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This study explores supply- and demand-side barriers to employment creation in Sub-Saharan Africa.
It focuses on five low- and low-middle-income countries with grave underemployment problems: Benin,
Burkina Faso, Ethiopia, Ghana, and Senegal. African labor markets are characterized by a sharp dualism
between little formal employment and much informal employment—80-95 percent in low-income coun-
tries. Vulnerable employment is also 80-90 percent, and higher for women. The agricultural and urban in-
formal sectors feature pervasive underemployment. Workers in small informal firms typically earn about
one-fifth of the earnings of employees in formal firms, and absolute poverty remains high in four of the five

focus countries.

The supply of labor is expanding rapidly due to
high population growth. But skill mismatches be-
tween potential employees and firms due to lack or
poor quality of education and training contribute
to low levels of formal employment. And people
with higher education in the focus countries have
higher nonemployment rates than the population
as a whole, because the education system focuses
on preparing students for the civil service and fails
to impart the practical skills sought by employers.
Vocational training must also be improved and
coordinated with the private sector to ensure that
workers receive training useful to employers.

Labor-intensive sectors need to grow to demand
skilled workers. Manufacturing for export is not
the only vehicle to achieve this—agricultural ex-
ports, tourism, and fishing are alternatives, since
they are labor-intensive, confront the quality re-
quirements of developed-country markets, and

are subject to technological upgrading. Attracting
foreign investment and technology while keeping
wages low until productivity rises is key.

Supportive government policies and a reasonably
well-functioning business climate are crucial to
successful low-income exporters. Long-term im-
provements in economy-wide infrastructure and
institutions can be supplemented by short-cuts
through export processing zones, regional growth
poles, and business incubators.

INTRODUCTION

Improving employment opportunities is de-
sirable in itself and crucial to poverty reduc-
tion. In Sub-Saharan Africa, although people
have jobs—they are simply too poor not to work
—underemployment is pervasive. Typically,
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90 percent or more of the labor force works in the
informal sector in subsistence agriculture, urban
self-employment in petty services, and similar ac-
tivities. African labor markets are marked by large
disparities between a small number of formal pub-
lic and private employees and a vast number of
informal sector workers with very low pay, no job
security, minimal benefits, and, often, hazardous
working conditions.

Impediments to both the supply of and the de-
mand for labor account for Africa’s lagging per-
formance in creating formal sector jobs. Human
capital deficiencies due to inadequate education
and training diminish the supply, while the prod-
uct market provides too little demand.

On the supply side, although countries have made
major strides in educational attainment, schooling
and training programs often fail to provide the
skills that employers seek. On the demand side,
although economic growth in Africa has picked
up since the early 1990s, it has occurred mostly in
informal services and in capital-intensive sectors,
such as natural resource extraction. Neither has
led to much growth of formal sector employment
opportunities. Firms cite corruption, lack of infra-
structure, and pervasive red tape and labor-mar-
ket regulations as the greatest barriers to invest-
ment and job creation.

This study explores supply- and demand-side
barriers to employment creation in Sub-Saharan
Africa. It focuses on five low- and low-middle-in-
come countries with grave underemployment
problems: Benin, Burkina Faso, Ethiopia, Ghana,
and Senegal. The five are not resource abundant
and so are not subject to the resource “curse.” And
they have not been so disrupted by social strife as
to preclude economic development. In other re-
spects, they are diverse enough to illuminate the
general nature of the Sub-Saharan underemploy-
ment problem. Four other countries serve as com-
parators: China, Bangladesh, Mauritius, and Viet
Nam. Mauritius is one of the few African coun-
tries to have successfully lowered poverty through
employment creation. Bangladesh, China, and
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Viet Nam, likewise, have recently achieved rapid
formal employment increases starting from very
low incomes. The study argues that governments
should adopt policies that raise the demand for
African labor, while also improving worker train-
ing and building entrepreneurs’ skills.

The study combines qualitative and quantitative
analysis of labor markets in the five focus coun-
tries and four comparators. It describes the evo-
lution of employment in the countries under
study and discusses labor supply constraints and
impediments to labor demand due to the busi-
ness environment. It represents case studies of the
five focus countries, including policy recommen-
dations. Finally, the study offers conclusions and
policy recommendations.

THE PREVALENCE OF INFORMAL
AND PRECARIOUS EMPLOYMENT
IN AFRICA

Open unemployment is often 5 percent or less of the
labor force in Sub-Saharan Africa.! The problem is
the quality rather than the quantity of jobs: the vast
preponderance of the labor force is employed in the
informal sector. Casual observation highlights how
few employees receive regular wages and benefits—
instead, street hawkers typify city employment, and
subsistence farmers typify agriculture.

The informal sector is complex, with a continuum
of characteristics, such as firm size, tax payments,
registration, access to credit, and stability of work
location.” Likewise, informal employment has a
variety of characteristics.® Sometimes, it is defined
as less than full-time work—but many informal
workers work long hours. Sometimes, it is iden-
tified with self-employment and work in house-
hold enterprises. Lack of regular wage payments
and absence of social insurance coverage are
often features—but some workers in formal firms
may be subject to these conditions, and some
self-employment is quite remunerative. And these
definitions overlap substantially. But typically,




self-employed and family workers have irregular
hours and do not receive wage payments or any
form of official social security protection.

African employment data are sparse and usu-
ally out of date. The very concepts of labor force
participation, employment, and unemployment
used in developed economies are problematic in
low-income Africa Nevertheless, the available
information paints a consistent pattern: African
labor markets are characterized by a sharp du-
alism between very small formal employment
and much informal employment. The agricultur-
al and urban informal sectors feature pervasive
underemployment.

Sub-Saharan labor force participation rates are
not dramatically different from those in other de-
veloping regions. They are slightly lower for men
than in Latin America and South Asia. And they
are, surprisingly, higher for women, though lower
than in East Asia. Labor force participation has
not increased over time in Africa, unlike in many
other areas, and has even fallen in some countries.
For example, in Benin, it stayed around 72 per-
cent from 2000 to 2016. Moreover, the distinction
between being in or out of the labor force is hazy,
given the substantial number of domestic workers
incorrectly counted as out.

In Sub-Saharan low-income countries, informal
employment accounts for at least 80 percent of
total employment, and often 90-95 percent (in-
formal employment is defined here as agricultural
work, non-wage employment, and part-time wage
employment; table 1).° In half the countries in table
1, government employment exceeds formal private
sector employment, whereas in the other half, the
opposite is true. In all the countries, however, both
formal private and government employment are
less than 15 percent of the labor force, and they are
often less than 5 percent. In urban areas, informal
employment (with agriculture excluded) predomi-
nates and has risen over time (table 2).

Since informality is a matter of degree, the share
of employment counted as informal is a rough
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TABLE1
Distribution of employment by sector in selected
Sub-Saharan low-income countries

Percent of the labor force

Country/year of Public :?i:lr:tael Informal
survey sector sector sector
Benin, 2005 2.6 21 95.3
Burkina Faso, 2005 4.3 1.0 94.7
Cameroon, 2005 4.9 4.7 90.4
Congo, 2005 6.3 1.8 91.9
Ethiopia, 2005 3.9 6.2 89.9
Ghana, 2010 6.4 7.0 86.6
Madagascar, 2005 — = 86.5
Malawi, 2004 9.0 1.5 79.5
Mali, 2007 31 0.4 96.5
Nigeria, 2004 8.0 0.3 91.8
Rwanda, 2006 3.7 1.2 95.1
Senegal, 2001 1.8 6.1 921
Tanzania, 2006 3.0 1.5 95.5
Uganda, 2006 2.8 14.2 83.0
Zambia, 2005 5.2 6.8 88.0

Source: Golub and Hayat 2015.
— is not available

TABLE 2
Urban informal employment in four African focus
countries

Percent of total urban employment

Country 1980s 2010s
Benin - 96.2
Burkina Faso 70.0 88.4
Ghana - 77.7
Senegal 76.0 87.0
Sub-Saharan Africa average 67.3 733

Source: Charmes 2018,
—is not available

estimate. In agriculture, a few large plantations
can be classified as formal, and even small-scale
farming may share some aspects of formal organi-
zation and social protection, such as stabilization
of producer prices for commodities, as for cocoa
in Ghana. Furthermore, the informal sector is
heterogeneous.S A few informal firms have large
sales volume but operate as informal in most other
respects. Analysts such as Mbaye and coauthors

Constraints to employment creation in Africa 175




TABLE 3
Vulnerable employment plus unemployment in African focus
countries

often split informal firms into large and small.
Large informal firms exceed $100,000 in annual
sales yet fulfill other criteria of informality and
pay little or no tax—nevertheless, they play a major
role in some sectors. Small informal firms far out-
number large ones. “Vulnerable employment” is
defined by the International Labour Organization
(ILO) as self-employment and contributing family
workers—similar but not identical to underem-
ployment or informal employment. Adding vul-
nerable employment to unemployment provides
a measure of a country’s precarious employment
status. In the five focus countries, the rate of pre-
carious employment was about 90 percent in 1991,
except in Ghana, where it was about 80 percent

Percent of the labor force

B . N WA= 2

Year Benin Burkina Faso Ethiopia Ghana Senegal
1991 89.8 96.6 89.1 78.9 90.0
1992 88.8 96.6 88.7 78.3 826
1993 88.7 96.6 90.0 78.8 81.9
1994 88.8 96.3 90.9 78.6 826
1995 88.7 95.9 90.9 779 81.7
1996 88.3 95.0 90.6 776 821
1997 88.1 94.8 89.2 77.9 81.9
1998 87.9 944 90.6 77.5 81.0
1999 88.9 94.9 92.0 77.8 80.2
2000 88.8 947 92.6 77.9 801
2001 88.7 94.2 92.8 76.6 80.1
2002 88.3 93.9 93.1 76.8 76.4
2003 88.5 93.9 93.4 75.4 75.8
2004 90.4 94.5 929 74.2 75.8
2005 90.4 93.9 91.9 73.9 74.2
2006 90.3 93.5 94.0 75.5 75.2
2007 90.3 941 93.6 79.4 75.3
2008 901 92.8 92.5 776 74.0
2009 90.1 93.4 91.8 77.8 735
2010 90.2 93.3 91.9 76.7 72.8
20M 90.3 93.4 91.2 72.7 74.2
2012 90.2 92.8 90.0 72.2 73.4
2013 90.1 92.7 89.9 n7 736
2014 89.8 92.6 - 7.2 731
2015 89.7 92.5 - 71.0 72.6

Source: World Bank jobs data, based on ILOSTAT, 2017,
— is not available.

176 CREATING DECENT JOBS Strategies, policies, and instruments

(table 3). The rate remained elevated until 2015,
although Ghana and especially Senegal exhibited
steady improvement (alternative measures suggest
that the improvement in Senegal may be overstat-
ed). Ethiopia improved somewhat over 2010-13.”
Benin and Burkina Faso’s precarious employ-
ment share remained around or above 90 percent.
The level of precariousness in West Africa is also
shown in the 40 percent of workers earning below
the minimum wage—in Burkina Faso, 61 percent.

For women, employment precariousness was even
worse, with vulnerable employment constituting
about 95 percent of women’s employment in Benin
and Burkina Faso in 2016 (table 4).% In Senegal, the
improvement for women over 1990-2016 is less
marked than for total employment.

The comparator countries show a rather different
picture (table 5). In Mauritius, the employment
situation had already improved before the 1990s,
reflecting rapid development based on labor-
intensive exports of garments in earlier decades.
Bangladesh, China, and Viet Nam showed dra-
matic improvements over 1991-2015, also reflect-
ing their rapid export-led growth. The improve-
ments for women in the comparator countries
were similar to the economy-wide averages, since
women are often employed in manufacturing
plants in Asia.

The huge disparities in remuneration between for-
mal and small informal firms are evident in data
gathered through enterprise surveys in the larg-
est cities in five African countries (table 6).° Em-
ployees in formal firms typically earn about five
times more than workers in small informal firms.
In the small informal firms, monthly incomes are
generally a little more than $100 a month, which
undoubtedly leaves many of the families of these
workers below the $2 per day poverty threshold.
Incomes in large informal firms are typically be-
tween those of formal and small informal firms
—closer to those in formal firms in Burkina Faso,
Gabon, and Senegal, and closer to those in small
informal firms in Benin. If agriculture and small-
er urban areas were included, mean informal
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TABLE 4 TABLE 5
Female vulnerable employment in African focus countries Vulnerable employment and unemploymentin
Percent of female employment comparator countries
Year Benin  Burkina Faso Ethiopia Ghana Senegal Percent of the labor force
1991 95.8 98.7 91.0 88.6 92.2 Year Bangladesh China Mauritius Viet Nam
1992 95,6 98.7 90.6 88.4 86.8 1991 86.9 74.9 231 8738
1993 95.5 98.7 91.8 88.5 86.3 1992 87.1 73.3 171 87.8
1994 95,5 98.6 92.8 88.2 86.8 1993 85.9 67.9 181 875
1995 955 97.9 92.8 87.9 86.2 1994 85.8 645 18.5 873
1996 953 97.4 92.4 87.5 86.2 1995 855 60.7 228 86.0
1997 95.2 97.3 93 87.7 86,0 1996 84.6 58.0 224 823
1998 95.1 97.0 92,6 87.3 85.8 1997 86.9 56.6 231 82.6
1999 95.7 971 93.3 87.0 85.2 1998 85.5 56.0 231 79.6
2000 95.5 971 94.4 86.8 847 1999 85.7 55.3 243 82.3
2001 95.5 96.8 943 86.5 847 2000 84.8 543 24.8 815
2002 95.3 96.6 94.5 86.2 86.4 2001 87.0 53.5 225 80.0
2003 95.2 96.6 948 85.7 85.5 2002 86.8 52.5 23 79.6
2004 95.8 96.5 94.4 851 85.5 2003 86.7 50.3 23.4 78.4
2005 957 96.1 93.5 84.8 84.3 2004 88.0 480 23.9 74.4
2006 957 96.1 95,5 85.4 84.6 2005 871 463 24.8 73.9
2007 95.5 96.2 95,2 85.3 84.8 2006 69.8 448 23.9 723
2008 95.3 95.4 94.3 84.9 83.4 2007 68.2 433 241 71.0
2009 95.2 95.8 93.7 84.1 82.6 2008 66.3 2.4 224 69.5
2010 95.4 95.8 93.7 83.8 82.2 2009 65.8 40.5 220 68.9
2011 95.3 95.8 93] 82.4 829 2010 64.8 39.4 22,6 67.6
2012 95.2 95.4 91.9 81.5 821 201 63.6 382 220 65.3
2013 95.1 95.2 92,0 80.7 82.2 2012 62.4 376 240 63.1
2014 94.9 95.1 531 80.1 81.7 2013 61.0 371 23.6 63.1
P 2015 94.8 9511 53.0 79.8 811 2014 60.0 365 23.5 62.7
2016 94.8 95.0 51.8 79.3 80.2 2015 59.0 359 235 58.8
Source: World Bank jobs data, based on ILOSTAT, 2017. Source: World Bank jobs data, based on ILOSTAT, 2017.
TABLE 6 incomes would likely be even lower. These data
Average monthly incomes in urban formal and confirm the dualism of labor markets in low-
informal sectors in African focus countries, income Sub-Saharan Africa: a few remunerative
around 2015 formal sector jobs and somewhat well-paying large
$ informal sector jobs versus a mass of small infor-
Large Small mal employment with subsistence-level earnings.
Country Formal informal informal
sl S 221 104 Consequently, poverty in the focus countries,
Ruikinageso =2 €28 e though it fell, remained quite high between 1990
S eg = 324 = and around 2015, except in Ghana, where it fell
Gabon = 410 b considerably (table 7). (Poverty here is absolute
Senegal 671 a4 16

poverty—households subsisting on $1.90 a day or
Source: Based on surveys conducted for Mbaye and Golub i i i
Ty y u less in 2011 purchasing power parity.) Among the

