marginal productivity should be prioritized in the tar-
geting. Therefore, better proxies should be developed to help improve pro-
gram targeting beyond firm size. Some usually observable firm characteris-
tics such as the firm’s sector of activity, frequency of technology adoption,
or the gaps between average wages and productivity in the sector, are
promising proxies that can be used to improve targeting and thus the effec-
tiveness of these interventions.

Ensuring good governance. As with most public interventions, a sound gov-
ernance structure is a prerequisite for effective training funds. Governance,
including administrative autonomy, transparent funds management, public
and private partnership, and fair competition, is important for improving
efficiency and better allocating funds. Several country procedures suggest
the following best-practice principles for the operation of training funds.
First, levy schemes should refrain from excessive centralization by avoiding
large and heavy administrative bodies. Funds should give firms as much
freedom as possible to pick their providers and manage their programs.
Second, seeking a strong buy-in and collaborating with the private sector
will improve employers” perception of the levy, showing them that it is not
just another tax reducing their competitiveness. Moreover, to avoid con-
flicts of interest, training funds should not play a direct role in training
provision. By directly providing training, they may also crowd out other
(private or nongovernmental organization) training providers.?

A voucher program could be a good tool for developing the private sec-
tor training market. The Kenyan program in box 4.3 illustrates an innova-
tive way to use a voucher program to improve governance and efficiency
by developing the private sector. This program advances beyond conven-
tional training subsidies in three ways: (i) it has a clear target group in a
sector where the rate of churning is high and training can hardly take place,
(ii) it uses vouchers to induce demand for training and to develop the pri-
vate trainer market, and (iii) it tries to reduce information asymmetry by
assisting firms in identifying areas for training. The evaluation shows that
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Kenya: Training Vouchers for Small and Medium
Enterprises

The Kenyan voucher program, Jua Kali, is a good example of a program
that developed a private training market while supporting SMEs with
workers’ training.

Expected Effects of the Voucher Program

Training vouchers are expected to address a few problems faced by
SMEs, including credit constraints and asymmetries of information.
The voucher program mitigates credit constraints of individual firms by
providing subsidies. It also facilitates access to the private training
market and to information regarding service quality and program out-
comes. Because vouchers promote competition in the market among
private training providers, they should be useful in improving quality at
a lower cost.

Stakeholders of the Kenya Voucher Program

The beneficiaries of Kenya’s Jua Kali include very small, young firms
(often with only one or two workers) that experience high rates of
churning. The total employment, wages, and growth rates vary largely
with firm size. Some firms operating at the subsistence level tend to be
very small and heavily populated with women. In these firms, workers
are mostly unpaid or earn minimum wage. They are likely to be in the
retail sector and face highly competitive and saturated market condi-
tions. Other types of firms, mostly in manufacturing, have higher
employment, income, and growth. Thus, two different groups are iden-
tified as potential recipients of a voucher program: (i) micro enter-
prises (with 1-10 employees) and woman-owned start-ups and (ii)
small enterprises (with 11-50 paid employees). Vouchers can be used
for training providers, including master craftworkers; public training
institutes adapted to Jua Kali; and technology institutions and consult-
ing firms.

Depending on the service provider and the needs of the firm, train-
ing covers anything from basic skills and marketing to more sophisti-
cated financial and technical advice. The Project Coordination Office
assists firms in identifying their training needs and possible service
providers and explains to them how the voucher works. The Project
Coordination Office also contracts with service providers and main-
tains quality control and monitoring.

(Box continues on next page)
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BOX 4.3 (continued)

Evaluation of the Kenya Voucher Program

Voucher beneficiaries and nonbeneficiary applicants were compared
approximately 12 to 18 months after training. The results show that
firms using vouchers experienced greater growth in business than
those that did not (80 percent and 13 percent, respectively) and
increased business assets (61 percent and 21 percent, respectively).
Also, private training providers whose service was previously available
only to larger enterprises actively participated in the voucher program
and showed greater interest in training firms in Jua Kali. Quantifying
the program’s effects on the development of the private training mar-
ket and its sustainability is difficult. One cannot fully examine the
causal effects of the training program by simply comparing voucher
recipients and nonrecipients without properly addressing selectivity.
However, findings suggest that private sector involvement in training is
a useful way of promoting training among SMEs.

Sources: Hallberg (2000); Phillips and Steel (2003); Riley and Steel (2000).

these vouchers and custom-made training programs have improved the
business performance of the recipient firms, although it only partially
addresses self-selection.

Building in strong MEE systems. Together with governance, M&E should be
among the operating principles in managing training funds. Although sev-
eral programs have been introduced and modified to promote OJT across
many countries, few evaluations of those programs are available. The
absence of evaluations makes it difficult to correctly assess the effectiveness
of the intervention and to identify ways to improve and scale up the pro-
grams. Some training programs, such as the Korean consortium program
and the Kenyan training voucher program, though they represent innova-
tive efforts to promote training, could provide only limited evidence on
their effectiveness because detailed data collection and rigorous evaluation
was not incorporated.

One of the few programs that included an M&E component from the
onset is Mexico’s CIMO Program (see box 4.4). CIMO is a comprehensive
strategy to support SMEs in Mexico by addressing not only specific training
but also overall competency, including research and development, technol-
ogy adoption, and managerial skills. CIMO was established in 1987 and has
been particularly successful. By 2000 it was helping 80,000 enterprises each
year with a package of training and industrial extension services and train-
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Mexico: Building in Monitoring and Evaluation Systems

Mexico’s Integrated Quality and Modernization program, or CIMO, is a
good example of a comprehensive program targeted to foster produc-
tivity among SMEs. The program is particularly well known for its
sound M&E system. From its inception in 1987 up to the early 1990s,
CIMO focused primarily on training services. Later it became more
comprehensive, including the provision of consulting and technical
assistance in addition to training. In 2001, however, the program again
shifted its focus more toward the training component, changing its
name to Training Support Program (Programa de Apoyo a la Capacit-
acion, or PAC). Among other things, the program provided subsidies
for firms to hire independent instructors that design and deliver training
programs for them. CIMO-PAC trained about 1.6 million workers between
2001 and 2006, and benefited more than 226,000 firms. It had an esti-
mated total budget of about US$75 million during that period.

CIMO-PAC is one of several Mexican programs targeting SMEs. A
noteworthy feature of the program, as well as of other Mexican SME
programs, is its efforts in data collection for monitoring and evaluation
(M&E). For example, an intersectoral commission (Comision Intersec-
retarial de Politica Industrial, or CIPI), apart from each ministry respon-
sible for supervising its own SME programs, plays a coordinating role in
M&E. Created in 1996, CIPlI promotes a common approach to the
design, implementation, and evaluation of SME programs. It maintains
a unified database on all SME programs that puts together information
reported by the different ministries. The database includes information
on the supervising agency, the beneficiaries of each program by year,
and the types of support services provided (capacity building, consult-
ing, technical assistance, among others). In so doing, CIPI tries to mon-
itor different types of services and any possible duplication across pro-
grams, and to assess the needs of SMEs.

The availability of this type of monitoring information over time
allows for a more rigorous evaluation of these programs. Several stud-
ies have therefore examined the effectiveness of the CIMO program on
firm productivity over time. For example, Lépez-Acevedo and Tan
(2005) examined the effects of CIMO during the early stage of the
program (1991-95). They explored panel data to address pre-program
differences between participating and nonparticipating SMEs, and
found that the program was associated with an increase in productiv-
ity. A series of more recent studies focused on the later stages of the
program and found little or no effects.

Sources: Lopez-Acevedo and Tinajero-Bravo (2010); Lopez-Acevedo and Tan (2005).
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ing 200,000 employees. More than 300 business associations were partici-
pating in CIMO in 2000, up from 72 when it started. In addition, CIMO’s
MG&E effort distinguishes it from other programs. CIMO administered data
collection in such a way as to gather panel data over time. A great deal of
effort to construct data over time has provided the policy makers with use-
ful information on how the intervention has evolved and worked.

Conclusion

The importance of sound skill development systems while on the job is not
controversial, given the amount of human capital generally accumulated in
the labor market compared with in schools. Most evidence shows that OJT
(with a mix of general and specific knowledge) is linked to better labor
market outcomes for individuals and higher firm productivity, although the
magnitude of effects varies. The lack of adequate data, difficulty in mea-
surement of benefits and costs, and the econometric challenge of self-selec-
tion increase the difficulty of quantifying the causal effect of OJT on earn-
ings and productivity and the returns to training. Nevertheless, it is generally
agreed that skill development through OJT is an important source of foster-
ing human capital.

However, there is no consensus on why low levels of training are
observed and whether this implies suboptimality that calls for public inter-
vention. International data clearly show that low-income countries tend to
have less training, a consequence of their generally lower levels of educa-
tion and skills development. Low levels of training do not necessarily imply
a need for public intervention or market failure. Some firms simply find
little need to invest because the skills they require are not technical enough
to be improved through training.

