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EXECUTIVE SUMMARY

Togo’s jobs challenges remain important, despite progress made in creating more good quality
jobs since 2000. Togo has made significant progress in creating more good quality jobs, with robust growth
performance in the past decade, the beginning of a structural transformation process, output shifting slowly
out of agriculture and into services, and employment starting to shift into services. However, several jobs-related
challenges remain. Togo's job market is still marked by low productivity, high levels of informality and slow
structural transformation, reflected in the large share of underemployment and low-quality jobs. Industry is in
the early stages of development; it needs time and the right policy environment to grow. This jobs challenge
is compounded by demographic trends, as the working age population is growing with youth entering the
labor market with higher education levels at a time of weak labor demand. Furthermore, during the COVID-19
pandemic, reduced demand for Togolese exports has put jobs and incomes in sectors dependent on international
trade at risk, including tourism, transport and logistics, manufacturing and agro-processing. A sharp rebound
in global trade contributed to a recovery in 2021, but disruptions associated with Russia’s invasion of Ukraine
created renewed headwinds in 2022, which adversely impacted key sectors of the economy and dampened
households’ purchasing power.

Good quality jobs are key to accelerating poverty reduction and enhancing social cohesion in Togo.
Following a decade of significant progress in reducing poverty, the COVID-19 pandemic and of Russia‘s invasion
of Ukraine are likely to have reversed some of these gains in living standards, however. The creation of more
good quality jobs plays a key role in any country’s poverty reduction efforts, and will be essential to recover from
recent shocks and reinforce earlier gains made in Togo. International research also points to lack of economic
opportunities and insufficient social services as key drivers of radicalization of young people. Security threats
in the northern region of the country have been growing, with terrorist attacks in Burkina Faso close to the
Togolese border increasing in number and severity since 2018, and a first attack reported on Togolese territory
in November 2021 in the Savanes region. Access to good quality jobs with a stable income for young Togolese
will thus also be part of the solution to the security threats.

Jobs outcomes can be evaluated across three dimensions: job creation, quality of jobs and access to
jobs. Improving jobs outcomes of the Togolese population encompasses not only the creation of more jobs, but
also improving the quality of existing jobs and ensuring those with additional constraints to access jobs are not
left out. New jobs can be created through the creation of new firms (this includes those who start a business on
their own, without any paid employees), as well as the creation of new jobs in existing businesses. The number
of jobs, however, says little about their quality: job quality is a function of their productivity and earnings levels,
as well as social protection services to protect workers against income and job losses. Finally, working towards
better jobs outcomes for the Togolese economy as a whole also requires a more throughout understanding of
additional constraints that different population groups face to access good quality jobs. This notably includes
youth, women and rural populations.

Government policies and programs are fragmented and do not yet embrace a multisectoral, long-term
vision to achieve better jobs outcomes. Addressing Togo's jobs challenge requires a multisectoral approach.
While the policies and programs of different sector ministries touch upon the creation of more jobs and access



to these jobs by youth, women and rural populations, coordination is limited, and programs and actors are
fragmented. In term of national development objectives and programs, the Feuille de Route Gouvernementale
2020-2025 marks an important shift towards encouraging private sector development and attracting private
investments and was developed while Togo was making important progress in improving its business climate.
Despite this recent shift towards a private sector-driven development path, further attention to address weak
overall economic demand and labor demand-side constraints, as well as stronger leadership in coordinating
different government actors and consolidating programs, is necessary to support a more targeted approach to
tackle the country’s jobs challenges.

To inform a multisectoral Jobs Strategy for Togo, the Jobs Diagnostic applies a data-driven,
multisectoral approach to the country’s jobs challenges. The Jobs Diagnostic not only describes trends
but also analyzes drivers of economic transformation at the macro level. It looks at sources of job creation and
ways to increase the productivity of jobs to boost labor demand and it examines constraints to positive labor
market outcomes, including skills (mis-) match, labor market frictions, and constraints on the supply side of the
labor market. The Jobs Diagnostic builds on the latest available datasets, which date from before the COVID-19
pandemic, including the Enquéte Harmonisée sur les Conditions de Vie des Ménages (EHCVM) 2018-2019; the
Questionnaire des Indicateurs de Base du Bien-étre (QUIBB) 2006 and 2011; the Enquéte Régionale Intégrée
sur I'Emploi et le Secteur Informel (ERI-ESI) 2017; the World Bank Enterprise Survey 2011 and 2016; World
Development Indicators 2020; data from the Centre de Formalité des Entreprises (CFE); World Bank Ease of
Doing Business data points (not using the World Bank’s Ease of Doing Business Index); and Penn World Table
data (version 10). Whenever sufficient data is available, Togo's situation is compared to its structural (Benin,
Guinea, and Sierra Leone) and aspirational peers (Ghana, Morocco, and Rwanda). These data provide a rich
characterization of labor markets in Togo, but represent pre-COVID-19 times, and thus likely present a more
positive picture than the current state.

The development of the Diagnostic was accompanied by ongoing consultations with a multi-sectoral
technical committee chaired by the Coalition Nationale de I'Emploi des Jeunes (CNEJ). In collaboration
with the CNEJ, which works under the responsibility of the Haut Conseil de I'Emploi des Jeunes chaired by
the Prime Minister's Office, the World Bank supported the establishment of a multisectoral technical jobs
committee chaired by the CNEJ. Members of the technical committee include the Ministry of Economy and
Finance; the National Institute of Statistics and Economic and Demographic Studies; sector ministries and their
agencies working on jobs-related issues; private sector representatives; and development partners. Between
April 2021 and January 2023, nine technical meetings took place to present and discuss the objectives and the
approach applied under the Diagnostic and the preliminary findings from different sections of the Diagnostic.
Additional consultations were conducted with the President’s office between November 2022 and January
2023 to finalize this report.

The Jobs Diagnostic is part of a two-year analytical program co-financed by the World Bank and the
Deutsche Gesellschaft fiir Internationale Zusammenarbeit (GIZ) to support the Government of Togo
as it develops a multisectoral strategy on jobs. The analytical program consists of the Jobs Diagnostic, an
in-depth value chain study, and technical assistance to the government to develop a multisectoral jobs strategy.
The in-depth value chain analysis is a continuation of the previous stream of work between the World Bank and
GIZ that allowed identification of high potential value chains for better jobs outcomes for youth and women. It
applies an integrated approach to jobs in the agricultural sector by conducting an in-depth analysis of selected
value chains, simultaneously assessing constraints on, and opportunities for, better jobs outcomes for youth
and women at the macro level, while also exploring constraints and opportunities in the areas of labor supply
and demand. The two analytical pieces serve as basis for World Bank technical assistance to the Government
of Togo as it develops its first multisectoral Jobs Strategy.



10 key facts emerge from the results of the Togo Jobs Diagnostic, as follows:

1 While Togo’s employment rate is high, many are working low productive jobs with
meager earnings.

The employment rate among Togo’s population is high, yet many jobs entail low productivity and
earnings. Togo's employment rate is high and stands at 76 percent. Between 2006 and 2018, the employment
rate remained stable except for those aged 15 to 24, whose employment rate decreased in parallel to an increase
in education levels. Indeed, the share of individuals aged 15-24 still in school grew strongly from 26 percent to 38
percent. Women make up the great majority of individuals that are neither in education, nor participating in the
labor market: 75 percent of inactive people are women, whose main obstacle to employment is domestic work.

Amid the high employment rate, underemployment is a major issue in Togo. Underemployment is often
linked to jobs that are insecure, require few qualifications, and provide relatively little remuneration. It reflects
inadequate duration of work, that is, less than 35 hours per week. Underemployment is widespread at 61
percent, concerns women and those in rural areas the most, and affects all forms of employment: it stands at 51
percent among salaried workers and 57 percent among the self-employed. Underemployment is more prevalent
in the agricultural sector than in other sectors of the economy. 77 percent of people working in agriculture are
affected by underemployment, reflecting that agricultural activities are seasonal and only last for a few months,
whereas activities related to services and industry can be carried out throughout the year.

2 Unemployment in Togo is low and affects mostly educated youth in urban areas who
can afford to wait for the right job opportunity.

Unemployment remains low, not least because large parts of the population have no choice but
to work to earn a living. The unemployment rate is very low (1.7 percent in 2018) and has halved since
2006 (4 percent). Unemployment has always been higher in urban than in rural areas. It affects mostly young,
urban people with high education in the more affluent segments of society (4th and 5th quintile), who can
afford to wait for “the right job opportunity” to join the labor market. Togo is no exception: Benin recorded
unemployment at 1.4 percent in 2018, Guinea at 5.0 percent in 2019, and Sierra Leone at 4.7 percent in 2014.
These figures should not be interpreted as good outcomes; rather, given insufficient social protection, the poor
cannot afford not to work. Seeking employment is not without cost and depends on the ability of jobseekers to
finance a period of unemployment, either from personal savings or family support. As a result, the majority of
job seekers and workers have no choice but to accept any form of occupation, often with low pay and under
difficult working conditions.

3 The maijority of Togolese, including non-poor, have no access to social protection.

Large parts of the population are not covered by any kind of social protection. Social protection
instruments help households scope with shocks affecting employment and earnings, and protect them against
consequences from sickness and old-age. Togo's social protection system, like those of many low- and middle-
income countries, is designed for formal sector workers (through the contributory CRT and CNSS), and also
includes programs directed to the poor (through a non-contributory cash transfer and school canteen programs).
However, safety net programs in practice reach very few—13 percent—of the poor and vulnerable. Moreover,
there exists no social protection instrument to reach out to non-poor segments of the informal sector, although
they account for 44.4 percent of the population, and up to 58.6 percent in Lomé Commune. Referred to as the
“missed middle” of social protection, these groups risk falling into poverty if confronted with a shock impacting
their economic wellbeing. Since the onset of the COVID-19 pandemic, the Government of Togo has displayed
innovation and political will in providing social protection to the “missed middle”: the Novissi program provided



digital emergency cash transfers to informal workers most affected by the pandemic, and a 2021 bill established
universal health coverage, independent of employment and welfare status.

The informal non-poor population displays varying levels of resilience. Some 4.5 percent of Togo’s
population lived in a non-poor non-resilient household in 2018: following a shock, they had to resort to negative
coping mechanisms harmful to their productivity and human capital. Another 39.9 percent lived in a non-poor
resilient household, as they were either not confronted by shocks, or had the capacity to self-insure by using
accumulated savings, receiving help from relatives, working more, or getting a loan. The most common types
of shocks households reported were health and family events (injuries and deaths of family members), and
shocks to farming income and natural disasters. The level of resilience of non-poor households is indicative of
their contributory capacity: non-resilient households are unlikely to have income to spare for contributions to
protect themselves against shocks. Resilient households, on the other hand, do have a contributory capacity
that could be leveraged for innovative savings schemes. The level of resilience in the informal sector is likely
to be lower now than in 2018, reflecting the severe negative welfare impact of the pandemic and subsequent
global economic instability.

q Togo’s economy has created jobs but not with sufficient quantity
and—especially—quality.

Togo’s economy has created jobs in the past, but not in sufficient number and quality to significantly
improve the jobs outcomes for its population. While the structure of Togo's economy has shifted gradually
from agriculture to services over the past two decades, employment in low-productivity sectors still dominates
the landscape. The primary sector’s share of employment has declined from 48 percent in 2001 to 38 percent
in 2019, which has been met with a similar increase in services. Over the same period, total employment
increased by 2.8 percent, mainly due to an increase of workers in the industry sector, as well as high and stable
employment growth rates in the services sector, and a decline of annual job creation rates in the agricultural
sector. Moreover, informality is a dominant feature of Togo’s labor market, with about 90 percent of workers
active in the informal sector as of 2017, contributing to an estimated 35 percent of GDP.

Economic growth is linked to some job creation, with differences across different periods. Between
2001 and 2019, each percentage point of additional GDP growth was associated with a 0.6 percentage point
increase in employment. Employment growth was strongest from 2001 to 2007, which surprisingly is the period
with the weakest economic growth. This implies that a significant share of employment growth was due to an
increase in labor supply rather than gains in productivity. Also, the analysis shows that a one percentage point
increase in GDP growth over the period 2006-2018 increased waged employment by only 0.1 percent, which
could imply that a sizeable share of the jobs created are not productive.

5 Togo’s economy needs to grow fast to create more, and more productive jobs,
requiring substantive reforms.

Amid all the employment challenges that the country is facing, the labor force keeps growing, with
large groups of young people with higher education levels entering the labor market every year. This
will require the economy to considerably step up the creation of new jobs. The age structure of the Togolese
population changed moderately between 2001 and 2019, due to declining fertility combined with increasing life
expectancy; the total fertility rate fell from 5.4 births per woman in 2001 to 4.2 in 2019, while life expectancy
increased by about 7.5 years. Over the same period, the dependency ratio (the share of children below 15 and
old-age population above 65) fell from 85.6 percent to 78.2 percent. The falling dependency ratio could create
a demographic dividend that would spur economic growth, but this requires creating jobs fast enough to keep
up with the significant increase in the working age population.



Given its increasing working-age population, Togo will need to create an additional one million
jobs by 2030. To achieve that, growth would need to average at least 4.6 percent per year. Such a growth
rate would be enough to absorb new labor market entrants but not to ensure rapid gains in informality and
poverty reduction. More fundamental improvements would require significantly faster growth underpinned by
reforms supporting structural transformation and job creation. In terms of sectoral distribution and taking into
account the effect that services tend to expand more rapidly with economic growth, the service sector’s share
of employment could reach 58 percent by 2030, comprising 1.1 million of the 1.4 million new jobs embedded
in World Bank projections (with an average of 6 percent GDP growth over the period 2023-2030).

6 The agricultural sector is and will remain a main source of jobs and livelihoods for
Togolese in the foreseeable future.

The agriculture and food sector has been and will remain the dominant economic and employment
sector for the foreseeable future; its performance will be key in improving jobs outcomes for Togo's
population. Agriculture accounts for about 38 percent of total employment, making it the country’s second
largest employer after the service sector. Adding agricultural inputs provision and post-harvest activities
throughout the value chain, the agriculture and food sectors account for at least two-thirds of all jobs. The
sheer number of workers in the agriculture sector is too large for the rest of the economy to productively
absorb most of its workers in the decades to come. In fact, the sector created almost a quarter million jobs in
2019, which represented 60 percent of all jobs created that year, underlying the need to focus on improving
job quality in agriculture.

Agriculture is dominated by very small-scale, low productivity activities. Most agricultural household
enterprises represent own account and unpaid family work. It is characterized by underemployment, even during
the agricultural seasons. Agricultural labor productivity is very low, standing at 60 percent of the country’s average
labor productivity, and has stagnated over time. Low productivity translates into insufficient earnings: in 2018,
an agriculture worker earned 29,100 FCFA per month on average, representing only 59 percent of the average
income for workers. Moreover, agriculture is the main source of jobs and livelihood for the poorest. Most poor
and vulnerable workers are employed in agriculture, perpetuating the vicious cycle of low productivity, poverty,
and inequality. Women and youth appear to be particularly vulnerable in agriculture sector employment, with
male rural workers leaving agriculture much more rapidly than female workers, and youth more likely than their
adult counterparts to participate in agriculture employment.

7 Most informal firms represent low productivity subsistence activities and would not
be able to afford the costs associated with operating in the formal economy.

Informal businesses, representing the majority of economic activity in Togo, are a heterogeneous group
requiring tailored policy options to improve productivity and earnings levels as well as create more
jobs. Informality is a dominant feature of Togo's economy. Informal businesses tend to have a female owner
(72 percent); not have any workers beyond the owner (88 percent); and have low monthly profits (revenues less
direct costs; approximatively 58,938 FCFA or US$99 per worker on average). Lack of customers (60.5 percent)
and difficulties in accessing credit (52.4 percent) are the main challenges informal firms report on. While in the
past policies have mostly focused on formalizing firms, notwithstanding their level of productivity and capacity
to formalize, it is important to recognize that the informal business landscape is heterogenous, and tailored
policies are needed.

