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THE JOB CHALLENGE

Creahy3d ySg¢ 2204a IgobdRjobk, yheahiitgjais AnChati pradiictivity sectors and offering decent
working conditions, is one of the major challenges low and middle income countries face. According to the 201
World Development Repar600 million jobs are neededorldwide over the next 15 years tkeep employment

rates at their carent level (World Bank, 2@). Governments, nosgovernmental orgasations and donors spend
large amounts of money for targetg@togrammesand broader policies to enhance employment and tieationof

new firms.Becausemost employment in lowand middle income countries is in micro, small and medaized
enterprises (MSMES), oftethese firms are targeted byuch interventions Typical interventions include the
provision of finance and financial services, entrepreneyrs$tdining, business support services, wage subsidies and
measures that transform the business environmeddespite these efforts, not much is known about which of these
interventions are really effective, pmore importantly, under which conditiongarticularinterventionswork.

A NEED TO TAKE STOCK

With the trend to conduct rigorous impact evaluations of development interventions, many researchers have startec
to look more closely at programes and policies that either directly intend to create jobs or that generate jobs
indirectly. This note summasgs the main lessons that can be drawn from these studies. It is based on a
comprehensive systematic review commissioned by the evaluation unitif Development Bank (Grimm and
Paffhausen, 2014 he review revealed several factors and design features likely to jobk&eationinterventions
successfulHowever, these findings have to be taken with care because evidence is still scarce. Fiosemust,

the review underlines how little we actually knakouthow to create jobs. This stands in sharp contrast to the high
number ofprogrammesand projects that claim to knowand on which considerable funds are being spent

Michael Grimm
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A FOCUS ON TARGETEDRVENTIONS

Systematiaeviewsare designed to includstudiesthat provide causal evidencinking resultsg in this casejobs¢
to interventions This necessarily limits the review popogrammesand policies that; in one way orthe other ¢ are
targeted in a way that a comparison groopn be identified Accordingly trade and exchange rate policidarge
infrastructure projectgsuch as power stations ¢runk roads)and the like will not be coveredsimplybecauset is
very difficultto use an experimental or quasixperimentalevaluationdesignto relate cause and effect for such
projects Small scale infrastructuriaterventions, suctas rural roads or solar home systerhavenot been included
because they are typically not targetedraicro, small and mediursized businesses

The following intervention categoriegere considered in the systematic review:

8§
8§
8§
8§
8§

access to finance
entrepreneurship training
business development services
wage subsidies

improvements to the businessnvironment(e.g. registration procedures)

For each category, an overvigsvprovided onthe studies includedh the review main effects on employment and
keylessonsTwo concludingections describ&ey policy implications and messages for evaluation and rese@neh.
last section provides a full description of the review method and search approach for this study.




ACCESS TO FINANDE NOT EXPECARGEMPLOYMENT EFFECNMICRGENTERPRISES

Studies includedMost programmesdirected at employment creation thawere evaluated rigorouslin the strict
sense defined above relate to finance interventio@sit of a total of 3 studiesthat passed the quality checik6
assess finance interventiondMost of them were microcredit schemes (20 studies), followed by conditional or
unconditional cah or in-kind-grants and a few studies that focus on saving devices. Not a single study could be
identified that looks at the employment effects of miersurance. The amount of finance involved is typically
between USD 100 and USD 2,000. By definititerarcredit programmestarget poor households and micro firms.
This must be taken into account when compared with other types of interventions.

The range of these studies reflects well the dominance of rioedit in the debate about firm support as wek

the common belief that limited access to financial services is a major constraint for the expansion of micro, small ar
medium enterprises. However, it should not be forgotten that the range of studiesalgasimited because of the
suitability (or no} of different types of interventions for evaluations of high methodological standémtisventions

to overcome financial impediments via developing financial markets in gerieraxampleby extending refinancing
maturities for banks, were not covered

Effects on employmentWith respect to employment creation most micooedit schemes turng out to be rather
unsuccessfulonly 14 out of the 44 impact estimates covered in the studissow areliable gtatistically significant
increase in employmenor firm creation.Ou of the 4 treatment effects 28 were inconclusive rfot statistically
significanj. In two casesemployment was actually reducedéPositive effects on employment, if found at all, were
only small, especially for already existing sraaltli micro enterprises. Major effects were achieved with regard to
the creation of new (mostly mickpenterprises and the expansion of already larger, well established and profitable
firms.

