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Abstract

Industrialization has historically been regarded as the main avenue to move upwards in
the income ladder due to its potential to create a large number of well-paid, high-quality
jobs. In recent years, rapid technological change and the automation of many industrial
processes have questioned the potential of industry to drive development and create
productive jobs. This policy brief challenges this pessimistic view. It provides fresh estimates
on the multiplier effect of different sectors of the economy on job creation and shows that
manufacturing industries have the largest employment generation potential. For every
job directly created in manufacturing, 2.2 jobs are created in other sectors. This multiplier
effect doubles that of the non-manufacturing industry and is three times higher than the
average multiplier of modern services. This is true for advanced countries and developing
ones. Strengthening local industrial ecosystems is key to creating jobs and accelerating
economic development, particularly in the current context of rapid technological change
associated with the Fourth Industrial Revolution.
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Key Messages

1.

The developmental impact
of productive policies
heavily depends on the
potential of targeted
sectors to create jobs.

2.

Despite recent scepticism,
the manufacturing sector
has the largest potential
to create jobs compared to
other economic sectors.

3.

Most jobs created today by
manufacturing are outside
the factory floor. Industrial
policies intended to

create jobs should focus
on the whole industrial
ecosystem.

| Industrialization, productive jobs and economic development

One of the most critical challenges for economic
development is creating a sufficient number of
productive jobs to absorb a large and growing
labour population. Historically, industrialization
has been the primary path to address bottlenecks
in development.

thus creating a robust middle class. This process

sustained economic growth and contributed to
significant social and political transformations!
Industrialization, by fostering urbanization and
creating new social categories and habits, has
enabled a virtuous cycle between productivity
growth, wage increments and expanded con-
sumption that shape and sustain modern eco-
nomic growth in today’s richest nations.

economic shifts. Automation and the rise of new

labour-saving manufacturing technologies have
reduced the demand for low-skilled labour, cur-
tailing developing countries’ current compara-
tive advantage. Additionally, China's remarkable
success with export-oriented industrialization

has led to intense competition, making it diffi-
cult for other developing countries to replicate
this model and plug into global manufacturing
value chains.?

In this brief,

outside the factory floor. One of the key char-

acteristics of the manufacturing sector is its
extensive forward and backward economic link-
ages, which place it at the centre of a country’s
productive system. To accurately measure the
job-creating potential of the manufacturing sec-
tor, it is essential to consider the direct jobs in
manufacturing, as well as the jobs "activated"
in other sectors that support the production of

a final manufactured good. That is, the focus of

To account for the "industrial ecosystem" at large,
including all other activities that indirectly sup-
port the production of manufacturing goods, this

covering 84
per cent of all world employment in 2023.3
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| Job creation depends on linkages within value chains

The most commonly used indicator for analys-
ing employment generated by different sectors
of the economy is the actual number of work-
ers employed in a particular sector, at a specific
point in time. While this statistic is factually cor-
rect, it does not capture the full story.

Traditional statistics count jobs in a sector based
only on workers directly employed in it. However,
many jobs are connected to a sector and are cre-
ated in another sector, such as with supply materi-
als or services to that industry. These related jobs
are not fully reflected in traditional job counts.
Ultimately, the total number of jobs created by
one specific activity at a given time, depends on
the complex chain of productive interlinkages
connecting different sectors of the economy.

To illustrate this, consider the transport equip-
ment sector in a specific country, such as Brazil
(see Figure 1). The transport equipment sector
does not just employ workers directly on the fac-
tory floor. It also generates a significant number of
jobs indirectly in other sectors through its demand
for inputs and services. For example, producing a

car involves not just assembly line workers but
also those in the steel, rubber, electronics, and
service industries. According to the latest avail-
able comparable data for the year 2020, the trans-
port equipment sector of Brazil employed 80,000
workers. From this total, 16,000 are regarded as
“activated” jobs in other sectors in Brazil as well as
in other countries, as they mainly produce inputs
for different sectors. The remaining 64,000 work-
ers were directly employed in the production of
goods directly sold to final consumers or inves-
tors. Additionally, 28,000 workers delivered inputs
from other manufacturing activities in Brazil and
abroad (including, 3,250 Brazilian workers from
the plastic industry and 2,700 workers from the
transport equipment sector in China), 5,000 work-
ers extracted primary materials to create compo-
nents and equipment, and 74,000 domestic and
foreign workers provided services to conduct all
these tasks. In total, 171,000 workers were directly
or indirectly involved in the final production of the
transport equipment sector of Brazil in 2020. This
is more than double compared to the number of
workers accounted for in traditional statistics.

[FEMEEN Jobs created by the Brazilian transport equipment industry: direct, indirect, domestic and foreign.
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Source: Authors elaboration based on OECD Inter-Country Input-Output tables, OECD Trade in Employment database and ILO

Modelled Estimates data.
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Looking at Figure 1. the “observed employment”
is the total number of workers employed in a
particular sector (i.e., the dark blue part of the
bar in Figure 1). The “induced employment” is the
employment created by the final production of a
sector, including both the observed employment
and the indirect jobs created due to productive
linkages to other sectors (i.e., the positive part
of the bar in Figure 1).