A cluster analysis of the informal sector results in five main clusters of firms with different profiles
and productivity levels. Firms in Cluster 1 (10 percent of informal businesses) are subsistence businesses with
a low potential for growth. Businesses in Clusters 2 and 3 (51 percent) are somewhat productive and do have
some capacity to grow, although that capacity is limited. Cluster 4 businesses (21 percent) are start-ups with



highly educated owners and access to public services; while they currently operate at low levels of productivity,
they do have a high growth potential. Cluster 5 businesses (18 percent) are more established firms with a
profile similar to that of formal firms. They are connected to public services, and most of them have a fixed
location with access to established suppliers and clients. All but Cluster 5 firms likely have too low productivity
to benefit from formal status, as the fiscal and other costs associated with being formal risks putting these
firms out of business.

8 Formal firm creation has increased as a result from reforms, albeit from a very
small base.

Togo's economy is dominated by very small businesses, with few firms of significant size, suggesting
constraints to growth. Overall, wage jobs in formal firms tend to have higher earnings and better job security,
as well as access to social security, which are important aspects of quality jobs. Yet, Togo's economy is largely
dominated by small businesses, with few firms of significant size. Only around 2,000 firms have an annual
turnover above US$100,000 and just 14.5 percent of firms identified in the 2018 Firm Census are formal. The
formal private sector has not been creating enough jobs to absorb a growing and gradually better-educated
workforce. The elasticity of job-to-sales growth in formal firms fell from 0.95 to 0.82 between 2009 and 2016,
indicating that firms have not necessarily hired workers as their sales have grown. In comparison, Cambodia
(2016) and Bangladesh (2013) displayed job-to-sales growth elasticities of 3.1 and 5.5, respectively, evidencing
labor-intensive growth spurts.

Over the past decade, Togo’s (formal) firm entry rate has steadily increased, a positive development
which can improve the elasticity of jobs-to-GDP growth over time. An economy creates jobs through the
creation of new jobs in existing businesses or the creation of new businesses. Togo's firm entry rate per 1,000
working age adults went from 0.15 in 2009 to 0.94 in 2020, showing a clear upward trend, especially since
2017, explained by government reforms to simplify the business registration process. Moreover, female business
ownership among newly registered firms remains low, with less than one-third of new firms owned by women
in 2020. However, since 2014 a steady upward trend has occurred, with female ownership increasing from 22
percentin 2014 to 32 percent in 2020. It should be noted that women are overrepresented in the informal sector
and face comprehensive constraints limiting their ability to contribute to the formal private sector.

9 Job creation in the formal sector is held back by high labor costs and low
productivity levels.

Formal firms do not have the right incentives to create more formal jobs. Given current productivity
levels, Togo's labor costs, composed of the salary, labor income taxes, and social security contributions, appear
to be too high to incentivize firms to create more formal jobs. After the 2012 minimum wage increase, wage
employment contracted and self-employment increased, a shift that is particularly pronounced among workers
with low levels of education. At least 50 percent of urban wage and industry workers earned less in 2011 than
what became the new minimum wage in 2012. Togolese firms hire a larger share of workers on a temporary
basis than in other countries, which seems to substantiate constraints related to profitably hiring additional
workers. Furthermore, Togo’s manufacturing firms use a higher share of semi-skilled and a lower share of
unskilled workers than firms in peer countries, possibly the result of relatively high labor costs for unskilled,
low productivity jobs.

High labor income taxes and social security contributions in Togo might push some workers and firms
towards the informal sector. Firms pay a 3 percent tax on gross salaries and 17.5 percent in social security
contributions, while employees contribute 4 percent to social security, bringing the total tax wedge to 24.5
percent. Togo's social security contributions as a share of gross salaries stand at similar levels to those in Benin



(16.4 percent), Morocco (15.38 percent), and Guinea (18 percent), but well above Rwanda (with 5.3 percent
paid for by the employer and 3.3 percent by the employee). Moreover, labor taxes and contributions as a share of
profits are higher in Togo than in its East Asian peers as well as in Rwanda, Sierra Leone, and Ghana, according
to 2020 Doing Business data.

10 Access to finance is a major constraint for firms and is especially difficult for
women entrepreneurs and sectors where the poor work.

Access to finance is a key constraint for productivity growth as well as further job creation in formal
and informal businesses alike. Access to finance may be limiting Togolese firm growth, but, overall, this does
not seem as big of an obstacle as in some other countries. According to the Enterprise Survey, 51 percent of
formal firms identified access to finance as a major constraint for doing business in 2016. This share is higher
than in Rwanda (17 percent in 2019), Morocco (28 percent in 2019), Guinea (30 percent in 2016) and Benin
(43 percent in 2016). However, it was not perceived as the biggest obstacle: only 24 percent of Togolese formal
firms perceive access to finance as the biggest constraint, which is lower than in Rwanda (31 percent in 2019),
Benin (33 percent in 2016), Sierra Leone (40 percent in 2017), and Ghana (50 percent in 2013). Moreover, in
2016, 26 percent and 40 percent of formal firms in Togo used banks to finance investments and working capital,
respectively, higher than in any structural and East Asian peers.

Vulnerable groups are more excluded. Data from the 2016 Enterprise Survey may not capture all business
growth constraints related to financing. The banking portfolio in Togo is concentrated in a few sectors.
According to BCEAO data, almost 80 percent of bank credit went to the services sector in 2020 and less
than 1 percent went to agriculture, which financial operators explain by the lack of credit history and the
high level of informality. Digitizing payments represents an opportunity to improve financial inclusion, notably
for small enterprises, in a context where access to physical financial services remains low. Moreover, World
Bank FINDEX data indicates gender differences in terms of financial inclusion in Togo: in 2021, 29 percent of
men compared to 21 percent of women above the age of 15 years had an account at a financial institution;
12 percent of men compared to 11 percent of women above the age of 15 years had saved at a financial
institution; and 49 percent of men compared to 39 percent of women above the age of 15 years had made
or received a digital payment.

Building on the analysis, the Diagnostic allowed to identify the following key recommendations to
improve jobs outcomes for all population groups in Togo:

(a) Coordination. Combining a multisectoral jobs strategy, the jobs platform anchored at the highest level,
and a data exchange platform would ensure a consistent policy approach across the Togolese economy,
provide broad direction for the sectoral efforts, ingrain a strong job lens, including through enhanced
data for evidence-based decision making, and improve efficiency and effectiveness in economic and
social policies.

(b) Labor supply. Improved targeting of measures including wage subsidies, training offerings, and cash
transfers would allow for a strengthened focus on the most vulnerable groups, including women and
youth, in connecting workers to more productive opportunities as wage workers or self-employed.
Simultaneously, social protection systems need to be significantly developed and further strengthened
for vulnerable households depending on informal work.

(c) Overall economic context. Applying a jobs lens in policy decisions would create the space to further
develop the potential of agriculture and strengthen urban employment opportunities. From a sectoral
perspective, special efforts should be made to develop the large potential of agriculture in Togo, which
is critical for employment in Togo. Critical measures include investment in infrastructure and initiatives
to promote processing and exports.



(d) Labor demand. Promoting the creation of more formal jobs in the private sector, including by reviewing
the various elements of total labor costs to improve its competitiveness, enhancing access to finance,
and strengthening good governance, would improve conditions to create more formal jobs in the
private sector. Policy also needs to strengthen productivity in the informal sector through a more tailored
approach to meet the needs of the heterogenous firms in the sector, as this is where most of the jobs
are and will remain in the foreseeable future.



1. INTRODUCTION

1. Togo has made significant progress in creating more and better jobs, with robust growth
performance in the past decade, output shifting slowly out of agriculture and into services, and
employment starting to shift into services. Togo, a West African country of 8 million people, 5 administrative
regions, and neighboring Ghana, Burkina Faso and Benin, has seen robust growth in the two decades before the
COVID-19 pandemic, accompanied by the creation of new jobs. However, several challenges to more and better
job creation remain. Togo's job market is still marked by low productivity and slow structural transformation.
Industry is in the early stages of development; it needs time and the right policy environment to grow. This jobs
challenge is compounded by demographic trends, as the working age population is growing at a time of weak
and inadequate labor demand, mainly outside of the farm sector.
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2. But Togo will need to create an additional one million jobs to absorb its growing labor force
and, consequently, to sustain a GDP growth rate of at least 4.6 percent per year until 2030. This
growth performance would be sufficient to absorb new entrants but not to significantly reduce informality or to
ensure rapid gains in average earnings. Given the structure of the Togolese labor market, this report focuses on
tapping the immediate potential for productive employment in agriculture and household enterprises, analyzing
the potential for productivity and job growth in the informal sector, and assessing the specific challenges and
opportunities related to employment on farms, in nonfarm household enterprises, and in (modern) wage jobs
with a focus on youth and women.

3. The COVID-19 pandemic and economic disruptions from the war in Ukraine have led to slower
gains in GDP per capita and poverty reduction in recent years and have considerable reduced fiscal
buffers. During the COVID-19 pandemic, reduced demand for Togolese exports has put jobs and incomes in
sectors dependent on international trade at risk. The sectors most affected during the pandemic were tourism,
transport and logistics, manufacturing, agriculture, and agribusiness.! In addition, remittances for Togo declined
3.7 percent in 2020, a decrease of US$17 million from 2019.2 This affected not only consumption, but also
productive investments, because in a country such as Togo friends and relatives are the main sources of finance
for entrepreneurs.? A decrease in remittances, in combination with an income drop through other channels, is
likely to lower domestic demand for services and products, creating second-order effects on jobs and income. A
sharp rebound in global trade contributed to the subsequent recovery in 2021, to 5.3 percent, but disruptions
associated with the war in Ukraine created renewed headwinds in 2022, as reflected in decelerating external
demand and rising energy, fertilizer, and food prices, which adversely impacted key sectors of the economy and
dampened households’ purchasing power. More variable rainfalls also contributed to rising domestic food prices.
Both rural poor who rely on agriculture for their own consumption or as a primary source of income and urban
poor relying on imported food were adversely impacted. These shocks, combined with growing insecurity in the
North, led the government to boost public spending, which contributed to stabilizing growth at an estimated
4.9 percent in 2022, but widened the fiscal deficit to a 3-decade high of 8.4 percent of GDP.

4. Moving forward, significant uncertainty on the economic outlook for the country requires a
strategic reevaluation of priorities with constrained fiscal space a significant concern. Uncertainty related
to the evolution of global demand, energy, food prices, financing conditions, security risks and climate change
imply that the balance of risks to the outlook is largely tilted to the downside in the short term. Deeper disruptions
to global trade, commodity, and financial markets could have a severe knock-on effect on a small, open, and
relatively indebted country like Togo. Additional downside risks include rising security threats that could weigh
on investment, trade, and public finances. Unfavorable weather conditions and the unavailability of inputs could
negatively affect agricultural productivity, while the relative weakness of administrative capacity could limit the
implementation of reforms and private investment. A policy approach that focuses on job creation, productivity
enhancement, movement from informal to formal employment, and support for different profiles of workers
and their households will provide both short and long-term economic benefits to Togo's economic and social
stability. A multi-sectoral approach would help address poverty and factors that limit Togo’s economic growth.

5. Good quality jobs are key to accelerating poverty reduction in Togo, where around half of the
population still lives in poverty. Between 2011 and 2015, the national poverty rate in Togo decreased from
58.7 percent to 55.1 percent. Poverty is primarily a rural phenomenon, with 69 percent of rural households
living below the poverty line in 2015. Female-headed households experience higher rates of poverty than male-
headed households (57.5 percent vs. 55 percent).* In 2018-19, the national poverty rate stood at 45.5 percent,
showing an important decrease from 2015.> The impact of the COVID-19 pandemic and the war in Ukraine

World Bank. 2020. Togo Economic Update.

World Bank. 2020. Migration and Development Brief 33: Phase Il: COVID-19 Crisis through a Migration Lens.

World Bank. 2020. Macroeconomic and financial weekly monitoring October 16, 2020.

World Bank. 2019. Macro and Poverty Outlook.

5 Core Welfare Indicators Questionnaire (QUIBB, 2006, 2011, 2015) and the West African Economic and Monetary Union (WAEMU)
harmonized survey (2018-19). Caution is needed in interpreting the evolution of the poverty share between the two periods, as data are
based on two different surveys that are not fully comparable.
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are likely to have reversed some of these welfare gains. The war, which has limited access to fertilizer and other
key agricultural inputs, will likely negatively impact the current agricultural season. In line with this, growth in
the agriculture sector is expected to decelerate to 4 percent, down from 6 percent growth in 2021.% The rural
population who disproportionately rely on agriculture (76 percent and 55 percent, respectively, for crop and
livestock production)’ as a source of livelihoods are at a greater risk of falling into poverty. Without accelerated
growth and targeted large-scale poverty interventions—including the COVID-19 pandemic recovery and social
safety net and consumption smoothing programs—Togo’s development progress will continue to be slower than
that needed to achieve the Sustainable Development Goals (SDGs) and the World Bank’s Twin Goals of ending
extreme poverty by 2030 and boosting shared prosperity.

6. Beyond helping lift people out of poverty, good quality jobs also contribute to stability and
social cohesion. Security threats on the country’s eastern and northern borders have been growing, with
terrorist attacks in Burkina Faso close to the Togolese border increasing in number and severity since 2018, and
a first attack reported on Togolese territory in November 2021 in the Savanes region.® Recent findings from
qualitative surveys in neighboring Benin, as well as international research, point to internal risks associated with
radicalization of young people.® Lack of economic opportunities and insufficient social services fuel a feeling of
exclusion and hopelessness for extremist groups to exploit. Access to good quality jobs with a stable income for
young Togolese must be part of the solution to the security threats. Despite the importance of jobs for poverty
reduction, social cohesion, and stability in Togo, the country’s jobs challenge is tremendous.

7. Over the last decade, a timid structural transformation process has started to take place in Togo,
in parallel with growing urbanization. A declining share of the working age population is employed in
agriculture, with a growing share employed in manufacturing, transport, commerce, public administration, and
other services. Yet whereas industrial employment has only slightly increased since 2006, there have been more
pronounced shifts from the agricultural to the service sector. In 2019, 49.4 percent of the work force operated
in the services sector, with 12.9 percent in the industry. In parallel, urbanization has increased from 36 to 42
percent between 2006 and 2019.° Productive urbanization and export led growth are mutually reinforcing
drivers of Togo's structural transformation: export led growth fuels urbanization (with workers moving from
rural to urban areas to either take jobs in export industries or to provide services and goods to these workers).
At the same time, productive urbanization supports the competitiveness of export industries through economies
of agglomeration and specialization. While these factors are mutually reinforcing, Togo’s level of economic
development warrants greater attention to supporting the development of export led growth at this stage.™

8. Despite the decreasing share of agriculture in employment, the sector continues to play a
predominant role in the Togolese economy and labor market. In 2019, the agricultural sector represented
20.4 percent of Togo's GDP and 40 percent of its labor force. Cashew nuts, raw cotton, and cocoa beans were
among the products with the highest average export values over the last decade. Yet most jobs in agriculture are
informal, and productivity growth remains low, leading to low earnings. Mean nominal monthly earnings in 2019
stood at 37,575'? FCFA (US$67) in agriculture, 49,735 FCFA (US$89) in the manufacturing sector, and 91,659
FCFA (US$164) in trade, transportation, accommodation and food, business, and administrative services.” The
country’s agroindustry has not developed sufficiently to increase the level of transformation and value addition
that could make this sector a real growth engine that creates jobs on and off the farm.