This chapter argues that market failures hindering OJT, such as exter-
nalities, credit constraints, and lack of information, can be addressed by
interventions. These targeted interventions can coincide with general
efforts to promote an environment conducive to human capital accumula-
tion. We paid particular attention to the theoretical background and empir-
ical evidence to identify the source of market failures and corresponding
interventions to address them. The chapter then discussed some best prac-
tices of institutional and financial arrangements across several countries
and suggested guiding principles of public intervention in the area of OJT.
Table 4.2 reviews the main failures and summarizes the interventions pro-
posed. Institutional arrangements, including payback clauses and appren-
ticeship programs, are good examples of internalizing externalities without
heavy public intervention or market distortion. Improving transparency
and enforceability of contracts, standardizing and promoting quality train-
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Table 4.2 Summary of Market Failures in OJT and the Corresponding Policies

Market failures or
constraints to
investment in OJT

Possible policies

Implementation challenges

Recommendations

Contractibility and
poaching of workers

* Institutional arrangements
against poaching and
asymmetry of information,
including payback clauses and
apprenticeships

» Payback clauses: Sound
governance and enforceability
of contracts

* Apprenticeships: Fostering and
harmonizing quality,
supervision, and transferability
of skills

« Strong legal system needed to support
these arrangements and strict enforcement
of contracts and labor law

« Standardized curriculum for apprenticeships
and promotion of certification and
accreditation systems

Imperfect and
inadequate
information and low
complementarities
with other factors of

Technical assistance such as
business consulting to promote
firm productivity, including
strategies related to technology
adoption, human resource

* Technical assistance: Scope of
consulting and of M&E

* Training: Governance and
effectiveness of public training
provision

* An integrated approach to technical
assistance to promote overall competency,
information and knowledge sharing, and
built-in M&E

* Training based on industry, region, and

production management, and skill similarity of technology to create economies
development of scale
« Direct provision of training * Training for market-demanded skills through
through public or private public-private partnerships
institutes
Externality  Subsidies for training, including | ¢ Financing: Payroll taxes, general | * Financing done through general revenue and

partial reimbursement of
expenses or tax benefits for
training

revenue, and earmarked
budgets

» Resource allocation: Priority
setting

» Governance: Administrative
efficiency and transparency

earmarked budgets for training purposes,
which are less distortive than payroll taxes

* Resource allocation to identify needy firms
with growth potential rather than focusing
only on firm size

» Governance that reduces the involvement of
administrative bodies and increases the
involvement of employers




128 | Rita Almeida, Yoonyoung Cho

ing, and establishing a tradition of good public-private partnership in train-
ing could partially address the suboptimality of training. In conjunction
with institutional arrangements, more efforts to improve the efficiency of
financial support to promote OJT are needed. Financial support for OJT
through training funds, which are often financed by payroll taxes, is likely
to increase inefficiency and deadweight losses unless carefully designed and
implemented. Better targeting, governance, and M&E systems need to be
considered to further improve the effectiveness of interventions.

Notes

1. We would like to thank Mamta Murthi, Ariel Fiszbein, David Robalino, Zafiris
Tzannatos, and Amit Dar for their excellent comments and suggestions at dif-
ferent stages of this chapter.

2. This chapter addresses skill development for the informal sector and for the
most vulnerable workers.

3. Note that skills are developed through a series process throughout a worker’s
life. See World Bank (2010) for the STEP (Skills Toward Employability and
Productivity) framework and a detailed discussion on each stage in lifetime
human capital accumulation. This chapter focuses only on the formation of
job-relevant skills as employees participate in formal OJT programs.

4. See Acemoglu (1998), Bartel and Sicherman (1998), Barron, Berger, and Black
(1997), Black and Lynch (1996, 2001), Frazis and Loewenstein (2005), and
Lynch (1992) for discussion of the role of OJT.

5. The poaching of workers creates an externality because when knowledge is
partially transferable, some of the returns from OJT are captured by future
employers and thus are not internalized by the firm undertaking the initial
investment. For a detailed discussion, see chapter 2.

6. Exceptions include Almeida and Carneiro (2009).

7. Table 4.1 references several studies that estimate the effect of job training on
labor earnings and productivity. Rather than being exhaustive, the table shows
studies that present stronger estimates, either because they are based on panel
data or because they present a more robust econometric approach. Most stud-
ies of developing countries, however, face more severe data limitations.

8. Thus, comparing the wages of trained workers with those of nontrained work-
ers will yield a biased estimate.

9. A few studies have successfully done so. First, when longitudinal data are avail-
able, the selection based on time-invariant individual characteristics can be
eliminated with a fixed effect. This approach will fully eliminate the bias when
selection for training is based on time-invariant unobservable characteristics
(see, for example, Lynch 1992). Second, an instrumental variable for training
is available that directly affects wages only through job training. Leuven and
Oosterbeek (2004) explore a discontinuity at age 40 on the tax deductions for
training expenses as an instrument.
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A priori, it is unclear whether returns should be larger or smaller in developing
countries than they are in developed countries because developing countries
have smaller stocks of human capital and smaller stocks of physical capital.
The concept of “right skills” will be further identified and discussed. Bloom's
(1976) taxonomy still validly categorizes job-relevant skills into three groups:
(i) psychomotor, (ii) cognitive, and (iii) affective (soft). Recent studies have also
emphasized the importance of both noncognitive and cognitive skills in success-
ful labor market achievement (for example, Heckman, Stixrud, and Urzua 2006).
It is difficult to compare estimates across countries because of different out-
come measures and methodology. Almeida and Carneiro (2009) show that the
point estimates obtained from estimating production functions cannot directly
be interpreted as mean returns to training, because data on costs are unob-
served and calculations on future benefits are rarely discussed.
http://www.enterprisesurveys.org/.

Evidence is also available for Brazil, China, Sri Lanka, and Central Asia, but is
not reported because of the great similarity in the overall rankings.

In fact, few low-income countries have established training funds, whereas
many middle- and high-income countries have them in practice. See Johanson
(2009).

For example, in Central America smaller firms feel constrained by the lack of
financing more frequently than do larger firms. However, this was not the case
in Brazil or China.

Payback clauses as a part of employment law have been examined in middle
income countries such as Poland and Romania benchmarking the cases of the
United Kingdom, the Netherlands, and Germany.

See Middleton et al. (1993) and Ziderman (2003).

Training funds for pre-employment or enterprise training are found in more
than 60 countries, most of which are large countries in Europe, Latin America,
and Sub-Saharan Africa. See Dar, Canagarajah, and Murphy (2003) and
Johanson (2009).

. A few examples of financing training through general revenue include inter-

ventions in the 1970s in the Republic of Korea (see, for example, Ra and Shim
2009) and recent programs in the United States, where the government pro-
vided training directly to firms through public institutions. Ra and Shim (2009)
review changes in skill development policies that accompanied economic
development in Korea. Public policy for training evolved from the direct provi-
sion of training and subsidization to more sophisticated levy-rebate systems as
the economy developed. Moore et al. (2003) summarize state-financed train-
ing programs for each U.S. state, with particular focus on California. State-
financed training programs in the United States are part of local governments’
efforts to help private firms gain competency and revive the local economy.
The deadweight loss rises approximately in proportion to the square of the tax
rate.

Malaysia and Singapore have implemented different measures, including
training vouchers to ease cash-flow constraints, training grants for firms with
more pressing training needs, and simplification of administrative approvals. In
Malaysia, for example, large enterprises with excess training capacities are
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encouraged to offer training slots to employees of smaller firms, which are eli-
gible for training grants from the Human Resource Development Fund (Tan
2001). Singapore’s Skills Development Fund awarded grants to small firms to
engage external consultants to help them meet their training needs and develop
a worker training plan. Hence, smaller firms were able to access the specialized
resources and design appropriate training programs.

23. A best-practice example is Chile’s National Service of Training and Employ-
ment (Servicio Nacional de Capacitacion y Empleo), whereas Brazil’s National
Industrial Training Service (Servigo Nacional de Aprendizagem Industrial) has been
widely criticized for operating its own network of training institutions.
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Training Programs for the
Unemployed, Low-Income,
and Low-Skilled Workers

Jochen Kluve, Friederike Rother, and
Maria Laura Sanchez Puerta

In countries around the world, several groups of workers are challenged
with finding and keeping jobs or are employed in low-productivity or low-
quality jobs. Many find themselves outside the systems of formal education
and technical and vocational education and training (TVET) and do not
have access to on-the-job training. Some may not fulfill the academic
requirements to enter or continue with formal education, while others may
be working in informal sector jobs. Yet others may be unemployed or inac-
tive and in critical need of upgrading their skills and improving their
employability.

To assist these population groups, several countries have invested in a
strategy of training-related active labor market programs (ALMPs) to reduce
the risk of unemployment and increase workers” employability and earnings.
These programs generally consist of classroom training complemented by
subsidies, assistance to find internships or jobs, and counseling for trainees.

The programs can target a diverse set of skilled and unskilled workers
and may take many forms. This heterogeneity reflects, in part, the different
needs of these groups of workers, as well as the particular labor market
challenges that each country faces. This chapter focuses on three core
groups:
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e Low-skilled and unskilled workers. They often work in the informal sector
either as self-employed, or wage earners in microenterprises or small
formal enterprises. Few are unemployed or transiting between jobs.

e Skilled youth transitioning from school to work. These individuals have
recently obtained a degree from a university or vocational training pro-
gram and are searching for a job—often for the first time. Some of them
might also be considering opening a business.

e Skilled workers in transition between jobs. This third group is composed of work-
ers transitioning between jobs because of idiosyncratic unemployment or
major reallocations of labor and capital between sectors or subsectors.
Because they are skilled, often the jobs they have left are formal sector jobs.

