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Abstract 

 
Employment impact of development aid in 

Africa is investigated using a set of 

projects implemented by the African 

Development Bank (AfDB) in the last 20 

years. The results indicate heterogeneous 

effect of aid. Projects directed at 

productive sectors, mainly those that focus 

on financing small scale enterprises and 

microcredit institutions, tend to have the 

largest employment impact than those 

focussing on health and education. More 

importantly, the implied employment 

effect of AfDB projects is much larger than 

the potential employment that could be 

deduced from aid-growth-employment 

nexus using macro data, particularly in the 

last decade. This could be due to the shift 

in the focus of development assistance 

away from productive sectors over this 

period. If inclusive development is the 

overarching objective of development 

assistance, then, there may be a need to 

revisit the current allocation of aid to 

different uses. 
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1 Introduction 

 

Africa has made strong economic gains over the past decade, with real GDP growth averaging above 

5 %. However, this growth has not been very transformative, particularly in creating large scale 

formal jobs (Page and Shimeles, 2014). Weak job creation has in turn slowed down the pace of 

poverty reduction and could threaten political and social stability as demonstrated by events in North 

Africa. High unemployment and poverty are therefore two most pressing challenges currently facing 

the African continent. 

 

Most countries in Africa lack resources for addressing the unemployment problem and tackling 

endemic poverty. As a result, a majority of them rely on financial and technical support from bilateral 

donors and multilateral institutions to support their development efforts. The African Development 

Bank has been leading development initiatives by committing substantial amount of resources 

towards infrastructure development and strengthening capacity of the public sector in implementing 

economic and structural policies. In 2011, 38 % of the Bank’s total funding was directed towards 

infrastructure development while 21 % was committed in operations that foster sound financial 

governance and robust and transparent public institutions. 

 

In recent years, the Bank has increased support towards private sector development on the premise 

that economic transformation, job creation and poverty reduction will be principally achieved 

through a robust private sector. It provides funding to financial intermediaries and has taken strategic 

equity stake in private corporate entities. In 2011, about 20% of total disbursement was made in 

form of senior loans, lines of credit to financial intermediaries for on-lending to small and medium-

size enterprises (SMEs) and equity participation. The Bank’s financing activities are therefore 

compatible with its long-term strategy of supporting economic diversification and employment 

creation in regional member countries (RMCs).  

 

The role of aid2, and especially program and project aid, in promoting economic development has 

been extensively studied in the empirical and theoretical literature. A large body of this literature 

focused mainly on the link between aid and a host of macroeconomic indicators such as growth (e.g 

Chenery and Stout, 1966; Hansen and Tarp, 2000; 2001; Burnside and Dollar, 2000; Rajan and 

Subramanian, 2009), savings (Papanek, 1972; Mosley, 1980), real exchange rates (Elbadawi et al, 

2012) and on investment and institutions, such as governance, corruption, among others. Very few 

studies exist that examine the labour market effect of development assistance, particularly in 

generating jobs. 

 

Africa’s unemployment problem is chiefly one of labour demand, reflected by low level of skills 

and the attendant low productivity, coupled with a poor business environment (World Bank, 1995). 

This study is therefore aimed at computing the employment effects of the Bank’s project support in 

RMCs. The analysis is couched in the overall aid-development literature but extends the scope by 

focussing at micro-evidence relating to public and private sector projects.  

 

                                                 
2 In this paper, aid is interpreted to be synonymous with official development assistance (ODA). The two are therefore 

used interchangeably.   
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It must be emphasised that job creation is usually not explicitly stated as the primary objective of 

the Bank’s funding of projects. Therefore, individual projects may have different job generation 

outcomes. Often times, job creation is treated as a secondary outcome of project intervention. 

However, the ultimate objective of individual Bank interventions is to improve people’s livelihoods 

and the most tangible way is the ability of a given project or program to generate quality jobs, 

directly or indirectly. This study is therefore crucial in identifying which areas the Bank should 

emphasise its support with regard to job creation.  

 

The rest of the paper is organised as follows. The next section is a summary of literature on aid-

employment nexus, while Section 3 looks at the evolution of official development assistance (ODA) 

and its allocation to Africa. Section 4 is devoted to the analysis of the Bank’s project aid by financing 

instrument and sector. Section 5 looks at the project aid-employment nexus for public and private 

sector interventions, highlighting projects with large employment gains vis-à-vis size of total 

financing. Section 6 looks at the effect of scaling up such project aid. In this section we also look at 

what would happen if funding of projects is replicated across different countries/regions. Section 7 

concludes the analysis and provides a futuristic view of development assistance as far as the 

relationship between project aid and employment is concerned. 

2 Survey of related literature 

 

A theoretical proposition of aid-employment nexus would be understood by spending effects of aid. 

Aid spending could reduce unemployment by shifting employment from the traditional to the 

modern sectors of the economy. To promote growth, more open economies should direct ODA 

towards economic infrastructure whereas less open economies should target social infrastructure. In 

either of these cases, aid can stimulate a decrease in unemployment as well foster structural 

transformation in the economy. 

 

Recent evidence supports this hypothesis, mainly through shifts in composition of labour demand. 

The drive towards Millennium Development Goals has drawn significant amount of aid into social 

services. Equally, eligibility for additional external assistance under the Poverty Reduction Strategy 

Paper (PRSP) initiative requires qualifying countries to increase the share of resources to social 

sectors. In some cases, this has been reflected in recruitment of frontline health personnel or teachers. 

This commitment has led to improvement in delivery of social services (Wolf, 2007). 

 

There is substantial evidence in literature on the employment benefits of donor’s development 

assistance in Africa. The AfDB and other multilateral institutions including the World Bank, 

International Monetary Fund and UNICEF, have addressed the job creation and youth employment 

in many of their programs and policies. Youth and women are among the first target group of almost 

all the operations, either directly or indirectly (IFC, undated; IEG, 2012; and Soucat et la, 2013).  

 

For example, as elaborated in subsequent section of this paper, the AfDB has since 1990 been 

channeling resources to African countries mainly through projects aiming at providing employable 

skills to vulnerable groups including the youth and projects promoting self-employment , (Soucat et 

la, 2013). More specifically, AfDB projects with employment benefits include: Line of credit to 

Development Bank of Southern Africa (7890 jobs); Mainone Cable Company (143 jobs) and Line 

of Credit to Access Bank Plc (711 jobs). In addition, over the last 5 years, the Bank and its partners   
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have complemented the operational support for job creation with policy dialogue and analytical 

work. For instance, the theme of the 2012 African Economic Outlook was Promoting Youth 

Employment in Africa. Other analytical works include Labour market reforms in post-transition 

North Africa and, Employment and Productivity Growth in Egypt in a Period of Structural Change 

2001-2008. 

 

Beyond, the AfDB, the International Financial Corporation and Development Bank of Southern 

Africa (DBSA) have articulated the issue of promoting employment in their operations and lending.  

According to Cohen et al (2006), DBSA funds infrastructure, benefiting an estimated 2 million poor 

households and creates around 40 000 jobs per year. In Ghana, IFC financing to financial institutions 

(FIs) was associated with an output increase in firms of USD 171 million and 29,100 employees, 

accounting for about 0.3 percent of the employed labour force in the country. The economy-wide 

employment impact associated with investments of USD 1 million through FIs was 228 direct and 

indirect jobs (IFC, 2013).  

 

Aid also has externality effects on employment, equated to those of foreign direct investment. Aid 

allocation increases human and physical capital and widens access to foreign technology, thereby 

raising the productivity of domestic factors giving (Hanson, 2001). The two-and three -gaps model 

probably best describes this phenomenon. In countries with little or no national savings, aid can be 

an important source for capital investments, especially in the public sector. This is the case for a 

majority of African countries. For instance, in Mozambique since independence, ODA has provided 

most of investment funds (Jones, 2009). Empirical evidence for Mozambique shows that the effect 

of aid on employment was strongest in agriculture and manufacturing but insignificant in service 

sectors (Quartapelle, 2011). 

Furthermore, in a general equilibrium context, aid that induces the Dutch disease could stimulate or 

stifle other sectors of the economy – crowding in or out of private investments. This in turn could 

produce inevitable shifts in the composition of production and labour demand.  