6 World Bank. 2022. Macroeconomics, Trade & Investment Global Practices.

7 EHCVM 2018/19.

8 In 2022, the Government of Togo put in place the Emergency Program for the Savanes region (Programme d’Urgence pour la Région
des Savanes, PURS) to strengthen the resilience of households in the region.

9 World Bank, April 29, 2020. Strengthening Youth Resilience to Radicalization.

10 World Development Indicators, 2020.

' World Bank, Togo CPSD, forthcoming.

2 Franc de la Communauté Financiére Africaine (Franc of the African Financial Community).

13 ILO modeled estimates, 2019.
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9. Overall, employment in Togo is nearly all informal,™ with youth and women in rural areas facing
the biggest challenges to access formal employment. \While wage employment in Togo increased from
11 to 19 percent between 2006 and 2011, it decreased to 17 percent in 2019, lower than the Sub-Saharan
African (SSA) average (19 percent) and far below aspirational peers such as Morocco (50 percent) and Ghana
(26 percent). Moreover, according to the Enquéte Harmonisée sur le Conditions de Vie des Ménages (EHCVM),
more than half of Togolese workers were engaged in informal subsistence activities that generate low income in
2018. Similarly, underemployment almost doubled for all worker groups, irrespective of educational achievement
and residence (urban/rural).

10. Another challenge Togo faces is integrating a growing number of young people with a rising
level of education into the labor market. Although the fertility rate in Togo has been decreasing faster than
the low-income country (LIC) average, it remains high, at above 4 live births per woman. Due to high fertility
rates in the past, Togo’s labor force is expected to grow by 35 percent (1.3 million) by 2030." This calls for
particular attention to youth and the specific constraints they face in participating in the labor market, as well
as to the capacity of the labor market to absorb them into productive jobs (matching between youth arriving
on the labor market and available jobs). For youth to productively perform their jobs, their levels of education
and skills are key (qualitative matching between youth arriving on the labor market and required qualifications).
The share of the working age population with secondary and post-secondary education increased by more
than 15 percentage points between 2011 and 2015, according to the QUIBB surveys. Although Togo has a
low average unemployment rate, unemployment is higher for youths living in urban areas and for youths with
higher education, which is typically associated with youths queuing for formal jobs. To raise both the quantity
and the productivity, and thus the quality, of jobs for increasingly educated workers, Togo will have to accelerate
creation of private sector wage jobs, which should include increasing the number of enterprises and helping
them to grow to a productive scale so that they create more jobs. At the same time, it is key to ensure a business
environment that allows existing firms to prosper to keep existing jobs and create new ones.

11. While a large part of the working age population in Togo has at least one job, the quality of those
jobs tends to be low. In 2018, Togo’s labor force participation rate stood at 77 percent with an unemployment
rate of 1.7 percent. However, underemployment poses a significant challenge: while 61 percent of those with
a job were underemployed in terms of time spent performing work, a majority of workers operate at low levels
of productivity in the informal sector and are underemployed in terms of earnings, with limited or no access to
social protection schemes. Of those with a job, 59 percent were own-account workers, 19 percent contributing
family workers, and 16 percent employees. The share of own-account workers, who tend to operate under
vulnerable working conditions, is significantly higher in rural (62 percent) than urban areas (55 percent), with
little gender difference (58 percent of men vs. 60 percent of women).'® Own-account workers and family
workers often operate at low levels of productivity. To counteract the wage and productivity stagnation in these
informal and low-quality jobs, improving access to good quality jobs—that is, jobs with higher productivity and
earnings—will play a key role in the country’s poverty reduction efforts as well as help strengthen social cohesion
and improve security.

12. Addressing Togo’s jobs challenge requires a multi-sectoral approach, yet the Government'’s
strategies and policies do not yet fully embrace a multi-sectoral, long-term vision to achieve better
jobs outcomes for all population groups. Togo’s National Development Plan (2018-2022) touches upon
some of the labor supply and demand side issues, yet could benefit from a stronger jobs lens to identify strategic

14 Informality is a multidimensional phenomenon affecting firms and workers. The ILO uses two approaches to define informality: the
firm approach and the workforce approach. For the firm approach, the most common definition of informality is based on the criterion
of legal and tax registration. In Togo, a firm not registered with the Centre de Formalité des Entreprises (CFE) and which does not pay
taxes to the Office Togolais des Recettes (OTR) is defined as informal. For the workforce approach, informality implies that an employee
is not registered with the Caisse nationale de sécurité sociale (CNSS). Registering employees with the CNSS generally represents the last
administrative step in the firm formalization process. In reality, informality is a continuum. The level of formality of many firms is between
these two extremes.

5 Jobs Group Demography tool using World Development Indicators and UNPop Projections.

16 |LO modeled estimates, 2019.
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priorities that support large-scale job creation and economic transformation. Moreover, the National Strategic
Youth Employment Plan (2013-2022) shows a strong focus on issues affecting labor supply: the Plan’s pillars focus
on promoting sectoral policies that integrate youth employment, strengthen self-employment capacity, reduce
underemployment, and promote youth access to finance. The Feuille de Route Gouvernementale 2020-2025
marks an important shift towards encouraging private sector development and attracting private investments
and was developed while Togo was making important progress in improving its business climate. Despite this
recent shift towards a private sector-driven development path, further attention to macro-economic constraints,
including the external shocks discussed above, as well as labor demand-side constraints and opportunities can
support a more targeted approach to the country’s jobs strategy.

13. The Jobs Diagnostic applies a multi-sectoral approach to Togo’s jobs challenges by describing
key labor market trends and conducting a data-driven diagnosis of key constraints to improving jobs
outcomes at the macro, labor demand, and labor supply levels. The Jobs Diagnostic not only describes
trends but also analyzes drivers of economic transformation at the macro level: on the labor demand side, the
Diagnostic looks at sources of job creation and ways to increase the productivity of jobs, while on the labor supply
side, it looks at labor market outcomes, including any skills (mis-) match, policy-based labor market frictions,
labor supply constraints, and ease of access to higher productivity jobs. The Diagnostic also reviews the limited
data available to evaluate how the repercussions of the COVID-19 pandemic will affect jobs and incomes for
years to come. At the same time, constraints identified from pre-COVID-19 pandemic data are likely to persist
in its aftermath.

14. The Togo Jobs Diagnostic has been developed using the latest available datasets. The following
data sets have been used to conduct the Togo Jobs Diagnostic: Enquéte Harmonisée sur les Conditions de Vie
des Ménages (EHCVM) 2018-2019; Questionnaire des Indicateurs de Base du Bien-étre (QUIBB) 2006 and 2011;
Enquéte Régionale Intégrée sur I'Emploi et le Secteur Informel (ERI-ESI) 2017; World Bank Enterprise Survey 2011
and 2016; World Development Indicators 2020; Données sur les nouvelles créations d’entreprises—Centre de
Formalité des Entreprises (CFE), September 2021; World Bank Doing Business data points (not using rankings);
and Penn World Table data (version 10). Whenever feasible, Togo's situation has been compared to its structural
peers (Benin, Guinea, and Sierra Leone) and aspirational peers (Ghana, Morocco, and Rwanda), aligned with
other World Bank analytical work in recent years."”

15. Insights gathered in a series of meetings with a multi-sectoral technical committee chaired by the
Coalition Nationale de I'Emploi des Jeunes (CNEJ) complement the quantitative analysis. In collaboration
with the CNEJ, which works under the responsibility of the Haut Conseil de I'Emploi des Jeunes chaired by the
Prime Minister’s Office, the World Bank has supported the establishment of a multi-sectoral technical committee
chaired by the CNEJ. Members of the technical committee are the Institute of National Statistics and Economic
and Demographic Studies (Institut National de la Statistique et des Etudes Economiques et Démographiques,
INSEED); the National Employment Promotion Agency (Agence Nationale de Promotion de I"Emploi, ANPE);
the Ministry of Investment Promotion (MIP); the Association of Large Firms in Togo (Association des Grandes
Entreprises du Togo, AGET); the General Directorate on Employment (Direction Générale de I'Emploi, DGE);
the Chamber of Commerce and Industry of Togo (Chambre de Commerce et de I'Industrie du Togo, CCIT),
the Ministry on Agriculture, Livestock and Rural Development (MALRD); the Directorate on Youth and Youth
Employment (Direction de la Jeunesse et de I'Emploi des Jeunes, DJEJ); the Central Bank of West African States
(Banque Centrale des Etats de I’Afrique de I'Ouest, BCEAO); and the Ministry of Economy and Finance (Ministere

7" The Diagnostic uses the same peer countries as previous analytical work conducted by the World Bank, including the latest Country
Economic Memorandum and the Togo Expenditure Review. It is in the context of the preparation of these analytical reports that

the government and the Bank agreed on Benin, Guinea and Sierra Leone as structural peers, and Ghana, Morocco and Rwanda as
aspirational peers. Structural peers were defined as countries that have similar economic characteristics as Togo in 2014-2018 focusing
on coastal economies with a GDP per capita, population, size of government and human development index within +/- 30 percent
range of that of Togo during the benchmarking period 2014-2018. Aspirational peers were defined as countries that possessed similar
structural characteristics as Togo in 2005-2010 and have enjoyed faster per capita growth since. Selection criteria included (i) a GDP
per capita, population, size of government and human development index within +/- 30 percent range of that of Togo during the
benchmarking period 2005-2018; (ii) faster per capita growth than Togo since 2010; and (iii) government suggestions.
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de I'Economie et des Finances, MEF); as well as development partners. Between April 2021 and November 2022,
seven technical meetings took place to present and discuss preliminary findings from the Togo Jobs Diagnostic.
Feedback from the meetings has been integrated into the final version of the Diagnostic.

16. The Jobs Diagnostic is part of a two-year analytical program co-financed by the World Bank and
the Deutsche Gesellschaft fiir Internationale Zusammenarbeit (GIZ) to support the Government of Togo
(GoT) as it develops a multisectoral strategy on jobs. The analytical program consists of the Jobs Diagnostic,
an in-depth value chain study, and technical assistance to the GoT to develop a multisectoral jobs strategy. The
in-depth value chain analysis is a continuation of the previous stream of work between the World Bank and GIZ
that allowed identification of high potential value chains for better jobs outcomes for youth and women;8 it
applies an integrated approach to jobs in the agricultural sector by conducting an in-depth analysis of selected
value chains, simultaneously assessing constraints on, and opportunities for, better jobs outcomes for youth and
women at the macro level, while also exploring constraints and opportunities in the areas of labor supply and
demand. Going forward, the World Bank will offer technical assistance to the GoT in developing a multisectoral
jobs strategy, aimed to become a reference document on jobs for the GoT and its development partners.

17. This Diagnostic presents the data relevant to a jobs-focused economic development plan, the
results of the analysis of the data, and a number of policy recommendations based on the analysis.
Given the predominance of the informal and agricultural sectors, two deep dives in these areas are presented.
As stated, a data-driven multi-sectoral program that focuses on jobs in the Togolese economy can provide a
strong yet dynamic structure on which to develop the stability, sustainability, and growth needed to help Togo
achieve its economic and social goals.

8 High potential value chains are those with an assured market and job opportunities that take into account the specific constraints
youth and women face in accessing jobs.

14



2. MULTISECTORAL JOBS DIAGNOSTIC

18. In this first part, the Jobs Diagnostic is focusing on a multisectoral core diagnostic, analyzing key
labor market trends. In particular, the diagnostic describes labor market outcomes on the labor supply side;
analyzes drivers of economic transformation at the macro level; and looks at sources of job creation and ways
of increasing the productivity of jobs. The core diagnostic uses the latest available data, at macro-economic,
household and firm level.

2.1 GROWING LABOR SUPPLY FACES SIGNIFICANT UNDEREMPLOYMENT AND
IMPORTANT GENDER AND LOCATION DISPARITIES

Togo has a young and active population with large cohorts of new entrants with increasing
education levels joining the labor market every year.

19. Togo's young workforce is growing, with large cohorts of new entrants joining the labor market
every year. Togo's young population and high demographic growth (2.4 percent per year) is close to the SSA
country average (2.6 percent per year). In 2020, individuals aged 0-14 represented 3.4 million people (41 percent
of the total population), almost 72 percent of the working-age population in 2020. Such strong demographic
growth is a major employment challenge, as the labor market will have to absorb large cohorts of new candidates
over the next decades, with an expected 1.3 million additional jobs needed between 2025 and 2035 (616,000
for the period 2025 to 2030 and 707,000 for the period 2030 to 2035).

Age pyramid in 2020
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20. Between 2006 and 2018, the level of education of the working-age population improved, mainly
through an increase in primary school enrollment. This improvement in level of educational achievement
has mainly affected the younger generations of workers and future workers, with fewer individuals in these
generations without access to education: for example, only 11 percent of those aged 15-24 have never been
to school compared with 40 percent among those aged 35-54."° Although it is difficult to access recent data
on returns to education in Togo, international economic literature shows that returns to education for the labor
market can be significant, particularly for women.?° Data on formal sector employee incomes in Togo indicate
that secondary education is profitable and that returns from secondary education greatly increased between
2011 and 2018.

Education over time
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21. Large disparities in access to education between urban and rural individuals and between men
and women reinforce existing inequalities in access to employment and quality jobs. The increased
level of schooling mentioned above has not affected urban and rural households or men and women in the
same way. Rural households have less opportunity in terms of education, since 41 percent of rural individuals
have not attended school compared to only 15 percent of urban individuals. Further disparity appears between
men and women, with 39 percent of women having never gone to school compared to only 17 percent of
men. Finally, when overlapping domicile with gender, rural women are the most affected by these disparities in
access to education. Half of rural women have never been to school, creating a major impact on the type and
quality of jobs to which they can aspire.

22. The completion rate for the first cycle of secondary education?' in Togo has improved but at a
slightly slower pace than in other countries. The completion rate has doubled in almost 20 years, from 26
percent in 2001 to 50 percent in 2019. However, the increase has been relatively slower than in Benin where
the completion rate for the first cycle of secondary education almost tripled from 2001 to 2016. According to
the World Development Indicators (WDI) database, currently one out of two individuals does not finish the first
cycle of secondary education in Togo. The ratio is 1 of 9 in Ghana. Increasing this ratio and the level of secondary
education in general is important to improve the quality of jobs.

19 QUIBB and EHCVM.

20 psacharopoulos, George. “Returns to Education: A Further International Update and Implications.” The Journal of Human Resources,
vol. 20, no. 4, 1985, pp. 583-604, https://doi.org/10.2307/145686.

21 The first cycle of secondary education in the Togolese schooling system corresponds to years of schooling 7 to 10, or from the 6th
class to the 3rd class according to the Togolese education system.
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Education of Togolese aged 15-64
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The employment rate among Togo’s working age population is high, with low unemployment.

23. Togo's employment rate is high, but jobs tend to be poor quality. The employment rate varies
significantly according to whether individuals work with or without direct remuneration. Between 1982
and 2013, the International Labor Office (ILO) revised its employment "definition” from a broad concept of
employment including unpaid family workers to a more restrictive definition that excludes them. Under the
more restrictive definition in Togo, the employment rate fell from 76 percent to 64 percent.?? This indicates a

22 Calculated from 2018 EHCVM data.
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great many poor-quality jobs in Togo, with slightly more than 400,000 people working within their households
without direct remuneration. Three of four such family workers are women, most of them living in rural areas,
and their participation in the labor market is impeded by social norms and the lack of qualifications. Family
work is one of the most insecure forms of employment because it does not lead to direct remuneration; most
of the time it consists in participating in the household’s agricultural and pastoral work with no individual
pay. The Jobs Diagnostic will take family workers into account to allow for comparisons of the employment
rate over time.

BOX 2.1.1: DEFINITIONS OF KEY TERMS:

Employment rate: The share of the working-age population in employment. An individual is considered
employed if she has worked at least one hour over the previous seven days, or has not worked but was
temporarily absent and is expected to go back.