The difference in total employment between these
two measures becomes clear when comparing the
shares of one sector in total employment. Using
data from OECD and ILO, Figure 2 presents the
observed and induced shares of manufacturing
in total employment globally, and distinguishes
between advanced and developing countries.
The results are telling: in 2020 (most recent data),
the manufacturing observed share at the global
level was 13.4 per cent, while the induced share
was 23,2 per cent, accounting for ten percent-
age points higher. Similar differences are also
evident for advanced and developing countries.

Given these differences, tracking indirect job cre-
ation across different sectors is essential. Tra-
ditional statistics, which only account for direct
employment, fail to capture the bigger picture
of job creation and its potential across sectors.
Including indirect employment provides a more
comprehensive understanding of manufacturing
in job creation. From a policy perspective, what
really matters is the multiplier effect that one job
creates in one particular economic activity and
how it will impact the rest of the economy.

INSIGHTS ON INDUSTRIAL
DEVELOPMENT

The following section analyses these multipli-

ers and presents fresh empirical evidence on the

current role of industry in employment creation.
Observed and induced jobs in manufac-
turing in 2020.

Share in total employment

World 13.4% @ ®23.2%
Advanced 12.0% @ ® 217%
Developing 13.7% @ ©® 23.6%
0% 10% 20% 30%

® Observed share  ® Induced share

Note: The points in the figure show the average share of
manufacturing in total employment using two indicators:
the traditional or observed share (blue points) and the
induced share (orange points). The orange induced share
points are estimated using Input-Output techniques and
include all jobs directly and indirectly created by the final
demand of a manufacturing good divided by all jobs in the
economy. The data covers 76 countries in 2020. Advanced
countries are defined as those classified as high-income in-
dustrial economies by UNIDO. Developing countries include
all other economies. The average shares are calculated using
countries’ weights in global employment.

Source: Authors elaboration based on OECD Inter-Country
Input-Output tables, OECD Trade in Employment database
and ILO Modelled Estimates data.

| Manufacturing jobs have the largest multiplier effects on an economy

The impact of different sectors on job creation is
assessed by looking at the relative job multipli-
ers. These multipliers are defined as the number
of jobs created in other sectors of the economy
by each worker employed in a particular sec-
tor under consideration.® A distinction is made
between jobs created in the same country (domes-
tic multipliers) and those generated in other

countries (foreign multipliers). Foreign multipli-
ers occur when inputs or services are imported
from abroad to produce a sector’s main product.

The analysis conducted combines data from the
OECD Inter-Country Input-Output tables,® the OECD
Trade in Employment database® and the ILO Mod-
elled Estimates data,” and it evaluated the number
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of jobs needed to produce the goods and services while 0.5 are created outside the country. These
delivered by different sectors of the economy in a multipliers double those in non-manufacturing
total of 76 economies (33 advanced, 43 developing).2 industries, and are three times higher than the
average multiplier of modern services.

The analysis focuses on five macro-sectors of the

economy, reports on the average multipliers for The same is true when looking at the subsets of
each sector at the world level, and distinguishes advanced and developing countries. In these cases,
between advanced and developing countries (see large differences emerge between domestic and
Figure 3). The results clearly demonstrate that the foreign multipliers. In advanced countries, most of
manufacturing sector has the largest potential to the multiplying effect tends to create jobs interna-

generate jobs compared to other economic sec- tionally, while in developing countries, most jobs
tors. Globally, 2.2 jobs are created in other sectors are created domestically. In this case, every direct
for every job directly created in manufacturing. job created in manufacturing generates almost

On average, 1.7 jobs are generated domestically, two jobs in other sectors of the same economy.

(M) Manufacturing has the largest potential to create jobs
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Note: The bars in the graphs represent the total employment multipliers, which indicate how many additional jobs are created
in other sectors for each direct job generated within a given sector. The colours distinguish between the jobs created in the
same economy (blue) and those made in foreign economies (orange). The multipliers cover 76 countries in 2020, and are
estimated by using Input-Output techniques. Advanced countries are defined as those classified as high-income industrial
economies by UNIDO. Developing countries include all other economies. Non-manufacturing industry includes mining, utili-
ties and construction (ISIC codes B, D and E); and modern services includes transport, communication, finance and business
services (ISIC codes H, J, K, L, M and N).
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Source: Authors elaboration based on OECD Inter-Country Input-Output tables, OECD Trade in Employment database and ILO
Modelled Estimates data.

| Policy implications

The results in this brief demonstrate that manu- focus on the entire industrial ecosystem. Industrial
facturing remains a major source of productive policies aimed at creating jobs should emphasize
jobs. Developing countries are unlikely to absorb strengthening the backward and forward linkages
an increasing labour force without a strong and of the manufacturing sector with the rest of the
dynamic industrial sector. In a context of rapid economy and be tailored to each country's current
technological change, where jobs are increasingly and expected capabilities.

shifting away from the factory floor, it is essential to
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