The objective of this chapter is to take stock of training-related ALMPs
for these three groups. The chapter analyzes the rationale for the programs
given the main constraints that individuals face with access to training, and
it discusses issues regarding design and implementation. The chapter draws
from experiences with particular programs and from the small number of
overview studies and impact evaluations covering training worldwide.
Clearly, these recommendations need to be interpreted with caution given
issues of replicability and scalability of particular interventions.

The remainder of the chapter is organized as follows. The first section
discusses the main market failures likely affecting the three groups of work-
ers outlined above. The second and third sections review training-related
ALMPs worldwide and propose options that could be considered to address
the various market failures. The fourth section translates this discussion
into a blueprint for designing training systems for disadvantaged workers,
focusing on administrative and institutional issues. The last section con-
cludes with a summary of recommendations.

A Typology of Target Populations for Training Programs

As previously discussed, training-related ALMPs can be important to
improve the employability of three types of workers: low-skilled or unskilled
workers, skilled youth transitioning from school to work, and skilled adult
workers transitioning between jobs. This section discusses key characteris-
tics of these groups and their prevalence in labor markets across regions.

Low-Skilled or Unskilled Workers

This target group consists of workers who were early dropouts from the
school system, often before having completed secondary education. Despite
major improvements in access to education (in a majority of countries
enrollment rates in primary education are above 90 percent), large seg-
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ments of the labor force have less than primary education. In countries like
India and Nepal, for instance, 50 percent or more of workers in the labor
force do not have a primary education (see figure 5.1).

Regardless of age, most of these workers usually lack sufficient skills to
find and keep jobs or to engage in higher-productivity activities. The prob-
lem tends to be more severe among younger workers who lack both skills
and work experience. In 2008, for instance, youth were nearly three times
more likely to be unemployed than adults, resulting in a global average
ratio of youth-to-adult unemployment of 2.8 in most regions. In Southeast
Asia and the Pacific, the ratio was 4.6 (ILO 2010). The situation is compli-
cated by demographics. African economies, for example, will need to absorb
as many as 7 million to 10 million new entrants into the labor force each
year over the next decade as a consequence of rapid population growth.!'
Despite improvements in access to education, most of them will continue
to be unskilled workers. In fact, recent projections for South Asia show that
the share of low-skilled workers in the labor force will drop very slowly
even under optimistic scenarios. Figure 5.2 shows decompositions and pro-
jections of the labor force by level of education from 2005 to 2030 for India,
Bangladesh, Pakistan, and Nepal.?

Figure 5.1 Level of Education of the Labor Force by GDP per Capita
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Note: ARG = Argentina; AZE = Azerbaijan; BGD = Bangladesh; BGR = Bulgaria; BIH = Bosnia
and Herzegovina; BRA = Brazil; BTN = Bhutan; CHL = Chile; DOM = Dominican Republic;

DZA = Algeria; EST = Estonia; GTM = Guatemala; IDN = Indonesia; IND = India; KOR = Republic
of Korea; LKA = Sri Lanka; MAR = Morocco; MDG = Madagascar; MEX = Mexico;

MUS = Mauritius; MYS = Malaysia; NAM = Namibia; NPL = Nepal; PAK = Pakistan; PER = Peru;
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SYR = Syrian Arab Republic; TUR = Turkey; UKR = Ukraine; ZAF = South Africa
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Figure 5.2 Decompositions and Projections of the Labor Force by Level
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Figure 5.2 (continued)
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Figure 5.2 (continued)
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Figure 5.2 (continued)
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The main market failures affecting unskilled and low-skilled workers are
likely to include liquidity constraints, which constitute an almost insur-
mountable obstacle because these workers hardly have access to financing
for any type of investment in training. Coordination failures in the form of
low-productivity traps are also a serious threat, because many workers in
this group end up working in sectors that rely heavily on unskilled labor.
Unskilled and low-skilled workers also typically lack crucial knowledge on
the return to investment on skills development and also have little infor-
mation on where and how to find training opportunities.

Youth Transitioning from School to Work

This group consists of young individuals who have graduated from univer-
sities or technical vocational centers but are failing to transition successfully
and sustainably into employment. Though skilled in principle, this group
frequently experiences high unemployment and long transitions into stable
jobs in lower-middle-income countries (see table 5.1). Often, these workers
enter the labor market through the informal sector, accepting low-produc-
tivity jobs or taking several jobs of short duration.” In the case of Latin
America, for instance, there is evidence that higher unemployment rates
among youth are explained not by longer unemployment spells but by high
turnover rates between jobs (see Ribe, Robalino, and Walker 2010).

Skill mismatches can be a factor here, if too many graduates acquire
diplomas or specializations for which there is little demand. In Tunisia, for

Table 5.1 Unemployment Rates by Level of Education, Regional

Aggregates
Primary- Secondary- Tertiary-
level level level

education education education Countries

or less (%) (%) (%) in data
Developed economies and EU 10.7 5.7 3.5 32
Central and Southeastern 1.6 10.1 8.7 13
Europe (non-EU) and CIS
Asia and Pacific 4.0 6.2 6.1 9
Latin America and the Caribbean 8.6 9.3 5.0 15
Middle East and North Africa 121 15.9 13.4
Sub-Saharan Africa 274 23.2 8.4

Source: |ILO (2010).

Note: EU = European Union; CIS = Commonwealth of Independent States. Table entries are
unweighted averages of those countries for which data by education level are available.
Gender and age groups are combined. Values are from the most recent year available,
typically 2007.
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instance, a growing number of graduates, mainly in business, economics,
and finance, are confronted with an insufficient number of salaried jobs.
The number of new job seekers with higher education had risen to a total
of around 50,000 in 2007, while the absolute number of new salaried jobs
for higher education graduates is 20,000 to 30,000 a year. According to a
tracer survey by the Tunisian Ministry for the Employment and the Profes-
sional Insertion of the Youth, graduates in law, economics, and finance are
the least successful in the labor market (World Bank 2009a). In Macedonia,
a recent firm survey found that despite high unemployment, it is hard to
find workers with the right skills. The most important skills (cognitive and
noncongnitive) that employers expect job applicants to possess are a work
ethic, overall literacy, and communication skills (World Bank 2010). There
are other countries where evidence points to a lack of noncognitive skills of
graduates. See Blom and Saeki (2011) for an assessment of employability
and the skill set of newly graduated engineers in India.

Such skill mismatches can be caused by various government failures dis-
cussed in chapters 2 and 3. In particular, public universities and vocational
training centers often lack the incentives or the means to respond to the
needs of students and employers.

What factors can preclude access to additional training for this group, if
such training can help them find jobs (assuming jobs that pay their reserva-
tion wages exist)? Although no data are available to answer this question,
it is likely that many of these workers have low expectations about the
benefits of additional training. In many cases, they may not even be aware
of labor market demands, the skill gaps they have, or the reasons they fail
in job interviews. Those who have identified the need for additional train-
ing may also face difficulties in identifying the right training provider and
financing the training. To a certain extent, this group may also be affected
by innovation failures. Workers do not invest sufficiently in training because
firms do not innovate and pay higher wages, whereas firms do not inno-
vate because there are not enough skilled workers with the right skills.
Finally, in many settings, there simply might not be enough salaried jobs for
university or TVET graduates. Self-employment or the creation of small
enterprises would be alternatives, but these pursuits also require special
skills that are usually not part of the academic curricula. Incentives to invest
in training for entrepreneurship will be low if there are barriers to creating
successful startups, including difficult access to credit or complicated proce-
dures to open and register a business.

Skilled Workers in Transition between Jobs

In this group we refer mainly to adults who have stable jobs in the formal
or informal sector (for example, self-employed workers) and skills that
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allow them to earn average or below-average wages (namely, middle-class
workers). These workers can become unemployed because of idiosyncratic
or covariate risks—a recession that can involve sectoral reallocations of
capital and labor. Contrary to what one can expect, both of these types of
transitions are relatively frequent. In Brazil, for instance, the risk of unem-
ployment among formal and informal employees ranges between 5 and 15
percent per month (figure 5.3). Workers in informal activities seem to face
even higher unemployment risks—probably because informal production
units are smaller and less able to accommodate a fall in demand and/or
because they are not affected by unions and labor regulations.

In developed economies, higher education levels are typically strongly
correlated with a lower risk of unemployment and shorter unemployment
spells. However, such a correlation is not necessarily found in low- and
middle-income countries. In Latin America and the Caribbean, for instance,
in all countries but five—Argentina, Costa Rica, El Salvador, Uruguay, and
the Republica Bolivariana de Venezuela—unemployment rates are higher
for those with medium levels of education than for those with low levels.
In half the countries, unemployment rates for workers with higher educa-
tion are also higher than those for unskilled workers (Ribe, Robalino, and
Walker 2012). In addition, for educated workers in Latin America and the

Figure 5.3 Unemployment Risks for Formal and Informal Sector
Workers in Brazil
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Caribbean, longer unemployment durations go hand-in-hand with higher
unemployment rates. Long durations can be explained by a lower ratio of
vacancies relative to the stock of unemployed workers, but also by the (in)
efficiency of the matching process. In the case of skilled workers, in particu-
lar, longer durations can be the result of skill mismatches and high reserva-
tion wages.