Note: The surveys were conducted in the major cities of each country: comparator countries, absolute poverty was large_
Dakar (Senegal), Cotonou (Benin), Quagadougou (Burkina Faso), Doua-

la and Yaounde (Cameroon), and Libreville (Gabon). ]y eradicated b)’ the 2000s in China, Mauritius,
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TABLE 7

Poverty rates in African focus countries and comparator countries

Percent of population
Country 1990-94 1995-99 2000-04 2005-09 2010-16
Africa
Benin - - 48.8 - 49.6
Burkina Faso 83.1 81.6 57.3 55.3 437
Ethiopia 67.1 55.5 36.4 33.6 26.7
Ghana 49.8 357 257 19.6 12.0
Senegal 68.4 - 49.2 24.5 38.0
Comparators
Bangladesh 442 357 36.4 19.6 14.8
China 66.6 40.5 18.7 14.7 1.4
Mauritius = - - 0.4 -
Viet Nam 52.9 35.5 26.5 14.8 2.6

Source: World Bank jobs data, based on ILOSTAT, 2017.
Note: Poverty is based on the threshold of $1.90 per day in household income, in 2011 purchasing power parity.
— is not available.

and even Viet Nam, and in Bangladesh, dropped FIGURE 1

steeply in the 2000s to below 15 percent. Creating Population growth in African focus countries
more remunerative and stable employment oppor-  ropulation growth (annual %)

tunities is decisive for reducing poverty rapidly. 4 =

Ethitpia

Benin
- o v e —— -

IS LABOR SUPPLY CONSTRAINING e

EMPLOYMENT CREATION IN AFRICA? = - =

The labor force in low-income African countries is

expanding rapidly due to high population growth. ®as0 1995 2000 2005 2010 2016

In the African focus countries, population growth  source: Based on World Bank jobs data.

was around 3 percent a year in 1990. Over the next

25 years it fell in Ethiopia and Ghana, and to a less-

er extent Benin, but remained well above 2 percent; FIGURE 2

it did not fall for Burkina Faso or Senegal (figure 1). Population growth in comparator countries
Population growth (annual %)

In contrast, China and Mauritius’s already low 35—

population growth rate declined to below 1 per-

cent over 1990-2016 (figure 2). Bangladesh and

Viet Nam’s also dropped sharply, reflecting in-

creasingly successful demographic transitions

going hand-in-hand with rapid economic growth

and rising employment, particularly for women.

Women’s empowerment is known to start a pos- %9g0 195 2000 2005 2000 206

itive cycle of economic development leading to  source: Based on World Bank jobs data.

more rational choices in family planning and

child rearing.
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Education and skills mismatches

Thus, the supply of labor can hardly be consid-
ered a constraint on employment creation in Sub-
Saharan Africa. Rather, skill mismatches between
potential employees and firms due to lack or poor
quality of education and training contribute to
low levels of formal employment. Educational at-
tainment is improving in low-income Africa but
remains below that in comparator countries, as
revealed by literacy statistics (figures 3-6). The
low-income African countries generally had con-
siderably lower literacy rates than the comparator
countries for both men and women in 1990. In
both groups of countries, substantial increases oc-
curred over the next 26 years, except in Senegal.
By 2016, male literacy rates in China, Mauritius,

FIGURE 3

Male literacy rates in African focus countries

Percenl‘0 ] Ic 7990 W 2012
60 - — — —

L.II

Burkina Faso Ethiopia
(1992 2012) (1991,2014) (1994, 2007) (2000 2010)

Source: Based on World Bank jobs database.
Note: Includes men ages 15 and up.

FIGURE 4
Male literacy rates in comparator countries
Percent Wc 1990 l ¢ 2012
100 -
Ban Iadesh Mauritius Vletnam

(1991 2016) (]990 2010) (1990, 2015) (1999, 2009)

Source: Based on World Bank jobs database.
Note: Includes men ages 15 and up.

VRS SN (@ VAR )]

and Viet Nam approached 100 percent, with fe-
male rates only slightly lower. Bangladesh experi-
enced particularly rapid growth in literacy rates,
especially for women. In the five low-income Afri-
can focus countries, literacy rates also rose but re-
mained well below those in the comparators, with
the partial exception of Ghana, which has literacy
rates similar to those of Bangladesh. (However,
in Bangladesh, the difference between men’s and
women'’s rates is less than in Ghana, because wom-
en’s rates rose especially quickly in Bangladesh.)
Thus, education system weaknesses undoubtedly
contribute to holding back remunerative employ-
ment in Africa.

If education were a critical constraint on employ-
ment, people with higher educational attainment

FIGURE S5
Female literacy rates in five African focus countries
Percent WCc 1990 Wc 2012
80 ——
60 ———
40
O — r—— =
Benin  Burkina Faso Ethiopia Ghana Senegal
(1992, 1991, (1994, (2000, (2002,
2012) 2014) 2007) 2010) 2013)

Source: Based on World Bank jobs database.
Note: Includes women ages 15 and up.

FIGURE 6
Female literacy rates in comparator countries
Percent Wc /990 Wc 2012
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Source: Based on World Bank jobs database.
Note. Includes women ages 15 and up.
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would be expected to have higher rates of employ-
ment. This, however, is not the case (table 8). For
the five African focus countries, unemployment
and non-labor force participation generally do
not fall with educational attainment. In all five,
the combined nonemployment rate is considerably
higher for those with intermediate education than
for the population as a whole. Except for Ghana,
those with higher education have a nonemploy-
ment rate lower than those with intermediate ed-
ucation but higher and often considerably higher
than the population as a whole. The higher nonem-
ployment rates for the more educated reflect both
higher open unemployment and higher non-labor
force participation rates. For example, in Benin,
the nonemployment rate for those with higher and
intermediate education exceeds 50 percent, above
the rate of 31 percent for the general population.

The situation is similar for Bangladesh, with very
high nonemployment in general, even higher for
those with intermediate and higher education
(table 9). Viet Nam, on the other hand, has a very
high participation rate for those with higher ed-
ucation. Thus, higher educational attainment by
itself is important but not sufficient for landing a
good job. Similarly, in North Africa, the African
Development Bank reports that only 30 percent of
young people with some tertiary education hold
wage employment, while another 30 percent are
in vulnerable employment, and the remaining
40 percent are unemployed, inactive, or discour-
aged. In North Africa, open unemployment also
rises with educational attainment.'

Most enterprise surveys identify the lack of sever-
al key competencies in the workforce as a major
constraint, despite rising educational attainments.
This reflects the fact that the curricula in African
schools are not well adapted to the labor market,
although enrollments in secondary and higher
education have risen impressively. And vocational
training has lagged and is often poorly designed.!!

One study found that the Senegalese tuna fish-
ing industry hired expatriate technicians with
salaries up to 15 times higher than their local
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counterparts, who lacked the requisite skills.!?
Recent surveys corroborate these findings. Africa
lacks formal training programs for craft trades-
men such as plumbers, carpenters, mechanics, and
electricians. Instead, workers learn skills through
ad hoc training schemes such as apprenticeships,
or in informal schools run by religious groups or
charities.

Policy recommendations

Both general and vocational education must be
targeted more at providing skills that enhance
employment prospects. The education system re-
mains oriented toward preparing students to be
civil servants and fails to foster entrepreneurship.
Yet, self-employment, almost all of it informal,
constitutes more than 60 percent of employment
in Africa. These informal entrepreneurs are indus-
trious, willing to take risks, resilient in the face
of the adverse business climate, and adept at pro-
viding goods and services that low-income people
can afford. Much training takes the form of ap-
prenticeships in the informal sector, often offered
through Koranic schools or facilitated by kinship
groups for their members."* Nevertheless, without
formal training in finance, management, and ac-
counting, these businesses have limited potential
to grow and expand employment.

INCREASING LABOR DEMAND IN
AFRICA

Increasing labor demand is the overriding prior-
ity since higher education by itself is insufficient
when firms are not hiring.

Analytical framework

Lewis’s 1954 dualistic labor market model
and its extensions

The Lewis model still provides the essential
framework for understanding African dualism as
resulting from low demand for labor in the mod-
ern sector (see the annex).'* The model features a
large traditional sector with subsistence incomes
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and a small modern sector paying much higher
wages. The process of economic development in-
volves expansion of the modern (formal) sector,
gradually absorbing surplus labor from the sub-
sistence (informal) sector. In 1970, Harris and
Todaro elaborated Lewis’s dualistic labor market
model to include large-scale urban unemployment
and underemployment, making migration endog-
enous.'” Surplus rural labor migrates to the high-
er-paid urban (modern) sector as long as the ex-
pected urban wage is higher than the rural wage.
Migration ends when unemployment rises enough
that the probability of a finding a high-paying job
falls enough to equalize expected urban and rural
wages. In 1975 and again in 1990, Fields extended
the Harris-Todaro model by distinguishing un-
employment and informal employment, so that
the labor force includes four groups: workers in
the urban modern sector, workers in the urban
informal sector, the urban unemployed, and farm-
ers in subsistence agriculture.’® In Fields’s model,
taking a low-paying urban informal job makes it
easier than remaining in the countryside to search
for a modern-sector job.

Fields’s framework implies that urban informal
earnings are below rural incomes."” In reality, in-
formal earnings are higher in urban areas than
in agriculture, although urban informal earnings
they could be lower, considering the higher pecu-
niary and non-pecuniary costs of urban living rel-
ative to village life.!®

The Harris-Todaro and Fields’ extensions high-
light surplus labor manifested in subsistence agri-
culture, open unemployment, and urban informal
employment. But the scarcity of high-paying mod-
ern sector jobs, as stressed by Lewis, remains the
central problem underlying dualism.

The labor market reinterpreted under
globalization

Lewis focused on labor in a closed economy,
but historical experience highlights how labor-
intensive exports boost income and employment.
In successful emerging economies—Botswana
and Mauritius in Sub-Saharan Africa; Chile and
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Mexico in Latin America; and Bangladesh, China,
Malaysia, and Viet Nam in Asia and Southeast
Asia—exports played a leading role in long-term
growth, sparking a cycle of investment, innova-
tion, and poverty reduction.”” Most of these trans-
formations began in labor-intensive industries
and proceeded to higher-technology production.
Other parts of Africa have made some progress
in this area, but the continent still has far to go
to attain international competitiveness and thus
boost investment and job creation. While African
exports—notably to China-—have boomed, they
are concentrated in capital-intensive mining and
energy, creating few jobs.

Although the many informal sector workers in
Africa have earnings as low as those of appar-
el workers in Bangladesh, Cambodia, and Viet
Nam, little labor-intensive manufacturing has
shifted to Africa as wages have risen in China and
other East Asian countries. The scarcity reflects
Africa’s unit labor costs in formal manufacturing
due to high formal sector wages.?° It also reflects
overvalued exchange rates, low labor productiv-
ity, and continued infrastructure and business
climate deficiencies, most importantly in the
notoriously expensive and unreliable supply of
electric power. Africa could become competitive
in light manufacturing, but only if productivity
grows and formal sector wages align more closely
with informal sector earnings. This would require
easing labor market restrictions, ramping up in-
frastructure investments, and renewing efforts to
cut red tape and reduce the harassment of formal
sector firms.

Besides industrialization, boosting productivity in
agriculture provides a possible path for modern-
ization, shifting labor demand within the rural
sector. Many analysts still see manufacturing as
crucial for Sub-Saharan Africa,?! and much atten-
tion now focuses on raising the productivity of the
urban informal sector.?? But others instead sug-
gest agriculture, forestry, and tourism as oppor-
tunities for growth.?? Urban informal sector prod-
ucts are predominantly nontradable services and
artisanal manufacturing, with minimal exports.

Constraints to employment creation in Africa 181
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TABLE 8
Labor force participation, unemployment, and nonemployment in
African focus countries

Percent

maintaining ports, increasing access to stable elec-
tricity, curtailing corruption, and improving en-
forcement of contracts. Lin sorts these into “hard”
and “soft” infrastructure improvements to lower
transaction costs to business operations.?®> This

Country and Non-labor force Unemployment Nonemployment

. LSRR UD O e il approach relies on market forces to identify latent
SSEELER comparative advantages and enable businesses to
Total population 291 1.9 21.0 L. . . N
N . = _ participate in global value chains through foreign
Maimediiendlean e - = direct investment (FDI) and outsourcing, which
Higher education 43.9 9. 53.0 may contribute to technology transfer and human
Burkina Faso, 2014 capital development.

Total population 33.3 4.3 376

Basic education 504 - ™ Not all countries, however, have followed that path
Integmedisteredueaticn 61.4 . e to emerging market status. Adapting policies to
coheredycalion 224 £ £0i5 local conditions is important.?® One alternative
Eth'oma’zmvz uses industrial policy to actively develop specif-
Total population 16.6 4.3 20.9 . .

Basic education 88 B ~ ic industries and accelerate structural change.
e eSS R — y o This strategy is based on the premise that market
Higher education 5.7 166 223 forces alone are inadequate because they burden
Ghana, 2015 first movers with excessive costs, disregard pub-
Total population 233 17 24.9 lic goods aspects of information and innovation,
Basic education 345 - oy and neglect the coordination problems of develop-
LUCLUIES G N R s = a2 ing industries.”’” However, such an interventionist
AL, 19 £l 245 policy faces a key challenge in deciding which in-
. 201? dustries to prioritize and effectively implementing
Total population 431 2.8 45.8 .

el e 674 ~ B non-neutral policies.

Intermediate education 76.0 2.8 78.8

Higher education 433 8 514 Policymakers do not have a clear-cut choice. With

the era of restrictive trade regimes over, African
countries are left without an easily identifiable ad-
vantage over more developed nations. Increased
mobility of capital and inputs allows FDI to shop
around for the most favorable location, which has

Source: Based on World Bank jobs data.

Note: For working-age population, Nonemployment is non-labor force participation plus
unemployment.

— is not available.

Traditional and nontraditional agricultural cash
crops, however, offer a viable alternative to manu-
facturing for labor-intensive export-led growth.?*

Seeking global comparative advantage

Although a broad consensus encourages low-
income countries to accurately identify a niche of
global comparative advantage and create a friend-
ly investment environment to cultivate it, multiple
viewpoints compete on how to achieve this goal.
The conventional strategy is to focus on economy-
wide improvements to the business climate, with
both concrete and intangible features such as
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fragmented manufacturing across the globe.?® Pro-
duction now requires cooperation across different
time zones, highlighting the increasing role of value
chains in manufacturing.?® Efficient border admin-
istration and strong telecommunication networks
become crucial. In effect, the business environment
itself becomes a source of competitive advantage.