Keylessons

1) The fact that many evaluations found statistically significantesults does not necessarily mean that micro
credit does not work. Employment generation is typically not a primary objective of friedit programmes
Rather, income stab@ation most frequently seems to be the major intentioklost (but of course not all)
enterprises make use of the credit or cash grants, if directly offered, but the money is primarily used as workin
capital, e.g. invested into inventories. Seldavould these result irfixed capital investments in machines or
buildings. Hence, such interventions might have no employment effects, but often they show significant impact:
on sales and revenues.

2) The generation of a substantial employment effect may require a major push, but most loans seem to be simpl
too small ad their maturities bo short to lead to large changes in the capital stock and the production
technology For instance, a tailor whq thanks to a micrecredit ¢ switches from a mechanical to an electric
sewing machine may neither have the need nor thefpability to immediately hire an additional worker.
Neverthelesss/he may well see an increase in performance as measured by revenues, profitsf @odrse
business investmenOne study Field et al. (201))showsthat the details of the loan contd matter. They find
that short repayment periods, which over the loan period translate into lower outstanding loans and shorter
maturities, prevent poor entrepreneurs from investing since they fear not being able to repay on time (Field et
al., 2011).

3) Programmedargeting women appear to be less successful in employment creationghagrammeswithout
such a focus. Certainly, this does not imply that women are bad entrepreneurs. It rather suggests that wome
face additional constraints which need to beercome in order to increase the return to finance. Mothers, for
instance, spendn average morenoneyon food, clothes and healtfor the household, when compared to
fathers, and may therefore have less to spesrd capital goods. Resisting pressure freamily members and
relatives to share financiaésourcegnight also be more difficult for womeibliging them to sharéundseven
when they would prefer to invest. In many settings, women still have lower education than men, they have nc
access to formidbanking services withouhe consent oftheir husbandJackproperty rights and are not allowed
to leave their house alone. All these factors may explain,vdny average loans to women have lower
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ENTREPRENEURSHIPINRES MAKE IT SUBSTANTISPECIFIC AND LINKIEDFINANCE

Studies includedThe sample also contained a substantial number of reporteragrepreneurship training. Training
includes technical and vocational training (irclass and on the job), business skills training, business plan
development, financial literacy training and life skills training. The review includes 20 studies that fall into this
category. From this sample of studies it appearattBkill constraints are believed to be more relevant to
microenterprises than fowell-established SMEs: the majority of interventictasget microenterprises with up to

five employees or aim to enhance sethployment in groups highly at risk of unempiognt, such agyoung people

The majority of studies were again based on RCTs; only five employ &gpasmental design.

Effects on employmentLooking across all studieR) out of the 25analysed interventionshow signifiant positive
employment efects, while 15 show netatistically significaneffects Yet mosfprogrammesdid produce significant
improvements in business skills and behavioural skitidsometimes also higher optimism and motivation. In many
cases training enhances the entrepremial spirit and forces (potential) entrepreneurs to think more carefully about
the business model and its profitability.

Keylessons

1) The objective of entrepreneur trainings is not always to increase employment. Intri@icing might be
consideredeffective if it helps non-profitable firms either to become profitable or toonsider whether
closng down is actually the best way forwardLikewise, training can prevent ngmofitable business ideas
from being started for example before the entrepreneuwuns up debts thas/he will never be able to pay
back Thus, norexistent or negative employment effects of training do not automatically mean the training
as such was ineffective from a business stand point.

2) Employment seems to come last the result chain of training. Whileome studies report higher
investment, very few studies report process or product innovationisnprovements in sales and revenues
Even fewer studies measure higher profits and, fewer again, employment. -8rortpostive effects often
seem to vanish in the long run.