Because these workers are not low-income individuals and have skills
and work experience—those in the formal sector can even receive unem-
ployment benefits or severance pay—one would expect them to under-
stand and finance training needs while in transition between jobs. They
might seek such training if unemployment spells are short and the training
consists of a few hours spent learning an upgraded version of a given soft-
ware program or interviewing techniques. In this case, the role of the gov-
ernment could be limited to ensuring that there is enough information about
the quality of different training providers. However, as previously seen,
unemployment spells can be long, particularly during recessions, and train-
ing needs may be more demanding, including learning new skills. Workers
in this situation may also start to face liquidity constraints as unemploy-
ment benefits and savings run out. They may also experience a deprecia-
tion of their skills. Displaced workers may lack information about available
retraining programs and the skills that are in demand in the labor market.

Many countries that are members of the Organisation for Economic Co-
operation and Development (OECD) have thus adopted strategies of imme-
diate activation of unemployed workers through job-search assistance,
counseling, and monitoring. However, when activation does not lead
skilled adults back into employment, this group is targeted by training
interventions (often short term) to avoid depreciation of skills and facilitate
lifelong learning.

Table 5.2 presents an overview of the training market failures that each
group faces, along with suggested interventions for them, which will then
be discussed in further detail.

Training-Related Active Labor Market Policies around the
World

Many studies have highlighted the worldwide popularity and importance
of training programs relative to other ALMPs.* Most training interventions
target unskilled and low-skilled workers. Table 5.3 is based on a recent
inventory of evaluations of such programs (Fares and Puerto 2009) and
shows the distribution of training programs by target group.® The first part
of the table shows the number of programs specifically targeting one of the
three previously defined groups. Note that among programs for low-skilled
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Table 5.2 Suggested Policy Interventions by Target Group and Training
Market Failures

Target group Training market failure Suggested intervention
Low-skilled and  « Imperfection in capital markets: * Training subsidies, possibly
unskilled credit constraints taking the form of vouchers
workers » Coordination failures: low- * Large-scale training programs
productivity trap in particular sectors
« Limited information on returns to ¢ Counseling services and
training and training provision job-search assistance
Skilled youth in  « Imperfection in capital markets: » Access to credit or student
school-to-work credit constraints loans
transition » Coordination failures: innovation ¢ Large-scale training programs
externalities focused on high value-added
* Low expected rates of return for sectors
investments in skills useful for » Counseling services and
self-employment job-search assistance
* Limited information on labor * Access to retraining and

market demands and the quality self-employment training
of training providers

Skilled workers ¢ Imperfection in capital markets: * Credit
in job-to-job credit constraints » Counseling services and
transition * Limited information on training job-search assistance
provision and demand for skills » Access to retraining and
self-employment training

Source: World Bank.

Table 5.3 Incidence of Evaluations of Training Programs by Target

Group
Programs serving one target population Number of programs % of total
(i) Unskilled or low-skilled workers 199 0.59
among which: specifically youths 176 0.53
among which: specifically adults 18
(i) Youths in transition school-work 33 0.10
(i) Workers in transition job-to-job 50 0.15
Programs targeted across groups
(i) + (ii) Youths across skill groups 42 013
(i) + (iii) Adults across skill groups 6 0.02
(i) + (iii) Skilled youths and adults 5 0.01
Total 335

Source: Fares and Puerto (2009).

Note: The data originally comprised 345 evaluations of training interventions, of which 335
could be classified according to the target groups defined here.
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workers, the majority are designed to assist disadvantaged youth, the group
most strongly in need of effective skill development strategies. The bottom
part of the table indicates that several training programs exist that are more
broadly designed and cover more than one of the target groups. For
instance, many training interventions target both unskilled and skilled
youth (“Youths across skill groups”), indicating that the more comprehen-
sively targeted programs also focus on youth training.

Figure 5.4 displays the corresponding breakdown of evaluated training
programs by region for the group of low-skilled workers. Several interest-
ing patterns emerge. First, and not surprisingly, the inventory database is
biased toward OECD countries.® Second, all regions—with the exception of
the Middle East and North Africa—have training programs for unskilled or
low-skilled workers. Latin America, in particular, has substantial experi-
ence with training programs targeting this group. Also, within regions, cov-
erage is broad. Programs range, for instance, from training low-skilled
adults in Poland, to increasing skill development opportunities for dropout
youth in Albania, to promoting girls” education and employment in Togo.

Figure 5.4 Regional Breakdown of Evaluations of Training Programs for
Low-Skilled and Unskilled Workers

100 -

90

80

70 4

= 60 1

S 50-
jo)

8 40 A

30 +

20 +

10

O -

OECD South/East MENA
Asia
Region

Source: Fares and Puerto (2009).

Note: The figure shows the number of program evaluations in the Fares and Puerto (2009)
inventory. The distribution covers a total of 249 training program evaluations. It includes
199 interventions specifically for low-skilled workers, as well as 42 youth programs and 6
adult programs covering all skill groups.

OECD = Organisation for Economic Co-operation and Development; LAC = Latin America
and the Caribbean; SSA = Sub-Saharan Africa; ECA = Europe and Central Asia; MENA =
Middle East and North Africa.
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The training evaluations inventory suggests that training for low-skilled
and unskilled workers seems to play a minor role in Middle Eastern and
North African countries, but in fact there are many training programs in the
region. However, these programs are very recent, and most have not been
evaluated (see Angel-Urdinola, Semlali, and Brodmann 2010 and the dis-
cussion in the next section). Hence, the existing body of evidence on train-
ing—in particular for youth transitioning from school to work—needs to be
augmented substantially over the next few years with experiences from the
Middle East and North Africa.

The evidence for training programs targeted at the other two groups—
youth transitioning from school to work and workers in transition between
jobs—comes mostly from OECD countries, in particular North America and
Western Europe. Experiences from Eastern European and Central Asian
countries include several entrepreneurship training programs for educated
youth in Turkey and a workplace internship program for recent Romanian
graduates.” Although training programs in Sub-Saharan Africa almost
exclusively target unskilled and low-skilled youth, training programs for
self-employment among the small group of educated youth exist in the
Central African Republic, Rwanda, and Senegal (Brewer 2004; World Bank
1999).

For skilled adults in involuntary job-to-job transitions, most countries in
Eastern Europe and Central Asia—including Bulgaria, the Czech Republic,
Romania, the Russian Federation, and the Slovak Republic—have imple-
mented retraining programs during the restructuring of their economies in
the past two decades (Benus et al. 2004). Similarly, training programs for
workers affected by mass layoffs because of sectoral restructuring were
implemented in East Asia and Latin America.

Addressing Market Failures in the Provision of Training

The following subsections discuss core features of how training can be
designed and promoted for each of the three target groups. In each case, the
focus is on lower-middle-income countries. The discussion builds on a
review of international experiences with the design and implementation of
training programs and corresponding impact evaluations.

Training for Unskilled or Low-Skilled Workers

Training programs for unskilled workers generally focus on providing cog-
nitive and behavioral skills in addition to relevant technical skills. Interna-
tional experiences suggest that these programs should have three main
complementary components: (i) subsidies to finance all or part of the train-
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ing costs, (ii) counseling, and (iii) job-search assistance or support for self-
employment. Subsidies address credit constraints and information prob-
lems by providing incentives to acquire skills given potentially high discount
rates or expected low rates of returns to training. In light of the character-
istics of the group, full subsidies rather than credit arrangements such as
lending schemes are likely more appropriate.

The other two components also play a crucial role in designing training
for this vulnerable group. Counseling workers adds value by providing
information about the potential benefits from training and the specific
types of training that best suit individual capacities. Such counseling
expands the information available to workers and can increase their
expected rates of return to training. This effort is also accomplished through
job-search assistance and support for self-employment, which essentially
link workers to jobs that will actually use the skills acquired. Subsidies may
also be needed to overcome low-productivity traps for this group of work-
ers. Indeed, jobs using more skilled labor may not be available (support for
job-search assistance alone would not work). But jobs could follow if there
is a critical mass of skilled labor. As previously discussed, the government
can help to address this coordination failure.

Three types of training programs can be considered given the specific
needs and market failures facing unskilled and low-skilled workers. These
programs include demand-driven training programs, composed of subsidies
and employment services (such as counseling and job-search assistance)
and training and self-employment support, both mostly targeted at youth,
as well as training programs for beneficiaries of public works.

Training systems incorporating wage subsidies and employment services
Several countries have implemented comprehensive training programs
that offer a package of services for low-skilled youth including counseling,
training, job-search assistance, and workplace internships. A core feature of
such a training system is that it relies on market signals: qualified private
firms, nongovernmental organizations (NGOs), and public institutions pro-
vide training and other services on a competitive basis. To be eligible for
funds, providers are required to line up internships and identify the types
of skills that are needed. Although the current programs have focused on
youth, they could also target unskilled and low-income adults. These pro-
grams can be designed to respond to specific demands from workers or
public-private partnerships to train a given group of young people to work
in a given sector.

Most of the programs implemented so far are in Latin America and the
Caribbean and are known as the Jovenes programs. Countries include
Argentina (Proyecto Joven), Chile (Chile Joven), Colombia (Jovenes en Accion),
the Dominican Republic (Juventud y Empleo), Panama (ProCaJoven), and
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Peru (ProJoven). The Jovenes programs have been typically accompanied by
impact evaluations assessing their effectiveness (see box 5.1). In general,
the programs have had positive effects on employment and earnings and

Benefits and Costs of the Jovenes Training
Programs for Unskilled Youths in Latin America

Impact evaluations of the Jovenes programs have generally produced
positive results for program participants in at least two variables of
interest: the beneficiaries’ chances of job placement and the quality of
their jobs as measured by salary, benefits, and type of contract. Table
B5.1.1 summarizes these results.