Definition 1 (applied in the context of this Jobs Diagnostic)—Broad definition of employment
(direct and indirect remuneration): Employment includes all individuals engaged in any activity intended
to produce goods and services in exchange for remuneration or profit, even for just one hour over the
preceding seven days, and those individuals having worked without remuneration for another member
of the household during the preceding seven days.

FIGURE B2.1.1.1

Broad definition of employment
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Definition 2—Restricted definition of employment: Concentrating on individuals receiving direct
remuneration for goods and services.

FIGURE B2.1.1.2

Restricted definition of employment
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Household enterprise: Unincorporated, nonfarm business owned by households (activity does not
need to be physically located in the household dwelling unit). This includes self-employed people who
run a business that may employ family members without pay, but also self-employed people who run a
business that employs a small number of nonfamily workers on a casual basis.

Inactivity rate: The share of the working-age population outside the labor force (active population).
It includes all those who were not employed or unemployed over the previous seven days, and are not
actively looking for work, because they are in school, are retired, or for any other reason.

Self-employed workers: People working on their own account, with one or more partners or in a
cooperative without employees.

Unemployment rate: The share of the labor force that has worked less than one hour over the previous
seven days, is actively looking for work, and is available to work in the next 15 days.

Wage-employed workers: Individuals who have declared being employed by an employer outside the
household and are paid (either with or without a contract, in cash or in-kind).

Working-age population: Individuals between ages 15 and 64.

24. Unemployment in Togo is low. About 4 percent of those aged 15-64 in 2006 were unemployed, and
the rate fell to 1.7 percent in 2018. Togo is not an exception but rather reflects the inability of unemployment
figures to accurately describe the functioning of the labor market in developing countries. For comparison, Benin
recorded unemployment at 1.4 percent?® in 2018, Guinea at 5 percent in 2019, and Sierra Leone at 4.7 percent
in 2014. These figures should not be interpreted as there being no employment problems in these countries;
rather, given insufficient social protection, poor people are compelled to take any work to survive. Seeking
employment is not without cost and depends on the ability of jobseekers to finance a period of unemployment,
either from personal savings or family support. As a result, jobseekers recorded in official statistics are most
likely to belong to the more affluent segments of the population; other workers have no choice but to accept

any form of occupation, even though it is badly paid and/or working conditions are difficult.

23 World Bank (World Development Indicators, national estimate) for Benin, Guinea and Sierra Leone.
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25. Between 2006 and 2018, the employment rate remained stable except for those aged 15 to 24,
whose employment rate decreased in parallel to an increase in education levels. Indeed, the share of
individuals aged 15-24 still in school grew strongly, from 26 percent to 38 percent. A key question is whether
education systems produce high quality and labor market relevant skills, especially in view of changing and
hard-to-predict demands of the labor market. However, the rise in school attendance is encouraging because it
is likely to teach young people to learn and to develop their capacity to adapt, two indispensable qualities for
professional life.

Changes in employment rate between 2006 and 2018
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Source: Authors’ calculations based on EHCVM 2018 data.

26. Unemployment remains insignificant and mainly affects educated urban youth. The unemployment
rate is very low in Togo (1.7 percent in 2018) and has halved since 2006 (4 percent). However, whatever the period,
it is higher in urban than in rural areas. Breaking down this indicator for 2018 shows that unemployment mainly
concerns men and women in urban areas. The unemployed are essentially young people with high education
in the more affluent segments of society (Q4 and Q5), who likely can afford to wait for “the right opportunity”
to join the labor market.

27. High employment rates mask significant disparities between gender and areas of residence.
Major employment indicators have remained stable over the last decade with the employment rate dropping
slightly from 79 percent in 2006 and 2011 to 76 percent in 2018. The main changes occurred in inactivity rates,
which grew for men and those living in urban areas, a sign that urban men, who are usually educated, can wait
for quality jobs. There has been a notable rise in women's access to education, with the share of working-age
women having attended school doubling between 2011 and 2018. This indicates that girls are beginning to
catch up in terms of education, although the level of education for females remains insufficient at present to
guarantee women access to good quality jobs, especially in rural areas.
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Unemployment Rate in 2018
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FIGURE 2.1.7

Changes in employment rate between 2006 and 2018
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28. Without considering students, the great majority of individuals not participating in the labor
market are women: 75 percent of inactive people are women, whose main obstacle to employment
is domestic work. The rate of non-participation in the labor market is 14 percent among women and only 6
percent among men. It is also higher among individuals who have never attended school and in some more
remote areas, such as the Savanes region. Reasons for not participating in the labor market vary depending on
gender. For women, both in urban and rural areas, the main reason is linked to domestic work. For men, illness

or disability are the main reasons, in addition to the seasonality of rural activities.
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Rate of non-participation in the labor market in 2018
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TABLE2.1.1
Reasons for non-participation in labor market by gender and location in 2018
Urban Rural
Men Women Men Women

Too young 5% 2% 5% 3%
Too old/retired 18% 7% 7% 7%
Domestic work 2% 38% 0% 41%
llness/disability 17% 1% 28% 14%
Do not want to work 2% 2% 2% 2%
Waiting to start own business 9% 1% 9% 8%
Waiting for response to job application 5% 1% 1% 0%
Lack of work 9% 4% 7% 2%
Do not know how to look for work 3% 1% 0% 1%
Seasonal unemployment 6% 2% 17% 7%
Other 24% 21% 21% 15%

Source: Authors’ calculations based on EHCVM 2018 data.
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Togo’s labor market is characterized by low job quality, high underemployment, and
precarious self-employment.

29. Self-employment is the dominant form of employment in Togo, responsible for almost six of
ten jobs. Self-employment is extremely widespread in developing countries. Its importance usually reflects the
inability of the labor market to create decent jobs. This means self-employment is often synonymous with lower
quality jobs, as it represents the only possibility for workers without necessary qualifications for formal salaried
jobs or for those workers with more skills who are waiting for good quality jobs.

Principal employment type over the 12 months preceding the survey

Family worker Trainees
19% 5%

Employer
1%

Private wage
12%
Employee
16%

Self-employed
59%

- Public wage 3%

HH wage 1%

Source: Authors’ calculations based on EHCVM 2018 data.

30. The prominence of self-employment is reflected in key sectors of the economy. As a result, activities
linked to agriculture?* (59.5 percent), trade (74.5 percent), and craftwork (71.2 percent) are dominated by
self-employment, except for other services (42 percent). Wage-employment is more common in sectors such as
public administration (98.2 percent), financial services (64.4 percent), and transport (49.5 percent).

31. Self-employment is more common in rural than urban areas. In fact, 62 percent of jobs in rural areas
are self-employment jobs, compared to 55 percent in urban areas. Wage employment, which represents less
than two of ten jobs, is essentially urban and male. In contrast, three of four family workers are women, the vast
majority of whom live in rural areas. Consequently, income insecurity is greater in rural areas and among women.

32. The predominance of self-employment is not specific to Togo, but there has been very little change
between employment types over time. Benin, Sierra Leone, and Ghana all have self-employment rates above
50 percent. The most striking finding, however, is how the share of employment types has not changed since
1998. From 1998 to 2018, the self-employment rate in Togo remained stable at 52 percent, whereas it went
from 60 percent to 39 percent in Rwanda over the same period. Over the last 20 years, Togo also experienced
weaker growth in the number of wage workers than some other countries, such as Morocco, Rwanda, and
Ghana. From 1998 to 2018, the number of wage workers went from 19 percent to only 21 percent in Togo,
while Rwanda has seen a 23-percentage point and Ghana an 8-percentage point increase. The changes in these
three countries—Ghana, Morocco, and Rwanda—are signs of underlying structural change, which does not
appear to be the case in Togo.

24 The agricultural sector is the main employer with 42 percent of workers in the Togolese economy, followed by trade (wholesale
and retail trade, as well as hotels and restaurants) and other services (teaching, personal services (hairdressers, tailors, etc.) and various
other professions).
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Spread of employment types in key sectors of the economy in 2018
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Spread of employment types by gender and location in 2018
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Spread of employment types in comparator countries from 1998-2018
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33. Underemployment is widespread, especially for women and in rural areas. Underemployment
reflects inadequate duration of work, that is, less than 35 hours per week, which is too little to ensure sufficient
income from most activities in Togo. Including the months worked in the previous 12 months, it appears that 60.5
percent of individuals are underemployed. There is significant underemployment in all forms of employment: it is
51 percent among salaried workers and 57 percent among the self-employed. Therefore, beyond the relatively
low unemployment rate, underemployment is one of the main employment problems in Togo, often linked to
jobs that are insecure, require few qualifications, and provide relatively little remuneration.

Visible underemployment (<35 hours/week)—main job
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34. Underemployment is more prevalent in the agricultural sector than in other sectors of the
economy. According to the EHCVM survey data, 57 percent of people working in agriculture are affected by
underemployment. If we consider the duration of the activities during the year, this rate rises to 77 percent. This
is because agricultural activities last for a few months, whereas activities related to services and industry can be
carried out throughout the year.

Visible underemployment (<35 hours/week)—main job by sector
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35. The rate of visible underemployment is higher in Togo than in all selected comparator countries
except Sierra Leone. Underemployment in both rural and urban areas also disproportionately affects women
in the countries examined, but in lower proportions than in Togo, except Sierra Leone.

Rates of visible underemployment across countries
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36. Education level is positively correlated to job quality. Individuals with no education are overrepresented
among family workers, with almost half of family workers never having attended school. Unsurprisingly,
individuals with some secondary or higher education are more likely to find salaried employment; only three of
ten self-employed people have more than a primary education. Beyond major employment categories, income
data would be needed to better understand return on education in the employment market. Unfortunately,
these data are not available from the 2018 ECVMH survey.

Distribution of education level by employment type
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Source: Authors’ calculations based on EHCVM 2018 data.

School-to-work transition is characterized by gender and location inequalities.

37. The employment rate for youth aged 15 to 35 increases greatly with age, but not all young
people are equal in terms of access to employment. The overall employment rate is 36 percent for 15-year-
olds, and increases to 94 percent for 34-year-olds. Transition from school into employment is slowest for young
urban people because of higher post-primary school enroliment; 76 percent of urban individuals aged 15 are
still attending school, compared to only 43 percent of rural 15-year-olds, as people living in rural areas tend to
join the labor market earlier.

38. Gender inequalities in access to education also persist in transition to employment, with a
significant inactivity rate among women even after age 25. Because women have less access to education,
they join the labor market earlier: at age 15, the employment rate of women is 8 percentage points higher
than for men (19 percent compared to 11 percent, respectively). However, it reaches a ceiling much faster and
stays significantly lower. By age 30, only 78 percent of women have a job compared to 87 percent of men, and
the inactivity rate among women is 15 percent at age 30 compared to only 4 percent for men. Women face
significant social and cultural barriers, particularly in rural areas, which drive them toward marriage and early
pregnancies, creating a significant barrier to women'’s access to employment.

39. Youth have low-quality jobs and work in the most vulnerable sectors of the labor market.
Young people who join the labor market early mainly work as family workers (90 percent of rural youth and
72 percent of urban youth aged 15). The work situation tends to improve for youth in urban areas as they
age, with an increase in the rate of salaried employment, but in rural areas salaried employment is almost
nonexistent; only 6 percent of those aged 30 in rural areas have salaried employment, compared to 33 percent
in urban areas.



FIGURE 2.1.17

Transition from school to employment in urban areas
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Transition from school to employment in rural areas
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Type of employment of young people according to age in urban areas
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Type of employment of young people according to age in rural areas
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Togo’s few wage-employed workers are predominantly male and concentrated in the
service sector.

40. Salaried work increased from 11 percent to 16 percent of jobs between 2006 and 2018. Representing
less than two of ten jobs in 2018, it remains essentially urban and male. Men occupy eight of ten salaried jobs
in the public sector and more than seven of ten in the private sector. Service activities account for the largest
number of employees (80 percent of salaried jobs), ahead of industry (15 percent) and the agricultural sector
(5 percent). Although salaried work can cover a wide range of situations in terms of remuneration and working
conditions, it generally refers to a type of work highly prized because of its stable income. Just as women and
rural workers are overrepresented in insecure jobs, based on duration of work, they are also excluded from
salaried work. Rural women are the least well represented group with 5.1 percent of salaried jobs. In the public
and private sector, urban workers occupy 69 percent and 76 percent of salaried jobs, respectively. Compared
with other countries, salaried work remains the privilege of urban men in Ghana, Guinea, and Sierra Leone.
Countries like Rwanda and Morocco, meanwhile, have succeeded in significantly increasing the share of salaried
work in employment, even in rural areas.

Type of employment by gender and domicile for selected countries
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More than 60 percent of Togolese households work in non-agricultural activities, most of
which are small and precarious.

41. Non-agricultural family businesses are small and precarious and fairly widespread among
Togolese households. Some 60 percent of households practiced a non-agricultural activity in the past 12
months. However, less than 8 percent of these non-agricultural enterprises have employees, and more than 97
percent of the enterprises use family labor. In addition, very few businesses (3 percent) have a tax identification
number and the majority of them operate either at home (31 percent) or on the public highway (27 percent).
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Size of non-farm businesses by type of employee
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42. The majority of non-agricultural businesses operate in the service sector. Retail and wholesale
trade (32 percent) and food products processing and sale (30 percent) are the main activities households
carry out. Other services (20 percent), the third main non-agricultural activity households carry out, includes
the manufacture and sale of handicrafts, carpets, jewelry, and hairdressing, among others. In addition, it
should be noted that 20 percent of households involved in non-agricultural activities combine at least two
different activities.

Types of non-farm activities undertaken by households
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43. Non-agricultural family businesses generate income year-round and are mainly run by women (63
percent). However, they are constrained in terms of financing and clients. Indeed, 72 percent of the enterprises
are financed by their own funds and their main clients are essentially households.



2.2 AN ECONOMY THAT CREATES JOBS, BUT NOT IN SUFFICIENT QUANTITY AND QUALITY

44. Despite some positive economic developments in the country over the past two decades, Togo's
economy is still characterized by untapped potential from its geographic location, demographic
opportunities, and relative stability. Following a period of openness and investment in the early part of
the century and a period of fiscal consolidation and pro-business measures, the country should be well-placed
for strong economic growth. Indeed, the government has engaged in implementing an ambitious strategic
roadmap with large public investment goals. However, a lack of productivity growth (especially in agriculture)
hampers the development prospects of the country, while prospects for further growth from public investment
are constrained by deteriorating fiscal space.

Following a period of moderate expansion in the first two decades of this century, recent
international events have created significant challenges for the economic prospects of
the country.

45. Since the late 2000s, Togo has been in a period of sustained economic expansion supported
by structural reforms, infrastructure spending, and private sector investments. Prior to the COVID-19
pandemic, Togo's economic growth was relatively robust, reaching an average of 5.6 percent over the period
2012-2019. However, a rapid increase in public infrastructure investment up to 2017 led to a significant buildup
in domestic debt levels and services costs, which led the government to change course and undertake significant
fiscal consolidation measures from 2017 to 2019. At the same time, business climate reforms (including measures
easing business creation and transfer of property, receiving loans, construction permits, electricity connection,
and trading across borders) supported dynamic private investment and helped maintain real GDP growth at an
average of 4.9 percent. Since the outset of the COVID-19 pandemic, some of the regained fiscal space was used
to increase public investment, which helped prevent a recession in 2020 (+1.8 percent), while a sharp rebound in
global trade contributed to the subsequent recovery in 2021 (+5.3 percent). Disruptions associated with the war
in Ukraine created significant headwinds in 2022, as reflected in decelerating external demand and rising energy,
fertilizer, and food prices, which adversely impacted key sectors of the economy and dampened households’
purchasing power. Both rural poor who rely on agriculture for their own consumption or as a primary source of
income and urban poor relying on imported food were adversely impacted. These shocks, combined with the
insecurity in the Savanes region, led the government to undertake emergency spending, which contributed to
stabilizing growth at an estimated 4.9 percent in 2022, but increased the budget deficit to 8.4 percent of GDP.