A comparative analysis of the business
environment

Globalization has amplified the importance
of the business environment to an economy’s
growth prospects. With manufacturing becoming



footloose and dynamic, developing nations seek-
ing structural transformation must offer wel-
coming investment environments. Countries that
correctly identify and alleviate bottlenecks for
business are more likely to succeed and prosper
from globalization.”® When a government fails
to provide public goods or harasses formal sector
firms, domestic enterprises shut down or become
informal and foreign investors look elsewhere. In
Africa, the workforce has paid the price of an ob-
structive investment climate in the form of fewer
employment opportunities and lower incomes.

In the long term, improving institutions and in-
frastructure is essential.®' Nevertheless, given the
pervasive market failures in African economies,
targeted government interventions may also be
needed to jump-start economic upgrading and
diversification.>

World Bank Doing Business rankings

The 2018 World Bank Doing Business report mea-
sures key indicators of business regulation, focus-
ing on areas relating to the interaction between
government and entrepreneurship, especially
those that can be directly influenced by policy.>
The overall Ease of Doing Business measure ranks
countries on their business environment, with the
top-ranked country (number 1) having the most
favorable business environment. The lower a coun-
try’s ranking, the more difficult it is for businesses
to flourish. This analysis compares the focus coun-
tries of Benin, Burkina Faso, Ethiopia, Ghana, and
Senegal with the comparator countries of Bangla-
desh, China, Mauritius, and Viet Nam and with
four additional countries to gain perspective, Bo-
tswana in Africa, Malaysia in Southeast Asia, and
Chile and Mexico in Latin America (table 10).

All five focus countries ranked below the top 100
countries for overall ease of doing business in
2018. Only Burkina Faso and Senegal improved
between 2008 and 2018, Burkina Faso by 13 plac-
es and Senegal by 22, while Benin stayed at 151.
Both Ethiopia and Ghana fell notably in the rank-
ings, Ethiopia from 102 in 2008 to 161 in 2018 and
Ghana from 87 in 2008 to 120 in 2018.
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TABLE 9

Labor force participation, unemployment, and honemployment in

two comparator countries

Percent

Non-labor force

Country and participation Unemployment

Nonemployment

statistic rate rate rate
Bangladesh, 2016

Total population 43.6 2.5 46.0
Basic education 65.1 - -
Intermediate education 7.6 4.6 76.2
Higher education 471 8.9 56.0
Vietnam, 2016

Total population 21.8 1.6 23.4
Basic education 24.9 - =+
Intermediate education 29.6 1.8 31.4
Higher education 12.6 4.4 17.0

Source: Based on World Bank jobs data,

Note: For working-age population. Nonemployment is non-labor force participation plus

unemployment.
— is not available,

TABLE 10
World Bank Doing Business overall ranking
in African focus countries and comparator

countries, 2008 and 2018
Eolintr7ABY East of Doing Business rank
group 2008 2018 Change
Focus countries
Benin 151 151 0
Burkina Faso 161 148 13
Ethiopia 102 161 -59
Ghana 87 120 -33
Senegal 162 140 22
Top Sub-Saharan Africa
Botswana 51 81 -30
Mauritius 27 25 2
Asia
Bangladesh 107 177 -70
China 83 78 5
Malaysia 24 24 0
Viet Nam 91 68 23
Latin America
Chile 33 55 -22
Mexico 44 49 -5

Source: Based on World Bank Doing Business 2008, 2018.

Note: 2008 rankings are based on 178 countries; 2018 rankings are
based on 190. The lower the ranking number, the better the business
environment.
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Mauritius maintained a strong position among
the top 30 countries in the world in 2008 and 2018,
consistently outperforming the Sub-Saharan re-
gion. Botswana dropped markedly in the rankings
over the same period but remained in the top 100.

The most striking shift is for Bangladesh, which
experienced a large deterioration in rank from 107
in 2008 to 177 in 2018. That subpar performance
seems at odds with the sustained growth of its gar-
ment industry since the late 1970s (box 1).** With
substantial manufacturing exports and an admi-
rable growth record, Bangladesh would be expect-
ed to feature a more favorable business environ-
ment. And China, somewhat surprisingly, had an
unspectacular business climate but experienced
spectacular export-led growth. China ranked
only 83 in 2008 and 78 in 2018—still considerably
higher than the five African focus countries. The
Southeast Asian comparator countries Malaysia
and Viet Nam, however, had favorable business
climate scores: Malaysia ranked 24 in 2008 and
2018, and Viet Nam made a large improvement
from 91 in 2008 to 68 in 2018. The Latin American
comparators both fell, Chile from its excellent po-
sition of 33 in 2008 to a still quite favorable 55 in
2018, and Mexico from 44 to 49.

Major constraints to business
Corruption is often viewed as a major constraint
to private sector development (figure 7). In most

FIGURE 7
Share of firms identifying corruption as a major constraint in
African focus countries and comparator countries

Percent

80

Source: World Bank Enterprise Survey data.
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of the focus countries and comparator countries,
more than a quarter of firms identified corrup-
tion as a primary impediment to growth. Only the
Asian countries of China, Malaysia, and Viet Nam
and Latin America’s Chile had lower concerns
about corruption. Concern about corruption is
relatively low in Ethiopia and Senegal among the
African focus countries. Corruption need not pre-
clude economic development, as the case of Ban-
gladesh illustrates, as long as key export industries
are insulated from government harassment.

The Doing Business Enforcing Contracts ranking
reveals similar ratings across regions (table 11).
While Sub-Saharan Africa ranks poorly in gen-
eral, the comparators, except for China, are not
world leaders either—Bangladesh neared last place
in both 2008 and 2018.

Electricity is vital to nearly every aspect of a mod-
ern economy, and its stable provision is a concrete

TABLET

Enforcing Contracts overall ranking in African
focus countries and comparator countries, 2008
and 2018

Enforcing contracts rank

Country, by

group 2008 2018 Change
Focus countries

Benin 166 170 -4
Burkina Faso 109 163 -54
Ethiopia 77 68 9
Ghana 51 16 -65
Senegal 148 142 6

Top Sub-Saharan Africa

Botswana 95 133 -38
Mauritius 78 27 51
Asia

Bangladesh 175 189 -14
China 20 5 15
Malaysia 63 44 19
Viet Nam 40 66 -26
Latin America

Chile 64 56 8
Mexico 83 M 42

Source: Based on World Bank Doing Business 2008, 2018.
Note: 2008 rankings are based on 178 countries; 2018 rankings are
based on 190.
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BOX1
The garment industry in Bangladesh

In 2017, the apparel and textile industry in Bangladesh, the second largest garment exporter in the world after
China, provided 90 percent of the country’s exports." Despite terrible infrastructure and prominent corruption
when compared with its main competitors, the industry has grown rapidly for three decades and shows little sign
of slowing down (see figure).” Such success in export manufacturing is surprising for a country with a seemingly
uncompetitive business environment. But the expansion has fueled rapid GDP per capita growth, quality of life
improvements, and women’s empowerment.3

The positive social and economic consequences Bangladesh’s exports of garments and other

have been enormous. The industry employs about
4 million people, about 90 percent of them women.

manufactured products, 1972-2014

Percent of total world exports

Bangladesh achieved several 2015 Millennium ]

Development Goals ahead of schedule, including

reducing under-five mortality, reducing the preva- 6 — repaslond cottinal
lence of underweight children, and attaining gen- . .

der parity in primary and secondary education.*

As the garment sector expanded and the popu-

Toxtiles

lation began to urbanize, cities were flooded with Footwiar -
unskilled labor, mostly rural women seeking em- Com 1980 1990 2000 2015
ployment. Their integration into economic activity Source: MIT Observatory of Economic Complexity database.

led to positive changes in the political sphere and

family structure: the country now features the eighth lowest political empowerment gender gap and has reduced

gender-based infanticide as society shifts away {rom viewing women as economic liabilities.

How is Bangladesh’s impressive performance in garment exports possible with such low scores on business cli-
mate indicators? Favorable historical circumstances and very low labor costs have overcome other deficiencies.
The development of the textile industry in Bangladesh began in 1978, when Daewoo of South Korea entered a
collaborative agreement with Desh Garments of Dhaka to start an apparel factory. While South Korean gar-
ments faced trade restrictions in Organisation for Economic Co-operation and Development countries through
the Multi-Fibre Agreement (MFA), which set strict import quotas on international textiles, Bangladesh was not
subject to such constraints and featured access to cheap labor.® As part of their agreement, Desh sent 130 Bangla-
deshi workers to Daewoo’s state-of-the-art facility in South Korea for intensive training in sewing, factory man-
agement, and international marketing.” After a few years, most of the original trainees started their own garment

companies, setting off a rapid transmission of technical know-how across hundreds of factories.?

Bangladesh’s largely unregulated labor market, with a history tracing back to before the country’s independence
from Pakistan, also contributed to its export-led growth. The 1947 Industrial Disputes Act restricted Indian
and Pakistani firm’s abilities to contract workers, severely limiting employment expansion. But during Paki-
stan’s military regime, trade unions from the region that would later become Bangladesh eventually pushed the
military to repeal the act, so after independence, Bangladesh inherited a labor environment better suited for
manufacturing employment creation.” The exceptionally low wages became more important among production
costs as rising competition across all levels of the fashion industry cut into already thin profit margins.!® Despite

(continued)
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recent wage hikes in the garment sector, Bangladesh features the lowest minimum wage among its competitors,

due in part to rising wages in China and Viet Nam.!!

Furthermore, the industry is supported by the powerful Bangladesh Garment Manufacturers and Exporters
Association (BGMEA), which has been delegated administrative tasks for exports by the government and has
obtained major tax breaks, subsidies, and exemptions from labor laws for the garment industry.!? It stabilizes
the industry by protecting it from crippling corruption and notoriously incompetent bureaucratic management.
BGMEA and factory owners have a long-term perspective on technology absorption and extensive training pro-
grams for workers. In 2013, 85 percent of Bangladeshi workers were offered formal training, surpassing Chi-
na’s 70 percent. Factories have ramped up training opportunities to curb high turnover rates, in some cases
investing up to two years in equipping new workers with knowledge, leading to productivity increases across the
industry.!?

In the short term, Bangladesh’s garment exports are positioned for further growth. A 2017 fashion industry
survey in the United States—Bangladesh’s biggest export market—found nearly a third of fashion companies
planned on increasing sourcing from the country in the next two years." But many measures of the business
climate were more favorable a decade ago, and the sharp recent deterioration could reduce Bangladesh’s lon-
ger-term prospects. The adverse climate faced by other industries has stifled development in both traded and

nontraded sectors, such as pharmaceuticals and drug manufacturing.!?

The 2012 Tazreen factory fire and 2013 Rana Plaza tragedy placed Bangladesh labor standards under internation-
al scrutiny and rightly placed garment manufacturers under intense pressure to improve worker safety.’® Stories
of gross negligence, harsh labor conditions, and child labor practices have been exposed and condemned the

world over and are going to gradually force an evolution from a model based on low labor costs.

Bangladesh’s potential for export diversification and continued rising living standards will likely require sub-
stantial improvements in infrastructure and governance. In the long term, reliable electricity, good roads, and

transparent government administration are essential.

Notes

1. International Trade Center n.d. 9. Basu 2018.

2. Mottaleb and Sonobe 2011; World Bank 2018. 10. International Labour Organization 2014b.

3. DBasu 2018. 11. International Labour Organization 2017.

4. UNDP 2015. 12. Yardley 2013.

5. Khatiwada 2014; World Economic Forum 2017a. 13. International Labour Organization 2017.

6. Rhee 1990. 14. Lu 2017.

7. Mottaleb and Sonobe 2011. 15. Asian Development Bank 2016.

8. Rhee 1990; Yunus and Yamagata 2012. 16. Ahmed, Greenleaf, and Sacks 2014; Burke 2013; Lahirini 2018.

measure of infrastructure quality. Reliable access
to electricity is severely lacking in the focus coun-
tries of Benin, Ghana, Ethiopia, and Burkina Faso
—demonstrating inferior infrastructure in need
of modernization—but not in most of the compar-
ator countries (figure 8). Bangladesh is again an
outlier among comparators, featuring the second
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highest rate of outages across focus and compara-
tor countries.

Labor market regulations could be a concern, es-
pecially for labor-intensive industries. The preva-
lence of firms in a country identifying labor reg-
ulation as a major constraint vary among focus



FIGURE 8 FIGURE 9
Reliable access to electricity in African focus countries Share of firms identifying labor regulation as a major
and comparator countries constraint in African focus countries and comparator countries
Average hours of power outages per month Percent
120 30— - . —
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Source: Based on World Bank Enterprise Surveys.

countries and comparators (figure 9). A weighted
index of labor market restrictions that covers hir-
ing, minimum wage, working conditions, and dis-
missal regulations also shows surprising discrep-
ancies (table 12). In Bangladesh and Ethiopia,
labor market regulations are not widely viewed as
a major constraint, unlike some other dimensions
of their business climates.

Although firms in Chile face some of the most
lenient labor regulation by index and rank, the
share of businesses identifying labor laws as a
major constraint is the highest among the coun-
tries compared in figure 9. Benin and Ethiopia
are in the reverse situation: both feature rela-
tively high labor market regulation index scores,
but few firms cite labor regulation as a major
constraint.

Minimum wages show the absolute level of labor
costs faced by foreign firms. Ultra-low minimum
wages in Bangladesh, Benin, Botswana, Burkina
Faso, Ghana, and Senegal place them at a clear
competitive advantage in labor costs (figure 10).

But when minimum wages in the five focus Afri-
can countries are scaled by average productivity
(proxied by per capita GDP), they are very high
compared with the others (figure 11). This result
corroborates the findings of a 2018 study by Golub
and coauthors that African manufacturing labor
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Source: Based on World Bank Enterprise Surveys.

TABLE 12

Indexes and rank of labor market regulation in
African focus countries and comparator countries,
2015

Labor market regulation

Country, by group Index Rank

Focus countries

Benin 0.351 121
Burkina Faso 0.280 73
Ethiopia 0.339 n4
Ghana 0.246 58
Senegal 0.596 187

Top Sub-Saharan Africa

Botswana 0.205 a4
Mauritius 0.301 92
Asia

Bangladesh 0.292 38
China 0.266 67
Malaysia 0.176 21
Viet Nam 0.297 88

Latin America
Chile 0.258 64
Mexico 0.339 16

Source: Golub, Mbaye, and Chwe (2015).
Note: The index is on a 0-1scale, with O being least regulated and 1 most reg-
ulated. The ranking is based on 189 countries, with rank 1the least regulated.

costs are generally high.* Ethiopia was an excep-
tion, with unit labor costs as low as China’s.

African labor costs are falling as a ratio of GDP
per capita in the focus countries, while they are
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FIGURE 10

Annualized minimum wage in African focus countries and
comparator countries, 2018
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Sources: Based on ILOSTAT data.
Note: Bangladesh data is for garment worker wages. Ethiopia has no private sector minimum
wage.

FIGURE N

Minimum wage as a share of GDP per capita in African focus
countries and comparator countries, 2008-18
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Note: Bangladesh data are for garment worker wages. Ethiopia has no private sector minimum
wage.

increasing in the comparators.’” Despite this con-
vergence in wages relative to productivity, the
Sub-Saharan countries of Benin, Burkina Faso,
and Senegal clearly feature exceptionally high
minimum wages that push employment oppor-
tunities to the informal sector, where minimum
wages do not apply.