Table B5.1.1 Impact and Cost-Benefit Analysis of the Jovenes
Programs in Latin America

Increase in Increase in Cost-benefit
Country employment earnings analysis
Argentina: 10% (women) 10% (monthly NPV > 0 if 12 years of
Proyecto Joven wages) positive benefits
(DR =5%)
Chile: 21% (individuals 26% -
Chile Joven younger than 21
years old, women)
Colombia: 5% (women) 18% (men), IRR = 4.5% (men),
Jovenes en 35% (women) 13.5% (women)
Accion
Dominican Not significant 10% NPV > 0 if 2 years of
Republic: positive benefits
Juventud y (DR = inflation)
Empleo
Peru: 6% 18% (hourly) NPV > 0 if 7 years of
ProJoven positive benefits
(DR =5%) IRR > 4%
Panama: 10-12% (women Not significant NPV > 0 if 1 year of
ProCaJoven and Panama City positive benefits
residents) (IR=DR)
Sources: Card et al. 2010; Ibarraran and Rosas 2009; Jaramillo 2006; Puerto 2007.
Note: — = not available; DR: discount rate; IR: interest rate; IRR: internal rate of

return; NPV = net present value.

(Box continues on next page)
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BOX 5.1 (continued)

The evaluations have shown that women and younger beneficiaries
have higher rates of return from participating in these programs than
do men and older cohorts. Given their low cost per trainee and their
positive effect on employment and earnings, nearly all such programs
have a positive ratio of benefits to costs, even without considering any
positive externalities such as reduced risky behavior.

Estimates of unit cost for the Jovenes programs range from the
upper US$600s to about US$2,000 per participant served. Active pri-
vate sector participation represents significant savings to the govern-
ment when firms cover the costs of on-the-job training. Likewise, the
bidding mechanism to select training institutions has shown to be an
efficient instrument to set competitive training prices, ensuring high
quality and low cost. ProJoven in Peru is one of the few ongoing pro-
grams that has had continuously measured costs and benefits since its
implementation in 1996. Direct costs are nearly two-thirds of total
costs, as can be shown by breaking total expenses into training, finan-
cial incentives, and beneficiaries’ opportunity cost.? Across Jovenes
programs, Proyecto Joven in Argentina reported relatively high costs,
which became barely affordable for the government, hampering its
sustainability.?

Source: World Bank.

Note: a. Direct costs (per beneficiary) are US$316.20 for training and US$118.00
for stipend and insurance. Opportunity costs (per beneficiary) are US$96.50
during the training phase (three months) and US$160.70 during the internship
phase (three months) and consist of the average monthly salaries before and
after training, respectively. b. The program ended in 2001 and was replaced by

smaller programs (such as Programa Capacitar), which inherited the demand-
driven model but were implemented on a much smaller scale.

are cost-effective. The specific programs vary, but most of them follow a
model first piloted in Chile. Disadvantaged young people are identified
using, for example, out-of-work statistics, socioeconomic data, and poverty
mapping. The main criteria in targeting are income levels, education, gen-
der, and regional coverage (within countries), and participants are poor
youth with low levels of education—high school at most—who are unem-
ployed or underemployed.?

There is anecdotal evidence that the main factors for success for these
types of interventions are (i) competition for providers and (ii) internships
that help to map the demand for skills. Beyond technical skills, the pro-
grams provide life-skill training focusing mainly on problem-solving skills,
correct workplace behavior, conflict management, job-search techniques,
and building of self-esteem.
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Training and support for self-employment
Entrepreneurship programs for unskilled or low-skilled youth consist of
training that targets those workers inclined to become self-employed. Suc-
cessful programs package technical training with training in business skills
(for example, mentoring or bookkeeping); literacy; and life skills (including
counseling to improve risk behavior). They can also be linked to other busi-
ness services, including access to credit. In lower-middle-income countries
with very large informal sectors, the training may be targeted to craft-
workers and their apprentices, and the focus may be on using improved
production techniques that are better adapted to market demands. This
type of entrepreneurship program for unskilled youth has several advan-
tages: it provides trainees with flexible and demand-driven skills, it is self-
regulating, it is typically inexpensive, and it does not require many skills or
previous experience from the apprentice. The concept, however, is broader
and can also apply to middle-income countries. The general goal is to help first-
time job seekers transit into self-employment and self-employed workers to
increase their productivity or to diversity into higher-value-added activities.
Several programs of this type have been implemented in Africa.” For
example, the Benin Support Project concentrates on the development of
on-the-job vocational training (see box 5.2). This program focuses on the
informal sector, which employs 41 percent of the labor force in Benin, and
combines several additional innovative features. For instance, the project
has facilitated the institutional development of a marketplace for training

Benin Support Project for the Development of
On-the-Job Vocational Training

The Benin Support Project for the development of on-the-job voca-
tional training focused on the informal sector. The program was spe-
cifically designed to address the shortage of qualified labor caused by
low educational attainment and limited access to vocational training
outside the formal education system. The importance of this objective
is highlighted by the fact that 66 percent of adults in Benin are illiter-
ate, whereas on-the-job vocational training programs are rare (less
than 1 percent of the labor force currently receives on-the-job training).
The program aimed at increasing the availability, quality, and cost-effec-
tiveness of labor force training to people working in the informal sector,

(Box continues on next page)
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BOX 5.2 (continued)

including women, and relied on several innovative elements, including a
strong demand focus in which the government refrained from prescrib-
ing the content of training courses. Moreover, the program supported
the development and implementation of a monitoring and evaluation
system in the public sector, combined with a private sector capacity-
building dimension to strengthen the organizational, managerial, and
strategic aspects of program management and training delivery.

Over five years, the training program reached 20,000 beneficiaries,
mostly informal sector workers and women. In the agricultural sector,
training components aimed at increasing the competitiveness of small
producers and improving their purchasing power. For craftworkers and
their apprentices, training components focused on (i) strengthening
productivity of microenterprises, including enhancing capacity for the
adoption of improved production technology to better respond to
market demand, while encouraging a transition to the modern sector;
(i) improving employment stability; and (iii) increasing workers’ revenues.
About 40 percent of the project financing (US$2.1 million) was dedicated
to capacity building for the institutions involved in the project.

Evaluation of the program by the World Bank (2006) aimed at esti-
mating net effects via a control group approach and covered four
dimensions: placement rates, effect on earnings, effect on employ-
ment, and responsiveness to market changes. The evidence suggested
that the Benin project resulted in enhanced availability, quality, and
cost-effectiveness of vocational training and that it was successful in
targeting the informal sector and women. The estimates showed that
training had a positive effect on earnings, living conditions, and
employment of participants. Graduates of the program were contacted
annually to follow up on their job status and history, earnings, and
acquisition and application of skills (tracer study). To ensure consis-
tency of project objectives with labor market needs over time, research-
ers used annual reports that consolidated all relevant information on
Benin’s labor market and, in particular, on the types of skills that were
identified as critical for the high-growth sectors, to guide decisions on
the allocation of financing and on specific training components.

Source: World Bank (2006).

proposals, leading to a more competitive selection process. In addition, it
analyzes specific training needs and skill mismatches in selected areas, lead-
ing to more targeted training curricula so that participants completing the
program better match the demand and supply in the labor market. Finally,
constant supervision of the effects of the program’s different subcompo-
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nents has helped policy makers select the right portfolio of interventions
and adjust them when needed.

Many other programs for unskilled youth combine training with busi-
ness skills or other services, addressing the needs of the target population.
For example, the Adolescent Girls Initiative project (a World Bank-led ini-
tiative covering Afghanistan, Liberia, Nigeria, Rwanda, and South Africa)
combines skill training with job-placement assistance or with business devel-
opment services and microcredits targeting young female entrepreneurs (see
World Bank 2010). Typically, the skill development component is compre-
hensive, comprising technical and life skills as well as providing entrepre-
neurial support through credits and mentoring. Some programs even include
psychological counseling and empowerment (see World Bank 2008).

Combining training with public works

Many of the unskilled adults are long-term recipients of welfare or unem-
ployment assistance. Recently, some countries have been linking these
transfers to training programs that help beneficiaries improve their employ-
ability and eventually graduate from social assistance. Access to the trans-
fers can be linked to other conditions, such as saving part of the earnings
and eventually obtaining credit to begin an activity.

One example of this type of program is Argentina’s Jefes y Jefas, which
required participants to work or participate in training or education activi-
ties for 4 to 6 hours a day (no less than 20 hours a week) in exchange for
payment (see box 5.3). Similarly, the Rural Maintenance Program in Ban-
gladesh targets women and requires program participants to attend training
to help them generate income and learn skills (World Bank 2005). In addi-
tion, these women must save part of their wages on a regular basis (par-
ticipants are paid Tk 51—approximately US$0.70—per day with a forced
savings of Tk 10). The strategy is to create new microentrepreneurs with
adequate skill training and seed capital from the forced savings (Hashemi
and Rosenberg 2006). The program provides year-round employment to
approximately 42,000 destitute rural women for a period of up to four
years. Their task is to maintain 84,000 kilometers of earthen, rural roads
around their village.