46. The deceleration in economic activity during the COVID-19 pandemic has weighed on jobs and
income, including in the formal sector. GDP growth went from 5.5 percent in 2019 to 1.8 percent in 2020,
reflecting a decrease in private consumption and private investment due to a drop in household incomes from
business interruption. A survey of 160 formal Togolese firms in May 2020, in the early days of the COVID-19
pandemic, found that 13 percent were just partially operating, and 22 percent were temporarily closed, with
tourism, hotels, restaurants, transport, logistics, and warehousing most affected by business closures. Small and
medium enterprises (SMEs) were relatively more affected by business closures (25 percent) than large enterprises
(14 percent). Furthermore, 96 percent of firms declared a reduction in sales over the 30 days preceding the survey,
with almost half of surveyed firms declaring a reduction of more than 50 percent over the reporting period.
Firms also reported putting 22 percent of employees on leave without pay, reducing wages and/or benefits for
21 percent, and reducing working hours for 61 percent.?> Also, the number of firms created dropped by 46
percent between March 2020, when the first COVID-19 case was recorded, and April 2020, when the state
of health emergency was declared.?® While data was collected early in the pandemic, consultations during the
World Bank Country Private Sector Diagnostic (CPSD) missions suggested that the situation for firms would likely
worsen as the pandemic persisted.?’

25 Etude de I'impact du Covid-19 sur le Secteur Privé au Togo : Une évaluation informée par des données (World Bank, June 2020).
26 Centre de Formalité des Entreprises (CFE). https:/cfetogo.tg/statistiques-10.html. Accessed on September 6, 2021.
27 World Bank, Togo CPSD, forthcoming.
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47. Rising inflation has significantly impacted real income gains in 2022, particularly for low-income
earners. Consumer Price Inflation peaked at 7.5 percent in 2022, up from 4.5 percent in 2021 and an average
of less than 2 percent over the preceding decade. While domestic food prices have been the most important
driver of inflationary pressures in 2022, the rising cost of imported goods played an increasing role, with
elevated energy prices translating into rising transport, food, and housing costs, as reflected in core inflation
remaining above 6 percent. Elevated inflation is having broad-based effects on the domestic economy, affecting
the most vulnerable populations through the rising cost of basic goods while further stressing public finances.
For agricultural households, the shock to energy and fertilizer prices associated with the war in Ukraine was
exacerbated but more variable rainfalls in recent years, further impacting livelihoods.

GDP growth and per capita income, 2001-2019

a) Trend in GDP growth, 2001-2019 b) Per capita income, Togo compared to its peers
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Poverty is decreasing but remains high in many regions.

48. Togo's performance in raising living standards has fallen short of its potential, and the COVID-19
pandemic nearly halted poverty reduction. Although poverty has declined in recent years, more than two-fifths
of the population still lives in poverty. The poverty rate (using the national poverty line) decreased from 58.7
percent in 2011 to 55.1 percent in 2015, and recent estimates suggest that poverty continued to fall to reach
45.5 percent in 2018-19.28 Also, inequality—as measured by the Gini index—decreased by 0.013 percentage
points between 2011 and 2015; its contribution to poverty reduction is modest compared to growth (=1.4 versus
—2.2). Economic repercussions from the COVID-19 pandemic and the war in Ukraine are likely to deteriorate the
welfare of the population. The poverty rate also remains high compared to leading WAEMU economies, while
inequality is the second highest in the region after Burkina Faso.?*

49. Slow improvement in living standards partly reflects low labor productivity, falling labor income,
and low job quality. Labor productivity expanded 3 percent per year between 2008 and 2016, higher than

28 Based on the new WAEMU household survey: Enquéte Harmonisée sur les Conditions de Vie des Ménages (EHCVM) but could not be
strictly compared with the previous national household surveys.
29 Cross-country comparison of the EHCVM 2018/19.
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the WAEMU average, allowing a gradual catch-up to WAEMU economies, but represents only 30 percent of
the aspirational peer average. Mean wage and hours of work are both falling. Between 2011 and 2018, mean
wages across key general economic sectors fell by an average 27.3 percent—34 percent in the agriculture sector,°
15.5 percent in the industry sector, and 32.6 percent in the service sector—while working hours decreased
11 percent (about five hours per week). Deterioration in job quality is reflected in the significant increase in
underemployment and the slight decline in waged work since 2011.

Poverty dynamic and inequality, Togo versus peers
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Some job creation, mainly in the industry and service sectors, has accompanied
economic growth.

50. While the structure of the Togolese economy has shifted gradually from agriculture to services
over the past two decades, employment in low-productivity sectors still dominates the landscape. The
primary sector’s share of employment has declined from 48 percent in 2001 to 38 percent in 2019. This has been
met with a similar increase in services from 39 percent of employment in 2001 to 49 percent in 2019. Meanwhile,
industry’s share of employment has remained relatively constant, at 13 percent. Moreover, the agricultural sector
remains a significant burden on productivity, with two-thirds of rural households and 71 percent of the poor
in Togo categorized as agricultural households, and adoption of yield-enhancing technologies is limited, with
only 37 percent and 8 percent of agricultural households, respectively, using fertilizer and improved seeds
and barely 1 percent using irrigation. Furthermore, expansion of agriculture production since the mid-2000s
(3.6 percent per year on average) was mainly driven by increases in cropped area rather than efficiency gains,
which contributed to deforestation and soil degradation.*’

51. Despite relatively volatile growth, employment has trended up over the last two decades, driven
by higher job creation in the industry and service sectors. Total employment increased by 2.8 percent
between 2001 and 2019, mainly due to an increase of workers in the industry sector. Employment growth in
industry increased from an annual average of 1.6 percent during 2001-2007 to 3.1 percent in 2017-2019, as

30 Agricultural wage data may not be reliable, however, because the number of workers observed with agricultural wages drops
precipitously between 2011 and 2018.
31 World Bank, 2022. Togo Country Economic Memorandum.
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significant investments in road infrastructure boosted labor demand in construction. The service sector registered
the highest (4.2 percent) and most stable employment growth rate over the same period. Job creation in the
agriculture sector declined significantly from an average annual 2.2 percent between 2001-2007 to 1.2 percent
over the period 2017-2019, reflecting a steady decrease in agricultural productivity.

52. Being sourced from capital accumulation, and with a strong focus on large public and private
investment projects, growth in Togo did not translate into significant gains in aggregate productivity.
Despite some shift from an agriculture-dominated economy to a services-led one over the last 15 years, the majority
of the working population still struggles in low productivity, and mostly informal, agriculture and services jobs.
The private sector is also highly concentrated, with large firms accounting for 77 percent of the total turnover,
and the region of Lomé acting as home to more than 60 percent of firms in the country. The agriculture sector
is critical to raising income per capita and reducing poverty in Togo, but productivity has been stagnant in the
sector and conditions have deteriorated further in recent years. Total factor productivity has mostly been stagnant
over the last 30 years, below that of peer countries, and average agricultural labor productivity has grown at
just 0.6 percent per year, also below that in peer countries. Employment dynamics or employment growth rates
over time were globally in line with growth in value addition with relatively high heterogeneity across sectors.??

Employment dynamic and growth, 2001-2019
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53. But high employment rates mask a lack of productive jobs. In 2018, more than half of Togolese
workers were engaged in informal subsistence activities that generate low income.?® The share of workers
employed in waged jobs increased from 11 percent to 19 percent between 2006 and 2011, but has declined

32 Centre de Formalité des Entreprises (CFE). https://cfetogo.tg/statistiques-10.html. Accessed on September 6, 2021.
33 EHCVM, 2018/2019.
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Employment dynamic and job quality, 2006-2019
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since. In 2019, the percentage of workers with a wage job stood at 17 percent, lower than the SSA average
(19 percent) and far below aspirational peers such as Morocco (50 percent) and Ghana (26 percent). Similarly,
underemployment almost doubled for all worker groups and irrespective of educational achievement and
residence (urban/rural). The increase in the share of waged workers during the earlier period partly reflects strong
annual growth averaging 6 percent between 2008 and 2011 and the significant increase of paid employees
in the private sector. The reduction in the share of private sector waged workers since 2011, combined with
an increase in self-employment in the non-agriculture sector, has driven the decline in paid employment in the
last decade.

54. Informality is a dominant feature of Togo’s labor market and will remain important. In 2017,
about 90 percent of workers were in the informal sector, with the sector contributing an estimated 35 percent
of Togo’s GDP. While the share of paid employment increased in Togo between 2006 and 2018, it remains low,
compared to its peers. The informal sector is characterized by precarious working conditions, with only 30.9
percent of the workforce having an employment contract. This precariousness is more pronounced in rural
(29.3 percent) than in urban areas (32.3 percent) and results in a very low hourly wage rate, estimated at 235
FCFA (US$0.40).

While job creation, especially in the service sector, has accompanied growth, these
dynamics hide a deficit in private sector waged employment.

55. Economic growth is linked to more jobs in Togo, but not necessarily to better jobs. Between 2001
and 2019, every one percentage point of additional GDP growth was associated with a 0.6 percentage point
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increase in employment. However, the employment intensity of growth from 2001 to 2019 varies across the
sub-periods of the analysis. Employment growth was strongest from 2001 to 2007, which is surprisingly the
period with the weakest economic growth. This implies that a significant share of employment growth was
due to an increase in labor supply that, given high poverty levels, have to find some work, rather than gains
in productivity. Also, the analysis shows that a one percentage point increase in GDP growth over the period
2006-2018 increased waged employment by only 0.1 percent, which could imply that a sizeable share of the
jobs created are not productive. Along gender lines, male and female employment elasticities are about the same.

TABLE2.2.1

Employment elasticities by sex, 2001-2019

2001-2019 2001-2007 2008-2016 2017-2019
Total 0.6 2.5 0.5 0.5
Female 0.7 24 0.5 0.5
Male 0.7 2.6 0.5 0.5
GDP growth 4.0 1.0 5.7 4.8

Source: Authors’ calculations based on World Development Indicator data.

56. While all three general economic sectors experienced employment growth, the service sector
exhibits the highest employment elasticity. Table 2.2.2 presents two types of elasticities: (i) GDP elasticity
shows the percentage point change in sector-specific employment associated with a one percentage point
change in overall GDP, and (ii) value-added elasticity gives the percentage point change in sector employment
associated with a one percentage point change in output in the corresponding sector. The figures show that
employment has been generated in the service sector at a faster rate than in agriculture and manufacturing.
However, the gap is not considerable, suggesting a slow structural change not associated with a net job loss in
primary and secondary sectors. Looking at value-added elasticities, it appears that the service sector has the most
job-intensive growth, followed by the industrial sector. This result suggests that employment in the agriculture
sector responds more to global output than sector-specific output.

TABLE 2.2.2

Employment elasticity and value-added growth by sector, 2001-2019

Agriculture Industry Services
Sector GDP elasticity 0.7 0.6 0.8
Sector value-added elasticity 03 0.6 1.0
Average annual value-added growth 2.0 3.9 2.9

Source: Authors’ calculations based on World Development Indicator data.
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Togo will need to create an additional 1 million jobs by 2030 to absorb the growing
working-age population and will therefore need to maintain a GDP growth rate of at least
4.6 percent per year to ensure the status quo.

57. Decreasing fertility and increasing life expectancy are creating opportunities for Togo from the
coming demographic dividends. The age structure of the Togolese population changed moderately between
2001 and 2019, due to declining fertility combined with increasing life expectancy; the total fertility rate fell
from 5.4 births per woman in 2001 to 4.2 in 2019, while life expectancy increased by about 7.5 years. Over
the same period, the dependency ratio fell from 85.6 percent to 78.2 percent. The falling dependency ratio
could create a demographic dividend that spurs economic growth, but this requires creating jobs fast enough
to keep up with the significant increase in the working age population. Thus, in order to take advantage of
these demographic changes, the employment elasticity should be equal to or higher than the relative change
between working age population and growth. Over the period 2001 to 2019, employment growth (2.8 percent)
just matched the increase in the working age population (2.9 percent). However, during the period of slow
growth (mainly during the years 2001-2007), the jobs created were likely of poor quality, as the productivity
growth was negative (-1.7).

Demographic change and labor supply
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58. Given its increasing working-age population, Togo will need to create an additional one million
jobs by 2030, which would require a GDP growth rate of at least 4.6 percent per year to ensure that
status quo in labor market conditions. A simple extrapolation of the current labor market trends shows
that Togo will need to create one million jobs by 2030 to absorb future labor market entrants. To achieve that,
growth would need to average at least 4.6 percent per year based on historical trends, notably the elasticity of
jobs-to-GDP growth that stood at 0.6 over the period of 2001 and 2019. Such growth rate would be enough
to absorb new labor market entrants but not to ensure rapid gains in informality and poverty reduction, while
labor productivity would remain lackluster in this scenario. More fundamental improvements in labor market
conditions would require significantly faster growth underpinned by reforms supporting structural transformation
and job creation. Under the current baseline projections by the World Bank, growth would average 6 percent
over the period 2023-2030, which would help create 1.4 million new jobs by 2030, while the more optimistic
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Scenarios for job creation

a) Projected growth and job creation path b) Projected job creation path by sector
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assumptions of the Feuille de Route Gouvernementale 2020-2025 (7 percent) would be consistent with the
creation of 1.6 million new jobs. In terms of sectoral distribution, a continuation of current hiring trends would
imply the service sector’s share of total employment increasing from 49 percent to 54 percent by 2030, with
agriculture’s share decreasing by an almost identical amount, from 38 percent to 33 percent, and industry remaining
broadly unchanged at 12 percent. However, these trends do not account for the effect that services tend to
expand more rapidly with economic growth. Taking this into account, the service sector’s share of employment
could reach 58 percent by 2030, comprising 1.1 million of the 1.4 million new jobs embedded in World Bank
projections. Ensuring high quality services jobs and expanding manufacturing to alleviate some pressure on the
services industry should be prioritized to avoid undercutting productivity in the services industry.

Structural transformation remains sluggish, with a slow shift from agriculture to services,
but almost no productivity growth.

59. Increases in labor productivity can help boost labor demand across sectors. Labor productivity expanded
by an average of 1.1 percent between 2001 and 2019 in Togo, mainly driven by higher productivity growth in the
industry (1.3 percent) and service sectors (0.8 percent). In the most recent period (2017-2019), productivity gains
came from a significant increase in labor productivity in the service sector. Although within-sector reallocation
(from less to more productive firms within a specific sector) has accounted for the larger share of productivity
growth over the last decade, workers are also gradually shifting away from agriculture to the service sector, which
could have supported incremental gains in aggregate productivity. The case of Togo stands in contrast to that of
Sub-Saharan countries and in particular Rwanda and Ghana, where, first, overall labor productivity growth has
been higher and second, the contribution of structural transformation has been more significant.
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FIGURE 2.2.7

Structural change and employment dynamic
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TABLE2.2.3
Growth in labor productivity, 2001-2019
Overall Agriculture Industry Services
2001-2019 1.1 0.5 1.3 0.8
2001-2007 -1.7 -0.4 -1.0 -3.1
2008-2016 29 0.6 5.6 23
2017-2019 2.6 1.6 0.7 3.1

Source: Authors’ calculations based on World Development Indicators data.