3 Evolution of sectoral allocation of ODA to Africa 

In recent years, tax revenue and external resources including official development assistance (ODA) 

have risen sharply in Africa (see Table 1). According to the AfDB et al, (2014), external financial 

flows to Africa in 2012 (foreign direct investment, ODA and remittances, etc.) amounted to USD 

185.2 billion.  

 
Table 1: Financial flows and tax revenue to Africa 

  2005 2006 2007 2008 2009 2010 2011 2012 

Foreign 

Private 

Inward foreign direct 

investment (FDI) 33.8 35.4 52.8 66.4 55.1 46.0 49.8 51.7 

Portfolio investments 6.3 22.5 14.4 -24.6 -0.3 21.5 6.8 22.0 

Remittances 33.3 37.3 44.0 48.0 45.2 51.9 55.7 60.0 

Public 

Official Development Aid 

(Net total, all donors) 35.8 44.6 39.5 45.2 47.9 48.0 51.7 51.5 

Domestic Tax revenues 262.4 312.5 357.0 457.3 341.3 416.3 513.7 530.0 

Total foreign flows 109.2 139.7 150.6 135.0 147.9 167.3 164.0 185.2 

Notes: This table excludes loans from commercial banks, official loans and trade credits).  

Source: Authors’ calculations based on OECD/DAC, World Bank, IMF and African Economic Outlook Data. ODA 

estimates and projections based on the real increase of Country Programmable Aid in the 2013 OECD Aid 

Predictability Report. Forecast for remittances based on the projected rate of growth according to the World Bank. 

(see AfDB et al, (2014, forthcoming) 

 



8 

 

The volume of ODA to African countries more than doubled from USD 22 billion in 2000 to USD 

51.5 billion in 2012. This represented more than a quarter of total external financial flows to Africa. 

Although traditional (OECD) partners account for the bulk of the ODA flows, financial flows from 

emerging partners, notably Brazil, China and India have been on the increase in recent years. For 

example, Brazil’s total development co-operation reached USD 362.2 million in 2011 while China’s 

total development financing increased by more than 400% to USD 1.9 billion in 2009 from the level 

in 2000. Development assistance from non-state actors such as private foundations has also been on 

the rise. The bulk of aid from non-state actors is for humanitarian purposes. 

 

Despite the observed increase in ODA flows, the volume remains far below donor commitments and 

the resources African countries need to meet the Millennium Development Goals. The shortfall has 

been compounded by fiscal austerity being experienced in traditional donor countries. 

 

Figure 1 shows distribution of ODA across different uses. Debt relief increased to USD 4.2 billion 

in 2010 from USD 2.8 billion in 2009, whereas humanitarian aid declined by 32.9 %  from USD 5.2 

billion to USD 3.5 billion. Ethiopia, Congo DR, Tanzania, Nigeria and Sudan attracted the largest 

amounts of ODA, jointly representing 29% of total net spending on the continent in 2010.  

 

 
Source: AfDB, et al (2012) 

 

A cursory look at Figure 2 shows that over the past two decades, social sectors have been the largest 

beneficiaries of ODA to African countries. The share of ODA flows to social sectors grew by an 

average of 31 % per annum from 1990 to 2010, double the rate of growth of infrastructure-related 

ODA flows. For most of the 1990s and early 2000s, ODA to infrastructure development in sub-

Saharan Africa remained steady at USD2 billion a year (Page, 2012). 
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Source: Authors using data from OECD-DAC CRS online database  

 

The smaller share of ODA to infrastructure is very surprising given the huge financing gaps 

estimated by African Development Bank (2012) at US$ 90 billion per year. During the same period, 

the share of aid to productive sectors (i.e., agriculture and industry) in total ODA disbursement has 

declined from 30% to 10%. Furthermore, the share of ODA flows to multi-sector/cross cutting 

activities retained a relatively stable average of 6.7 % over the same period. Another noticeable 

feature in Figure 2 is the decrease in share of ODA to commodity assistance from 35% to 6%. 

Finally, the proportion of aid allocated to humanitarian causes stood at an average of 6.4%.  

 

Over the last two decades, bilateral ODA flows accounted for 68% of total official financing to 

Africa. The rest was provided by a wide range of development actors including multilateral 

institutions and nongovernmental organizations and private donors. The African Development Fund 

(ADF) of the AfDB ranked third among multilateral donors and ninth of total ODA flows to Africa. 

According to the OECD DAC database and statistical sources, ADF financing accounts for an 

average of between 3% and 10% of all ODA commitments to eligible African countries (AfDB 

2010). 

 

Analysis of aggregate aid flows is but only illustrative. The data do not reveal the employment 

creating benefits of external official financing. To gain further insight on the role of multilateral 

development assistance in fostering employment creation, there is need to go beyond aggregate aid 

figures. The ensuing discussion attempts to unpack the aid-employment relationship using a unique 

data set on individual projects supported by the African Development Bank in African countries. 

The data are gleaned from the Bank’s project completion reports and other secondary sources.  

 

In this study, we define employment creation as the number of jobs created, whether directly 

attributable to a given project or indirectly, arising from the secondary effects of the financing 

intervention. 
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4 State of Play of AfDB’s Project Support 

 

The Bank’s development assistance to RMCs takes many forms, including financial and technical 

support. However, each of these modes of financing focuses on the principal objective of fostering 

economic growth and reducing poverty. Figure 3 below shows the Bank Group loans and grant 

approvals against actual disbursements between 1995 and 2011, the period for which data are 

available.  

 

 
Source: AfDB Annual Reports (Various); AfDB (2012) 

 

From 1997, disbursements have closely tracked approvals. However, actual disbursements lagged 

approved amounts, mainly due to delays caused by structural or institutional factors. For instance, 

Gohou and Soumare (2010) found that the delay of the first disbursement is linked to the beneficiary 

country’s economic development with smaller projects more prone to longer delays than larger 

projects. The authors also find that pro-poor sectors seem to experience more delays. Given that 

project lending has traditionally been the Bank’s main form of intervention, these delays could 

undermine its impact on poverty reduction. 

 

4.1 Approvals by financing instrument 
The Bank’s project financing has always dominated its portfolio, accounting for more than half of 

total funding approvals. Until recently, lending for public sector projects was the mainstay of its 

support to RMCs. However, its share has decreased with growing emphasis towards financing of 

private sector projects. From 2002-2011, private sector financing accounted for 16.1% distributed 

as 9.0 % for private loans and 7.1% for lines of credit (LOC). Nonetheless, the Bank’s support of 

public sector projects is still the most dominant form of its development assistance, representing 

39.1% of total project lending. Table 2 below gives a snapshot of the Bank’s financing by instrument. 
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Table 2: Bank approvals by financing instrument (% share) 

 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Average 

Project Lending 58.2 67.1 31.5 45.6 45.3 70.9 57.8 56.8 72.8 45.4 55.1 

           o/w Public loans 37.0 44.9 25.2 33.6 34.9 44.6 37.1 44.0 48.0 23.0 37.2 

           o/w Private loans 4.8 5.2 0.0 2.8 4.3 23.5 12.3 6.0 17.1 9.5 8.6 

           o/w Lines of credit (public) 11.5 10.5 0.5 6.0 0.0 0.0 0.0 0.0 0.0 0.5 2.9 
           o/w Lines of credit (private) 4.9 6.5 5.8 3.2 6.1 2.8 8.4 6.9 7.7 12.3 6.5 

Policy Based Lending 13.6 22.9 21.6 12.0 23.8 1.7 15.6 23.2 4.1 16.7 15.5 

Grants1 4.3 9.9 7.8 18.3 19.0 9.9 16.0 11.0 12.7 10.1 11.9 

           o/w Project 0.0 8.2 4.1 16.6 16.2 8.4 12.7 1.7 4.5 3.9 7.6 

           o/w Fragile State Facility 0.0 0.0 0.0 0.0 0.0 0.0 1.0 4.5 2.7 3.2 1.1 

Equity Participation 0.0 0.0 1.2 1.5 0.0 6.0 4.1 1.8 4.6 0.9 2.0 

Others2 23.9 0.1 36.7 22.5 11.1 10.8 6.1 5.2 5.8 26.9 14.9 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: AfDB Annual Report (Various)  
1/Project grants account for the bulk of grants 

2/HIPC and other debt relief approvals account for the bulk of this portion.  