The Expanded Public Works Program in South Africa provides training
opportunities beyond the skills acquired on the job to prepare participants
for possible longer-term employment, self-employment, and further edu-
cation or training (del Ninno, Subbarao, and Milazzo 2009). This program
targets adult workers as well as youth. For example, youth employed as
manual laborers on a labor-intensive road project may be offered training
in unrelated building skills such as bricklaying, if there is demand for such
skills in the labor market. The average number of training days varies from
10 days in the environmental sector to 30 days for those participating in
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Training and Public Works in Argentina and
El Salvador

Argentina’s main social policy response to the severe economic crisis
of 2002 was the program Jefes y Jefas (Heads of Household Program).
The program aimed to provide direct income support for families with
dependents whose heads of household had become unemployed
because of the crisis, combined with a training component. Rigorous
impact evaluations for the period from 2002 to 2003 used counterfac-
tual comparisons based on a matched subset of applicants not yet
receiving the program and on panel data spanning the crisis. Research-
ers found that the program reduced aggregate unemployment, though
it attracted as many people into the workforce from inactivity as it did
people who would have been otherwise unemployed. Although there
was substantial leakage to formally ineligible families and incomplete
coverage of those eligible, the program did partially compensate many
of those affected by the crisis. The program prevented 10 percent of
the beneficiaries from falling into extreme poverty, and long-term ben-
efits for participants included the acquisition of useful skills and better
job prospects.

Among the most recent of these types of programs, the Temporary
Income Support Program of El Salvador emphasizes the provision of
“soft” skills in addition to technical skills. This program, also known as
PATI (Programa del Apoyo Temporal al Ingreso), looks to guarantee a
minimum level of income to extremely poor urban families, as well as
provide a labor market experience at the municipal level. Unlike tradi-
tional income support programs, PATI includes an innovative training
component that aims to enhance beneficiaries’ technical skills and soft
skills useful in the labor market. The government expects to preferen-
tially target female household heads, as well as young individuals
between 16 and 24 years old living in urban areas.® An impact evalua-
tion is being designed to closely assess the effects of the program on
beneficiaries’ welfare and employability as well as the effects of the life
skills training component.

Sources: Galasso and Ravallion (2004); World Bank (2009b).

Note: a. Similar programs in other countries are specifically targeted to youth,
such as the World Bank youth projects in Kenya and Papua New Guinea.

social activities. To the extent possible, all training must result in some type
of accredited certification. This important training design feature will be
explained in the blueprint later in this chapter.
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Training for Youth Transitioning from School to Work

The programs that have been implemented to support this group usually
center around three main components: (i) assessment of acquired compe-
tencies, (ii) provision of information and counseling on where to find jobs
(including as a self-employed worker) and what skills are required, and (iii)
training or retraining to transfer those skills. An important difference with
these programs is that they are targeted to a group of workers with presum-
ably higher reservation wages who are looking for jobs of higher value
added than those sought by unskilled workers. Because they are graduates
of universities or vocational training centers, these youth have skill gaps
that can be more difficult to identify. For instance, in Tunisia, many gradu-
ates in economics have difficulty finding jobs. Is it because there are not
enough jobs for economists, in which case individuals would need to start
anew career that perhaps involves a shorter training period? Or is it because
graduates may lack some behavioral skills (including those needed to suc-
ceed in interviews), even if there are jobs? Or is it because graduates failed
to acquire the core skills economists are supposed to have (for example,
modeling skills and a good mastery of econometrics)? Addressing the last
problem could be difficult. It could involve learning specific technical skills
linked to the main profession that will depend on the more general skills of
the graduates, such as mathematics and calculus.

A training system is conceivable in which the majority of these interven-
tions are handled by employment service offices (public or private), a core
design component in the training system blueprint (described later in this
chapter). These employment offices would assess workers” skills and apti-
tudes, identify work opportunities, and advise on training needs—includ-
ing preparing a business plan and obtaining other skills to facilitate transi-
tion into self-employment. As is the case with training for low-skilled
workers, training for this group can be provided through private or public
institutions that arrange internships with employers or prepare participants
for self-employment. An important difference for this group, however, is
that part of the financing of the program could come from the young grad-
uates themselves, who internalize most of the benefits from training. Gov-
ernments can, for instance, open credit lines to finance the cost of training,
workplace internship, or start-up credit, which participants later repay
once they start to receive salaries or make profits with their businesses. To
address innovation failures (see chapter 2), the government can also con-
sider training for large groups of graduates in certain professions to work in
particular sectors. This training would be designed with strong involvement
from the private sector.

High unemployment rates among university graduates in many coun-
tries have raised concerns about whether it is realistic to rely on wage
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employment to absorb all the youth transitioning from school to work.
Even with the right set of skills (and no public sector distortions to cue for
jobs), not enough jobs may be available. As a result, several countries have
focused on training programs to facilitate transitions from school into self-
employment.'® Although not every skilled young person is suited for self-
employment, many can benefit from these programs.

One approach to training for self-employment is the corporate mentor-
ing of students in universities and vocational training centers. This type of
training takes place at an early stage, provides students with basic business
skills and information on private sector skill requirements, and may even
establish contacts between entrepreneurs and graduates for potential future
collaboration. Similar interventions can be implemented during the final
years of university education. A common approach is to provide training to
support the preparation of a business plan. The best business plans can then
be rewarded by further assistance—through financing, mentoring, and
training—during the actual incubation of the business project.

An example of this type of program is Turkey’s Entrepreneurship for
Youth project. The program offers eight months of entrepreneurship train-
ing, at the end of which graduates draft their own business plans. The most
feasible business plans then receive funding from the Entrepreneurship
Board. A similar program is the Youth Enterprise and Capacity Building
program in Senegal, although the training period to prepare the business
plan is much shorter (just two weeks). Selected participants are then eligi-
ble for a small loan of up to US$900 from the YMCA (Young Men'’s Chris-
tian Association), the Micro Lending Agency, and other organizations. The
program follows up on projects and continues to offer participants advice
after incubation of their business. Similar programs have been implemented
in the Middle East and North Africa. In summary, these programs try to
build self-employment capacity among graduates and to generate better
matches of graduates and private sector needs. Qualitative evaluations
have shown positive results (see box 5.4).

Training for Skilled Workers in Transition between Jobs

As previously discussed, workers in this group may benefit from training to
prevent the depreciation of their skills, to upgrade their skills in a given
field (that is, by learning to use the latest technologies), and to switch career
paths. Governments would intervene mainly to address liquidity con-
straints and to provide information about skill requirements and training
providers. The resulting programs would be quite similar to the ones for
skilled youth and would include assessing workers” existing skills, provid-
ing information and counseling on where to find jobs and what new skills
are required, and training to upgrade their skills.



156

| Jochen Kluve, Friederike Rother, Maria Laura Sanchez Puerta

Promoting Self-Employment Training in the Middle
East and North Africa

The Injaz al-Arab program aims at bridging the gap between educa-
tional outcomes and private sector needs in Middle Eastern and North
African countries. Its objective is to enhance the skills of youth entering
the job market as employees or entrepreneurs. The program proceeds
by creating a public-private partnership—typically between the coun-
try’s ministry of education and leading companies from the private
sector—and bringing private sector mentors into public schools and
universities to provide students with practical business-related skills.
Injaz al-Arab first started in 2004 and operates in 12 countries in the
Middle East and North Africa. The training consists of work readiness,
entrepreneurship, and financial literacy. Over six semesters, one hour
per week, students learn skills such as managing budgets, following
stocks in the newspaper, and writing business plans.

This in-classroom training is integrated into regular school hours.
Activities include setting up community projects and learning business
basics, such as competition, marketing, and support from the banking
sector for businesses and industries. The program is comprehensive,
targeting male and female youth from grade 7 to university level. It
includes urban and rural youth of all income groups.

Because the mentors are corporate volunteers, the intervention is
inexpensive. It has achieved sizable coverage. Since 2004, more than
500,000 students across 12 countries have attended the program, and
about 10,000 volunteers were engaged. An external impact evaluation
found that, whereas there is heterogeneity by course type and country,
participants consistently reported that /njaz al-Arab played a signifi-
cant role in their lives. They also strongly gained in their confidence in
their own abilities. Moreover, /njaz al-Arab students had up to 50 percent
more subject-matter knowledge than students in a comparison group.

A similar type of intervention is Turning Theses into Enterprises, a
program recently introduced in Tunisia for university graduates. The
program aims to foster entrepreneurship among this group and better
align graduates’ skills with private sector needs. The objective of the
program is to lower unemployment among graduates. Under the pro-
gram, final-year university students can write their theses on an enter-
prise project—essentially a business plan—and participate in a business
plan competition. Students receive feedback on the business plan from
external coaches as well as two weeks’ training on enterprise start-up
by the Tunisian Agency of Labor and Self-Employment. At the end of

(Box continues on next page)
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BOX 5.4 (continued)

the year, an external jury ranks the finalized theses—which are detailed
business plans—and the top 50 receive a monetary reward along with
further external coaching for actual project incubation. The program
was implemented during the academic year 2009/10 by the World
Bank, the Ministry of Labor, and the Ministry of Economy. A total of 1,920
students across Tunisia registered for the program (approximately 10
percent of final-year university students in the country), and an impact
evaluation based on a randomized controlled trial is under way.