60. When well managed, urbanization has the potential to drive overall productivity growth and
improve the quantity and quality of jobs through scale and agglomeration effects and specialization.
In East Asia and parts of Latin America, urbanization has been accompanied by growth in the manufacturing
sector, faster job creation, and subsequent large rises in GDP per capita, so similar results would be expected
in other regions of the world, including West Africa. Togo has experienced high levels of movement from rural
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to urban areas: in 1950, less than 5 percent of Togolese lived in urban areas compared to about 42 percent
today. Yet during the same stretch of time, per capita incomes have barely grown. One reason for that is that
the manufacturing sector has struggled to establish itself as urbanization increases, as has been the case in
other urbanizing regions (East Asia, Latin America). Urbanization has not been associated with an increase in
the relatively productive skilled manufacturing sector in Togo. Togo’s cities, and especially Greater Lomé, have
difficulty generating the economies of scale and specialization that high-productivity industries need to generate
sufficient employment.

61. The informal sector can create more jobs when formal sector employment shrinks, but this often
comes at the expense of job quality. The informal sector in Togo is characterized by lower labor productivity
and poor working conditions, including lack of social protection, low rate of paid employment (about 1.7
percent in 2017 compared to 31 percent in the formal sector), and lower wages (235 FCFA/US$0.40 per hour
on average compared to 1,770 FCFA/US$3 in the formal sector). Between 2001 and 2019, the share of the
informal economy decreased slightly from 35.8 percent to 33.1 percent of GDP,3* while annual growth in total
employment stagnated at around 2.8 percent. Also, the correlation between GDP and informal sector growth
is weak, with an elasticity of informal sector to growth estimated at —0.11. Achieving better job quality in a
context of widespread informality is challenging and will require increasing the productivity of informal activities
as well as providing incentives for private informal firms to formalize.

Informal sector, employment and growth
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2.3 FORMAL LABOR DEMAND REMAINS LIMITED DUE TO LOW ENTRY RATES OF NEW
ENTERPRISES AND THE CREATION OF FEW NEW JOBS

62. The Togolese economy is dominated by very small informal firms, with few firms of significant
size. According to the 2018 firm census,*> 96.9 percent of Togolese firms are small, and 93 percent of firms
are single-owner operated without employees and with average annual turnover of less than US$5,000. Only

34 Melina, L. and Schneider, F. (2019). Shedding Light on the Shadow Economy: A Global Database and Interaction with the Official
One. Cesifo Working Papers 7981.

35 The 2018 Firm census covers formal and informal businesses with fixed premises for professional use (i.e. a room built with durable
materials and an entrance door). The scope of the census was extended to also cover public hospitals, businesses that operate not within
a fixed premise as defined by the census, but next to it (including carpentry, brick making, car and motorcycle repair; etc.), artisanal
bakers, and NGOs.
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a little more than 2,000 firms in Togo have an annual turnover above US$100,000,% with just 303 large firms
with a turnover exceeding US$1.7 million. The latter are mainly present in banking, industry (agro-food and
industrial products), services (insurance, hotel industry, transit and logistics, port handling), mining, construction,
public works, and commerce. Furthermore, just 14.5 percent, or around 17,000 of the firms identified in the
census are formal, representing 41.8 percent of jobs; the majority of firms in the census tend to be located more
towards the southern part of the country, with the Lomé region containing more than 60 percent of firms and
accounting for 71 percent of employment.3’

63. The formal private sector has not been creating enough jobs to absorb a growing and gradually
better-educated workforce. The employment-to-sales elasticity for formal firms has fallen somewhat over
time and is lower in Togo than in some peer countries. The elasticity of job-to-sales growth in formal firms fell
from 0.95 to 0.82 between 2009 and 2016, indicating that firms have not necessarily hired workers as their
sales have grown.?® Togo’s job-to-GDP growth elasticity is also lower than for structural peers Benin (1.8 in
2016), Guinea (0.96 in 2016), and Sierra Leone (0.82 in 2017).3° Its East Asian peers display a much higher job
creation-to-sales growth elasticity, with 3.1 and 5.5 respectively for Cambodia (2016) and Bangladesh (2013),
evidencing a labor-intensive growth spurt in these countries.

Elasticity of job growth to sales growth (average) in formal firms, by country
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64. Elasticity of jobs-to-sales growth in formal firms also differs by sector, yet with diverging results
from the overall economy. In 2016, jobs-to-GDP elasticity was highest in the construction sector at 0.91,
closely followed by the manufacturing sector at 0.9 and the services sector at 0.68. Formal manufacturing
and construction firms therefore stand out as more labor intensive compared to formal services firms. In the
formal services sector, the elasticity of job creation-to-sales growth fell substantially between 2009 and 2016,
from 3.9 t0 0.68. In the formal manufacturing sector, Togo had a very low job-to-sales elasticity in 2009 (0.33),
which almost tripled to 0.9 by 2016, placing it ahead of most of its structural and aspirational peers, as well
as Cambodia.

36 INSEED defines large firms as those with a turnover above 1 billion FCFA, medium firms as those with turnover between 1 billion
FCFA and 60 million FCFA, and small firms as those with a turnover less than 60 million FCFA (around US$100,000).

37 World Bank, Togo CPSD, forthcoming.

38 The latest available data in the Enterprise Survey of the World Bank for Togo is from 2016. The analysis took into account data from
2011 and 2016 in preparing the write-up of this chapter.

39 The World Bank Enterprise Survey is answered by business owners and top managers. Sometimes the survey respondent calls
company accountants and human resource managers into the interview to answer questions in the sales and labor sections of the survey.
The manufacturing and services sectors are the primary business sectors of interest and formal (registered) companies with five or more
employees are targeted for interviews.
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Elasticity of job-to sales growth (average), Togo
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The entry rate of formal firms has been rising since 2017 and is expected to improve
jobs-to-GDP elasticity.

65. Over the past decade, Togo’s (formal) firm entry rate has steadily increased, a positive development
which can improve the elasticity of jobs-to-GDP growth over time. Togo’s firm entry rate per 1,000
working age adults went from 0.15 in 2009 to 0.94 in 2020, showing a clear upward trend, especially since
2017. Formal firms were notably created in the service sector in urban areas, which saw an increase in wage
employment. The growing entry rate has the potential to improve the elastic of job growth-to-GDP growth
over time, provided that the positive trend continues in the wake of the COVID-19 pandemic recovery.

New business entry and new business entry rate between 2009 and 2020
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66. Government reforms to simplify the business registration process explain the increase in new
business entry since 2017. Over the past few years, a series of reforms have reduced the time to register a
company, including reduction of minimum capital requirements, a decrease in registration fees that can now
be paid directly at a one-stop-shop, and waving of a previous requirement to notarize company documents.
Between 2004 and 2020, the number of procedures required to register a business were reduced from
1310 3.4

67. Togo's business entry rate for 2020 compares well to Benin, Nigeria, and Céte d’lvoire, yet
still has some way to go to achieve entry rates observed in its aspirational peers. While Togo fares
relatively well compared to Benin and is at similar levels as Nigeria and Cote d’lvoire, it still has some way
to go to catch up with aspirational peers Rwanda and Morocco, which have an entry rate of 2.17 and 2.24
respectively for 2020.

40 Business reforms in Togo-Doing Business-World Bank Group. 2020.
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Enterprise entry rate (registrations) per 1,000 working age adults in 2020
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68. Female formal business ownership remains limited, albeit with an upward trend. Female business
ownership among newly registered firms remains low, with less than one-third of new firms owned by women
in 2020. However, since 2014 a steady upward trend has occurred, with female ownership increasing from 22
percent in 2014 to 32 percent in 2020. It should be noted that women tend to work more in the informal sector
and face constraints that can limit their ability to contribute to the formal private sector.

FIGURE 2.3.7

Number and share of new business owners who are women is steadily growing (2014 to 2020),
although at low levels
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Low profitability related to hiring additional employees might partly explain the low
elasticity of jobs-to-GDP growth.

69. Low profitability of hiring additional employees is a key factor contributing to low job-to-GDP
growth elasticity in Togo. Total labor costs relative to production costs, and wage per worker relative to GDP
per capita, are high. Since productivity remains low, the profitability relative to labor costs per worker is low.

70. For formal firms in Togo, the share of (non-capital) production costs going to wages, benefits,
and social security contributions is relatively high. At 70 percent, labor costs as a share of production costs
were very high in Togo in 2016 compared to East Asian peers (Cambodia at 26 percent and Bangladesh at 33
percent), and remain somewhat high compared to Ghana (54 percent in 2013) and Sierra Leone (55 percent in
2017). The level of labor costs is an important consideration for firms when evaluating the profitability of hiring
additional workers, and thus may suppress the economy’s possibility of creating more formal wage jobs.

71. Labor costs per worker (before salary taxes) are high relative to GDP per capita. Togo's wage per worker
as a share of GDP per capita stood at 549 percent in 2016, higher than in any peer countries except Cambodia

(724 percent in 2016) and Rwanda (2,446 percent in 2019). Labor costs per worker relative to GDP per capita are
lowest in Ghana (102 percent in 2013), Sierra Leone (165 percent in 2017), and Benin (192 percent in 2016).

Total labor costs relative to production costs, by country
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72. Employing additional workers became less profitable for formal firms in Togo between 2009
and 2016. Per capita profitability relative to labor costs per worker fell from 35 percent in 2009 to 13 percent in
2016. Besides Ghana and Togo’s East Asian peers, all aspirational and structural peers have a higher profitability
relative to labor costs per worker.

Profitability per worker relative to labor costs per worker, by country
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73. Higher labor costs may be responsible for declining elasticity of employment-to-sales of formal
firms in Togo. High total labor costs relative to production costs and low worker productivity relative to per
capita labor costs reduce incentives for firms to hire additional workers, which depresses job creation in Togo’s
formal economy.

Given productivity and income, the total cost of labor (salary, taxation, and social
security] is not competitive and may explain the weak incentive to hire employees.

74. Togo's 2008 and 2012 minimum wage increases made hiring lower skilled, lower-wage workers
suddenly more costly for formal firms relative to value added per worker. The increase in per capita
value added in the agricultural and the industry sectors over time was too slow to keep pace with the 2008 and
2012 increase in the formal minimum wage. At least 50 percent of urban wage and industry workers earned
less in 2011 than the eventual 2012 minimum wage, and median wages for agricultural workers were well
below the minimum wage. Also, median earnings in rural areas remained much lower than the minimum wage
in all sectors except services, suggesting that compliance with formal requirements was unlikely to be viable for
those firms.

47



Trends in the real minimum wage and value added per worker, agriculture and industry
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TABLE 2.3.1

Median monthly earnings in current CFA

Year

2013

2014

2015

—=== Scaled Industry GDP per worker
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2016

—-—- Minimum wage

All Agriculture Industry Services
Urban
2011 35,000 6,462 32,000 40,000
2015 50,000 35,000 50,000 50,400
2018 45,000 30,000 35,000 45,000
Rural
2011 12,681 5,815 21,000 35,000
2015 16,154 13,000 15,000 25,000
2018 33,600 21,000 25,000 35,000

Source: Authors’ calculations based on EHCVM and QUIBB data.

75.

Labor market trends over recent years seem to confirm that the cost of labor is too high to allow

the economy to create enough jobs. While the share of workers in private wage employment expanded from
6.9 percent to 14.8 percent between 2006 and 2011, it contracted to 13.4 percent after the minimum wage
increase in 2012. At the same time, the share of the working-age population that is self-employed has grown
from 28.9 percent in 2006 to 33.2 percent in 2018.
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Employment over years, age 15-64
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76. These trends differ according to workers’ level of education. The share of wage employment for
Togolese who have not completed primary education increased between 2006 and 2011, but then declined
as many Togolese reverted to self-employment. The opposite trend is occurring among Togolese who have
completed secondary or some tertiary education, indicating that the rising cost of labor pushed lower-skilled
workers out of the formal wage economy.

Employment over years by education, age 15-64
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77. A shift back into agriculture work took place between 2011 and 2018, especially for youth.
The share of agricultural employment decreased from 53.2 percent in 2006 to 41.0 percent in 2011, with an
increase of employment in the industry. However, these trends reversed between 2011 and 2018, bringing
the share of agricultural employment back to 43.1 percent. The trend reversal is particularly pronounced for
younger people (15-24).

Industry over time and by age, age 15-64
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78. High labor income taxes and social security contributions in Togo might push some workers and
firms towards the informal sector. In Togo, the total tax wedge*' is 24.5 percent of the wage bill (without
other income taxes). Firms pay a 3 percent tax on gross salaries and 17.5 percent in social security contributions,
while employees contribute 4 percent to social security. Social security contributions for wage employees in
the formal private sector include 12.5 percent for old age pension, 3 percent for family benefits, and 2 percent
for work injury. Togo's social security contributions as a share of gross salaries stand at similar levels to those
in Benin (16.4 percent), Morocco (15.38 percent), and Guinea (18 percent), but well above Rwanda (with 5.3
percent paid for by the employer and 3.3 percent by the employee). Moreover, labor taxes and contributions as
a share of profits are higher in Togo than in its East Asian peers as well as in Rwanda, Sierra Leone, and Ghana,
according to 2020 Doing Business data. The high share of labor taxation and social security contributions and
subsequent high labor costs might push some firms towards the informal sector.

79. Togolese firms hire a larger share of workers on a temporary basis than in other countries, which
seems to substantiate constraints related to profitably hiring additional workers. In Togo, the share
of temporary workers increased from 11 percent to 12 percent of all workers between 2009 and 2016. This is
higher than in any of Togo's peers, ranging from 1.6 percent in Bangladesh (2013) to 8.3 percent in Rwanda
(2019). This might indicate that firms avoid regulations associated with more permanent workers.

41 The tax wedge is defined as the ratio between the amount of taxes paid by an average worker (single person at 100% of average
earnings) and the corresponding total labor cost for the employer.
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Labor taxes and contributions as a share of profits
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FIGURE 2.3.17

Proportion of semi-skilled and un-skilled workers (out of all production workers), by country
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80. Furthermore, Togo’s manufacturing firms use a higher share of semi-skilled and a lower share
of unskilled workers than firms in peer countries, possibly the result of relatively high labor costs. In
Togo's manufacturing sector, just 17 percent of workers were un-skilled, 45 percent were semi-skilled, and 38
percent were high-skilled in 2016. The share of un-skilled workers is lower only in Guinea (7.3 percent in 2016),
and in none of the peer countries do manufacturing firms have a higher share of semi-skilled workers. These

figures seem to indicate that the current level of labor costs significantly restrict job opportunities of un-skilled
workers in the formal sector.

External financing remains costly and access limited, although it differs by sector.

81. Access to finance may be limiting Togolese firm growth, but, overall, this does not seem as big
of an obstacle as in some other countries. \While formal firms in Togo perceive access to finance as a major
constraint, it is not brought forward in the Enterprise Survey as the most important constraint as often as by
firms in some peer countries. According to the survey, 51 percent of firms in Togo in 2016 identified access
to finance as a major constraint for doing business. This share is higher than in Rwanda (17 percent in 2019),
Morocco (28 percent in 2019), Guinea (30 percent in 2016) and Benin (43 percent in 2016). However, it was
not perceived as the biggest obstacle: only 24 percent of Togolese formal firms perceive access to finance as
the biggest constraint, which is lower than in Rwanda (31 percent in 2019), Benin (33 percent in 2016), Sierra
Leone (40 percent in 2017), and Ghana (50 percent in 2013).

Share of firms identifying access to finances as a major constraint, by country
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82. Furthermore, although the share of loans requiring collateral in Togo is high, the level of collateral
is normal. In Togo, 91 percent of loans require collateral, only surpassed by Rwanda (99 percent in 2019), and
Guinea (100 percent in 2016). At the same time, the value of collateral needed for a loan is about as high as in
Togo's peer countries and has not fundamentally changed between 2009 and 2016.