 

In 2002, funding approvals for private sector projects stood at 9.7% (4.8% loans and 4.9% LOC) of 

total Bank support. By 2011, this share had more than doubled to 21.8%. Reflecting the significance 

of sound policy and regulatory environment for improved business climate, from 2002 to 2011, 16% 

of the Bank’s financing was devoted to economic governance and policy related activities. Direct 

grants, a sizable proportion of which is channelled to low income countries and fragile states, have 

also gained importance in recent years. Grants play an important role in creating conditions for 

economic transition in fragile states, particularly in rehabilitating displaced persons and disaffected 

youths, and alleviating infrastructure bottlenecks that constrain competitiveness and job creation. 

Reflecting the Bank’s mandate and strategic focus, grant allocation accounted for 12% of the total 

funding approvals between 2002 and 2011. Out of this, 6.4% was for project support while grants 

through the Bank’s Fragile States Facility (FCF) which was established in 2008, accounted for 2%.  

 

The Bank’s support to the private sector takes different forms, namely direct financing of projects, 

indirectly through intermediated financing or equity participation. In 2011 the Bank’s equity stake 

in private sector entities stood at more than 2% from nearly nothing a decade earlier. Through such 

engagement, the Bank is able to mobilise domestic and external resources for financially viable 

projects (AfDB, 2005). 

 

Until recently, high debt burden constrained many African countries from accelerating economic 

growth and fighting poverty. In collaboration with other developments partners, the Bank has 

participated in the Heavily Indebted Poor Countries (HIPC) debt relief initiative. Through this 

initiative, the Bank provided about US$3.0 billion towards debt reduction programs in a number of 

eligible RMCs. 
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4.2 Sectoral Distribution of Approvals 
 

Table 3 shows that total approvals for infrastructure development is the single largest component of 

the Bank Group’s financing window.  
 

Table 3: Bank Group approvals by sector (in % share) 

  2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2002-2011 

Agriculture  16.5 18.5 22.5 13.3 10.4 9.7 5.3 2.9 1.9 3.5 7.0 

Infrastructure 27.2 31.7 35.3 39.4 37.2 64.7 44.5 52.1 68.2 38.1 47.3 

           o/w Transport 5.8 8.5 30.7 12.2 20.1 41.0 20.2 17.2 33.7 24.4 21.9 

           o/w Telecoms 7.2 0.0 0.0 0.0 0.0 2.1 0.0 1.1 0.9 0.2 0.9 

           o/w Water and sanitation 0.6 13.9 4.6 11.4 9.9 11.5 7.5 4.0 12.1 3.4 7.1 

           o/w Energy and power   13.6 9.4 0.0 15.8 7.2 50.4 16.8 29.8 21.5 10.2 20.1 

Industry, Mining & Quarrying 0.0 0.0 0.0 1.9 2.4 8.8 8.6 1.5 7.8 7.1 4.3 

Finance 25.3 23.6 14.3 12.5 21.5 4.8 9.4 10.8 8.7 19.4 13.6 

Social 22.7 26.2 12.9 13.4 10.6 6.5 7.1 3.0 5.3 10.9 8.8 

          Education 6.6 12.4 3.3 6.5 2.8 1.5 3.8 2.7 1.3 0.9 3.2 

         Health 12.5 2.9 8.4 5.5 3.5 0.0 2.8 0.1 0.0 1.4 2.2 

         Other Social 3.7 10.9 1.3 1.7 1.3 1.6 0.9 0.4 0.8 0.7 1.4 

Urban Development 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Environment 0.0 0.0 0.0 4.3 0.0 0.5 2.2 0.6 0.0 0.2 0.7 

Multisector2 8.2 0.0 14.9 15.2 18.0 5.0 22.9 29.1 8.2 20.7 18.2 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: AfDB (2012) 

 

Between 2002 and 2011, nearly half of the Bank’s approvals went to support infrastructure 

development. The bulk of the support to infrastructure was allocated to transport and, energy and 

power sectors, respectively. These two are Africa’s most infrastructure constrained sectors. 

Evidence shows that Africa lags other regions in density of paved roads and power and energy 

supply. For instance, in middle-income African countries, the density of paved roads was estimated 

at 284 km per 100 square kilometres of arable land compared with 461 km for non-African middle-

income countries. For low-income African countries the density of paved roads is much lower at 

only 34 km per 100 square kilometres of arable land. For energy and power, only 42% of Africa’s 

population is connected to electricity compared with 69% in South Asia and 93% for Latin America 

(Africa Progress Panel, 2011; International Energy Agency, 2011). 

  

Survey evidence also shows deficiency of infrastructure in Africa, with obvious adverse effect on 

firm productivity and cost of doing business. Escribano, et al, (2008) argue that in lower-income 

countries, infrastructure deficits depress firm productivity by around 40%. Poor infrastructure cuts 

across the African continent, limiting accessibility to basic services and taxing economic growth by 

2% per annum. Thus, increasing investment in transport infrastructure to the level of Mauritius could 

boost the continent’s economic growth by up to 2.3% per year and broaden economic opportunities 

by creating more jobs and market interaction (AfDB, 2012). 

 

To achieve economic outcomes that will lift greater numbers of people out of poverty requires a 

robust private sector with a thriving missing middle. African small businesses contribute 75% of all 

employment but are starved of the financial resources needed to expand their business. Therefore, 

by providing funding to the private sector through Africa’s financial intermediaries, the Bank shares 

the burden of credit risk, a key factor preventing them from lending to the continent’s most 

financially constrained firms. In this case, the Bank serves as official collateral and catalyser for 

small businesses. From 2002-2011, the Bank approved about USD5.8 billion in financially 
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intermediated funds, representing 13.6% of total approvals. This amount was the third largest after 

transport, energy and power, attesting to the Bank’s commitment to foster private sector 

development as a path towards employment creation and poverty reduction. To ease the financing 

burden of small businesses, the Bank also directly finances medium enterprises on a limited basis, 

particularly in fragile states and low-income countries.  

 

Whilst the Bank has little leverage to influence political change in member countries, it uses its 

convening power and financial support to improve institutional governance and enhance state 

capacity to undertake complex reforms aimed at creating greater access to economic opportunities 

and lowering levels of social inequalities. Thus, the Bank’s governance support is premised on the 

understanding that robust institutions and governance structures create a sense of security for 

property rights essential in fostering private sector investment response. Funding to the multisector 

pillar accounted for 18.1% of total approvals. A large proportion of this financing was for policy 

reform and institutional capacity building. 

 

Over the past decade, approvals to the mining sector accounted for 4.4% while the social sector – 

education, health and other poverty reducing activities, received 9.0% with education and health 

accounting for the bulk of the resources (about 6%). Support to the agriculture sector accounted for 

7%. 

5 Sample description and data  

 

In assessing employment effects of Bank’s support to the RMCs, we focus on financing of both 

public and private sector projects, spanning two decades. The data used in the analysis were gleaned 

from the Bank’s project completion reports (PCRs), expanded supervisory reports (XSRs) and other 

secondary sources. Between 1990 and 2010, more than 300 public sector projects were funded. We 

divide these projects into sector clusters and by geographical distribution and then select those 

projects with identifiable number of jobs created. This resulted into 51 public sector projects with 

information on actual employment creation. The disaggregation across sectors and geography is 

important in analysing the nature, magnitude and relative effectiveness of job creation effects at 

sector and country level.  

 

Although the sample of 51 projects may not be very representative of the Bank’s interventions, given 

the scope and objective of the study, we do not expect this weakness to affect the analysis. Moreover, 

as stated above, the primary aim of Bank financing is not informed by the number of jobs created 

by a particular intervention. To this end, not all projects capture or quantify the number of jobs 

created during the project implementation stage. Our analysis takes a qualitative approach whilst 

benefitting from prior project objectives in informing the analysis. However, the data does not allow 

for analysis on the quality and sustainability of the jobs created. 