3) There are no straightforward results avhether training a certain group of entrepreneurs is particularly
successfulThe evidence is mixed on whethiae return on trainingis higher for those with iniglly lower
skills. The review suggests, however, that training is more helpful forgparthan for business expansion.

4) The more tailoomade and substantial the training the better, biitis not necessarily the moreomplex
programmeghat are the most successful. It appears that training needs to address specific knowledge gap:
and be substantial in order to be effective, where substantial means that the training runs over an entire
year with at least one training session per week.

5) Same training interventions also include financial assistance and it seems that this combination of finance
and training is particularly successful.

REGULATIONJRGING FIRMS FORMALISMAY HAVE BENEFITSTHMOES NOT ALWASRBEATE JOBS

In most lowand middle income countries the bulk of urban micro and small enterprises are informal, i.e. they are
not registered with the tax authority and operate outside most regulations. A key policy question is whether the
performance of these firms could be immed and their size in terms of employed capital and staff be expanded
through formalisation. On the one hand, it is believed th&irmalisation increases access to credit and other
resources important for business success and expansion, even if MgR0@4) argues that most micro and small
firms have little to gain here because their business is simply too small to benefit from any services offered to form:
firms and in many countries the government has not much to offer anyway. On the other hama/iation could
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costs. Thesare addedto the costs of the bureaucratic act of fornstion which according to De Soto (1989)
already carbe so significant that they alone prevent firms from becoming formal.

Studies includedAs both costs and benefits of formaltion are involved, the policy problem of formsdition is
twofold: WK i Ay GSNBSyliAz2ya I NB EsdianidhdRwhit zre e éfects OfSbecdmingy a
formal? As this review focuses on employment effects, formalisation studies welgincludedif they coverd
effects on employmentFive studies were identified that can credibly establish a link between feaafi and
employment. They concentrate on Brazil and Mexico, where significant reforms have been implemented to reduc
the costs of formasiation



Effects on employmentThe studies show that it is difficult to get the average firm foreaalias the averagfirm is
simply too small and not profitable enough to make use of the potential that formality offers. Among those firms
that doformalise, performance typically improves, including employment, but for most only modestly.

Keylessons on regulation

1) Programmesi K| i & F 2 NidrSadise aFeAuNiXely tolp@dduce any significant employment effebbs
many formerly informal firms formality doawt translate into extra profits butatherinto additional cost.

2) Programmesghat offer cheaper and easier formséditionprocedures are more likely to have success but only
for a relatively small group of entrepreneurs and firms talkeadyshow a higler initial performance. In an
exciting field experiment in Sri Lanka, De Mel et al. (2QDb%er cash rewards for firms that formsdi Even
AT GKS SljdzA@ltSyd 2F 2yS Y2y iK 27F 0K Sfifthvof & Xiimy ¥
registea the business. Interestingly, the lack of property righisthe ground they work on is a major
deterrentto formalisation for many entrepreneurs.

3) In generalit seems easier to formak firms while they are set up than formatig firms that alreadyxdast.

4) For the typical informal firmit isnot the costs of registration but the expected benefits of formatlitst is
pivotal for their decision to formadé. To put it bluntly, the best incentive governments can provide for
formalisation is to offer seful public services in return. Of coursigis does not imply that policies should
not simplify administrative procedures, but it is more than that.

A |




BUSINESS DEVELOPMEERVICESIND TARGETEMBSIDIES SEEM PREIMG

Studies includedThis block covers a set of ten studasa diverse set of intervention8roadly, theycoverbusiness
development services and targeted subsidies. Four of the ten studies cover business development services in t
narrow sensgsupplier development, sumgpt for environmental audit, provision of working premisesc.). One of

these studies covers conditional thxeaks and fiscal incentives for technological innovations as well. Two further
studies measure the employment impact of grants for product armtgss innovationsAn additional three studies
cover supply or demand side wage subsidies, and one study measures the impact of minimum wage legislation
employment. All the studies on wagelated interventions are in Turkey or Asia, while the othardsts cover
almost exclusively LatiAmerican countries. Only one of these ten studies is basednoRGT design, while the
others use a quasxperimental approach ddentify employmenteffectsbased on changes in policies

Effects on employmentThe esults are not at all disappointindhe studies show mostly positive and statistically
significant employment effect8mall sample sizes and selection biases that the evaluation des@nd not remove
entirely mean that thes@eneral conclusies have ¢ be treated with care. Howeveit seems that business support
services and targeted subsidies can contribute to employingemeration if they are demandriven, tailormade
and focused.