Sources: Angel-Urdinola, Semlali, and Brodmann (2010); World Bank (2009a).
See also the /njaz al-Arab website at http://www.injazalarab.org.

Skills retraining

The significance of skill retraining interventions can be noted in case stud-
ies in Eastern Europe and Central Asia. In that region, most countries expe-
rienced a process of structural change, with important reallocations of cap-
ital and labor across sectors. Thus, they placed much emphasis on retraining
during the 1990s, even though use of such policies has generally declined
since (see box 5.5). An overview of the experiences with training during
the transition across countries indicates that the majority of interventions
were important and effective (Betcherman, Olivas, and Dar 2004; Card,
Kluve, and Weber 2010).

Training and Retraining for Displaced Workers in
Romania

Some Central and Eastern European countries underwent the transi-
tion process from centrally planned economy to market economy in
less than a decade—notably the Czech Republic, Estonia, and Poland.
However, transition has been slow in Romania. Other countries in the
region—Albania, Bulgaria, Moldova, and Ukraine—also share the slow
pace of transition along with characteristics such as high poverty levels
and the importance of the rural sector. In the 1990s, open unemploy-
ment reached about 10 percent in Romania, though this figure likely

(Box continues on next page)
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BOX 5.5 (continued)

understates the real problem with displaced workers. A policy approach
of limiting job destruction by adjusting real wages, combined with various
early retirement programs, pushed workers out of the labor force and into
low-productivity jobs, primarily in subsistence agriculture and the
urban informal sector. Between 1989 and 2001, the share of agricultural
employment relative to total employment grew from 28 to 42 percent.

Against this background, in 1997 the Romanian government
launched a set of ALMPs on a significant scale, facilitated by a loan
agreement with the World Bank. Training and retraining programs for
displaced workers were offered, along with self-employment assis-
tance, public employment programs, and job-search assistance. Public
employment agencies handled program design and implementation,
and the actual service provision was contracted out to public and pri-
vate service providers. The training programs consisted of vocational
training, general education and literacy, and skill building. The program
targeted displaced workers who lacked these skills or needed to learn
new, marketable ones. The maximum duration was nine months, and
service providers had to agree to a negotiated job-placement rate of at
least 60 percent.

An impact evaluation of the program covers participants enrolling
in 1999 and shows that training had positive effects. It increased the
earnings of participants and reduced the likelihood that they would
receive unemployment benefits. The self-employment assistance and
job-search assistance programs also proved effective, though the
effects of the training program were larger. Targeting of the program
worked well, as the population served was indeed displaced workers.
Training participants had an average of 22 years of previous work
experience at the time of enrollment, 94 percent had at least a second-
ary school degree, and 30 percent had a higher degree. Until 2001,
2,892 clients were served with training, of which 1,197 (41.39 percent)
were subsequently placed. Although unit placement costs were some-
what higher for training than for the other successful programs (about
US$130 relative to US$100 for self-employment assistance and US$60
for job search assistance), the training placement rate was more than
twice as high.

Source: Rodriguez-Planas and Benus (2010).

Similarly, training programs for workers affected by mass layoffs because
of sectoral restructuring were implemented in China and Hong Kong SAR,
China (Bidani, Goh, and O’Leary 2002; Chan and Suen 2000). In Latin
America and the Caribbean, Mexico’s Job-Training Program for Unem-
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ployed Workers (Programa de Becas de Capacitacion para Trabajadores Desem-
pleados, or Probecat), started in 1984, is likely the most prominent example.
Probecat comprises short-term, demand-driven courses, which are comple-
mented by internships that emphasize on-the-job training. Private firms
offer both the courses and the internships. Subsequent to the Mexican
experience, variants of Probecat have been implemented in El Salvador and
Honduras.

Generally, training programs for workers in job-to-job transition can be
incorporated into the broader context of activation policies for the unem-
ployed, as has increasingly been done in OECD countries (OECD 2007).
These policies share several core components, such as early intervention
during the unemployment spell by the employment services (which are
typically public), frequent contact between job seekers and employment
services, regular reporting and monitoring of job-search activity, establish-
ment of individual action plans, and referral to training programs (or other
ALMPs) to prevent depreciation of skills and increase employability. Ser-
vice delivery of these components has typically been integrated into one-
stop centers. One of the best examples of this policy is the United King-
dom’s New Deal for Young People (box 5.6).

The New Deal for Young People in the United
Kingdom

In 1998, the U.K. government launched the New Deal for Young People
(NDYP) as a key element of its welfare-to-work strategy. The objective
is to help unemployed youth find work and increase their employabil-
ity. Participation is mandatory for all 18- to 24-year-olds who have been
receiving unemployment benefits (the jobseeker’s allowance) for six
months or more. Within the NDYP program, youth first go through a
period of job-search assistance before being offered training or alter-
native programs. Initially, individuals enter a gateway stage during
which they are assigned personal advisers who give them extensive
assistance with their job searches. If the unemployed youth are unable
to find unsubsidized jobs and remain on benefit receipt at the end of
the gateway (at most four months), one of four New Deal options fol-
lows: (i) full-time education and training, (ii) job subsidy (“employers’
option”), (iii) public employment (“environmental task force”), or (iv)
voluntary work. All options last up to six months, with the exception of

(Box continues on next page)
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BOX 5.6 (continued)

the full-time education and training option, which can last up to 12
months. With all other options, employers are obliged to offer educa-
tion and training at least one day a week, which should also lead to the
achievement of a formal education. The final (third) stage is follow-
through with continuing advice and assistance to those remaining in
the NDYP program after completing their options.

Evaluation results suggest that a significant increase in outflows to
employment can be attributed to the NDYP and that social benefits
outweigh the costs. Unemployed young men are about 20 percent
more likely to get jobs as a result of the policy. Much of this effect is
likely due to the employer wage subsidy option, but at least a fifth of
the effect is due to enhanced job search. The role of the more intensive
and longer-lasting education and training option cannot be fully
assessed, because long-term follow-up data have not yet been evalu-
ated. However, intensive human capital investments are likely to yield
returns specifically in the long run, and the NYDP training option is a
more intensive program than the other options. Because the job-
search assistance element of the program is more cost-effective than
the other ALMP options, the NYDP stands as the least costly compre-
hensive intervention for youth in OECD countries. The cost per benefi-
ciary served ranges from US$734 to US$1,277 (in 1999 values). In addi-
tion, the cost per job created is under US$6,500, given an average
placement rate of 17,250 participants per year.

The NYDP has been accompanied by key reforms in service deliv-
ery. Since 2001, the new Jobcentre Plus brings together the services of
the previous Employment Service and the Benefits Agency, thus pro-
viding a single point of service for jobs, benefits advice, and support.
Its objective is to improve the assessment and delivery of benefits so
that clients receive efficient and needs-tailored service. The evaluation
of the Jobcentre Plus showed that it succeeded in raising the number
of job entries among the target groups.

Sources: Corkett et al. (2005); Dorsett (2006); Van Reenen (2003).

Accreditation as a signaling device

For workers participating in retraining programs, receiving accreditation is
important—especially because upgrading skills may be comprehensive in
terms of course contents or time spent in training. While retrained workers
particularly in need of skill accreditation, this issue does arise for all
training participants discussed in this chapter. Skills provided in training
programs—and in particular in skill retraining—accompanied by corre-

are

sponding certification have shown positive effects in the labor market.
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The ChileCalifica Lifelong Learning and Training project, for instance, tar-
gets different types of beneficiaries corresponding to different stages of the
working career over the life cycle (and thus also different skill levels): (i)
youth and adults without TVET, (ii) economically active workers with low
skills, and (iii) skilled workers in need of skill accreditation and further
training. Regarding the latter group, ChileCalifica uses a set of tools, includ-
ing a qualification and skill award system, technical and vocational path-
ways, skill training, quality assurance of technical and vocational educa-
tion, and information systems for education and training supply. The system
is regulated under the Chilean quality assurance standard and contains a
catalog of some 1,000 competencies for 315 occupational profiles in 12 sec-
tors of the economy. Since 2003, more than 29,000 workers have been
certified according to these competency standards, and with the National
System for Certification of Labor Competences, an institutional umbrella
was established for the different types of education (academic, vocational,
and technical) and training modalities (formal, informal, pre-employment,
and enterprise based).

An impact evaluation carried out in 2009 found that the labor compe-
tency program had a positive and significant effect on labor income for
workers age 40, highlighting the importance of accreditation and certifica-
tion as part of training programs (Santiago Consultores 2009). This finding
is supported by evaluations of similar programs in other countries. For
example, German retraining programs leading to complete, certified voca-
tional degrees are typically the most successful at increasing participants’
employability and earnings (see Kluve et al. 2010; Lechner, Miquel, and
Wunsch 2011). An accredited certificate or degree received when partici-
pants complete a program thus increases the external value of the program,
while likely also increasing the subjective value for the participants and the
probability that they will actually complete the course.