International trade

Countries can facilitate trade by lowering transac-
tion costs for imports and exports. In the Doing
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Business Trading across Borders ranking, the Af-
rican focus countries lag far behind the compar-
ators, with the notable exception of Bangladesh,
whose position deteriorated to near the bottom
of the rankings in 2018 (table 13). Botswana and
Mauritius stand out with exceptionally low times
to clear goods across borders (figure 12).

Overall, the five African focus countries perform
worse on most measures of the business environ-
ment than the comparator countries. Countries
that have successfully globalized have general-
ly developed environments conducive to private
sector development, although not necessarily in
all respects or in the same ways. Evidence comes
from across the globe. China in Asia, Chile in
Latin America, Malaysia in Southeast Asia, and
Mauritius in Sub-Saharan Africa all industri-
alized expeditiously and stood out among their
neighbors with some combination of investing in

TABLE 13
Trading across Borders overall ranking in African
focus countries and comparator countries, 2008
and 2018

Trading across Borders rank

Country, by group 2008 2018 Change
Focus countries

Benin 124 136 -12
Burkina Faso 170 n3 57
Ethiopia 150 167 =17
Ghana 61 158 -97
Senegal 136 135 1
Top Sub-Saharan Africa

Botswana 145 50 95
Mauritius 17 70 -53
Asia

Bangladesh 12 173 -61
China 42 97 -55
Malaysia 21 61 -40
Viet Nam 63 94 -31
Latin America

Chile 43 68 -25
Mexico 76 63 13

Source: Based on World Bank Doing Business 2008, 2018.
Note: 2008 rankings are based on 178 countries; 2018 rankings are
based on 190.



infrastructure, limiting obstacles to starting busi-
nesses, enforcing contracts and trade activities,
and limiting regulation of labor markets. Friend-
liness to markets and supportive government pol-
icies allowed businesses to build their country’s
niche industries, which led to a blooming of pro-
duction and virtuous cycles of investment, inno-
vation, and poverty reduction. As the countries
graduate beyond middle-income status and their
competitive advantages shift, they must remain
open to learning and adjust appropriately.

Bangladesh appears in some respects to be a glaring
exception since it rates very poorly on a substan-
tial number of measures of the business climate
and governance (see box 1). Recently the business
climate has worsened dramatically in Bangladesh,
and if it does not improve, long-term export diver-
sification will almost certainly be derailed.

Investment climate policy

For the five African focus countries, improving
governance, investing in infrastructure, and re-
ducing impediments to business are essential.
Despite low minimum wages and significant
improvements in some areas (such as starting a
business), Benin, Burkina Faso, Ghana, and Sen-
egal have not enjoyed export-led growth largely
because weak business environments created bot-
tlenecks and barriers to firm entry that kept the
country from experiencing sustained growth. The
largest obstacles include prohibitive startup costs,
terrible access to credit, and poor infrastructure
quality—both hard and soft. They prevent foreign
and domestic investors from exploring poten-
tial latent comparative advantages and ultimately
impede private sector growth and employment
generation.

Sub-Saharan countries face the challenging task
of finding niche industries in an increasingly
complex global market. However, the situation is
far from hopeless, with Botswana and Mauritius
providing examples of success. While there are
multiple possible pathways to raising employment
through labor-intensive export growth, improving
the investment climate appears to be essential.

NN N eI

FIGURE 12

Time to export and import across borders in African focus

countries and comparator countries, 2018
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Source: Based on World Bank Doing Business 2018.

Targeted government policies to boost
private sector development and exports

Structural transformation and diversification of
production and exports need not await full in-
stitutional development, which can take a very
long time. Targeted policies to promote domes-
tic business development and foreign investment
can jump-start the process. Two such policies are
export-processing zones (EPZs), which attempt to
improve the business environment for firms in a
circumscribed area, and incubator and accelerator
programs, which aim to boost domestic small and
medium enterprises.

Export processing zones to attract foreign
investment

As the age of import substitution industrializa-
tion strategies ended and the era of globalization
began, export processing zones (EPZs) quick-
ly became the industrial policy tool of choice for
developing countries seeking export-led growth.
Today, even conservative estimates by the Inter-
national Labour Organization estimate that more
than 66 million workers are employed in 3,500
EPZs in more than 130 countries worldwide.*
Maurer and Degain estimate that around one-fifth
of developing country exports and almost 13 per-
cent of their imports flow through EPZs.*® But
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BOX 2
History of export processing zones

The small Irish town of Shannon is often credited with establishing the world’s first modern EPZ.! In 1959, in re-
sponse to an economic crisis, local business leaders proposed creating a small zone near the airport where inves-
tors could benefit from lower taxation and less regulation than in other regions of the country. Once approved,
the Shannon Free Zone offered lower corporate taxes, research grants for companies, and exemptions on value-
added tax (VAT) for imports and goods used for export production.? The area experienced considerable growth
in light manufacturing of textiles, cut diamonds, and consumer electronics, with factories employing mostly
women.® The United Nations Industrial Development Organization soon began promoting EPZs by facilitating
information exchanges between Shannon and officials from China, Mauritius, and Southeast Asian countries,

and their early successes quickly made them a popular industrial policy instrument.*

Today, although EPZs vary considerably, they typically operate under the same basic principles as the original
Shannon Free Zone. Imports and exports are free of duties and exchange controls, licensing and other regula-
tory processes are more relaxed, and firms are exempt from VAT, corporate tax, or other local taxes.” The zones
generally aim to boost and diversify exports, attract foreign direct investment and generate foreign exchange,
promote formal employment in a setting of high unemployment or underemployment, and serve as experimen-
tal regions and catalysts for wider economic development.® EPZ achievement of these goals across the world is
mixed. In some instances, EPZs have been effective at attracting FDI and generating employment, especially in
East Asia and Latin America. The Chinese program in particular is hailed as a great success.” But in Sub-Saharan
Africa, EPZ programs have been disappointing, with only a few exceptions.

Notes

1. Zeng 2015, 5. Farole 2011.
2. Kennard and Provost 2016. 6. Farole 2010.
3. Neveling 2015. 7. Farole 2011.
4, Arthur 2017.

despite the rapid expansion of EPZs, their record
of success is mixed and their effectiveness remains

insufficient to boost competitiveness.*! In Ghana,
Lesotho, and Tanzania, EPZs perform worse than

controversial.

EPZs aim to overcome investment constraints in a
specific region of a country by providing investors
with lower taxation, reliable utilities, privileged
customs treatment, and so on. Improving the busi-
ness climate in a circumscribed area would appear
more feasible than doing so across the board.

But many Sub-Saharan countries have struggled
to insulate firms in EPZs from inherently poor
business environments. In some cases, although
EPZs provide more reliable electricity and better
roads than non-EPZ areas, the improvements are
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non-EPZs in critical ways, especially in export
and import waiting times despite being located
near major trade gateways. These problems show
the difficulties of improving the business climate
even within specially demarcated areas when in-
stitutions are weak.

China. China’s experience with EPZs is a success
story on all accounts and a prime example of using
EPZs as a testing ground for innovative policies.
China initially established four zones on its coasts
(Shantou, Shenzen, and Zhuhai in Guangdong
Province, near Hong Kong, and Xiamen in Fujian
Province, near Taiwan). Implementation varied,
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ranging from free commercial zones to industrial
and technology parks.*> Preferential policies in-
cluded inexpensive land, rapid customs clearance,
and unfettered repatriation of profits. In addition,
the Chinese government experimented with grant-
ing local governments greater political and eco-
nomic autonomy, including discretion over local
tax structures and labor regulations.** Strong in-
frastructure and abundant labor, along with prag-
matic governance, eventually attracted major FDI
inflows, sparking a structural transformation un-
like any the world had ever witnessed. Shenzhen,
in particular, grew from a small fishing village to
an industrialized metropolis within a generation.**

Mauritius. Mauritius’ EPZ is widely regarded as
the most successful in Sub-Saharan Africa. After
Mauritius gained full autonomy from the United
Kingdom in 1968, its pro-business government
sought to develop industry to diversify its mono-
culture sugarcane economy. An import substitu-
tion industrialization strategy failed to raise em-
ployment and drained government revenue when
protected and subsidized domestic firms did not
become competitive. The government then sent
teams to study the export-oriented strategies of
Hong Kong, Singapore, Taiwan, and other econ-
omies. The Mauritius Export Processing Zones
Act was passed in 1971, offering tax holidays, the
option to repatriate profits, and duty exemption
on imports of machinery, equipment, and raw
materials to “bonded factories,” allowing them to
locate wherever their needs were best met.*> The
program was a success from the start: by 1973,
over 14,000 jobs and 34 new factories operated in
the EPZ, mostly in apparel and textiles (see box 3
comparing EPZs in Mauritius and Senegal).*® In
1985, Mauritian EPZs overtook sugar as the pri-
mary source of exports and employment in the
country, accomplishing the main goals of diversi-
fication and employment creation.*’

Ethiopia. In late 2002, the government of Ethi-
opia devised a comprehensive industrial policy
focused on developing agriculture and industry.
Among policy instruments was the establish-
ment of industrial zones to attract FDI, focusing
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on the garment and footwear sectors.*® The inno-
vative program included both government- and
foreign-led industrial parks operating in an EPZ-
like environment, with China crucial in their fi-
nancing and development. Ethiopia’s program is
considered to have had mixed success. It achieved
rapid growth in manufacturing exports, but they
remain very low in absolute terms, and recent
macroeconomic pressures threaten the viability of
the model and future growth prospects (box 4).

Ghana. Ghana officially instituted an EPZ pro-
gram in 1994 as a response to sluggish growth.
Uniquely, its program introduced “single unit”
free zones, a type of licensing that allowed firms
to operate anywhere in Ghanaian territory but re-
ceive all the benefits typical of an EPZ. The indus-
trial sector initially responded positively but saw
only a marginal increase in growth.*® During the
2000s, Ghana experienced large-scale investment
and export growth in its free zones program, with
most FDI flowing through single unit zones. Al-
though EPZs represent a large share of total FDI
in the country, the overall level of investment re-
mains low. Total employment generation is mini-
mal, with EPZs accounting for less than 4 percent
of industrial sector employment.>°

Senegal. Senegal offers an example of a less-than-
successful EPZ program (see box 3). The Dakar
EPZ was established in 1974 and became oper-
ational in 1976, but it failed to create much em-
ployment or substantially increase FDI or foreign
exchange.® The zone, much like its competitors,
offered exemptions from customs duties, corpo-
rate income taxes, and taxes on machinery, along
with unrestricted repatriation of capital and prof-
its. Employment in the Dakar EPZ reached a high
of 1,200 in 1986 only to fall back to 600 in 1990.%?
The Dakar EPZ experiment ended in 1999, when it
hosted only 14 active enterprises with 940 employ-
ees.>® Its failure to spark employment growth re-
flected failure to insulate-firms from labor market
rigidities, high utility and transportation costs,
and cumbersome bureaucratic procedures. These
problems were estimated to add 25 percent to final
export costs.>*

Constraints to employment creation in Africa 191




(e 2. N\ W= AR AvpZ= .

BOX 3
Mauritius and Senegal: Success and failure with export processing zones

Mauritius and Senegal’s EPZ programs were in some ways similar. Both were among the earliest—only three years apart in
the 1970s—and they offered similar tax incentives. The countries also have social, political, and geographical similarities.
Both are very small but have favorable coastal locations for reaching developed country markets, and they have longstand-
ing cultural and economic ties to other regions of the world. Both benefited from trade preferences in developed countries
and were unconstrained by the 1974 Multi Fibre Agreement restricting textile exports. Both are among the few countries

that had maintained democratic elections and ethnic harmony ever since their independence in the 1960s.

Yet the EPZ program outcomes could not have been more different. Mauritius experienced major FDI inflows, diversifica-

tion of industry, and employment generation. Senegal failed by every measure.

Analyses of Mauritius’ success in export diversification identified several crucial economic and political characteristics!:

« Taxrevenue from sugar exports was used to finance EPZ development and increase social spending, particularly on edu-
cation, raising domestic labor productivity and easing social tensions.

o 'The foreign exchange value of the Mauritian rupee remained competitive.

« Infrastructure was relatively well developed.

+ Domestic wage rates were kept low to promote labor-intensive industry, partially by exempting EPZs from labor
legislation.

Analyses agree less on the role import barriers played. Most important, as Bheenick and Shapiro put it, “Above all, the gov-
ernment must be persistent, flexible, responsive, and realistic. An unwieldy and unprofessional bureaucracy, disdainful of

market incentives and concerned only with limited political considerations, would almost certainly have led to failure.”?

In Senegal, in contrast, economic and social policies have been much less favorable. Senegal suffered from prolonged cur-
rency overvaluation following independence, which eventually ended in 1994 with a massive 50 percent devaluation,? Infra-
structure investment and education lagged. Major policy differences from Mauritius hindered the development of domestic
industry. Whereas in Mauritius, domestic firms invested heavily in the EPZ—at first in joint ventures with foreign firms*
—in Senegal, domestic exporting firms were explicitly prohibited from entering the EPZ and faced higher taxation that
increased the anti-export bias of import protection measures.> More generally, firms in Senegal complained, they received

the promised incentives late, if at all, and they were not in practice exempt from highly restrictive labor laws.

At bottom, Mauritius’s institutional environment and political commitment were much better than Senegal’s. While Mau-
ritius was far from perfect, it featured a better business environment overall, leading to the country’s description as “one
big EPZ.” On the other hand, Senegal’s poor infrastructure, failure to deliver incentives promptly, and inability to insulate
firms from onerous labor-market regulations and union agitation undermined both the zone and single-firm free trade
points.” The Mauritian government did what it took to make the EPZ a success. Senegal was largely stymied by powerful
interest groups engaged in rent-seeking.

Notes

1. Bheenick and Shapiro 1991; Frankel 2012; Mosley 2018. 5. Cisse, Choi, and Maurel 2017; Farole 2011.
2. Bheenick and Shapiro 1991, 267. 6. Madani 1999.

3. Cisse, Choi, and Maurel 2017. 7. Farole 2010.

4. Baissac 2011.
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Like Ghana, Senegal later implemented single unit
EPZ licensing. In 2008, an estimated 350 firms
operated on a licensing basis, compared with 50
firms in region-based EPZs.>> Nevertheless, Sene-
gal has yet to experience sustained growth of ex-
port-oriented manufacturing.

Characteristics of success. Numerous factors con-
tributed to China’s impressive EPZs track record
—first and foremost, the government’s commit-
ment and flexibility. China forged its own path
from a centrally planned economy to a market
orientation, with pragmatic leadership that creat-
ed a supportive business climate. For example, as
part of the government’s decentralization, local
governments were entrusted with responsibility
for roads, gas, water, sewage, telephone, electricity,
and port infrastructure, funded primarily through
government investment but also through pub-
lic-private partnerships when faced with capital
constraints. Furthermore, the local governments
competed vigorously to attract private investment
and typically provided services such as legal, ac-
counting, and management consulting depending
on the needs of local companies.>® Zones offered
differing packages of programs and incentives.”’