Keylessons

1) Larger firms may need quite specific and sophisticated support, whereas small firms just need ver
rudimentary improvements to their business.

2) Taxbreaks and fiscal incentives conditional on process and product innovations seem to be particularly
effective. However, the robustness of the findings is somewhat frst, the sample of studies is quite
small Scond, almost all studieface the problem that certain types &fms participated in the programmes
and not a random sample (selection bids)s also remarkable that nothing can be said about the East and
SouthEastAsian context, where at least in some countries business support services may have played a
important role.

3) The studies on wage subsidies suggest ttaaefully choosing whono subsidisematters for job creation.
Two differentprogrammesthat have been examined in a similar context in Turkey allow for an interesting
comparison of supply and demand driven subsidies. @rogrammetargets the employers who benefit
from reductiors in social security contributions for additionally hired workers. This was found to increase
the rate ofemployment growthandbusiness growth substantially (Betcherman et al., 2018ugplydriven
programmewhere workers received the subsidy in therfoof voucherghat allow them to be hired and get
training on the job, turned out to have a negative impact on employment of the beneficiaries.
Onlya few beneficiariekept their jobs once the subsidy came to an endarious reasons could explain why
this programmefailed, but one explanatiomhich seems mosplausible has to do with targeting. The-on
the-job trainingprogrammetargeted employees whereas the more conventional wage sulysiogrammes
targeted employers. Employers may keep workers hiread m#duced rate, when they are free to choose the
workers they actually prefer. If an unemployed individual approaches an employer with a voucher, not only
may the profile not entirely fit, it may even have a negative signalling effect. Hence direct wagjdiss
may have more positive employment effects than voucher bgsegrammes However, they may have
very different distributional effects.

4) It is obvious that wage subsidies are in general a quite expensive intervention aptbtirammescovered
here are no exception. The pure wage subgidygrammein Turkey entails costs per jehonth created
that correspond to roughly 94% of the total cost of employing a minimum wage wdrker may still seem
acceptableif the jobs created are sustable, but evidence whether this is really the case is scarce
(Betcherman et al., 2010). A major cost component is ittefficiency produced by the fact that many
workersthat are hired under a subsidid rate would have been hired anyway. This is alsdicoad by the
experimental study in Sri Lanka (De Mel et2013b and2010), where the authors find a strong correlation
between preprogrammehiring intentions and programme uptake.



IMPUCATIONS FOR DEVEUERT POLICYOBCREATION IS A COMRIEHALLENGE

Do we know how to create jobs? Overall the review shows that creating and enhancing employment is a ver
complex challengand targeting smaller businesses may not be the most effective approach

1 Many conditions have to be met before interventions actually improve business performance and also leac
G2 FTRRAGAZ2YI T 220ad t Kalorg $&y inRnk ESISdNBnifam pdligy inpuls toA &
employment impacts, even more so if employment is supposed to be sustainable and tied to acceptable an
secure working conditions.

1 Any entrepreneur will think twice beforéounding a new business or hitrg an additional enployee
Therefore interventionsneed to create anajor pushto have an impacbn job creation

1 It seems mucheasier to have an effect oonanagement practicessalesand (short term) profits than on
employment Many interventions seem to lead to changdstl@e margin, but fail to deliver productivity
increases that go hand in hand with more jobs.

1 Of the studies covered in this reviewnanylook at target interventionsthat strive primarily for income
stabilisation and poverty reduction Hence, one shouldchot expect impressive results in the form of
additional jobs if interventions were not designed with a clear eye on maximising employment effects

i Targeting seems to be keyto achieving positive employment effectdNot all potential and actual
entrepreneus can make good use of suppolifferent types of interventions will be required to increase
employment for different groups.