Toward a Blueprint for Training-Related ALMPs

One of the main observations from the review of training programs in this
chapter is that they have common design features. In all cases, subsidies,
credit, counseling, and intermediation services are important complements
to the training itself. The importance of the various services and the content
of the training, of course, respond to the specific needs of the targeted
group. The implication is that it is possible to outline a set of core principles
for the design of training-related ALMPs. Implementation would then be
adapted to specific local conditions and institutional realities. The ideal
structure would be a system that operates through one-stop shops, which
can be public or private service providers. As previously discussed, this type
of service delivery is now common in many OECD countries.
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The one-stop centers would constitute the interface between potential
program participants—that is, the three categories of target groups previ-
ously discussed—and training providers. Depending on the target group
and a given country’s support system, either side can play a more or less
active role in this interaction: adult workers in registered unemployment
would likely actively ask for services, whereas in the case of unskilled, low-
income youth, employment office agents would be expected to develop
outreach activities to bring targeted individuals into the programs.

A key factor in the service delivery is to identify the needs of a target
population and correspondingly assign individuals to programs (see figure
5.5). Regardless of the mechanism used to register individuals, the process
ideally starts by assigning a counselor to the worker. The counselor assesses
the worker’s competencies and aptitudes. The counselor then discusses
potential job prospects and training needs with the worker. An initial stage
of the process may focus on increased job-search assistance, including that
for self-employment, for several weeks or months. If the job-search assis-
tance stage has not been successful, or if the counselor has already identi-
fied training needs, he or she may refer the worker to training providers.
These providers are selected on a competitive basis and offer training
packages that respond to different needs: they can be either short term,

Figure 5.5 An Integrated Training System for Unemployed, Low-

Income, and Low-Skilled Workers
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focusing on basic technical and life skills geared toward unskilled workers
(including vulnerable youth), or medium term (one to two years), focus-
ing on vocational training to help skilled workers change careers. Longer
programs focusing on vocational training should lead to an accredited
degree, as emphasized by the Chilean and German experiences. Training
programs should also be linked to credit facilities and advisory services to
entrepreneurs.

In all cases, a successful system of training-related ALMPs needs to pay
attention to issues related to governance, financing mechanisms, adminis-
tration, and monitoring and evaluation systems.

Governance

In terms of governance, it is important to balance decision making at the
centralized and local levels. Although general strategic guidelines are useful
for multisite programs, local employment offices and caseworkers need dis-
cretion in managing their programs. Implementation should be outsourced
to public and private companies through contracts that reward perfor-
mance. Private companies should meet clearly defined standards regarding
staff qualifications, particularly those of counselors, and adhere to certain
protocols regarding methods used to assess competencies and aptitudes,
provide career advice, and identify training needs.

Financing

The assumption has usually been that training-related ALMPs are to be
financed exclusively through government subsidies. Although this assump-
tion is often true in the case of low-skilled, low-income workers, it does not
have to be the case for all workers. On the contrary, to be able to expand
these programs and improve their outcomes, policy makers must expect
individuals with savings capacity to finance part of the costs. There are two
modalities that could be considered: (i) social security contributions (not
mandatory for employers) and (ii) credit lines. The first would apply to
workers in the formal sector who already make contributions for different
social security benefits. These workers would have training accounts where
contributions (notional or funded) accumulate to finance training and
employment services. Depending on the level of subsidy (that is, the level
of the government’s matching contributions), a given dollar amount in the
account would be equivalent to a certain number of hours of training and
counseling. The second system would be geared to informal sector workers
and first-time job seekers and would involve credit to be repaid once indi-
viduals are productively employed or self-employed.
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Administration

The administrative complexity of well-designed training-related ALMPs
should not be underestimated, in particular if programs are aligned with
individual groups’ needs. Key processes include registering applicants, con-
tracting employment offices and training providers, setting up tariffs, man-
aging individual contributions or credit lines, and reimbursing providers. It
is thus indispensable to build institutional capacity within the employment
agencies in charge of managing the system at the central and local levels.
Strengthening institutional coordination and the ability to manage multi-
service programs can be important for reducing operational costs.

Monitoring and Evaluation

Finally, improving data collection, monitoring, and evaluation systems is
critical for better planning and decision making. Programs need to be
adjusted and optimized continuously, which can be done only if real-time
data are available to managers about their operations and performance.
Evaluation efforts that accompany the program from the very first stage of
its conception are particularly important. Besides the evident need to prop-
erly assess the program’s effects, including cost estimates for a complete
appraisal of the program is also important.

Conclusion

Training-related ALMPs are the most commonly used strategy worldwide
to reduce the risk of unemployment and increase the employability and
earnings capacity of workers who are unskilled, transitioning from school
to work, or simply transitioning through a period of unemployment. Unfor-
tunately, these programs are often designed and implemented without a
full understanding of the market failures they are trying to solve. Imple-
menting these programs simply because policy makers consider that tar-
geted groups do not have the right skills—even if this conclusion was
reached on the basis of proper statistical instruments (see chapter 1)—is not
sufficient. Policy makers must also understand why workers on their own
will not invest in the right types of training. This chapter has shown that in
many cases, the programs can have a role in overcoming market failures
such as credit constraints, coordination failures, and limited or biased infor-
mation. These market failures clearly affect disadvantaged workers in the
labor market. Nonetheless, a more systematic approach is needed to estab-
lish their relative importance in the case of different groups.
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A possible blueprint for designing training systems emphasizes identify-
ing the needs of a target population and correspondingly assigning indi-
viduals to programs as a key first step. An ideal system for service delivery
would therefore consist of one-stop centers where individuals can search
for assistance. Governments can also mobilize these centers to implement
large-scale training programs. The centers would need to have the right
human resources and technologies to understand the training needs that
workers have, and they should couple the training providers with providers
of complementary services, such as credit, entrepreneurial advice, and
intermediation. Understanding the right institutional setting for the system
requires further research and policy analysis. The evidence so far empha-
sizes the importance of governance, administrative, and financing arrange-
ments to ensure that program managers at all levels have the right incen-
tives to respond to the needs of workers and employers. In particular,
service providers, including those for training, should compete for their
clients and be accountable for the services they deliver.

As an increasing number of lower-middle-income countries are imple-
menting training-related ALMPs for vulnerable groups, further evidence is
needed on the effectiveness and mode of operation of these programs. To
date, the evaluation of programs in the developing world is rare. Even
when a program has been evaluated and shows positive results, it is often
difficult to extrapolate and understand the reasons behind its success. Can
the program be successful for other population groups in different settings?
What are the necessary conditions in terms of institutional design? Would
alternative and cheaper interventions deliver the same results? Addressing
these questions will require mobilizing more efforts and resources to better
measure skill gaps, understand the market failures or constraints that cause
them, and identify the right interventions to correct them. Improving pro-
gram monitoring and data collection and conducting rigorous evaluations
of current programs are crucial in this process.

Notes

1. For example, each year 500,000 new entrants enter the labor market in Kenya,
and 700,000 in Tanzania. These large cohorts will continue to add pressure to
the labor market in the region (Garcia and Fares 2008).

2. The figures in terms of number of people with each degree were derived by
assuming constant relative participation rates and using the ILO’s projections
about growth in labor force participation, linearly projected for the 10 years
beyond the ILO’s 2020 final date for the projections. The CEN (constant enroll-
ment number) graph can be considered a worst-case scenario, as it assumes
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zero expansion of schooling. Therefore, in each country, the number of stu-
dents in each cohort (by gender) passing onto the next educational level at the
given age remains constant over time. That implies that the relative share of
education levels may increase and decrease depending on changes in cohort
size. The GET (global education trend) graph assumes that investments are suf-
ficient to allow a country’s educational expansion to converge to an expansion
trajectory based on the country-specific historical global trend.

. For information on the Arab Republic of Egypt, see Angel-Urdinola and Sem-

lali (2010); for information on Sierra Leone, see Peeters et al. (2009).

. Betcherman, Olivas, and Dar (2004) build an inventory of ALMP evaluations

worldwide, in which 52 percent (45 out of 87) of evaluation studies analyze
training programs. Kluve (2010) conducts a meta-analysis of ALMP evalua-
tions in Europe. There, the share of training programs is 51 percent (70 out of
137). Similarly, in the Youth Employment Inventory, which collects data on
youth employment programs worldwide, 38 percent (111 out of 289) of the
studies focus on training (Betcherman et al. 2007).

. The inventory does not focus on training programs per se, but rather on evalu-

ations of training programs. The data cover 345 training evaluations, of which
129 are evaluations using a treatment-control design.

. This bias occurs because (i) the database comprises programs since the 1960s,

and although most OECD countries have had several decades of experience
with training programs, the incidence of training in lower-middle-income
countries is relatively recent; and (ii) the inventory comprises documented,
evaluated training programs, and the practice of program evaluation has been
emphasized more strongly in higher-middle-income countries.

. In Turkey, the program is the Young Entrepreneur Development Programme

(OECD 2010); for Romania, see IRIS (2005).

. One of the most recent skill training programs for youth is Entra 21. This initia-

tive was developed in 2002 by the International Youth Foundation to improve
employability of disadvantaged youth by providing training in information and
communications technology. No rigorous impact evaluations of this program
have been conducted. However, initial evaluations for Bolivia, Brazil, Colom-
bia, the Dominican Republic, El Salvador, Panama, Paraguay, and Peru indicate
that the program has improved participants” chances of getting a job, and the
quality of jobs found is higher (Pezzullo 2005).

. For more information on skill programs in Africa, see Garcia and Fares (2008),

Johanson and Adams (2004), and Rother (2007).
See, for example, the recent inventory of programs compiled by Angel-Urdi-
nola, Semlali, and Brodmann (2010).
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