Proportion of loans requiring collateral, by country
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Value of collateral needed for a loan (percent of the loan amount), by country
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83. Compared to its peers, a larger share of Togolese firms uses banks to finance investments and
working capital. In 2016, 26 percent and 40 percent of formal firms in Togo used banks to finance investments
and working capital, respectively, higher than in any structural and East Asian peers. Only in Morocco does
a larger share of firms access bank loans to finance investment or working capital, with 44 percent and 45
percent respectively in 2019. As a result, the share of investments financed by internal funds is lower for firms
in Togo, except for Morocco: while formal firms finance 65 percent of investments with internal funds in Togo,
this share stands at 54 percent for Morocco, but reaches 89 percent for Rwanda (2019) among the aspirational
peers, 92 percent in Guinea (2016) among structural peers, and 96 percent in Cambodia (2016) among East
Asian peers.

84. However, data from the 2016 Enterprise Survey may not capture some business growth
constraints related to financing. The banking portfolio in Togo is concentrated in a few sectors. According
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Share of firms using banks to finance investments, by country
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Proportion of investments financed by internal funds, by country
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to BCEAO data, almost 80 percent of bank credit went to the services sector in 2020: 28 percent went to trade
and hospitality services, 24 percent to various services, 17 percent to transport, and 18 percent to construction.
Less than 1 percent went to agriculture, which financial operators explain by the lack of credit history and the
high level of informality. Digitizing payments represents an opportunity to improve financial inclusion, notably
for small enterprises, in a context where access to physical financial services remains low.* Moreover, World
Bank FINDEX data indicates gender differences in terms of financial inclusion in Togo: in 2021, 29 percent of
men compared to 21 percent of women above the age of 15 years had an account at a financial institution;
12 percent of men compared to 11 percent of women above the age of 15 years had saved at a financial
institution; and 49 percent of men compared to 39 percent of women above the age of 15 years had made
or received a digital payment.*3

A series of microeconomic risks and distortions has a negative effect on firm entry and
the creation of more good quality jobs.

85. Togolese formal firms consider tax rates as the biggest constraint in the business environment.
Tax rates are cited as the most important constraint by 55.8 percent of Togolese survey firms in 2016, more
than firms in any peer country. In the 2016 firm survey, 56 percent of firms in Togo identified tax rates a major
constraint, while this share ranges in peer countries from 6.5 percent in Cambodia (in 2016) to 52 percent in
Ghana (in 2013). Similarly, 26 percent of Togolese firms identified tax rates as the biggest constraint in 2016,
which is also higher than in any of its peers.

Share of firms identifying the business environment area as a major constraint
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42 World Bank, Togo CPSD, forthcoming.
43 World Bank FINDEX. https:/www.worldbank.org/en/publication/globalfindex/Data. Accessed on December 19, 2022.
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Share of firms identifying tax rates as a major constraint, by country
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FIGURE 2.3.27

Share of firms identifying tax rates to be the biggest obstacle, by country
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86. Corruption in Togo also negatively affects the general investment climate, thus suppressing firm
entry and wage job creation. In the Enterprise Survey, 45 percent of Togolese firms identified corruption as a
major constraint, close to most peers with the exception of Rwanda (0.2 percent in 2019), Cambodia (10 percent
in 2016), and Guinea (31 percent in 2016). However, 86 percent of firms in Togo in 2016 indicated having
paid informal payments, a higher share than only Rwanda (100 percent in 2019). Transparency International’s
Corruption Perceptions Index (CPI) confirmed these findings, where Togo scored 30 out of 100 points in 2021
and ranked 128th out of 180 countries. In comparison, Togo scored somewhat the same as structural peers
Guinea (score 25, ranking 150) and Sierra Leone (score 34, ranking 115), but well below Benin (score 42,
ranking 78) and aspirational peers Morocco (score 39, ranking 87), Ghana (score 43, ranking 73) and Rwanda
(score 53, ranking 52). However, it scored better than both Cambodia (score 23, ranking 157) and Bangladesh
(score 26, ranking 147), its East Asian peers.

Share of firms who paid informal payments, by country
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87. Furthermore, more than half of Togo’s firms identified practices of informal competitors as a
major constraint, higher than in any peer countries. \While there is a healthy degree of competition in most
sectors, having to compete with the practices of informal competitors is perceived as “unfair,” as informal firms
tend not to be as burdened by regulation and taxation. In this context, it is important to note that the private
sector is heavily fragmented and dominated by the informal sector, with just 14.5 percent or around 17,000
firms in Togo operating in the formal sector.

Share of firms identifying practices of competitors in the informal sector as a major constraint,
by country
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88. While Togo’s economy has not been creating enough good quality jobs to absorb the growing
labor force, the GoT has introduced several reforms to lift constraints related to formal firm entry
and job creation:

(a) Togo's new Labor Code has improved labor regulation flexibility. Togo’s 2021 Labor Code
introduced several changes, including: (i) reinforced measures to protect workers against age and gender
discrimination, (i) different types of contracts and descriptions of associated conditions, (iii) flexibility on
working hour arrangements and of conditions for remote work, (iv) mandatory health insurance for all
employees, and (v) clarification on the creation of unions and representation within them. According to
international evidence, economies with flexible employment regulations tend to have a smaller informal
sector and therefore more formal wage jobs. Formal sector wage jobs tend to be of higher quality
than informal jobs, as they come with higher earnings and better worker protection. The share of non-
agricultural employment in the informal sector correlates negatively with the employing workers score
(a proxy for employment regulation flexibility). In economies with more rigid employment regulations,
un-skilled and semi-skilled workers carry this burden rather than firms, as they tend not to find wage
jobs corresponding to their skill level and are pushed towards the informal sector.
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Economies with flexible employment regulation have smaller informal sectors
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(b) Reforms have simplified the tax system. Since 2016, the GoT has introduced major reforms to simplify
the tax system. Among other changes, the government has eliminated several minor taxes—including
on wages, supplementary income taxes, and specific manufacturing and beverage trade taxes—and
lowered the corporate income tax rate from 28 to 27 percent. The reforms have sought to improve
compliance and facilitate tax payment.*

(c) Reforms have also simplified the business registration process. This has led to an increase in new
business entry since 2017. Over the past few years, a series of reforms have reduced the time to register
a company, including reduction of minimum capital requirements, decreases in registration fees that
can now be paid directly at a one-stop-shop, and waving of document notarization. Between 2004
and 2020, the number of procedures required to register a business decreased from 13 to 3.# Togo's
business entry rate for 2020 compares well to Benin, Nigeria, and Céte d’Ivoire, but still has some way
to go to achieve entry rates observed in its aspirational peers.

(d) The development of several zone projects has the ambition and potential to improve industrial
infrastructure by attracting new investments. These include the recently inaugurated Plateforme
Industrielle d’Adetikopé situated 25 km north of Lomé, a special economic zone (SEZ) planned under
the Togo-China Merchant Group partnership signed in 2015, and the development of 10 agro-poles by
2030. Moreover, a series of reforms have made the business environment more conducive to growth,
including simplification of the process to create a new business, streamlining requirements for property
registration and reduction of related costs, and facilitation of access to credits.*®

44 World Bank, Togo CPSD, forthcoming.
45 Business reforms in Togo-Doing Business-World Bank Group.
46 \World Bank, Togo CPSD, forthcoming.
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89. Togo's reforms, as well as ongoing efforts to attract more investment, show the GoT's commitment
to further promoting private sector development, a policy firmly at the core of the Feuille de Route
Gouvernementale 2020-2025. These reforms and efforts are expected to increase the number of good quality
jobs. While the 2016 Enterprise Survey (ES) data have not allowed assessment of effects from these reforms on
firm entry and formal firms’ hiring, the reforms are expected to improve results in the next ES round. This will
provide an opportunity to re-assess where Togo stands on its path to provide good quality jobs to all Togolese,
and take stock of additional reforms that might be needed from a jobs perspective.
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3. DEEP DIVES

90. Building on the analysis of macro, labor supply and labor demand side constraints in the first part,
the Jobs Diagnostic is, in a second part, focusing on three deep dives warranting further investigation.
The deep dive topics were identified based on key characteristics of Togo's labor market highlighted in the initial
analysis, the current knowledge base on these elements, and consultations with counterparts. Based on this,
the second section of the Jobs Diagnostic is focused on the following topics:

(@) Assessment of the resilience of non-poor informal workers, or the “missed middle” of social protection
(b) Assessment of the productivity of informal businesses

() Jobs potential in agriculture, both on and off the farm

91. The first two deep dives are motivated by the fact that 9 out of 10 jobs in Togo's economy are
informal. Informality will remain a key characteristic of Togo's economy in the near future. While informal
employment is often associated with low levels of productivity and earnings, it can also provide more independence,
with 3 out of 10 businesses owners citing to be their own boss as main motivation to create the business.
Moreover, the informal sector is largely female, with 7 out of 10 business owners being women; yet, female
entrepreneurs, on average, are less productive than their male counterparts. The first two deep dives therefore
aim to gain a better understanding of the heterogeneity of informal sector workers and informal businesses to
identify tailored policy options:

92. The first deep dive is dedicated to informal sector workers, with a focus on non-poor households
deriving their income from the informal sector: they don't have access to social insurance schemes for private
or public sector workers in the formal sector, nor are they eligible for social programs targeting those below
the poverty line. They are commonly considered the “missed middle” of social protection, as there is no policy
instrument in place to protect them from shocks that impacts their employment and earnings. Depending on
their level of resilience, these households may need to resort to negative coping mechanisms and risk to slide
into poverty. The deep dive presents the landscape of current social protection schemes and their respective
target populations. It then analyzes the types and incidence of shocks that households are confronted with,
before assessing the level of resilience of the “missed middle” as a basis to explore tailored policy options to
extend social protection (through contributory and non-contributory schemes) to all population groups.

93. The second deep dive is focused on informal businesses—the enterprises run by informal sector
workers that are not register and do not pay taxes. \While policy options in the past tended to be focused
on formalization efforts, they have not proven to be efficient, unless they are targeted to those informal firms
that have a profile closer to formal firms. Togo has made important progress in simplifying firm registration
procedures, leading to an important increase of registered firms over the past few years. Yet, formalization is not
just about the cost of formalizing, but also the cost of being formal, including paying taxes and complying with
labor regulations. Depending on the level of productivity and structure of informal businesses, this might not be
achievable, and might drive some firms out of business. The deep dive presents the results of a cluster analysis
that aims to shed light on the heterogeneity among informal businesses: some are well structured, relatively
more productive and better integrated in the market, while others could be characterized as low productive
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subsistence activities. The group in-between has some growth potential, and targeted policies could help these
firms become more productive, better structured and more integrated into markets, hence increasing the earnings
of those affiliated with a path to formalization in the medium to long term.

94. The third deep dive is focused on jobs in the agricultural sector, given its importance for Togo's
economy. Agriculture and connected activities along the value chain, including input provision and post-harvest
activities, account for 2 out of 3 jobs in Togo. While productivity levels are low, especially for farming activities,
agricultural value chains are a vehicle to offer jobs opportunities on and off the farm to workers across a broad
array of skills profiles. The deep dive discusses key employment characteristics in Togo's agricultural sector. It
then presents key conclusions from a recent World Bank study on jobs in value chains, focusing on shea, red
pepper and ginger as examples of high potential value chains for better jobs outcomes. The conclusions and
recommendations are a result of applying an explicit jobs lens to agricultural value chain development; an
approach that warrants more attention to identify and utilize synergies at the intersection of employment and
agricultural policies.

3.1 NON-POOR INFORMAL WORKERS CAN BE VULNERABLE TO SHOCKS AND
REPRESENT THE “MISSED MIDDLE”—THOSE NOT COVERED BY SOCIAL
PROTECTION

95. As an economic concept, informality can be seen as a multidimensional phenomenon affecting
both firms and workers. The ILO uses two approaches to define informality: the firm approach and the
workforce approach. For the firm approach, the most common definition of informality is based on the criterion
of legal and tax registration. In Togo, a firm not registered with the Centre de Formalité des Entreprises (CFE)
and which does not pay taxes to the Office Togolais des Recettes (OTR) is defined as informal. For the workforce
approach, informality implies that an employee is not registered with the Togo Pension Fund (Caisse de Retraites
du Togo, CRT) or the National Social Security Fund (Caisse Nationale de Sécurité Sociale, CNSS). Registering
employees with the CNSS generally represents the last administrative step in the firm formalization process.
In reality, informality is a continuum, and the level of formality of many businesses is somewhere in-between:
some businesses do pay taxes at the local level, but are de facto informal, while others are registered with the
CFE and pay taxes, but their employees are not registered with the CNSS.

Almost half of Togo’s population lives in a non-poor informal household and is considered
the “missed middle” of social protection.

96. Togo’s social protection programs are designed to cover formal sector workers and the poor. Togo
has contributory and non-contributory social protection schemes, covering respectively formal sector workers
and households below the poverty line. Togo provides social insurance protection—old age, disability, survivors,
sickness, and maternity benefits (sick leave)—to all civil servants and to those formally employed in the private
sector through two separate, contributory, pension schemes: the CRT scheme is the public sector scheme,
which has a total of 19,300 beneficiaries and 34,000 contributors (civil servants and military personnel), and
the CNSS is the private sector scheme with a total number of 40,240 beneficiaries, and 129,161 contributors.*’
The total number of contributors to both CRT and CNSS represents only around 5 percent of the active working
age population, hence more than 95 percent of people are not covered by a contributory scheme. The non-
contributory schemes target poor households, with the main programs being the cash transfer program (covering
all five administrative regions), under the Safety Net and Basic Services (Filets Sociaux et Services de Base, FSB)
Project, and the school canteen program. So far, these programs remain limited in actual coverage, reaching
12.7 percent and 2.4 percent of the poor and vulnerable, respectively.

47 ]LO, 2018. Analyse du systeme de protection sociale a travers le processus SPPOT: Vers un socle national de protection sociale pour
le Togo.
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97. Those households operating in the informal economy that are not poor are the “missed middle”
of social protection policy and might be vulnerable to poverty in case of a shock that impacts their
economic wellbeing. Until recently, Togo’s social protection strategy has only marginally considered non-poor
households depended on earnings from the informal economy: they are excluded from the traditional contributory
pension schemes and do not qualify for support under the non-contributory social programs targeting those
below the poverty line. The COVID-19 pandemic as well as the war in Ukraine have highlighted the vulnerability
of non-poor segments of the informal sector, which account for 44.4 percent of the population, and up to 58.9
percent in the Lomé Commune.

The poor, the formal, and social protection’s “missed middle”
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Source: Authors’ calculations based on EHCVM 2018 data.

Note: A household is deemed “formal” if the head or their spouse is formally employed, in the sense that they receive social protection
benefits through their job.

98. Since the onset of the pandemic, however, the GoT has displayed remarkable efficiency,
innovation, and political will in providing social protection to the “missed middle.” In April 2020,
the GoT put in place the Novissi program, a digital emergency cash transfer scheme targeted at those most
affected by pandemic containment measures, i.e. those active in the informal sector. Under the first stage of the
Novissi program, around 573,000 beneficiaries received cash transfers, totaling US$19.5 million, to mitigate the
economic impacts of lockdowns and curfews. With additional financing by the international NGO GiveDirectly,
the number of beneficiaries reached a cumulative 820,000, with transfers totaling US$22.7 million by August
2021.“¢ The commitment to expand social protection to those not previously covered is also reflected in the
2021 bill establishing universal health coverage (Assurance Maladie Universelle, AMU), which will add a layer
of protection for all workers, independent of their employment and welfare status. The AMU has introduced
two schemes: the non-contributory medical assistance scheme (Régime d’Assistance Médicale, RAM), targeting
the poor and vulnerable, and the contributory mandatory basic health insurance scheme (Régime d’Assurance
Maladie Obligatoire de base, RAMO), targeting formal sector workers as well as auto-entrepreneurs and informal
workers and business owners with a capacity to contribute. Once operational, the AMU will provide non-poor
informal workers and poor households with a mechanism to absorb health-related shocks without resorting
to negative coping mechanisms, provided that the health care system works effectively, and improve their
contributory capacity for other social protection schemes, absent the need to budget for health contingencies.