1 It seemseasier tocreate new businessethan to expand existing firms.
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Car part dealer in Burkina Fagtugust 2012Michael Grimmpniversity of Passau



IMPLICATIOS FOR EVALUATIONDARESEARCHHE EVIDENCE IS SBKETCHY

The review clearly shows that the available evideongob creationis still sketchyln particular, evidences lacking
for large parts ofSubSaharan Africa and Asiaegionswhere the need for jobswill be the highest in the coming
decades

Very few studies are able to assess theger term effectsof their interventions and policies and many studies fail
to provide a detailed analysisf why certain effects occurred or did not occqgrmaking it hard to extrapolate
lessons

Analysis ofprogramme costs is particularly lacking. Almost none of thé studies provided a detailedost
effectiveness analysid.e. how much does it cost to create an additional job with a cefrigrammecompared to
another? Thiggap should alert both implementers and researchers. Implementers should provide the necessary
numbers and researchers should go beyond the estinodtmple impactswhichis not really helpful for those who
have to allocate resources across different interventions.

Lastbut not least it has to be mentioned that the existing evidence seems to suffer franethod bias(see Box 1)
RCTs are applied particularly to snathgrammes very poor areas and very specific targedugps. This limithow
readily the lessons and findings can be generalised to other cont@xiasiexperimental approaches have a wider
scope of application than RCTs, but still targe of application iBmited by thenecessity to creata control group.
Therefore,evalations covering policies for which it is difficult, if not impossible, to agplast) experimental
approaches and thereby link cause and effect in a rigorouswilaijpiave no chancef beingincluded in a systematic
review of the type used herddoweve, for evaluations to give policy guidance, it would be desirable to draw on
lessons learnt about the entire rangejob programmedesigns. This leads to a dilemma as it is impossible to include
all types ofprogrammesand meet the quality standards ofsgstematicreview at the same time. For now, the way
forward seems to be in not neglecting the findings of other types of evaluatiansluded fromsystematicreviews

¢ while being frank about their methodological shortcominigsthe long run, however, research might come up
with methodological quality standards which cover those types of interventions not opefigémous impact
measurement yet.

Microfinance Cliet Group in Uttar Pradesh, Indi@eptember 201,3rhomas Gietzen,
Evaluagion Unit KfwW Development Bank)



Ca parts shop in Istanbul, Turk@ovember 2013 Thomas Gietzen

SYSTEMATIC REVIEWETMETHODOLOGICAIPRPACHMNMD SEARCH STRATEGY

Systematic reviews are meant to fill a research gap that is left by individual impact measurements. No matter ho
rigorously it is conducted, the study of a single case can only produce reliable results on the impact of the speci
iNteNBSYyGA2Y dzy RSNJ S@Ffdzr A2y d {dzOK &aidzZRAS&EAQ @ANIdzS>

a shortcoming: it is unknown whether similar results can be expected if the intervention is replicated in other
settings (limited external alidity). Systematic reviews address the question of external validity by rigorously

compiling the evidence supplied by single rigorous studies of similar types of interventions.

To offer a rigorous, scientifically sound review of the existing evidesystematic reviews use transparent processes
for literature searching, data collection and synthesis. They draw on published and unpublished literature to answe
the research question and use appropriate methods to critically appraise the identified soomcehether they

meet required quality standards (see e.g. Waddington et al., 2012). To be considierdids mustc in a credible

way ¢ be able to establish a causal relationship between a policy intervention and the desired result under review, i
this case the creation of employment.

This systematic review included evaluation studies that either used an experimental design (randomised contre
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new jobs in existing firms or jobs that are created through theugebf new firms. The latter also includes self
employment, the main occupation of most urban poor people in the developing world. The review covers studie:
that focus on micro, smallnal medium sized enterprises (MSMES): to be considered, the study must provide results
that explicitly relate to firms with less than 250 employees, in countries that are classified as either low or middle
income by the World Bank.

The identification of thestudies under review was based on a systematic search comprising electronic databases an
relevant websites, screening key journals, literature snowballing and contacting researchers and key experts. Studi
could be published or unpublished and couldviréten in English, Spanish, French, Portuguese or German.