 

Depending on how funding is disbursed and managed, it could promote local resource-use, reduce 

structural bottlenecks and raise the level of self-reliance (Paragg, 1980). Therefore, the benefits of a 

particular intervention could transcend the small scale gains reflected in the number of direct jobs 

created by such a project.  
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For example, while investments in road infrastructure3 may be relatively more effective in creating 

direct jobs during the construction stage, the overall benefits of improved road network could extend 

beyond the specific intervention and locality. Equally, investment in an education outfit for the 

jobless youth or entrepreneurship centre may generate direct jobs at construction stage but could 

also induce multiple long-term employment gains such as improved skills and human capital 

development. Therefore, although it is instructive to look at the number of direct jobs created by a 

project, it is important to take a broader perspective in assessing and analysing the aid-employment 

relationship and evaluate secondary indirect employment effects of project support. Ignoring these 

effects could underestimate the poverty reducing effects of project intervention (IFC, 2013).  

 

With this caveat in mind, we now proceed to assess the job impact of the Bank’s financing of public 

sector projects and programmes. 

 

5.1 Direct employment effects of Bank’s public project financing 

5.1.1 Employment creation by sector 

As noted above, the Bank’s support towards infrastructure development is underpinned by the 

continent’s infrastructure weaknesses, which has hampered effective private sector response and 

prevented the vast majority of Africa’s population from accessing markets and basic social services. 

Table 4 gives a summary of the Bank’s financing and employment by sector. 

  
Table 4: Project Employment Effect by Sector (1990-2010) 

Sector 

Loan Amount 

(USD mn) Employment 

Employment-

Loan Ratio 

N° of 

projects 

Average jobs 

per project 

      

Agriculture and allied activities            231.0  6,641 28.7 13 511 

Infrastructure            353.8  20,312 57.4 14 1,451 

                  Road and Transport            260.8  11,530 44.2 8 1,441 

                  Energy and Power              30.7  1,420 46.3 2 710 

                 Water and Sanitation              47.6  1,353 28.4 2 677 

                 Other infrastructure              14.8  6,009 406.1 2 3,005 

Economic/Institutional Reform            194.5  120,949 621.9 15 8,077 

Education and Health            282.4  2,081 7.4 6 347 

Finance and Lines of Credit              96.5  48,645 504.2 3 16,215 

Total         1,192.1  198,836.0 166.8 51 3,899 

Note: Loan amount converted from United of Account (UA) to USD (1 UA=1.51 USD) 

Source: Authors’ own computations based on PCR data 

 

From Table 4, the 51 projects attracted a total of USD1,192 million in financing with about 200,000 

jobs created, both direct and indirect, with about 4,000 jobs per project intervention and 

employment-loan ratio was calculated of nearly 170 jobs at sectoral level.4 A total 121,000 jobs were 

created across the 15 projects in policy and poverty reduction, funding to governance and 

institutional reforms and debt relief programs. This translated into 622 jobs per US$ 1 million of 

intervention or an average of 8000 jobs per project. These interventions benefitted those engaged in 

                                                 
3 Highways or feeder roads 
4 The assumption in this study is premised on the fact that the Bank’s total financing is committed to each identified 

project. However, this may not always be binding, as there are leakages. However, the nature of our data does not permit 

us to quantify the extent of such leakages. 



15 

 

microcredit programs, recruitment of teachers and workers in the oil industry as well as short-term 

workers. Microcredit projects usually target large populations at relatively low financing. 

 

The largest job creating intensity was recorded from financing administered through direct loans and 

lines of credit. About 50,000 jobs were created from only 3 projects worth US$97 million, yielding 

the largest jobs-project rate of 16,000 and more than 500 jobs per US$1million of investment. Such 

financing is usually directed at supporting credit constrained small firms, with the largest 

employment creating intensity. Thus, the high number of jobs induced by alleviating financing 

constraints of the ‘missing middle’ confirms the long-held view that Africa’s small businesses hold 

the potential for employment creation. It is estimated that small and medium scale enterprises 

account for about half of all formal jobs globally and 80% in developing countries (Ayyagari, 

Demirguc-Kunt, & Maksimovic, 2011). In Africa, about 90% of jobs are accounted for by small and 

medium enterprises although the majority are in the informal sector and in vulnerable employment. 

  

Given the capital intensity of infrastructure projects, the direct employment effects from 

infrastructure financing was relatively smaller than that induced by other project support. Of the 

20,000 generated by infrastructure investment, more than half were created in transport and road 

sub-sector. Indeed, evidence in the MENA region has shown that investment in roads and bridges 

would generate more than twice as many direct jobs as the same amount of spending in other 

infrastructure sectors (Freund & Ianchovichina, 2012). 

 

The agriculture sector, Africa’s potential engine of growth has previously been dominated by low 

yielding and unproductive subsistence activities. Small scale farmers provide the bulk of Africa’s 

agriculture output and employ more people, but this group faces numerous challenges, notably lack 

of access to extension services, financing, and inability to adopt short maturing input varieties. In an 

effort to address these constraints, the AfDB has been providing support towards technological 

improvements, training of small scale farmers and investment in agriculture infrastructure such as 

dams and irrigation facilities. For instance, between 1990 and 2010, the Bank’s support to Ghana’s 

agriculture sector accounted for 40% of total Bank financing of more than USD1.2 billion (USD 71 

million per year) and on average a third of Mali’s total support of USD423 million (USD 30 million 

per annum) since 1997 (AfDB, 2011). 

 

Besides improving productivity, the ability of the agriculture sector to foster inclusive growth and 

poverty reduction can be realised by impacting significantly on employment. Thus, from our data, 

13 of the AfDB supported projects generated 6,641 jobs from a financing of USD 231million. This 

translated into a job-loan ratio of about 30 and an average of 511 jobs per project. 

  

5.1.2 Aid and employment by geographic location 

 

The literature on aid effectiveness posits that countries that adopt sound policies are in a favourable 

position to reap benefits of development aid (Collier and Dollar, 2002). This proposition makes it 

imperative to assess the aid-employment nexus at the country level in order to draw differential 

country level outcomes of aid and job creation. Tables 5 and 6 below summarise the employment 

impact of project support by region and by country. The North Africa region received the most 

project financing, totalling USD390 million, virtually all of which went to Morocco (USD340 

million). 
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Table 5: Aid and employment by Bank region grouping 

  

Total Loans/Grants 

(USD mn) Employment 

Employment-Loan 

Ratio 

N° of 

projects 

Average jobs per 

project 

West Africa 274.8 113,006 411.2 15 7,534 

Central Africa 65.8 5,310 80.7 5 1,062 

North Africa 388.1 15,172 39.1 6 2,529 

Southern Africa 317.1 60,576 191.0 16 3,786 

East Africa 145.9 4772 32.7 9 530 

Total 1,191.4 198,836 166.9 51 3,899 

Source: Authors’ computations based on AfDB PCRs 

 

The financing to North Africa supported 6 projects – 3 in Morocco, 1 in Egypt and 2 in Tunisia, 

together generating 15,172 jobs. Egypt, which received USD27 million of the total resource flow, 

had the highest employment impact with 675 jobs per USD million intervention. The majority of 

jobs in North Africa were created through a line of credit amounting to USD27 million provided to 

Principal Bank for Development and Agriculture Credit (PBDAC). The PBDAC is part of the 

Ministry of Agriculture, providing loans in cash or sacks of chemical fertilizer, seeds and pesticides 

to its customers some of whom have no bank account. A total of 1,427 jobs were created by the three 

projects in Morocco, the bulk of which were in the transport sector  (970 jobs) while 327 was in 

water and sanitation and 130 jobs through support to medical insurance reform. 