More generally, successful EPZs tend to feature, at
least initially, host country government support,
good infrastructure, streamlined bureaucracy, pri-
vate development and operation, and open trade
policy. Failed EPZs commonly suffer from subpar
location, excessive bureaucracy hampering the de-
livery of incentives and public services, rigid labor
regulations without practical exemptions for the
EPZ, poor coordination between government reg-
ulators and private investors, and excessive reli-
ance on tax holidays as a primary incentive.*® High
subsidies can lead to fiscal difficulties, support for
inefficient firms, and rent-seeking behavior so that
the costs of the EPZ outweigh the benefits.

Challenges for African EPZs. The unprecedented era
of rapid globalization in which China and Mauri-
tius’s EPZ programs were implemented contributed
to their success. Developing countries today face
a more competitive environment.”® In the earlier
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time, trade regimes were more closed than today,
so duty and tariff exemptions provided a straight-
forward competitive advantage. And EPZs were not
so common, so they faced fewer competitors (but
Senegal shows that being among the first was no
guarantee of success). Except for Mauritius, Sene-
gal, and, in 1974, Lesotho, African countries are
latecomers, and few EPZs experience rapid growth
in their first 5-10 years of operation.®® Since most
Sub-Saharan EPZs became fully operational in the
mid-2000s, it is perhaps too early to classify the rest
of these programs as successes or failures.

The structure of employment in EPZs has varied
widely across countries but is often a source of
controversy among civil society groups. The Inter-
national Labour Organization stresses that work-
ing conditions and worker rights in EPZs often
fail to meet world standards, especially regarding
freedom of association and collective bargain-
ing.5' In Madagascar, for example, the Free Zone
has disproportionately drawn women from the
low-wage informal sector to relatively well-paying
export processing industries with jobs like others
in the formal sector, but the zone’s excessive work
hours and high turnover may limit long-term op-
portunities for women.®?

In any case, the literature considers EPZs today
to be a second-best intervention since they do
not directly address the problems constraining
manufacturing growth. Instead, they introduce
distortions to the existing environment to attract
investment, typically in sectors with no inher-
ent competitive advantage.®® More traditional,
first-order recommendations prefer overall open
trade, improved infrastructure, and high-quality
institutions to the EPZ approach.®*

Even in the most successful Sub-Saharan EPZ
programs, cost-benefit analyses have not clearly
shown major welfare improvements. The Mau-
ritian EPZ, despite reducing unemployment and
raising foreign exchange, remains a topic of de-
bate. A cost-benefit analysis by Sawkut, Vinesh,
and Sooraj finds an overall negative effect on the
country’s economy, arising primarily from the
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BOX 4
Ethiopia’s adaptation of China’s model

China has become increasingly influential development in Sub-Saharan Africa. China’s structural transforma-
tion has made its economy complementary with economies in the region, because its status as a resource-scarce
country with an aging population, rising wages, high savings, and infrastructure overcapacity matches well with
the abundant mineral resources and underemployed labor that Sub-Saharan Africa can provide.! As China be-
gins to delocalize labor-intensive activity and export its unique economic zone model, Ethiopia has been espe-
cially open to adapting it, showcasing the potential benefits and challenges for African countries that work with
the Asian country.

Since the early 2000s, Ethiopia has followed a two-pronged approach to boost FDI and promote industrialization
by employing both government- and foreign-led industrial parks. It has emphasized the garment, textile, and
leather product industries, which are very labor-intensive and can support backward linkages to the agricultural
sector. Ethiopia’s history of cotton growing, spinning, weaving, and knitting, along with largely untapped live-

stock resources, makes local sourcing possible.?

The government-led economic zones, such as the Bole Lemi I Industrial Zone, provide serviced industrial land,
prebuilt factory facilities, and improved infrastructure, including water supply, sanitation, and electrical substa-
tions. The privately run areas, such as the Eastern Industrial Zone (EIZ), are entirely run by foreign investors:
businesses are offered land on a concessional basis and given responsibility for developing infrastructure within
the zone, with the Ethiopian government covering 30 percent of the cost.? The EIZ is owned and managed by the
Jiangsu Qiyuan Group, with major financial support from China in grants and long-term loans sourced from its

economic cooperation zones program.

By some measures, this innovative approach to industrial policy has succeeded. Between 2002 and 2014, Ethi-
opia’s manufacturing employment increased from fewer than 40,000 workers to more than 200,000; of that,
employment in foreign-owned manufacturing grew from fewer than 3,000 to more than 50,000.* In the same
period, apparel and textile exports grew from less than $20 million to nearly $120 million.> However, Ethio-
pia’s export growth is still largely dominated by minerals and agricultural products, especially cut flowers.® Skill
transfer and backward and forward linkages to the local economy remain weak due to logistical issues and the
inferior quality of local inputs. And China, facing rising Ethiopian public debt and foreign exchange shortages, is

starting to show signs of reducing investment in Ethiopia.”

Notes

1. Francoise 2017. 5. Staritz and Lindsay 2017.
2. Francoise 2017. 6. Francoise 2017.

3. IPRCC and UNDP 2015. 7. Aglionby and Feng 2018.
4. Ansu, McMillan, Page, and te Velde 2016.
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excessive costs of the incentives for producers in
the EPZ, which were higher than the returns.®®
Cost-benefit analyses in other countries have typ-
ically found only marginally positive welfare ef-
fects.®s Planning for EPZs should carefully weigh
the benefits to be offered to investors (see box 3).

Policy recommendations for successful export pro-
cessing zones. Despite the unclear evidence of their
effectiveness, EPZs remain popular worldwide.
In Africa, more than 10 countries have recently
declared plans to expand EPZs and similar pro-
grams, and many others may have similar plans.5’

In planning these zones, policymakers should
consider several important issues. First, the tradi-
tional EPZ model is unlikely to succeed in today’s
environment. Ultra-low tax rates and cheap sur-
plus labor may be insufficient to create a globally
competitive zone for labor-intensive manufactures
such as clothing and shoes, especially since these
programs continue to grow in popularity. Thus,
countries must seek other niches of competitive-
ness. The investment climate—particularly infra-
structure and trade facilitation both inside and
outside the EPZ—shapes success and should be a
primary focus. If a country cannot capture posi-
tive spillovers from the EPZ into the larger econo-
my, the program risks becoming an unsustainable
enclave of foreign exchange instead of a catalyst
for structural transformation. Furthermore, coun-
tries that adopt a licensing or “single-firm” ar-
rangement must address the overall business cli-
mate as a possible obstacle to investment.

Second, countries must consider potentially un-
sustainable costs, both financial and social, of an
EPZ program. Ethiopia, for example, should see
that activities in private industry-led zones align
with its own interests, instead of foreigners’. More
generally, countries must avoid a race to the bot-
tom strategy featuring lavish incentives and toler-
ance of human rights abuses. Rather than rely on
distortionary and costly subsidies, governments
should ensure that costs of doing business are low
and predictable through simplified procedures
and efficient public services.
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Third, EPZs should be considered only as part of
a larger development framework. Although EPZs
have an impressive potential for kick-starting
growth, they are a way to experiment but typically
not a way to directly generate substantial wealth.
In China and Mauritius, the most successful
cases, EPZs were certainly valuable for generating
employment, but even more so for sparking the
eventual expansion and diversification of domes-
tic industry. To achieve this requires competent
governance to identify what works in the zone and
subsequently transfer those characteristics to the
rest of the country or else integrate the domes-
tic market into the region. Improving the overall
business environment complements special mea-
sures in the EPZs, and a hostile environment may
expose the EPZs to general risks and prevent EPZ
investment from spilling over into the wider econ-
omy. Ethiopia and other countries with innovative
programs show exciting potential in pursuing an
improved business environment.

Incubator and accelerator programs to
assist small and medium-size enterprises
Incubator and accelerator programs, which aim
to boost small and medium-size businesses, are
another form of targeted government policy to
promote business development and foreign in-
vestment. New entrepreneurs start with few fac-
tors under their control. Historically, new firms
relied on traditional sources of funding, such as
bootstrapping. By minimizing personal expenses,
selling personal assets, using low-cost or free tech-
niques, and turning fixed costs into variable costs,
entrepreneurs would start ventures with modest
capital and little debt and build them slowly.*®
Developing a clientele usually takes a long time.
During the initial period in which most business-
es make little or no income, the unavoidable costs
of rent, labor, capital, and marketing can lead to
serious cash-flow problems in the absence of an
adequate financial plan.

Business incubators. A business incubator can
help newly created enterprises address some of the
challenges by providing them professional advice,
management tools, and pooled physical facilities.

Constraints to employment creation in Africa
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Incubator services generally include improved ac-
cess to finance and workspaces at low rents with
low-cost access to telephone, internet, and elec-
tricity service. The incubator can provide the facil-
ities and services at reduced costs because donors,
or governments provide subsidies, an incubator
encompassing- many firms provides economies
of scale, and the incubator’s credibility increases
bank confidence and thus firms’ access to financ-
ing. Incubators also provide mentorship (learning
from seasoned entrepreneurs), networking oppor-
tunities with other entrepreneurs within the same
incubator, and technical support and profession-
al services (bookkeeping, tax returns, market re-
search, and so on).

Business incubators can influence the long-term
economy because they enhance entrepreneurial
culture, support new businesses with high growth
potential, help new businesses establish closer
ties with other entrepreneurs in the same sec-
tors, transmit knowledge from partner research
centers and universities, and thus considerably
increase the rate of survival and success of small
and medium-size enterprises. The longevity of
businesses that graduate from these programs is
a commonly used measure of success. In Canada,
where over 150 incubators flourish, 87 percent of
incubated businesses make it to their fifth year,
compared with just 51 percent of non-incubated
businesses.®

During the 1990s, the business incubator model
changed. Incubators shifted their focus from pro-
viding physical and financial resources toward
offering a broader range of more intangible high
value-added services.

Business accelerators. The rise of accelerator pro-
grams also provides a new focus.” Like incuba-
tors, accelerators support and develop new busi-
nesses. Whereas incubators are usually nonprofit
entities such as universities and national or local
government agencies, accelerators are for-profit
venture capital organizations that provide financ-
ing, expertise, and technical and logistical sup-
port in return for a stake in the business. Whereas
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incubators typically feature an open-ended time-
line and are concerned with the longevity of busi-
nesses, accelerators operate on a limited timeline
with a focus on growing companies quickly and
sustainably.”! Accelerators can be understood as
holistic business advisory services, often bearing
strong resemblance to traditional management
consulting practices but adjusted to fit small and
medium-size organizations.”?

Policy recommendations for business
incubators

In Africa, incubators and accelerators have both
risen in popularity. Increased smartphone adop-
tion, lower overall internet costs, and the large
African market have drawn significant investment
from high-profile investors and tech giants such as
Facebook and Google, leading to the rapid devel-
opment of what are locally known as “tech hubs”
across Africa. As of early March 2018, 442 active
incubators, accelerators, and co-working spaces
were recorded on the continent, a 40 percent in-
crease over the past two years.”

Although incubators, accelerators, and tech hubs
are relatively new to Africa, experiences else-
where provide policy lessons. For example, some
nascent firms in incubators may be incompatible
with their business environment, so they can sur-
vive only inside the incubator but not outside it.”*
Recent developments suggest that organic, mul-
tistakeholder ecosystems work better than ini-
tiatives led by government, academia, or the pri-
vate sector alone.”” In general, large government
assistance programs for small and medium-size
enterprises have proven unsuccessful since mas-
sive template approaches miss heterogeneous
business needs. Entrepreneurs are better assisted
either by other entrepreneurs or by established in-
dustry experts.”s The sheer number of tech hubs
in Africa presents a considerable opportunity for
improving the entrepreneurial environment, but
the absence of links to academic centers of inno-
vation is seen as inhibiting the cross-pollination
of ideas and skills.””



COUNTRY CASE ANALYSES: THE
FIVE AFRICAN FOCUS COUNTRIES

Senegal

Senegal is one of the most stable democracies in
Africa, with fair elections, ethnic harmony, and re-
ligious tolerance. It is well situated on the West Af-
rican coast to access European and North Amer-
ican markets. Its limited resource endowment has
shielded it from the “resource curse” of economic
distortion, corruption, and violence associated
with mineral rents. Although rainfall is erratic,
irrigation potential is considerable. Yet, economic
performance since independence in 1960 has been
disappointing. Social indicators such as life expec-
tancy and literacy have improved, but real GDP
per capita is barely above the level of 50 years ago,
poverty remains pervasive, and underemployment
in the informal sector is the norm. At the World
Bank threshold of $3.10 a day, two-thirds of the
population were poor in 2011—nearly unchanged
from 2005, though somewhat better than in the
early 1990s, when the poverty rate was above
80 percent.

Employment structure

Senegal’s weak economic growth, combined with
unabated population expansion, has created a
growing gap between labor supply and demand.
Employment prospects are bleak, especially for
women and young people.”8 The population in-
creased by more than 50 percent over the past
15 years to 15.5 million in 2016, and formal em-
ployment opportunities have not kept pace. The
growing working-age population has been almost
entirely absorbed into the informal sector, either
in agriculture or, especially, in urban informal
work. As a result, living standards and economic
prospects for young people are dismal. As a 2017
Millennium Challenge Corporation report points
out, for much of the population, the situation has
barely improved over the past 20 years.”?

Employment as a share of the working-age pop-
ulation in 2015 was 59 percent for men and
only 32.8 percent for women.!® Employment is

BN N ol

overwhelmingly informal in Senegal as in other
low-income African countries. Fewer than 10 per-
cent of the labor force are employed in the formal
sector, more than 75 percent work in the informal
sector, and the remaining 15 percent are unem-
ployed (in the labor force and actively looking for
work). In a working-age population of more than
8 million and a labor force of about 6 million, only
500,000 are formal sector employees receiving
regular pay and benefits in the public and private
sectors. Along the same lines, the National Agen-
cy of Statistics and Development reports that over
95 percent of employers and independent workers
are informal.®!

Labor market constraints

Over the past 30 years, employment creation in
the formal private sector has stagnated, while the
public sector has shed jobs. Most recently, im-
proved economic growth in Senegal, led by non-
tradable sectors such as commerce, construction,
communications, and information technology,
has moderately boosted formal employment. But
about two-thirds of those jobs are temporary.®*

For women and young people, the labor market is
especially difficult. In 2011, 46 percent of young
people (ages 15-35) still lacked formal education,
though education levels have been rising. Some
40 percent of young people classified as outside the
labor market are “discouraged workers”—those
who have ceased looking for work due to poor
prospects. Those with jobs are overwhelmingly in
the informal sector.®®

Although Senegal’s constitution guarantees gen-
der equality, women and girls are disproportion-
ally affected by poverty. Especially in rural areas,
women experience discrimination in education,
inheritance, and family gender roles. Women suf-
fer from domestic violence, genital mutilation,
and limited reproductive rights, including restric-
tive abortion regulations.®* Women face unfair
inheritance laws, have little access to formal em-
ployment, face obstacles in completing their edu-
cation, and possess little authority in decisions on
marriage or land acquisition.®> More active female
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economic participation will increase women’s fi-
nancial independence and political power, chang-
es that will reduce the gender gap.

Although the informal sector provides liveli-
hoods of last resort to millions of people, it is
characterized by low incomes, lack of benefits,
and no security. Informal sector earnings aver-
age about one-fourth public sector earnings and
one-third formal private sector earnings.®® The
unsatisfactory informal sector employment con-
ditions and continuing gender inequalities high-
light the critical importance of creating formal
job opportunities.

