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The Challenge

Development experience shows that a group of
countries have been high performers not only in
having grown at a high and sustained rate for a long
period of time, but with a pattern of growth that has
led to productive diversification, a high rate of tech-
nological change and productivity growth, as well
as relatively rapid job creation, growth of wages and
incomes, and therefore rapid poverty reduction. In
short, a group of countries that have relatively rap-
idly caught-up with developed countries in terms
of standards of living. Development experience
also shows that some kinds of growth reduce pov-
erty more effectively than others, that some kinds
of growth lead to faster productive transformation,
faster learning, structural change and diversification
and faster decent work creation than others.

The interpretation about what factors and policies
separate such high economic and social perform-
ers from others has been a matter of strong debate,
but as the Commission on Growth and Development
recognized in its report, if an economy is failing to
diversify its production structure and exports or
generate productive jobs in new industries, gov-
ernments should look for ways to jump-start the
process. Such efforts to accelerate the process of
learning and structural transformation are widely
used in developed and developing countries and
are known by various names: competitiveness poli-
cies, innovation, technology and economic diversi-
fication policies, or policies to promote clusters or
value chains. These are all variants of productive
transformation and industrial policies. At their core,
they all have one aspect in common: mechanisms,
measures and incentives to promote strategic col-
laboration between the private sector, workers and
the government with the objective of removing ob-
stacles to growth, promote technological upgrad-
ing and diversification and accelerate processes of
learning and productivity growth.

The instruments to promote productive transfor-
mation/industrial policies have changed over time
partly as a result of better understanding of what
works, and partly because trade agreements have
reduced the space for the use of some of the instru-
ments that were widely used in the past. However,
there remains ample space, beyond the cross cut-
ting measures to improve the enabling environment
for sustainable enterprises, to also use institutional,
incentive and partnership measures to promote pro-
ductive transformation and diversification in sectors
with high growth and job creation potential.

The recent economic crisis has renewed interest in
industrial policies and many Governments are for-
mulating industrial policies to support recovery and
to foster development and productive employment
through rapid economic transformation, adoption
of new technologies, and diversification into higher
value added goods and services.

Many lessons have also been learned to design
these policies in ways that avoid the problems of
industrial policies in the past, such as excessive in-
centives, lack of transparency and accountability,
and getting the process right.
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The ILO Response

The Resolution concerning the Recurrent Discussion
on Employment adopted at the International Labour
Conference of 2010 mandates the ILO to strength-
ening its industrial policy expertise with a view to
evaluating the employment and decent work impact
of such policies. The Resolution calls upon the ILO
to increase its capacity to undertake research and
analysis with the aim of informing policy advice.

As a first step in meeting these challenges, the ILO
has developed a research programme to fill knowl-
edge gaps and to improve understanding of the link
between industrial policies, productive transforma-
tion, employment and decent work. This policy ori-
ented research addresses both conceptual and em-
pirical research.

The role of productive transformation and industrial
policies can be seen as facilitating the process of
productive transformation and learning at all levels.
This process embraces agriculture, industries and
services sectors, urban and rural areas and the de-
sign of industrial policies in the light of national de-
velopment goals and aspirations, National Employ-
ment Policies and National Development Strategies.

Recent ILO research provides two important policy
lessons. First, manufacturing has a high potential
to drive the catching up process as it provides wide
potential for increasing returns, and broad learning
opportunities in an increasing variety of technolo-
gies and occupations. Tradable services can play a
similar role in particular country context. Second,
education policies play a central role in shaping the
dynamics of productive transformation and pro-
employment growth by transforming the education
structure in the labour force. There is strong empiri-
cal support that educational transformation needs
to precede economic transformation.

The ILO is currently undertaking empirical research
and country studies with a view to providing les-
sons on good practices for the design of productive
transformation and industrial policy interventions
and instruments in specific country contexts. The
objective is that this improved understanding will
provide the basis for developing ILO capacity and
technical expertise to provide practical guidance to
constituents, as mandated by the Recurrent Discus-
sion on Employment. The ILO is also preparing pol-
icy guidelines on industrial policies for productive
employment and decent work. Furthermore, the ILO
is currently actively engaged in international policy
debates on industrial policy and employment and
collaboration on this issue has started with the UN
Conference on Trade and Development and the UN
Industrial Development Organisation.
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