 
Table 6: Project aid-employment intensity by country 

Country 
Total Loans/Grants 

(USD mn) 
Employment 

Employment-

Loan Ratio 

N° of 

projects 

Average jobs per 

project 

      

Benin 24.2  60 2.5 1 60 

Cameroon 10.6  147 13.9 1 147 

Chad 43.9  4858 110.6 2 2,429 

Egypt 26.7  11945 446.9 1 11,945 

Equatorial Guinea 11.3  305 26.9 2 153 

Gambia 8.6  582 67.6 2 291 

Guinea 32.8  5000 152.6 1 5,000 

Kenya 9.4  800 85.5 1 800 

Lesotho 34.1  10750 315.0 2 5,375 

Liberia 23.3  15 0.6 1 15 

Madagascar 26.7  56 2.1 2 28 

Malawi 38.4  365 9.5 4 91 

Mauritius 28.7  6070 211.6 1 6,070 

Morocco 335.7  1427 4.3 3 476 

Mozambique 58.1  6089 104.7 4 1,522 

Niger 47.0  12279 261.5 2 6,140 

Nigeria 78.5  2500 31.8 1 2,500 

Sao Tome and Principe 5.7  2520 439.2 2 1,260 

Senegal 49.8  90042 1807.0 4 22,511 

South Africa 61.9  36500 589.6 1 36,500 

Swaziland 51.3  740 14.4 1 740 

Tanzania 31.7  1178 37.1 3 393 

Togo 4.2  8 1.9 1 8 

Tunisia 25.7  1800 70.1 2 900 

Uganda 104.8  2794 26.7 5 559 

Zambia 17.8  6 0.3 1 6 

Total 1,191.8  198,386 166.5 51.0 3,899 

Source: Authors’ own computations from AfDB Project Completion Reports 
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The Southern Africa region had the second highest project financing of USD317 million. South 

Africa, Mozambique, Swaziland, Malawi and Lesotho were the main recipients, representing 77% 

of total project aid. The region had the largest number of projects. Malawi accounted for a quarter 

(USD38 million) of the region’s projects in agriculture, poverty reduction programs and a line of 

credit to the Investment and Development Bank (INDEBANK) of Malawi, to facilitate term lending 

to private investors. 

 

In per capita terms, 288 jobs were created for US$1 million of financing investment, translating into 

3,786 jobs per project. South Africa had the largest aid-job impact with 36,500 in total jobs created. 

These jobs, equivalent to 886 jobs per million USD financing, were generated through a line of 

credit (LOC) provided to the Development Southern Africa Bank (DBSA). This is a regional 

financing bank supporting various projects in the region. Specifically, this LOC provided funding to 

16 multiple sub-projects in water and sanitation, power transmission, rural electrification and, 

improvement of municipal road network, among others. The funding also supported 2 privately 

managed utility companies. Out of the total jobs created, more than 2,000 were permanent jobs while 

the rest were created during infrastructure development, lasting nearly 2 years. Zambia’s road 

infrastructure project worth USD17 million, created the least number of jobs. 

 

Senegal’s USD75 million micro-credit financing support created nearly 100,000 in direct jobs and 

potential benefits to poor populations. By far, this represented the largest employment creating 

intervention project in absolute terms. In relative terms, a million USD in project aid created 4,675 

jobs. This underscores the large employment benefits of micro-credit interventions on job creation, 

particularly among the poor. 

 

In East Africa, only 9 projects for USD146 million had data on tangible employment. A total of 50 

jobs were generated per million USD of investment with 4,772 jobs in total jobs. This represented 

average of 530 jobs per project. Five of the projects were in Uganda with a per capita project aid-

employment impact of 40. Kenya’s single rural health project of about USD9.5 million resulted in 

800 jobs arising from recruitment of 600 nurses and 200 health care workers. 

 

A structural adjustment loan facility in Chad generated 4,850 of the 5,310 jobs recorded in Central 

Africa. This was equivalent to 558 jobs per million dollar financing. 

 

5.2 Private sector project financing and employment creation 

 

Until recently, donors’ support to the private sector in Africa had been low. Yet private sector 

development is crucial for growth and employment creation on the continent. Their support of 

private sector activities has largely focused on the development of small and medium enterprises 

(SMEs). This is also true of the Bank’s financing which fits neatly with other donor approaches. It 

is in recognition of the growing importance of SMEs in driving growth and employment in Africa. 

Although the definition of SMEs vary widely on the continent, their share of employment ranges 

from 16% in Zimbabwe to almost 40% in South Africa but for many of them, business expansion is 

constrained by lack of access to finance (Ayyagari, Beck, & Demirgüç-Kunt, 2003). 
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The employment creating effects of multilateral project assistance to the private sector depends on 

how much is received in loan amount, the mode of financing and the ability of the recipient 

firm/institution to apply the funds for the intended purpose. Often times, the loan package comprises 

of project preparation costs and other expenses, not directly investment in the project’s key 

deliverable. Furthermore, a borrowing firm may also access catalytic financing from other lenders. 

Effectively, the number of jobs created may not only reflect the Bank’s sole financing, but as well 

as that of multiple lenders and own resources by the borrowing firm. Despite this, data on counterpart 

or catalytic financing is unavailable, both at project and firm level. Thus, a caveat is in order in 

assessing the employment effects of Bank lending to the private sector, that is, focussing exclusively 

on Bank’s could overestimate the employment effects of this intervention.  

 

The Bank’s main private sector financing window is through lines of credit provided to financial 

intermediaries for onward lending to different firms/sub-projects. From available data project 

reports, a total of 88 projects with employment figures were identified. However, unlike public 

sector projects, these figures are with respect to ex ante job creating impact of the Bank’s and other 

financiers. It is therefore likely that these jobs may not have actualised or indeed the impact may not 

have been to the fullest extent as proposed in the ex-ante assessment reports. 

 

From the identified projects, 29 were LOCs, 28 were private equity participation in regional or 

multinational institutions, 16 were projects in the energy sector, 7 in roads and other transport, 3 

each in telecommunications and agriculture and 1 each in manufacturing and hotels/tourism. Table 

7 provides a summary of the potential employment effects of private sector projects. 

    
Table 7: Ex-ante employment effects of private sector Bank financing 

Sector Code Total cost 

Loan (USD 

million) Employment 

Employment-

loan ratio 

N° of 

projects 

Average jobs 

per project 

Financial Intermediaries 4,156.6        2,864.6  197,237.0 68.9 29 6,801 

Private equity 7,833.3           814.5  222,258.0 272.9 28 7,938 

Energy, mining and power 11,850.9        1,089.5  23,564.0 21.6 16 1,473 

Roads and other transport 6,942.1           564.3  16,838.0 29.8 7 2,405 

Telecommunications 823.3           140.7  3,108.0 22.1 3 1,036 

Agriculture 987.7           167.9  13,009.0 77.5 3 4,336 

Manufacturing 128.7             29.0  500.0 17.2 1 500 

Hotels/Tourism 57.7             17.7  852.0 48.1 1 852 

Total 32,780.6       5,688.2  477,366 83.9 88 5,425 

 Source: ADOA Project Assessment Reports 

 

The Bank’s largest project financing of USD2.9 billion was an LOC channelled through financial 

intermediaries. This financing supports multiple sectoral sub-projects, mainly targeting small and 

medium enterprises suffering from acute credit constraints. Therefore, LOCs are meant to 

soften/alleviate financing constraints for Africa’s missing middle.  

 

Besides transport infrastructure, insufficient energy and power resources is a binding constraint to 

Africa’s transformation agenda. The shortage of power infrastructure is largely to lack of financing. 

Thus, alleviating financing needs of the energy and power sectors could significantly improve 

Africa’s energy and power supply, and accelerate private sector development in other employment 

creating productive sectors. In recognition of the significant role the private sector can play in 

addressing Africa’s energy challenges whilst simultaneously contributing to employment creation, 

the Bank has in recent years increasingly shifted towards supporting private sector investment in 

these sectors. 
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Energy and mining projects are usually large and hugely capital intensive with long gestation 

periods. Therefore, the direct employment impact is mostly during construction stage. For the 

assessed projects, 23,564 jobs were envisaged, translating into per capita project impact of only 33 

jobs per unit of financing. Given the size of the financing, the employment impact of large project 

financing is small at best. This is in contrast to the Bank’s equity participation in private firms, which 

attracted more than USD814 million. Equity participation helps mobilise domestic and external 

resources to financially viable projects which would otherwise find it difficult without a strategic 

internationally reputable Triple A rated partner. Equity investment was proposed in 28 firms, with 

capacity to generate more than 220,000 jobs. This translates into an average of 8,000 jobs per project 

and 412 jobs in terms of per capita financing (i.e., employment-loan ratio). 