Potential labor-intensive exports

Groundnuts. Groundnuts (peanuts) have histor-
ically been Senegal’s most important cash crop,
with the vast majority processed and export-
ed as groundnut oil. Senegal remains one of the
world’s largest exporters of groundnut oil (figure
13), but its exports have dropped considerably
due to a decline in world demand for groundnut
oil and Senegal’s declining productivity and com-
petitiveness. Edible groundnuts are now a much
more promising export than groundnut oil. High
quality edible groundnuts can command much
higher prices and therefore provide higher farmer
incomes than groundnut oil. Until the 1970s, Sen-
egal was a major exporter of green groundnuts. In
late 1960s, scientists discovered that improperly
stored groundnuts may develop mold that con-
tains aflatoxin, a poisonous substance known to
cause cancer. Senegal, like many other developing
countries, did not have the technology and storage
infrastructure to preserve the groundnuts, which
led to their contamination with aflatoxin. Partly
as a consequence, Senegalese raw groundnut ex-
ports declined sharply in the 1970s. The industry
began to gradually recover in 2010 with exports
of groundnuts to China, but exports of green
groundnuts are still very limited. With modern
storage technologies and increased credit, edible
groundnuts would have the potential to provide
much-needed employment and accelerate eco-
nomic growth, but these improvements have not
materialized.®’
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FIGURE 13

Senegal’s world market share of exports of green
groundnuts and groundnut oil, 1962-2016
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The groundnut value chain, though critical for
economic growth and poverty alleviation in Sen-
egal, has proved difficult to organize. Like other
cash crop systems engaging smallholder farmers,
the groundnut value chain faces a fundamental
tradeoff between coordination and competition
in pricing, provision of credit and inputs, col-
lection of the crop, payment to farmers, and re-
search and extension, as Poulton and coauthors
described for the cotton industry.3® For input pro-
vision and quality control, smallholder farming
requires organization and assistance by either the
state or large private firms, which is difficult to
reconcile with decentralized competition. Infra-
structure, such as storage facilities and transport
systems, is also critical. Opportunistic behavior
by either farmers or input providers can threaten
such an integrated system. It was hoped that pri-
vatization would improve the situation. In prin-
ciple, a large multinational firm with groundnut
cultivation and distribution expertise could insti-
tute an input distribution system and build some
infrastructure, while government could invest in
other infrastructure and regulate firms that had
a substantial market share. But in Senegal, disor-
ganization and opportunistic behavior have con-
tinued due to difficulties of enforcing and mon-
itoring contracts, and the groundnut industry
remains in crisis.

Fishing. Fishery products emerged as one of Sen-
egal’s main exports in the early 1970s, but fish




stocks are threatened by overfishing and ineffi-
cient processing. Notably, tuna canning factories
have been unable to compete with Asian produc-
ers. Fish exports are still rising in absolute terms,
but the viability of the sector is at risk (figure 14).
The government has repeatedly announced initia-
tives to reduce overexploitation, but implementa-
tion has been weak.

Manufacturing. The French colonial system left
Senegal with an established textile industry, but
it consisted mainly of inefficient and highly pro-
tected enterprises.? Over the past few decades, the
large textile firms have gone bankrupt. Clothing
has been identified by various government ad-
ministrations as possibly offering a comparative
advantage, but Senegal has been unable to develop
a competitive clothing industry. A weak business
climate and competition from Asia undermine
Senegal’s comparative advantage in high-qual-
ity, African-designed printed cloth and labor-
intensive garment exports.

Recently, manufactured exports have increased
considerably as a share of Senegal’s exports, but
they consist overwhelmingly of capital-intensive
goods, mainly cement and phosphoric acid and
other chemicals related to processing phosphates
(figure 15). Correspondingly, exports of labor-
intensive products such as clothing, textiles, and
footwear have dropped to near zero as a share of
exports (figure 16).

Horticulture. Despite a climate and location fa-
vorable for off-season exports of horticulture
products to the European market, horticulture
remains underexploited. Senegalese producers
face supply-chain constraints in equipment, water
supply, and access to inputs. The increasing neces-
sity of global Good Agricultural Practices quality
certification and the entry of multinational firms
into Senegalese horticulture have led to con-
solidation, but most firms remain small. Donor
support for horticulture in Senegal has been so
substantial that the multitude of external actors
and the lack of coordination have undermined
the effectiveness of aid. Land tenure and access

FIGURE 14
Senegal’s fishing exports, 1962-2016
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FIGURE 15
Senegal manufactured exports, 1962-2016
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FIGURE 16
Senegal’s exports of labor-intensive
manufactured goods, 1962-2016
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to inputs are also issues.®® Exports of fruits and
vegetables rose until very recently but dropped
during the world recession following the global fi-
nancial crisis of 2008-09. Rice has emerged as an
export since 2012 (figure 17).
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FIGURE 17
Senegal’s exports of fruits and vegetables,
1962-2016
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Policy recommendations for Senegal

In the 2000s, the governments of presidents Ab-
doulaye Wade and Macky Sall continued the Sen-
egalese tradition of announcing ambitious plans
to promote private sector development and trans-
form Senegal into an emerging market economy.
Wade’s 2005 Stratégie de Croissance Accélérée
(SCA) targeted industrial clusters in sectors such
as tourism, agriculture, light manufacturing, and
telecommunications with little discernible effect,
while Senegal continued to rank near the bottom
of the World Bank Doing Business indicators and
other measures of the business environment. More
recently, the Sall administration unveiled the Plan
Sénégal Emérgent (PSE) in 2014, which aims to
make Senegal an emerging economy through high
and inclusive growth, targeting similar sectors to
those identified by the SCA.! Unlike some pre-
vious plans, the PSE showed signs of success as
Senegal experienced strong growth in 2015-16.
Perhaps not coincidentally, Senegal’s rank in the
Doing Business indicators improved from 178 of
189 countries in 2013 to 147 in 2016.9

Overall, Senegal’s economic performance has been
disappointing, despite favorable political and geo-
graphic circumstances and numerous ambitious
reform plans. Senegal has made progress in open-
ing to trade but, despite some recent improve-
ments, ranks poorly in indicators of the business
climate. Most perniciously, growth has often been
limited to capital-intensive sectors. As in many

200 CREATING DECENT JOBS Strategies, policies, and instruments

(oo N\ W 2R

2=

other Sub-Saharan countries, lack of employment
opportunities, especially for youth and women,
is the most pressing development problem. Sen-
egal needs stronger and more labor-intensive
growth. Rising growth in the past two years and
the tentative emergence of new sectors with em-
ployment-generating potential have offered recent
signs of improvement.

Senegal has several sectors that could expand em-
ployment. They include both traditional sectors
such as groundnuts and fishing (whose continuing
potential is underutilized), newly emerging export
sectors such as hides and horticulture, and possi-
bly labor-intensive manufacturing, notably cloth-
ing production (which is almost nonexistent in
Senegal, but whose potential should not be aban-
doned). These sectors face daunting constraints in
the institutional environment—red tape, excessive
labor market regulations, and underinvestment in
and undermaintenance of basic infrastructure.

Ethiopia

Since 1999, Ethiopia has experienced higher labor
force participation, largely due to higher female
participation in rural areas, and lower unemploy-
ment in both the informal and formal sectors.”
Formal sector employment was less than 10 per-
cent of the labor force in the mid-2000s.>* Since
2010, the proportion of informal workers has de-
clined, though the available data do not allow pre-
cise estimates.

The structure of output has shifted notably from
agriculture to services.”> From 1996 to 2011, the
share of employment in agriculture declined by
3 percentage points (from 81 to 78 percent),*
and the share of employment in manufactur-
ing increased only slightly, from 0.2 percent to
0.3 percent.

Ethiopia’s government has been attempting with
some success to emulate East Asian export-led
growth of manufacturing through industrial
policy. Chinese investments in industrial parks
have attracted a great deal of attention. But
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manufacturing production and exports, while
growing, remain very small, and Ethiopia’s growth
has been driven largely by public investment, con-
struction, and agriculture.””

Education and the labor market

According to the World Bank, Ethiopia is not cre-
ating enough jobs for workers with primary and
secondary education.®® In 2012, the non-labor
force participation rate was 38.8 percent for work-
ers with basic education, and the sum of non-
labor force participation and unemployment was
54.1 percent for workers with intermediate educa-
tion (see table 8). According to the World Bank’s
5th Economic Update for Ethiopia, the service
sector is the primary employer of workers with lit-
tle education but accounted for only 22 percent of
employment in 2016.%°

Workers with higher education also experience
the consequences of the mismatch between labor
supply and labor demand. Although rising col-
lege enrollments reflect Ethiopia’s expansion of
higher education—from 10,000 students in 1990
to more than 360,000 in 2015—the labor market
has struggled to absorb them.!’ For instance, in
the 2009/10 academic year, 66,999 students gradu-
ated from college and entered the labor force, but
the country had only about 6,020 vacancies for
skilled workers.'" The increase of college gradu-
ates is expected to continue, since more than 10
new public universities and several private col-
leges are planned.'? Seid and coauthors suggest
that the expansion of higher education partially
explains high unemployment rates and long un-
employment duration among college graduates in
Ethiopia.'® The unemployment rate for workers
with higher education was 16.6 percent (see table
8), and one study estimated that unemployment
lasted 45 months on average among new college
graduates.!%4

High rates of unemployment can also result from
a skills mismatch between job seekers and newly
created jobs. According to the World Bank, man-
ufacturing firms in Ethiopia struggle to recruit
workers with sufficient technical and soft skills.!%5
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Labor productivity in manufacturing rises with
education, perhaps because educated workers are
easier to train or are higher-quality workers. Dinh
and coauthors found that the productivity gap be-
tween Ethiopia and China is caused by less edu-
cation and worse equipment for Ethiopian than
Chinese workers.!%

Although the Ethiopian government tried to make
primary and secondary graduates employable by
developing technical and vocational education
and training (TVET), few firms recruit TVET
workers.'”” A World Bank survey found that only
14 of 60 firms reported contacting TVET institu-
tions to fill outstanding technical positions, and
only half of them reported hiring directly from
TVET institutions.!%8

Sectors with potential comparative
advantage and employment

The Ethiopian government has modeled its in-
dustrial policy on East Asia’s export-oriented and
interventionist policies, targeting the leather, foot-
wear, and textile industries.'®

Manufacturing. Government industrial policy for
manufacturing has had considerably success with
a boost from recent Chinese investments. Further
diversification is possible. In late 2017, the Chinese
pharmaceutical company Humanwell approved
an investment of $100 million in Ethiopia’s phar-
maceutical sector.!!? In addition, Ethiopia received
$10.7 billion in loans from China from 2010 to
2015, most being used for Chinese infrastructure
projects in Ethiopia.!'! According to the deputy
commissioner of the Ethiopian Investment Com-
mission, Ethiopia plans to create 2 million manu-
facturing jobs by 2025.

Although manufactured exports have increased
sharply, they remained low at $500 million in
2015 (figure 18), and they have declined as a share
of total exports, reflecting booming agricultural
exports.

Ethiopia has a strong comparative advantage in
leather due to its huge livestock inventory and a
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FIGURE 18
Ethiopia manufacturing exports, 1962-2014
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tradition of shoe manufacturing. The industry
slumped in the early 2000s as cheap Chinese im-
ports flooded the domestic market, while exports
were limited by the low quality of the domestic
value chain, from skinning to tanning. The gov-
ernment responded energetically with consulting,
training, and marketing programs to boost the
quality of locally produced shoes. It also set export
and productivity targets and worked with firms
to help them meet or readjust goals. The efforts
contributed to a revival of the industry."!? Leath-
er remains the largest manufactured export, and
export growth has been very strong in recent years
(figure 19).

Floriculture. Investor incentives and a favor-
able climate have propelled Ethiopia’s cut flower
industry. Floriculture has grown rapidly, with

FIGURE 19
Ethiopian exports of leather, footwear, textiles,
and clothing, 1962-2014
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flowers almost overtaking coffee as the main ex-
port (figure 20). The industry initially evolved
without sector-specific support from the govern-
ment, and unlike the leather industry, it has been
dominated by foreign firms. Cut flower firms
benefited, however, from the tax holidays and im-
port duty exemptions given to all exporters. The
government later built a close relationship with
growers and recently created a semiautonomous
agency to provide services to horticulture ex-
porters.!’* Although government incentives and
services have helped the cut flower industry de-
velop, it is unclear whether they should continue
for a now somewhat developed sector. Vegetable
exports have also boomed, while fruit exports are
minimal.

Policy recommendations for Ethiopia

Governance has improved greatly, and Ethio-
pia has seen strong growth since the early 2000s.
Macroeconomic management has generally been
sound, and activist industrial policies along with
Chinese investment have boosted export-oriented
manufacturing and agriculture. In the early 2000s,
the business climate improved considerably, but
political unrest has since weakened it, and macro-
economic stability has come into question. Wages
in the formal sector are unusually competitive for
Sub-Saharan Africa, and infrastructure has im-
proved substantially.!* Export diversification has
made progress in recent years, with manufactur-
ing and horticulture exports rising sharply.

FIGURE 20
Ethiopia exports of cut flowers and vegetables,
1962-2014
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The Ethiopian government is modeling its eco-
nomic strategy on activist East Asian industrial
policies. Overall, the government’s sector-specific
interventions seem well crafted, but their effects
are partially offset by general weaknesses in the
business climate. The government has targeted
manufactured exports, and they are growing, al-
though from a low base. The Ethiopian govern-
ment has been far more effective than most others
in operating EPZs. However, the interventionist
approach has downsides. Limited competition, re-
strictions on foreign investors, and the privileged
access of large state-owned enterprises to resourc-
es and to policymakers inhibit further diversi-
fication and productivity growth. The business
climate, after improving in the early 2000s, has
worsened markedly, possibly discouraging further
FDL In short, the results of Ethiopia’s industrial
policy are promising, but a full assessment is not
yet possible.

Ethiopia has succeeded more dramatically in pro-
moting horticultural than manufactured exports.
The private sector has played a larger role in horti-
culture than in manufacturing, underscoring the
importance of fostering a dynamic private sector
and supporting market forces’ role in finding and
taking advantage of diversification opportunities.

The macroeconomic context for export diversi-
fication is also crucial.'® Industrial policies will
have little effect if they are offset by overvalued
exchange rates and weak infrastructure. Ethiopia’s
2017 depreciation of the currency is a positive step
but has not completely reversed overvaluation.
Further real depreciation and maintenance of a
competitive exchange rate are crucial because of
the risks posed by high external debt and limit-
ed foreign exchange reserves, which concern the
International Monetary Fund. Competitive ex-
change rates, investment in infrastructure and ed-
ucation, and macroeconomic stability were crucial
to the economic success all East Asian countries
—arguably more than targeted industrial policies.
The Ethiopian government has done well in pur-
suing these, but risks to fiscal and external balance
stability require prioritization among government
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investments and greater reliance on private sector
investment.

For the labor market, Ethiopia should invest fur-
ther in job training for workers of all education
levels.!'® Ethiopia could also support job searches
by low-skilled and unemployed workers by pro-
viding safety nets, labor market programs, and
job vacancy information through information and
communications technology.