 

For agriculture funded private sector projects, employment-loan ratio was higher than that for 

manufacturing and infrastructural projects combined. Agriculture in Africa is highly labour intensive 

with about a third of Africa’s labour force employed in the sector, mainly in subsistence activities 

in rural areas. Productivity in Africa’s agriculture is also low, making it difficult for the sector to 

have a large transformational impact. Therefore, increased funding to agriculture has the potential 

to improve productivity, and generate employment, thereby enhancing rural incomes. Although 

Bank’s direct funding of private sector agricultural projects was only USD168 million, the 

employment gains were phenomenal. From a proposed financing of the 3 projects, more than 4,300 

jobs were expected to be created per project giving a total of 3,000 jobs. In per capita terms, this 

translates into 117 jobs per million dollar intervention. Although it is unclear the nature of these 

jobs, this proposed intervention nonetheless represents sizable employment benefits.   

 

It must be noted that project financing either through financial intermediaries or 

multinational/regional equity acquisitions supports multiple sectors. A broader classification of 

sectors may therefore help overcome the potential underestimation of projects supported in 

aggregated sectors. Country or regional level financing of private sector projects is summarised in 

Table 8 below. Projects with continent wide coverage are classified as Africa, while regional or 

multinational projects fall under the category of multinationals. Projects specific to the Southern 

African Development Community are classified under the SADC heading.  

 

The project with the largest employment benefit was the proposed equity investment in the Congo’s 

Banque de l’Habitat initiated by a Tunisia based Banque de l’Habitat. The total project cost was 

given as USD14 million. The Bank’s contribution in equity stake amounted to USD2 million. A total 

of 11,412 jobs were to be created through this venture, with per capita impact of 8,554 jobs. Out of 

the possible total jobs, 50 were to be direct jobs created in 2009, reaching 162 by completion of the 

project in 2014, while 11,250 were in temporary employment generated at the construction stage of 

houses financed by the loans from the institution. The employment impact could be higher if we 

take into account the value-chain effects through suppliers of materials. 
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Table 8:Country/Region level Private sector projects  

Country 
Total 

cost 

Loan 

(USD 

million) 

Employment 
Employment-

loan ratio 

N° of 

projects 

Average jobs 

per projects 

Africa 53 53 32,000 604 1 32,000 

Algeria 33 9 260 29 1 260 

Cameroon 589 118 5,735 49 2 2,868 

Cape Verde 115 27 90 3 1 90 

Congo 14 2 11,412 5706 1 11,412 

Egypt 211 211 3,874 18 1 3,874 

Ethiopia 3,138 39 7,700 197 1 7,700 

Gabon 384 100 860 9 1 860 

Ghana 494 92 1,019 11 3 340 

Guinea 6,372 245 6,946 28 1 6,946 

Ivory Coast 483 104 960 9 1 960 

Kenya 223 63 767 12 3 256 

Liberia 30 5 6,000 1200 1 6,000 

Madagascar 23 9 140 16 1 140 

Mali 689 107 12,174 114 2 6,087 

Mauritania 743 169 940 6 1 940 

Morocco 284 62 4,540 73 1 4,540 

Multinational 7,236 1,418 139,245 98 27 5,157 

Namibia  -  9 25 3 1 25 

Nigeria 2,581 1,359 81,678 60 8 10,210 

Regional 1,759 175 76,597 438 7 10,942 

Rwanda 273 72 2,529 35 4 632 

Senegal 1,965 223 2,583 12 4 646 

Sierra Leone 391 39 2,120 54 1 2,120 

South Africa 581 439 27,810 63 3 9,270 

SADC  130 14 1,000 71 1 1,000 

Togo 450 83 2,670 32 1 2,670 

Tunisia 2,378 322 10,290 32 3 3,430 

Uganda 60 32 30,294 947 2 15,147 

Zambia 1,074 77 4,189 54 2 2,095 

Zimbabwe 26 8 919 115 1 919 

TOTAL 32,781 5,688 477,366 84 88 5,425 

Source: AfDB ADOA Project Notes 

 

Containing fragility in countries affected by civil wars and other adverse conditions is central to the 

Bank’s inclusive growth agenda. Therefore, addressing economic imbalances in fragile states is 

therefore the most effective way of preventing relapse into deeper fragility. A robust private sector 

could be central to economic transformation for sustained employment, particularly for former 

combatants. In Liberia, for instance, since the end of the civil war and transition to democracy, 

investment has increased, particularly in mining. The Bank’s lending of USD5.0 million in 

subordinated loan to Liberia Bank for Development and Investment was specifically aimed at 

alleviating credit constraints for Liberia’s SME sector. The potential employment impact of this 

financing was 6,000 permanent jobs, both by direct financing of the SMEs and through the expansion 

of the bank’s branch network. This represents 16% of total project cost, had potential to generate 

1,200 per USD million in financing. For a country still grappling with huge levels of unemployment 

and glaring economic challenges, accentuated by the recent Ebola crisis, this intervention may by 

no means be trivial. 
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6 Mapping project aid into total development assistance 

 

Using aggregate aid flows to individual sectors at country level and estimates of per capita 

employment impact from individual projects, we can, in principle, ascertain the level of aid that 

must be devoted to each sector for Africa to overcome its unemployment problem. The analysis is 

also useful in assessing the possibility of replicating such projects to other countries and how much 

of such intervention is needed to generate required number of jobs across the African continent. 

These issues are taken up in the ensuing discussion. 

 

 

6.1.1 Scalability of Africa’s development assistance 

 

Computations of the aid-employment per capita in the preceding sections provide a useful estimate 

of the employment impact of aid at project level. These estimates can also be scaled up to country 

level using total aid received by the country in our sample. The underlying assumption is that had 

all aid received by each country been as effective as the AfDB projects, we could know how much 

employment would be generated from such aid. Although this exercise has some merited 

imperfections, it nonetheless provides useful insights on the potential of aid allocation in fostering 

inclusive growth in Africa as far as employment creation is concerned. Thus, as a starting point, we 

multiply total aid received by each country by the total number of jobs generated by AfDB projects 

at country level. This exercise yields total implied employment creation. We then compute jobs per 

annum, by using the average duration of all the Bank’s projects in each country. We also compute 

aid induced employment as a proportion of the average labour force. Table 9 reports summary results 

for public sector projects for countries in the sample. 

 

Between 1990 and 2010, average aid allocated to the 26 countries amounted to about USD15 billion. 

The largest amount, USD2.1 billion, accrued to Egypt while Equatorial Guinea received the least 

amount of USD0.3 billion. The largest employment gains of total aid accrued to Senegal and Sao 

Tome and Principe (STP). In Senegal implied employment would have benefited 4.5% of the labour 

force and 4.2% for STP. 

     

Zambia, Togo and Madagascar recorded the smallest aid-job impact. Over the sample period, 

Zambia’s total aid from all sources amounted to USD1 billion. The USD 18 million road 

rehabilitation project generated only 6 jobs. Translating this in per capita terms yields a meagre 0.5 

jobs per million dollar of aid intervention. If we scale this up we get 329 jobs or 33 jobs per year. 

This represents less than half a percent of the country’s labour force of 3.8 million. However, this 

may not be surprising, given the nature of intervention. Capital intensive public works programmes 

do not often have a large employment impact. Instead, infrastructure development is seen as a 

catalyst for growth and employment in other productive sectors of the economy, especially labour 

intensive agriculture and service sectors. 

  

Similarly for Togo, total implied employment was 297, yielding 21 jobs per annum, which also 

represented less than half a percent of the labour force. The same applies to Madagascar, which 

received more than half a million dollars in aid. Madagascar’s AfDB projects were in agriculture, 

where one would expect a much larger job impact. However, Madagascar has experienced some 

difficult political and economic conditions which have affected development efforts. According to 
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Ploch and Cook (2012), Madagascar’s disputed elections of 2001 cut off the country’s 

communications, roads and bridges, leading to economic disruptions, aggravated by the cyclone. 

 

 
Table 9: Scalability of AfDB project-employment intensity (1990-2009) 

 Benin Cameroon Chad Egypt 
Equatorial 

Guinea 
Gambia Guinea 

Total ODA (in USD Million) 326 680 276 2,129 33 70 297 

Jobs/USD 1 million 2 14 111 447 27 68 153 

Implied jobs 811 9,461 30,526 951,312 891 4,731 45,352 

Implied jobs/year 101 1,352 6,784 237,828 89 788 5,669 

Labor Force (in millions) 2,608 5,894 3,204 21,180 195 552 3,826 

% of the labor force 0.004% 0.023% 0.212% 1.123% 0.046% 0.143% 0.148% 

        

 Kenya Lesotho Liberia Madagascar Malawi Mauritius Morocco 

Total ODA (in USD Million) 790 97 227 547 537 44 804 

Jobs/USD 1 million 85 315 1 2 10 212 4 

Implied jobs 67,541 30,596 147 1,146 5,109 9,288 3,416 

Implied jobs/year 9,649 4,371 147 95 619 4,644 466 

Labor Force 14,099 833 1,091 7,349 4,778 514 9,941 

% of the labor force 0.068% 0.524% 0.013% 0.001% 0.013% 0.904% 0.005% 

        

 Mozambique Niger Nigeria STP Senegal 
South 

Africa 
Swaziland 

Total ODA (in USD Million) 1,288 383 1,324 42 663 499 42 

Jobs/USD 1 million 105 261 32 439 1,793 587 14 

Implied jobs 134,854 100,026 42,152 18,302 1,189,158 292,800 607 

Implied jobs/year 13,156 40,010 8,430 1,927 176,172 73,200 87 

Labor Force 8,678 3,461 39,140 46 3,950 14,794 358 

% of the labor force 0.152% 1.156% 0.022% 4.204% 4.460% 0.495% 0.024% 

        

 Tanzania Togo Tunisia Uganda Zambia   

Total ODA (in USD Million) 1,436 148 287 977 915   

Jobs/USD 1 million 37 2 70 27 0   

Implied jobs 53,362 281 20,098 26,059 308   

Implied jobs/year 6,468 20 3,092 3,619 31   

Labor Force 16,603 1,966 3,162 10,637 3,837   

% of the labor force 0.039% 0.001% 0.098% 0.034% 0.001%   

Note: STP is Sao Tome and Principe 

Source: Authors’ computations based on AfDB (2012) and OECD (2012) data 
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6.1.2 Replicability of public sector project aid and employment creation  

The preceding section highlights the effect of scaling up aid across different countries based on the 

AfDB individual project aid interventions. In this section we extend the analysis by replicating AfDB 

model and compute the job creation potentials of development assistance at project and country level 

to the continent as a whole.  

We assume an average aid/employment ratio of 252 per 1 million USD per annum, derived from 

individual project data. The aid/employment ratio is then used to compute the level of employment 

that would have been created during 1990-2009 for the whole of Africa. Again, this exercise is 

conducted for public sector projects. We then compute the annual proportion of employment 

attributable to total official development assistance by expressing the level of potential jobs created 

as a ratio of total labour force in the respective year. The results of this exercise are presented in 

Table 10.  
 

 
Table 10: Replicability of AfDB project-employment (1990-2009) 

 
Aid flows to Africa 

(USD million) 

Implied 

jobs 

Labour force 

(Total Africa) 

% Labour 

Force 

1990 25,199.17 6,350,166  229,592,902 2.8 

1991 24,374.94  6,142,485  236,401,122 2.6 

1992 23,576.24  5,941,212  243,746,309 2.4 

1993 20,564.09  5,182,151  251,216,068 2.1 

1994 21,806.28  5,495,183  258,970,794 2.1 

1995 20,703.11  5,217,184  266,894,547 2.0 

1996 18,282.10  4,607,089  274,729,664 1.7 

1997 16,304.54  4,108,744  282,943,789 1.5 

1998 16,461.11  4,148,200  291,322,341 1.4 

1999 14,996.08  3,779,012  299,948,425 1.3 

2000 14,326.64  3,610,313  308,996,470 1.2 

2001 15,639.12  3,941,058  317,810,841 1.2 

2002 19,831.36  4,997,503  327,003,315 1.5 

2003 25,277.24  6,369,864  336,391,345 1.9 

2004 27,558.95  6,944,855  345,787,985 2.0 

2005 33,381.25  8,412,075  355,388,203 2.4 

2006 41,625.22  10,489,555  365,223,195 2.9 

2007 35,670.18  8,988,885  375,097,150 2.4 

2008 40,318.57  10,160,280  385,669,488 2.6 

2009 42,099.47  10,609,066  397,623,681 2.7 

Source: Authors’ computations based on AfDB (2012) and OECD (2012) data 
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Our assessment shows that based on the AfDB model, an average of 6.3 million jobs can be created 

in Africa every year from donor financed projects – multilateral and bilateral. On year-to-year basis, 

the least implied jobs (3.6 million) could have been generated in 2000 and the most number of jobs 

(11 million) would have been created in 2009. This is rather surprising, given that 2009 was a 

challenging year in view of the global financial crisis. The important fact to note also is that the 

amount of aid includes disbursements for humanitarian and other social causes, especially assistance 

directed at easing the burden of the financial crisis on the poor. 

An important caveat from this analysis is that the results are based on public sector projects. Most 

likely, a different result would obtain if private sector projects are considered. Furthermore, our 

analysis assumes a constant employment/aid ratio of 252 per annum. Relaxing this assumption could 

significantly alter these estimates.  

 

6.1.3 Foreign aid as an input of production 

The approach we are advancing in this paper on the aid-employment relationship may be couched 

in terms of the capital/labour ratio with the assumption that aid augments other production factors 

in a typical production function framework. But the reality is not always supported by theoretical 

propositions.5 Thus, we have seen that aid has been used mainly to strengthen the capacity of the 

state (the non-productive sector) to deliver social services and less financing has been directed 

towards productive sectors, which are the main drivers of Africa’s future growth and employment.   

The employment impact of aid to social services may not be very tangible compared with what could 

obtain if aid supported productive sectors and economic infrastructure. To demonstrate the validity 

of this proposition, we further disaggregate AfDB financing to the public sector into ‘productive aid’ 

(economic infrastructure and productive sectors) and ‘social aid’ (social services – education, health, 

humanitarian, commodity support, etc.).  

From the AfDB ‘productive aid’ totalling USD681 billion across the 51 financed projects and 26 

countries for which employment information is available, 75,598 jobs were created. This translates 

into 111 jobs per USD million from 1990 to 2010. We use this estimate to scale up across all African 

countries to determine the potential employment gains that can be generated from total productive 

aid to the region. If the AfDB model is correct, 2% per annum of the labour force could have 

benefited from total productive aid to Africa. Table 11 gives a summary of computations for implied 

jobs created with productive aid and aid to social sectors.  

 

We assume a constant a number of 590 as jobs created by AfDB projects in the productive sector 

for the sample period. This assumption takes into account the fact that additional jobs created as the 

project matures replace those temporarily generated in the initial stages of the project cycle. This 

may be an unreasonable assumption but it simplifies the analysis in the qualitative sense absence of 

data on annual employment figures by project. We then use this to compute the number of implied 

jobs by productive and social aid, respectively.  