Benin

Employment in Benin is even more overwhelm-
ingly informal than in other low-income Sub-
Saharan countries. In 2011, a staggering 96.2 per-
cent of Benin’s nonagricultural employment was
in the informal sector.!’” That figure reflects the
reliance of Benin’s economy on subsistence agri-
culture (about 25 percent of GDP) and informal
re-export trade with Nigeria (about 20 percent of
GDP). Agriculture employs more than 70 percent
of the economically active population.!'®

Employment in cotton

Benin relies heavily on cotton as a cash crop. The
cotton value chain (production, processing, cotton
oil, and research) directly provides 40 percent of
rural jobs and involves 50 percent of the total pop-
ulation.” The cotton industry makes up 13 per-
cent of GDP, and incomes from the cotton value
chain have multiplier effects on the art, transport,
commerce, and construction sectors.'?°

The reliance on cotton creates numerous challeng-
es. Benin’s economy is poorly diversified, has low
productivity, and is vulnerable to external shocks
such as unpredictable rainfall. It thus experienc-
es volatile growth.'?! Worse, the cotton sector has
been in a structural crisis for two decades, and
output is far below potential. In the 2000s, cot-
ton production and exports plummeted, primar-
ily due to domestic mismanagement of the sector
(figure 21).

In the 1990s, African countries, including Benin,
began to liberalize their cotton sectors, previously
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FIGURE 21
Benin’s share of world cotton exports, 1962-2016
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controlled by government marketing boards.!??
Although liberalization made sense in theory,
because cotton is not characterized by significant
economies of scale, Benin lacked the institutions
to give domestic entrepreneurs a larger role in
running the sector. For instance, to purchase in-
puts (such as seed and fertilizer), cotton producers
need access to credit, but without strong contract
enforcement, banks are unwilling to lend to small-
holders. In this environment, farmers have an
incentive to evade their credit contracts and sell
their cotton at a higher price, while cotton ginners
have an incentive to poach cotton from other gin-
ners. In addition, the government sometimes in-
tervenes in favor of special interest groups.

The World Bank recommended clarifying the gov-
ernment’s role and concentrating the cotton sec-
tor by consolidating into a single dominant firm
the functions of ordering inputs, providing credit,
negotiating prices, and establishing contracts.!??
But the situation has remained largely unresolved,
with repeated ad hoc interventions by the govern-
ment, often in favor of politically connected cot-
ton ginning firms.!?4

Employment in cross-border trade

Benin’s informal sector engages in extensive
cross-border trade and smuggling, mainly with
Nigeria, with which Benin shares a long border.
Benin re-exports imported goods to Nigeria, in-
cluding, rice, cloth, used cars, and frozen poultry,
to take advantage of Nigeria’s very high import
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barriers.'> Benin, with relatively low tariffs, de-
liberately fosters a customs regime that facilitates
official imports that are then smuggled into Nige-
ria, and the value of goods imported in transit or
for re-export is more than twice the value of those
imported for domestic use. In 2008, Benin’s gross
re-export trade made up more than 60 percent of
GDP. Cross-border trade generates many employ-
ment opportunities for workers who handle mer-
chandise at ports and transport it to Nigeria. Used
car markets in Benin’s capital, Cotonou, directly
employ 10,000 to 15,000 people in importing, sell-
ing, storing, and driving cars, and they employ
thousands more indirectly.!?¢ While cross-border
trade is one of Benin’s most important industries,
it is highly vulnerable to the vagaries of Nigerian
policy, and it promotes a culture of rent-seeking
and illegality unconstructive for long-term de-
velopment. Benin should shift to legitimate en-
trepot roles by improving its port and trade insti-
tutions and infrastructure and cracking down on
smuggling.

Export diversification opportunities

Over the past decade, Benin’s economy has faced
a challenging business environment and volatile
growth caused by weaknesses in education, total
factor productivity, and public investment effi-
ciency.!*” It remains a low-income country with
annual per capita income of $790 in 2015.

Diversifying agricultural exports could raise
growth rates, reduce output volatility, and improve
within-sector productivity.!”® Consolidating cot-
ton exports and expanding cashew and pineapple
exports present possibilities. Benin’s nut exports,
mainly cashews, have recently increased (figure
22). However, some of those exports may be lower
quality cashews smuggled from Nigeria. Benin,
like other African producers, does very little do-
mestic processing, but improved infrastructure
and technology could increase cashew production
and support domestic processing for export.'?®

Pineapples have also long been identified as a prod-
uct in which Benin has a strong comparative ad-
vantage, but progress has been limited. Benin has
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FIGURE 22
Share of edible nuts in Benin’s export value,
1962-2016
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distinctively favorable soil and climate conditions
for growing pineapples, which have a reputation for
very good flavor. Scaling up production is limited
by deficient quality control and infrastructure, such
as cold storage facilities. The underlying problem
for cashews, cotton, and pineapples is the deterrent
to agriculture and agro-processing posed by weak
policies and institutions in an environment domi-
nated by rents from cross-border trade.!>

Policy recommendations for Benin
Employment in Benin is dominated by informal
labor in cotton cultivation (in the agricultural sec-
tor) and cross-border trade (in services). Both of
these key sectors are precarious, with considerable
potential for raising employment and incomes if
reformed.

Stabilizing the cotton sector is the top priority.
Benin has a strong comparative advantage in cot-
ton, but the sector’s current structure does not op-
timize the tradeoff between competition and co-
ordination that is at the heart of agricultural value
chains. In some respects, Benin now suffers from
the worst of both worlds: limited competition and
limited coordination due to weak institutions for
enforcing compliance. Compliance in the sec-
tor could become more self-enforcing by a move
toward a more concentrated but market-driven
system, obviating the need for an elaborate insti-
tutional structure. Many people employed at all
levels of the value chain would benefit.
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The re-export trade’s dynamism, ingenuity, and
organizational sophistication indicate a high po-
tential for a thriving market economy. In some
ways, infrastructure such as border storage de-
pots and institutions such as import value chains
operate far more efficiently in the re-export trade
than in the formal economy. Benin’s challenge is
to channel this energy and creativity in a more
sustainable direction. Benin is well placed to serve
as a regional trading and service center, benefiting
from its proximity to Nigeria, but it must do so le-
gally within the rules of the Economic Communi-
ty of West African States (ECOWAS). Competitive
advantage as a regional trading hub will require
an improved business environment. Benin’s in-
frastructure and governance, though better than
Nigeria’s, are deficient. Benin’s low-quality public
services extend to the port and customs adminis-
tration, whose quality is critical for a country with
ambitions to serve as a trading center.

To reach emerging market status, Benin must de-
velop its capacity to produce goods and services
for regional and international markets, instead of
just transshipping goods produced elsewhere. Ag-
riculture offers promising diversification oppor-
tunities, notably in pineapples and cashew nuts,
but they too are stymied by the weak investment
climate. The industrial sector currently makes up
only 13 percent of GDP, driven mostly by cotton
ginning. Developing a stronger industrial sector
could raise productivity in Benin, but thus far per-
vasive smuggling, low education levels, and poor
institutions have impeded that. Escaping the cul-
ture of rent-seeking and illegality, developing sus-
tainable business in formal industry and commer-
cial agriculture, and creating employment require
improving infrastructure, adopting financial sys-
tem reforms, and strengthening property rights
protection.

Burkina Faso

Burkina Faso’s landlocked economy relies largely
on agriculture, which employs almost 80 percent
of the economically active population. Exports
have historically concentrated on cotton, but the
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country has experienced a rise in gold mining in
recent years. The manufacturing and industrial
sectors are underdeveloped, and the services sec-

tor, consisting primarily of informal activity in
urban areas, is the largest contributor to GDP.!*!
In 2016, 91.5 percent of total employment was clas-
sified as vulnerable, meaning the sum of own-ac-
count workers and contributing family workers.'*2
Among women, 93.1 percent are in vulnerable
employment, and among men, 86.7 percent.!®
The threat of Islamic terrorism remains a concern,
though political stability has been restored.

Employment in cotton

Since 2000, Burkina Faso has been one of the top
10 global exporters of cotton, and it has become
the largest African exporter.** Cotton is an im-
portant source of employment along all parts
of the production value chain. Burkina Faso has
created a more successful institutional framework
than most other African producers of cotton, par-
ticularly Benin. Burkina Faso’s share of world cot-
ton exports has grown steadily (figure 23), unlike
Benin’s.

However, cotton-led growth faces several chal-
lenges.”*> First, although cotton’s profitability is
uncertain in the volatile world commodities mar-
ket, cotton represents about 60 percent of Burkina
Faso’s total exports. Second, increased cotton pro-
duction in the 2000s relied on the accumulation of

FIGURE 23
Burkina Faso’s share of world cotton exports,
1962-2014
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factors of production (land, labor, and inputs), not
increases in productivity. Improving technology
in agriculture and the overall economy would gen-
erate more sustainable growth but is constrained
by corruption, high tax rates, low education levels,
and limited access to electricity. Furthermore, al-
though cotton sector growth could spill over into
more productive sectors such as textiles, these sec-
tors would need to be expanded first.

Sources of export diversification

Agriculture provides Burkina Faso’s most prom-
ising sources of export diversification. The coun-
try has a comparative advantage in several fruits
and vegetables such as beans, onions, tomatoes,
and especially mangoes. Recently, horticultural
exports have been boosted with World Bank as-
sistance.!* Vegetable and especially fruit exports
have risen sharply in recent years (figure 24), and
farmer incomes have risen substantially. Never-
theless, the amount of exports remains small, and
most agriculture is still subsistence farming.

Burkina Faso is attempting to develop EPZs and
growth poles. Several EPZs in the capital, Ouaga-
dougou, have had limited success.

Regional growth poles are perhaps more prom-
ising in an agriculture-based economy such as
Burkina Faso. The World Bank has worked closely
with the government to develop a growth pole in

FIGURE 24
Value of Burkina Faso exports of fruits of
vegetables, 1962-2014
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the Bagré region—to improve the business envi-
ronment, develop critical infrastructure, and pro-
vide services to small and medium-size firms.!*
The project aims to increase jobs, agricultural
production, and private investment. It is slated to
close in November 2020. The strategy centers on
developing roads and constructing a dam for hy-
droelectricity, as well as on simplifying the land
tenure system to provide land to smallholders and
ease access for larger investors establishing planta-
tions. The project is also developing storage facil-
ities and markets, aiming to privatize them even-
tually.®® Although very promising, the project
has experienced delays, cost overruns, and con-
troversies about displacing small farmers. Private
sector investment has been slower than hoped. But
the World Bank argues that the project has sub-
stantial potential and offers a model for develop-
ing other growth poles. In March 2018, arguing
that additional financing can address the project’s
problems, the World Bank approved an additional
$50 million.!*

Youth education and employment

Youth education levels are particularly low in
Burkina Faso. The youth literacy rate was only
50.1 percent in 2014, whereas the Sub-Saharan av-
erage is 71 percent.'® Only 28 percent of students
meet math and reading competence requirements
after completing their primary education.

Although youth literacy is low, youth employment
is relatively high, reaching 42.1 percent of those
ages 5-14."! Youth work in carpentry, cotton har-
vesting, and, increasingly, gold mining. But child
trafficking and sexual exploitation are also com-
mon in Burkina Faso, reflecting the paucity of
remunerative activities. The World Bank’s Burki-
na Faso-Youth Employment and Skills project,
slated for completion in December 2018, aims to
increase access to temporary employment oppor-
tunities for not-in-school youth, mainly through
labor-intensive public works.!42

Policy recommendations for Burkina Faso
Burkina Faso is overwhelmingly agricultural, and
efforts should focus on raising incomes through
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higher quality and value chain productivity for
cotton and other export crops. The country has
boosted cotton exports and diversified agricultur-
al exports into horticulture, but much agriculture
remains subsistence-level production. Further
growth is promising due to strong European and
regional demand for products in which Burkina
Faso has comparative advantage, notably man-
goes and cashews. The European market, sup-
plied by both sea and air routes, is lucrative, and
Burkinabe mangoes could be highly competitive
if production and distribution improve. Increased
export of onions to regional markets also has con-
siderable potential.

Further progress will require more institutional
support for farmers and investment in infrastruc-
ture, notably irrigation. Until recent unrest, Mali
made important progress in these areas, which
Burkina Faso could emulate. Quality norms in
developed country markets, a major challenge
to scaling up fruit and vegetable exports, call for
increased foreign investment and technical assis-
tance. The government should streamline certifi-
cation for exporters, working with private and of-
ficial foreign organizations.

Burkina Faso’s authorities should also promote
the processing of agricultural commodities, es-
pecially cotton. Although Burkinabe textile pro-
duction seems unlikely to be competitive anytime
soon, other cotton products such as animal feed
and biogas could create employment.

The Bagré growth pole is an interesting innova-
tion that could provide lessons on targeting a re-
gion for a big push in infrastructure development
and thus attracting private investment.

Ghana

Until recently, Ghana’s progress in GDP growth
and job creation have been among the best in Sub-
Saharan Africa. In 2007, Ghana attained middle-
income status when its per capita GDP exceeded
$1,000. In 2011, it reached a peak GDP growth
rate of 15 percent, although that figure was driven
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primarily by a recalculation of GDP that includ-
ed sectors not previously counted.** From 1991 to
2012, the share of its population living in poverty
dropped from 52 percent to 24 percent.'* At the
same time, the share of employment in agriculture
fell from 61 percent to 24 percent, while the share
of employment in services rose from 36 percent
to 48 percent.® Accompanying sectoral trans-
formation, job creation has grown consistently by
3-4 percent a year. Whether the jobs created amid
Ghana’s recent economic gains are high in quality
is a concern.

Employment structure

Although Ghana’s employment has shifted from
agriculture to services, most new jobs in services
have been informal and low-productivity, accord-
ing to Aryeetey and Baah-Boateng.!6 From 1984
to 2013, the informal sector’s share of employment
rose from 83.8 percent to 88 percent. Earnings dif-
ferentials among the informal sector, private for-
mal sector, and public sector show the inequality
that has accompanied Ghana’s growth: in 2013,
informal sector earnings were only 37.5 percent of
public sector earnings and 32.1 percent of private
formal sector earnings.!?’

Ghana’s limited creation of formal sector jobs
may be due to the concentration of its economic
growth in capital-intensive oil and mining, rath-
er than in more labor-intensive manufacturing
and agriculture. The World Bank’s 3rd Economic
Update on Ghana suggests that Ghana could be
suffering from early-stage Dutch disease.!*® As
evidence, the economic update observes that the
rise of extractive industries seems to be limiting
growth in agriculture. In 2011, when Ghana began
oil production, the agriculture sector grew by only
0.8 percent while the industrial sector grew by
over 41 percent. Over 2010-16, the share of agri-
culture in GDP fell from 29.8 percent to 18.9 per-
cent, while the services and industrial sectors both
benefited from the oil and gas boom.!**

Labor market constraints
To combat growing inequality and become a mod-
ern middle-class economy, Ghana will need jobs
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that are productive, better quality, and higher
paying. Ghana’s business environment remains
quite unfavorable, though better than many in
Sub-Saharan Africa. The two largest constraints
on firm productivity are access to credit and to
technology.'®® Firms in Ghana, especially micro
and household enterprises, face high interest rates
and struggle to invest in technology while cover-
ing the costs of trade. The constraint cited second
most frequently by firm managers was inadequate
electricity supply: without power, firms cannot
take advantage of information technology or capi-
tal equipment to produce at night.