                                                 
5 There literature on aid-growth nexus is large with no conclusive empirical regularity. However, there is increasing 

recognition that aid, when applied in conditions of sound economic policy, fosters growth. This paper, whilst not 

providing any empirical testing of the aid-growth relationship, conjectures that aid serves as input to augment a country’s 

factors of production.      
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Table 11: Implied Employment Creation by Productive and Social Aid  

 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Average 

Total Aid to Africa (USD mn) 14,327 15,639 19,831 25,277 27,559 33,381 41,625 35,670 40,319 42,099 43,051 30,798 

             

Economic Infrastructure and Services (%) 13.6 15.6 12.5 11.7 10.9 11.1 8 15.4 18.6 17.7 21.6 14 

Production Sectors (%) 10.1 9.9 9.6 6 6.9 6.1 7.1 7.2 7.4 8.6 9.7 8 

Total productive sectors (%) 23.7 25.4 22.1 17.8 17.9 17.2 15.1 22.6 26 26.3 31.3 22 

Total aid to productive sectors (USD mn) 3,400 3,977 4,391 4,491 4,920 5,758 6,303 8,058 10,471 11,078 13,480 6,939 

Jobs/USD1 mn (productive sectors) 590 590 590 590 590 590 590 590 590 590 590 590 

Productive Aid induced  jobs (millions) 2 2 3 3 3 3 4 5 6 7 8 4 

             

Social Infrastructure and Services (%) 38.1 39.98 34.37 33.75 38.38 30.96 32.49 45.71 39.35 41.27 40.04 38 

Total aid to social sectors (USD mn) 9,572 9,739 12,219 14,342 16,939 18,115 21,736 24,241 27,167 28,652 25,588 18,937 

Jobs/USD1 mn (social sectors) 538 538 538 538 538 538 538 538 538 538 538 538 

Aid impact on jobs (social sectors) 5 5 7 8 9 10 12 13 15 15 14 10 

Labour Force (millions) 309 318 327 336 346 355 365 375 386 398 408 357 

Productive aid jobs/Labour force 0.6% 0.7% 0.8% 0.8% 0.8% 1.0% 1.0% 1.3% 1.6% 1.6% 2.0% 1.1% 

Social aid jobs/Labour Force 2.0% 2.0% 2.0% 2.0% 3.0% 3.0% 3.0% 3.0% 4.0% 4.0% 3.0% 3.0% 

Source: Authors’ computations based on AfDB, OCED and World Bank Data 
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From Table 11, the proportion of average implied jobs to average labour force from social aid is 

three times higher than that from productive aid. This may be attributed to a disproportionately large 

share of social aid in overall aid allocation, which in our sample is about three times higher than 

productive aid. If we posit that productive aid complements other productive inputs, including labour 

and capital, then one would expect future allocation mechanisms to instead advocate for more 

productive aid than placing emphasis on social aid. Another strand of argument would maintain that 

aid devoted to building of social infrastructure – health and education – is equally critical in 

enhancing human capital and must receive equal attention. 

 

From the perspective of Africa’s development agenda, both forms of aid deserve some degree of 

emphasis. Nonetheless, policy makers and aid providers must appraise aid disbursements based on 

the constraints that prevent Africa from achieving inclusive growth. In the final analysis, the focus 

must be on aid that creates sustainable employment, and such jobs reside in the productive sector.  

 

From the micro evidence on individual projects, it can be inferred that addressing financing 

constraints has the potential to scale up employment creation, especially by small businesses. 

However, according to Page and Söderbom (2012), aid targeted to both small and large firms would 

have a significant in creating good jobs. Thus, following the AfDB model of providing microcredit 

either through intermediated funds or directly financing the private sector, both large and, small and 

medium enterprises, could have large employment impacts. In this respect, more aid should be 

allocated to productive sectors. 

 

The potential effect of aid on employment captured through the anecdotal evidence drawn from 

AfDB projects can have meaningful interpretation if comparison can be made with an alternative 

way of looking at the aid-employment relationship derived from some analytical set up. One of the 

simplest and standard in the early aid literature is to treat aid as a perfect substitute for investment. 

In this set up, the impact of a unit of aid on employment is equivalent to that of a unit of investment. 

One straightforward but crude way of capturing the investment/aid-employment relationship is to 

take the average yearly capital-labour (investment-employment) ratio for each country and apply it 

on total aid flows to compute the total employment generated. This approach is very limiting due to 

unreliability of employment data in Africa, which is often extrapolated from demographic trends 

and labour force surveys that are collected in a space of five to ten years.  Another alternative is to 

use some structural relationships first between investment and growth and then between growth and 

employment. 

 

Following the tradition in the two-gap model of aid allocation we start with equation 1. 
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where I is required investment, Y is output (GDP), g is target GDP growth, A is aid and S is domestic 

savings. The parameter  is known as ICOR, which measures the efficiency or quality of 

investment6.   

Obtaining a “good” estimate of ICOR is notoriously challenging (see for example, Easterly, 1999, 

2003 for an excellent account of it and critique of the two-gap model)7. The best one can do is work 

out the sensitivities of aid required to alternative specifications of ICOR, possibly derived from a 

correlation weight with institutional quality. It is very much likely that ICOR can respond to shifts 

in key macroeconomic climates and institutions.  

 

In this paper, ICOR is estimated by fitting a regression equation of (1a) with complex lag structure 

of error components to capture transitory shocks such as equation (2) 
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Predicted values of g from equation (2) are used to compute the ICOR8. Equation (2) also allows for 

unobserved country-specific effects that are invariant over a long period. On the basis of estimates 

of ICOR and elasticity of employment to growth9, it is possible to derive the amount of employment 

that could be generated per unit of investment. Applying to total ODA flows from each African 

country for the period 2000-2009 we obtain potential employment that could have been created by 

ODA. Table 12 summarises the result.  
 

Table 12: Employment and ODA in Africa: two scenarios 

Year 

 

Potential effect of ODA on employment 

(analytical approach: number of jobs) 

Potential effect of ODA on employment 

(simulated from  AfDB projects: number 

of jobs) 

 

%age shares 

2000 2,358,062 3,610,313  65 

2001 2,405,677 3,941,058  61 

2002 2,454,556 4,997,503  49 

2003 2,504,744 6,369,864  39 

2004 2,556,285 6,944,855  37 

2005 2,609,227 8,412,075  31 

2006 2,663,618 10,489,555  25 

2007 2,719,509 8,988,885  30 

2008 2,776,952 10,160,280  27 

2009 2,836,003 10,609,066  27 

Source: Authors’ own computations 

 

From Table 12, we observe that overall, the employment implications obtained from the scaled-up 

AfDB operations seem to have a much better potential for employment creation than that obtained 

from aid-growth-employment nexus. However, the difference between the two has been declining 

significantly in the course of the last decade. The possible reason for this asymmetry is that simulated 

jobs figures from AfDB projects do not follow a scientific analytical framework, and are based gross 

aid flows. This might overstate the employment gains of more aid. However, as a consolation, both 

approaches provide a fairly consistent increasing employment trend. 

                                                 
6 It is possible to allow for a parameter to capture leakages in the translation of aid into investment.  
7 This section, including the estimation of ICOR is based on Shimeles (2012) 
8 Note that the parameter αi can be regarded as representing long-term” growth for each country.  
9 Estimates of elasticity of employment to economic growth were based on methodology by Kapsos (2005) 
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7 Conclusions  

 

This paper addressed in a very descriptive manner the likely effect of aid on employment using 

primary data from the individual development projects implemented by the AfDB from 1990-2010. 

This approach helps to quantify the potential impact of different projects on employment if such 

financing is perceived as investment. Then by using the benchmarks, it is also possible to look at the 

potential impact of aggregate aid if they were as effective as AfDB implemented projects in 

generating employment. This aggregate number could then be compared with potential employment 

that may be attributed to aid by looking at aid-growth-employment nexus in a simple analytic 

framework under a host of very restrictive assumptions, including perfect substitution between 

investment and aid, proportional relations between aid/investment and growth and thus employment 

and growth, among others. 

 

The results from individual projects data suggest that development projects that focus on supporting 

productive sectors do not seem to have a larger employment impact relative to aid focusing on social 

sector. However, there are few exceptions. Support to small scale enterprises and microcredit 

institutions have a better employment outturn than those focused on public sector, education, health 

and other sectors. This bodes well with current donor initiatives to support SMEs by alleviating their 

financing constraints and creating a business environment that will ensure their survival. Although 

infrastructure has minimal job creating intensity, it could ease constraints that prevent SMEs from 

creating more jobs. 

 

Furthermore, in comparison to the potential employment effect inferred from the aid-growth-

employment nexus, results obtained from disaggregated project-specific aid data seem to do better 

in supporting job creation. This may not be surprising. Total ODA flows include humanitarian 

assistance, budget support that goes into salaries and wages, technical assistance and many other 

uses that may not directly promote growth. The decline over time in the potential effect of total ODA 

on employment may fit with the pattern where total ODA shifted increasingly away from productive 

sectors to support social sectors, food aid, and other forms of humanitarian assistance. The possible 

implication is that if aid is to be effective in promoting inclusive development, a renewed focus may 

be necessary in supporting critical productive sectors, such as infrastructure, small business 

enterprises and related activities. 
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