To absorb the increasing number of entrants
to the labor market, Ghana will need to create
300,000 jobs a year.'”! Creating more productive
jobs also requires educating the labor force for
them. On the supply-side, Aryeetey and Baah-
Boateng argue, the low quantity and quality of
education, as well as the skills mismatch between
supply and labor market demand, constrain job
opportunities.'®? According to their findings, 8 of
10 Ghanaians have less than a secondary educa-
tion, but most job openings in the formal sector
require at least a secondary education. Although
education levels have increased in Ghana, the
quality of education is low—in 2010, one in five
third graders could not read a single word, and
one in five could not perform subtraction.'*® Even
students with secondary and higher education
have high rates of non-labor force participation,
showing the failure of education to provide skills
that employers seek.

Corroborating the skill mismatch, Aryeetey and
Baah-Boateng found that Ghana has a shortage
of high-skilled and semiskilled workers.'>* They
cite anecdotal evidence that when Ghana start-
ed commercial oil production, the industry re-
lied on workers from Cote d’Ivoire and Nigeria
for engineering, drilling, production, and oper-
ation because Ghana lacked workers with those
specialized skills. In 2012, 45 percent of workers
were underqualified for their jobs, 49 percent
were correctly matched, and only 6 percent were
overqualified.!>
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Sectors with potential comparative
advantage

Gold. Gold has become Ghana’s largest export, but
gold mining is not labor intensive.

Cocoa. Ghana is one of the world’s leading pro-
ducers of cocoa, but its world market share is well
below its level 30 years ago (figure 25). Cocoa
farming is relatively lucrative, and poverty is low
among cocoa farmers. However, production has
declined. The World Bank faults the price-setting
and organizational functions of Cocobod, the
Ghanaian government marketing board.'*® Coco-
bod provides stability to the system, pays farmers
promptly, and has raised quality so that Ghana-
ian cocoa receives a small premium over world
prices. Nevertheless, implicit taxation of farmers
is higher than in Cote d’Ivoire and Asia. Provid-
ing more autonomy to farmers and reducing the
government’s implicit taxation of cocoa exports
would encourage farmers to expand production
and quality and boost producer incomes.

In the longer term, a general modernization of
the cocoa sector through more capital investment
(mechanization) and more skilled labor would
raise productivity and incomes. The average cocoa
farm is less than 50 acres, and the average age of
cocoa farmers is above 50. Land tenure is con-
tentious because of chieftaincy disputes, making
it difficult to develop large-scale farms. Ghana’s
neighbor, Céte d’Ivoire, by mechanizing cocoa

FIGURE 25
Ghana’s share of the world cocoa market,
1962-2016
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farming, has surpassed Ghana’s production. Also,
Ghanaian cocoa farmers have less than a second-
ary school education on average, making it diffi-
cult for new improvements in farming to catch on.

Horticulture. Ghana has enormous potential in
horticulture. Pineapples, in particular, are re-
garded as promising, and pineapple exports to the
European Union grew rapidly between 2000 and
2010. But a new variety developed in Costa Rica in
the mid-2000s has proved very popular in Europe.
The drop in demand for Ghanaian pineapples,
along with difficulties in meeting European qual-
ity norms, led to a steep decline in Ghana’s fruit
exports after 2010 (figure 26). Vegetable exports
have also dropped.

Horticultural performance has been constrained
by a low-end strategy, which enabled exports to
the European Union at low prices but earned
Ghana a reputation for poor quality. External as-
sistance is needed to repair the sector’s interrupt-
ed cold chain, which contributes to that negative
image and constrains horticultural development
in Ghana and elsewhere in Sub-Saharan Africa.
Quality standards and Good Agricultural Prac-
tices certification, which have been reached by the
largest exporters, must be extended to all horti-
cultural players through donor-funded awareness
programs and technical support. Although exter-
nal aid is crucial, Ghana suffers from an ill-co-
ordinated overabundance of external support

FIGURE 26
Ghana’s exports of fruits and vegetables,
1962-2012
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Source: MIT Observatory of Economic Complexity database.
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agencies and their domestic partners, many of
them ineffective.'’

Services. Ghana may do better in developing
services than manufacturing. Given many En-
glish-speaking graduates, such services as tourism
and business process outsourcing have high poten-
tial. The tourism sector is, however, underdeveloped
compared with that in other African countries, and
the government seems unaware of the employment
opportunities and foreign exchange flows tourism
brings. Attracting outsourcing services, such as call
centers, is impeded by weak telecommunications
infrastructure. Unions that agitate for higher wages
are also viewed as a problem.!*®

Policy recommendations for Ghana

To improve the quality of jobs as its population
continues to grow, Ghana should create more jobs
in the formal sector and more productive jobs in
agriculture and the informal sector, where most
Ghanaians work. To improve informal sector pro-
ductivity, Ghana should adopt policies that up-
grade technology, improve access to markets, and
provide better access to credit.!*

The government needs a more nuanced policy for
the informal sector, assisting small firms with fi-
nancing and capacity building while forcing large
firms to register and pay taxes. The Francophone
countries of West Africa have instituted a two-
tiered framework for formal and informal firms
that taxes informal firms at a low lump sum. Al-
though that scheme is far from perfect, Ghana
could benefit from moving in a similar direction.

Improved education and infrastructure are key
for boosting labor-intensive exports in services,
agriculture, and manufacturing. Investing in edu-
cation to improve the labor force’s skills would be
vital to meeting labor demand in new and more
productive jobs.

Ghana’s strongest comparative advantage is in
agriculture and agro-processing. Mechanization
and increased use of skilled labor would boost
agricultural exports. Cocoa farming, even with
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some mechanization, is labor-intensive, holding
the potential to create high-paying jobs and re-
duce poverty. Although Cocobod’s management
of the cocoa sector has some significant advan-
tages, increased farmer autonomy and reduced
implicit taxation would foster greater produc-
tion and quality. Processing agricultural produce
can create synergies between agriculture and
manufacturing.'?

For nontraditional export crops such as horticul-
tural products, attracting more foreign investment
offers opportunities for building skills and market
access. Multinational food distributors have the
know-how to form outgrower networks with small
farmers that boost productivity and quality.

The government should encourage young univer-
sity graduates to enter cash crop farming in cocoa
and horticulture. Publishing data on earnings in
cash crop farming would be one simple step. If
young people perceive the returns on farming to
be high, they will enter farming rather than mi-
grate to cities.

Ghana, as an English-speaking country with good
political and economic stability, has high poten-
tial for tourism and exports of business services.
These sectors particularly would benefit from im-
proved education and infrastructure investment,
especially in telecommunications.

CONCLUSIONS AND POLICY
RECOMMENDATIONS

Low- and low-middle-income African economies
have a massive underemployment problem. Ap-
proximately 90 percent of the labor force is em-
ployed in the informal sector, with very low wages,
no social protections, and irregular working
hours. Thus, poverty levels remain elevated and
social discontent simmers in the face of limited
opportunities, especially for women and youth.

This study has described the conditions of the labor
market and attempted to diagnose the underlying
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causes of underemployment. It has focused on
five Sub-Saharan countries: Benin, Burkina Faso,
Ethiopia, Ghana, and Senegal, and four compara-
tor countries that have achieved poverty reduction
though rapid absorption of the labor force into
formal sector employment. The analytical frame-
work identifies supply-side and demand-side con-
straints on employment using a combination of
quantitative and qualitative approaches.

Supply side

On the supply side, the labor market confronts
working-age populations that are growing rapidly
with little evidence of a major demographic tran-
sition toward lower population growth. Although
educational attainment has improved significantly
in the African focus countries, it lags behind that
in the comparators. Alarmingly, workers with sec-
ondary and tertiary education have high levels of
nonemployment—they are out of the labor force
or unemployed—suggesting that higher levels of
education alone do not guarantee employment.
That shows the importance of improving the qual-
ity of education as well as its quantity. The educa-
tion system often fails to impart the practical skills
sought by employers. Vocational training must
also be improved through additional resources
and, equally important, through collaboration
with the private sector to ensure that workers re-
ceive training useful to employers.

Demand side

The demand side of the labor market is even
more important. Improving education and skills
is only useful for boosting employment if labor-
intensive sectors of the economy are growing and
demanding the services of skilled workers. The
lessons of the comparator countries are clear:
export-led growth of labor-intensive manufac-
tured goods such as clothing and shoes played a
crucial role in boosting employment, particular-
ly for women, in Bangladesh, China, Mauritius,
and Viet Nam. Although wages are typically very
low among competitive exporters, at least initial-
ly, the incomes and security of factory jobs are a
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vast improvement over subsistence farming and
street-hawking. Further, over time, export-orient-
ed industries upgrade technologically and wages
rise, as China illustrates most dramatically. Equal-
ly important, rising incomes and opportunities for
women promote a demographic transition, lower-
ing births and population growth, and eventually
contributing to redressing the imbalance of supply
and demand in the labor market.

The analysis suggests the importance of foster-
ing export competitiveness by attracting foreign
investment and technology, while keeping wages
low until productivity rises. Are targeted gov-
ernment policies or general improvements in the
business climate the key to international compet-
itiveness and labor-intensive exports? This study
has argued that both are important and mutually
reinforcing.

Supportive policies and a reasonably well-func-
tioning business climate have been crucial to the
successful low-income exporters. Countries such
as China, Mauritius, and Viet Nam lured foreign
investment through a combination of low wages
and good infrastructure. However, countries pur-
sue different strategies, and a range of approach-
es are possible. Bangladesh, for example, with an
early start, very low wages, and a strong business
association has developed a booming garment
export industry employing millions of women,
while ranking poorly on many measures of the
investment climate, including corruption and in-
frastructure quality. This was made possible by a
powerful business association that organized the
garment sector and insulated it from government
corruption and mismanagement.

Improvements in economy-wide infrastructure
and institutions, moreover, may take a long time.
Short-cuts are possible in the form of export pro-
cessing zones (EPZs) or regional growth poles,
and business incubators have proved useful in
some circumstances, especially in Asia.

EPZs have proven useful in a number of Asian and
Latin American economies, most famously China,
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in attracting foreign investment in manufactur-
ing and building domestic capabilities. In Africa,
however, EPZs have largely failed. The most suc-
cessful has been in Mauritius, where it was the
starting point for the structural transformation
of a mono-crop economy (based on sugar) into a
clothing exporter, creating employment for many
people, particularly women (as in Bangladesh).
The Mauritian case reveals the potential of EPZs
for Africa. However, the experience of Senegal also
reveals the pitfalls. The timing and design of the
EPZs in Senegal and Mauritius were similar, yet
in Senegal the EPZ utterly failed. In Senegal, prog-
ress was slow in employment growth, population
growth, and poverty decline, while in Mauritius,
employment rose, population growth dropped,
and poverty plummeted. The fundamental differ-
ences appear to be the overall investment climate
and the government’s commitment to make the
EPZ work. As Madani put it, Mauritius was in
effect “one big EPZ.”'¢' This result underlines the
importance of combining targeted measures such
as EPZs with overall sound policies such as invest-
ing in education and infrastructure and maintain-
ing competitive exchange rates. More recently,
Ethiopia, working closely with Chinese investors,
provided another positive example of targeted in-
dustrial development, although political instabili-
ty and macroeconomic pressures suggest caution
in evaluating the Ethiopian case.

EPZs mainly aim at larger firms. But the pervasive
informal sector, comprising very small enterpris-
es, is a common feature of African economies. As-
sisting small and medium-size enterprises boost
productivity is another important way of improv-
ing employment opportunities. Business incuba-
tors, like EPZs, are designated areas for bringing
together and assisting firms—in this case small
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and medium-size firms that require technical as-
sistance (finance, marketing, accounting, manage-
rial, and so on). Incubators aim to provide firms
with business services and to connect them with
experienced mentors. Like other business assis-
tance programs, incubators will succeed only if
governments work closely with the private sec-
tor to learn the needs of their clients and display
resourcefulness and flexibility in meeting those
needs.

The general lesson for African countries is that
expanding employment rapidly requires creating
jobs through labor-intensive exports and domes-
tic private sector development while taking indi-
vidual countries’ circumstances and comparative
advantages into consideration. Manufacturing is
not the only vehicle for exports of labor-intensive
products—agricultural exports are an alternative
in many countries. Traditional primary products
such as groundnuts and cocoa, as well as horti-
culture (fruits, vegetables, and cut flowers), share
many features of manufacturing: in the African
context, they are labor-intensive, confront the
demanding quality and reliability standards of
developed-country markets, and are subject to
technological upgrading. Other sectors, such as
fishing and tourism, also offer potential for labor-
intensive exports.

In the end, raising employment in the formal
sector requires a commitment of public policy to
improve the competitiveness of labor-intensive
production, through interventions on both the
supply and demand sides of the labor market
—developing the practical skills of workers
through more and better education, and improv-
ing the business environment for firms that hire
workers.



ANNEX

THE LEWIS AND HARRIS-TODARO
MODELS OF EMPLOYMENT IN THE
FORMAL AND INFORMAL SECTORS

Lewis model

Lewis viewed economic development as the ex-
pansion of the modern sector, raising formal em-
ployment as labor is absorbed from the subsistence
sector. Lewis mostly identified the subsistence sec-
tor with smallholder farming, but he also explicit-
ly recognized its affinity to what is now known as
the urban informal sector:

What we have is not one island of expanding
capitalist employment surrounded by a vast
sea of subsistence workers, but rather a num-
ber of such tiny islands.... We find a few in-
dustries highly capitalized such as mining or
electric power side by side with most primitive
techniques, a few high class shops surround-
ed by masses of old style traders, a few highly
capitalized plantations, surrounded by a sea of
peasants.'62

More formally, the Lewis model focuses on the al-
location of labor between the between rural/infor-
mal sector (r) and modern/formal (m) sector. MPL
is the marginal productivity of labor, and W the
real wage. Due to a “surplus” of labor, MPL is very
low, with the modern sector consequently facing a
perfectly elastic supply of labor at a very low subsis-
tence wage level. For reasons not specified by Lewis,
however, W_ is set exogenously well above the sub-
sistence level W, . This could be due to union power,
minimum wages, and/or efficiency wage-setting.
Modern sector expansion due to capital investment
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and/or technological progress raises MPL_, boost-
ing employment in the formal sector and absorbing
labor from the traditional sector. Eventually, the ab-
sorption of labor in the modern sector reaches the
“Lewis turning point,” and incomes begin to rise
above subsistence levels in the traditional sector.

The modern sector’s output may be modeled
using a Cobb-Douglas function (subscript m
suppressed),

Q= F(AK,L) = AK*L-

where A is technology, K is capital, and L is labor.
Labor market equilibrium implies MPL = W.

and likewise for other vari-

Denoting L= dLIfdt

ables, it is easy to show that:

A+taK-W
—

L=

That is, the rate of growth of modern-sector em-
ployment depends on technological progress, cap-
ital accumulation, and real wage moderation in
the formal sector.

Harris-Todaro Model

The Harris-Todaro (1970) equilibrium may be
stated as:

Lm
W’"L—L _vvr

T

L

m

where L - L is the urban labor forceand L -L_ is
the probability of finding a job in the modern sec-
tor. This model explains why rural-urban migra-
tion continues despite high urban unemployment.
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