48 The World Bank, 2021. Togo: Public Expenditure Policy Note.
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The most common types of shock for households are health and family events such as
injuries and deaths of family members, followed by shocks to farming income and
natural disasters.

99. In the 36 months preceding the 2018 household survey, about a third of households reported
no shocks, with important differences regarding the incidence and type of shocks between formal,
poor, and non-poor informal households. The most common types of shock households reported*® were
health and family events such as injuries and deaths of family members, hitting 42 percent of households,
followed by shocks to farming income and natural disasters, which jointly hit around 28 percent of households
over that period. Households connected to the formal sector or in urban and richer regions reported fewer
shocks and were less affected by natural disasters and farming income shocks. Poor households were most
affected by shocks, with health and family events affecting almost half of households and farming income
and natural disaster shocks affecting one in five, each around 5 percentage point higher for poor than for
non-poor informal households. While almost a third of households reported no shocks in the 36 months
preceding the 2018 household survey, this is in line with regional analyses that have shown that covariate
shocks, whether economic or natural, tend to be lower in coastal countries. Yet, while Togolese households
are less likely to report covariate shocks, idiosyncratic shocks tend to be highly prevalent, especially in terms
of morbidity.>®

Incidence of shocks for different types of households (past 36 months)
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49 The methodology takes into account the following types of shocks: health and family events, farming income shocks, natural disaster
shocks, price shocks and financial problems, labor market shocks, and other shocks.
50 The World Bank. Togo Poverty and Gender Assessment, 2022.
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While most Togolese households were able to self-insure from shocks before the onset of
the pandemic, regional and gender differences persist.

100. Before the COVID-19 pandemic, most Togolese households had the capacity to self-insure from
shocks, either by using accumulated savings, by receiving help from relatives, or by getting a loan.
The fraction of households that reported a shock and that had to resort to more harmful strategies in the 36
months preceding the 2018 survey was less than 5 percent across all subgroups. One exception is the Savanes
region, where more than 10 percent of households resorted to selling livestock to cope with a shock. Female-
headed households were less likely to use savings and more likely to receive family help. It is important to note
that the data used for this analysis is from 2018, the latest available household level data. The pandemic as well
as the food, fuel, and fertilizer crises induced by the war in Ukraine is likely to have deteriorated the welfare of
the Togolese population, which will impact how households cope with shocks.

Five most common coping strategies employed by households
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Before the pandemic, a significant share of informal households were non-poor with the
capacity to save and participate in risk-pooling schemes.

101. To estimate the number of non-poor informal households having the capacity to save, the
analysis reviews the shock resilience of Togolese households before the COVID-19 pandemic. Shock-
resilience in the context of this analysis is defined as the capacity of a household to absorb an economic shock
without resorting to negative coping strategies. The following coping mechanisms are considered negative,
as they diminish the human and physical potential and the overall well-being of the household: reduce food
consumption, sell productive assets, take children out of school, and being forced to migrate. On the other
hand, households that are able to draw from savings, borrow from a bank, receive support from family, friends,
or the government, or increase their labor supply to increase earnings are considered resilient. The Diagnostic
works with the assumption that resilient households depending on informal sector income do have the capacity
to save to participate in risk-pooling schemes.>!

51 In terms of methodology, it is important to note that households that did not report a shock in the previous 36 months in the
2018 household survey were automatically classified as resilient. In practice, this might not always be the case, and might therefore
overestimate the share of informal households that are resilient in the face of a shock.
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Five most common coping strategies employed by households
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Operational Lessons for Developing Countries in Africa and Beyond.

102. In 2018, 45.5 percent of Togo’s population lived in a poor household, and 4.5 percent lived in
informal non-poor non-resilient households. Poor households live at or near subsistence, with a limited
ability for short-term consumption smoothing. Cash transfers and support to improve their economic inclusion
help them smooth consumption, sustainably increase their earnings and exit poverty. In light of their inability
to contribute, non-contributory social protection programs such as the FSB, the school canteen program, and
the RAM are designed to support them realize their potential and insure against (health) risks. Non-resilient
households, on the other hand, are above the poverty line but exhibit signs of economic distress, and because of
cash constraints, tend to resort to coping strategies that are harmful in the long run. They are unlikely to benefit
from social assistance, but also unlikely to have income to spare for contributions to protect themselves against
shocks. Poor as well as non-poor non-resilient households lack the capacity to contribute, over an extended

time and on a regular basis, to a scheme protecting them from the economic fallout of future shocks.

Typology of households by poverty profile
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103. Moreover, 39.9 percent of Togolese live in a non-poor informal household considered resilient,
while 10.1 percent live in a household that has access to a private or public social insurance scheme.
An estimated 39.9 percent of Togolese live in a household depended on earnings from the informal sector, are
not poor, yet have a low exposure to shocks or can self-insure. These households either did not face a shock in
the 36 months preceding the 2018 survey, or if they did, were able to resort to coping mechanisms that did not
negatively affect their wellbeing and productivity. There are regional differences as to how many Togolese live
in a household estimated to be non-poor informal, yet resilient: while this share is estimated to be 21 percent
in Savanes, it goes up to 58.1 percent in Lomé commune. Overall, urban areas had more formality (17.7 vs.
4.8 percent in rural areas) and lower poverty (26.5 vs. 58.7 percent in rural areas) and were more resilient to
shocks (54.0 vs. 30.1 percent in rural areas) according to the 2018 household survey. However, the COVID-19
pandemic may have changed this pattern, since social distancing, travel restrictions, and economic lockdowns
may have affected urban jobs (leisure, hospitality, retail sales) more severely than subsistence farmers.>? As to
gender differences, female-headed households are less connected to the formal economy (6.1 vs. 11.2 percent
for male-headed households), but are otherwise similar in terms of poverty and resilience profiles. In addition,
overall, 10.1 percent of households were already connected to formal social insurance through at least one of
their members.

Typology of households by region and location
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Informal workers in non-poor resilient households are more likely to be wage-employed,
work in services, and have access to bank accounts, while at the same time make use of
savings groups.

104. While non-poor informal households do not currently have access to social protection systems,
they would benefit from contributory risk-pooling schemes to better weather shocks. Short-term
and longer-term risk pooling schemes would support the “missed middle” of social protection become more
resilient and productive in their economic activities. Because informal resilient households are not observably
cash-strapped, they could be targeted for new, innovative contributory schemes. Such a scheme could either
allow for short-term savings to be tapped into to meet short-term needs such as unemployment, education,
and housing, and/or could help households build long-term savings for better old age protection. An in-depth
understanding of their employment status and sector of activity, as well as their level of financial inclusion

52 https://blogs.worldbank.org/opendata/labor-market-impacts-covid-19-four-african-countries
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FIGURE 3.1.7

Employment characteristics by type of household
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and literacy, is key to design schemes that effectively respond to the needs of informal households for better
protection against shocks and to improve their overall productivity and earnings in the longer term.>

105. The four types of households have distinct employment profiles in terms of the type and sector
of employment. Informal workers in resilient households are more likely to be wage earners and less likely to
be self-employed relative to those in non-resilient and poor households. They are also much less likely to work
in agriculture and more likely to work in construction and services. The fact that informal wage earners, service
workers, and construction workers tend to be more resilient than other groups implies that they could more
easily participate in schemes that require individuals to contribute. In contrast, employment patterns are similar
between the poor and the non-resilient.

106. The levels of financial inclusion also differ by type of household. Only 35 percent of the poor hold
any type of bank account versus 54 percent of the non-resilient, 62.3 percent of the resilient, and 87 percent
of the formal. Formal Togolese rely overwhelmingly on classic banks while the informal resort to farmers banks
(Caisse rurale d’épargne) and mobile banking. The potential for mobile banking is still largely unrealized given
the high penetration of mobile phones (70 percent) even among the poor. About one-quarter of households
participate in traditional saving groups (Tontines) with no major difference by household type.

53 Guven, Melis, Himanshi Jain, and Clement Joubert. 2021. Social Protection for the Informal Economy: Operational Lessons for
Developing Countries in Africa and Beyond.
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Financial inclusion by type of household

a) Bank account ownership b) Use of type of bank accounts
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3.2 THE ECONOMY IS DOMINATED BY INFORMAL FIRMS, RANGING FROM
SUBSISTENCE BUSINESSES TO WELL-ESTABLISHED HIGHLY
PRODUCTIVE BUSINESSES

Informal enterprises are overrepresented in the commerce sector and are mainly run by
self-employed women with low education and low monthly profits.

107. The majority of informal businesses in Togo are led by women. Data from the 2018 ERI-ESI in Togo
shows that 72 percent of informal business owners are women, with little difference between Lomé (72 percent)
and other urban areas (70 percent). The data also shows that 40 percent of informal businesses operate in the
commerce sector, followed by industry (34 percent) and services (26 percent). In rural areas, industry is the first
sector of operation of informal businesses (38 percent), while in urban settings informal businesses operate more
in the commerce sector (48 percent in Lomé and 43 percent in other urban areas) than in industry (26 percent
in Lomé and 33 percent in other urban areas).
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Distribution of informal businesses by sector and location
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108. Own account workers with low education and low monthly profits dominate the informal sector.
About nine in ten informal businesses do not have any workers beyond the owner (88 percent). Overall, the
average number of workers, including the owner, is 1.24 in rural areas, 1.21 in Lomé, 1.29 in other urban
areas, and 1.29 overall. On average, informal business owners have 29 years of work experience>* (similar
across location) with 4.40 years of formal education (5.52 years in Lomé, 5.05 years in other urban areas, and
3.57 years in rural areas). The average lifetime of firms is ten years, indicating that the business owners have
worked in other firms. Monthly profits (revenues less direct costs) are approximatively 58,938 FCFA per worker
on average.

Important gaps exist in labor productivity between gender, sectors, locations, and firm size.

109. Labor productivity (output per worker)* is lowest in female-owned informal firms, in the industry
sector, and in rural areas. Comparing the distributions of (net) labor productivity in female and male-owned
firms shows that average labor productivity (per worker) is lower in female-owned firms. The average net labor
productivity per person in male-owned firms is 1.5 times higher than in female-owned firms. However, this is
largely driven by the fact that workers in female-owned firms work fewer hours per month: 169 hours com-
pared to 282 hours per month in male-owned firms. Hence, female-owned firms actually have slightly higher
output by hour worked than male owned firms. This suggests underemployment in female-owned firms, but
also that women might view their business as a means to complement household income while taking care of
household chores. Moreover, sectoral distribution of productivity shows that average net labor productivity is
highest in firms operating in the commerce sector, with service a close second and industry third; average net

54 Year of work experience is proxied by age minus six minus number of years of formal education.

55 Direct costs include salary and benefits, raw materials, equipment and supplies, utilities, rental fees, transportation and maintenance,
repairs, taxes and duties, and interest paid.

56 All workers independent of their skills and education level and whether they are paid or not are included in the calculation.
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Labor productivity by gender, sector, and location

a) By gender (per worker) b) By gender (per hour worked)

3 25
2
z 2 2 15
e 2
[ [ 1
a 1 a -
.05
0 0
0 5 10 15 15
Log (Net labor productivity per person in 2018) Log (Net labor productivity per hour worked in 2018)
Male owner  -——-- Female owner Male owner  -———- Female owner
) By location d) By sector
3 3 8
N,
> .2 > .2
£ h]
2 2
[ [
e 1 e 1
0 . 0
0 5 10 15 0 5 10 15
Log (Net labor productivity per person in 2018) Log (Net labor productivity per person in 2018)
Rural informal firms Industry
~=== Lomé informal firms —--=-= Commerce
——- Service

—-—- Other urban informal firms

Source: Authors’ calculations based on ERI-ESI 2018 data.
Note: Net labor productivity is measured as the ratio of net output per person primarily employed per month.

Labor productivity by firm size
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labor productivity per person in commerce and service is 2.7 and 1.6 times higher than in industry, respectively.
Furthermore, regional distribution of labor productivity shows some variation: labor productivity of informal
businesses in Lomé is highest with firms in other urban areas second; labor productivity per person in informal
businesses in Lomé and other urban areas is 1.6 and 1.5 times higher than in rural areas, respectively. The high
labor productivity of informal firms in urban areas compared to rural areas may be from agglomeration effects,*’
suggesting that they have access to larger markets and production factors.

110. Moreover, there is an inverse relationship between firm size and labor productivity. The data
also shows that self-employed workers (auto-entrepreneurs) are more productive than micro-enterprises (firms
with at least two workers and up to 19 workers). Their net labor productivity per hour worked is on average
1.4 times higher than that of micro-enterprises.

111. Substantial heterogeneity in labor productivity within sectors suggests scope for intra-sectoral
labor productivity gains. Notwithstanding differences between categories, the charts above illustrate even
more heterogeneity within categories. Consistent with other countries, the data shows that net labor productivity
per person in informal firms operating at the 75th percentile is 13 times larger than the productivity in firm
operating at the 25th percentile in the commerce sector, suggesting important opportunities for productivity
gains within commerce even under existing business models. Moving firms operating in the industry and service
sectors from the 25th to the 75th percentile in the distribution would increase their labor productivity 11 times
and 9 times, respectively.

Low innovation in informal enterprises results in strong competition and lack of
customers; business closures are linked to market constraints and a lack of liquidity.

112. The main challenges informal firms report are market constraints and difficulty accessing
equipment, inputs, and credit.>® More than 60 percent of owners complained about lack of customers while
52 percent report access to credit as their main challenge. Informal firm owners in urban areas complained more
about the lack of customers (67 percent in Lomé and 64 percent in other urban area) than those in rural areas
(56 percent). The results suggest that many informal firms offer the same products and/or services, without
introducing much innovation, which leads to a lack of customers. In rural areas and in the industry sector, owners
complained disproportionally about technical difficulties in manufacturing, the cost of credit, and difficulties
in the supply of raw materials. The magnitude and the ranking of different obstacles is similar across different
groups of firms.

113. The three main reasons that firms close are market constraints, bankruptcy, and lack of raw
materials.> Firms report that they closed because of lack of customers (37.3 percent), liquidity (9.9 percent) and
raw materials (7.4 percent), and because of too much competition (3.3 percent). Market-related reasons (lack of
customers) are more pronounced in Lomé (48.1 percent vs. 36.0 percent in other urban areas and 32.3 percent
in rural areas), while firms in other urban areas and rural areas cite lack of liquidity and raw materials more often
as reasons for their exit than those in Lomé. Moreover, with 37.9 percent, those that are self-employed report
lack of customer more often as a reason for firm exit than micro-enterprises (32.5 percent).

57 Duranton and Puga, 2004.

58  Potential barriers firms identified include the following: problems related to infrastructure (water/phone/internet); insecurity;
obsolete equipment; lack of space/suitable premises; technical management difficulties; staff instability; lack of management
skills; power outages; too many regulations, taxes, and duties; difficulties in the supply of raw materials; difficulties in recruiting
qualified personnel; difficulties in accessing credit; difficulties in accessing equipment; technical difficulties in manufacturing; lack of
customers; and finally, too much competition. Each firm could identify multiple barriers, resulting in total percentages higher than
100 percent.

59 The potential reasons for firm exit include the following: lack of customers; lack of liquidity; lack of raw materials; too much
competition; problems with machines/equipment; problems with premises/space; political/social instability; organization and
management problems; too many regulations/taxes/fees; technical manufacturing problems; lack of qualified personnel; and

other reasons.
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Top five challenges facing informal firms
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Top five reasons for informal firms exit
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There is a great deal of heterogeneity among informal businesses, and each segment
requires tailored policy support to achieve better employment outcomes.

114. The informal business landscape in Togo is heterogenous. A cluster analysis of these firms has resulted
in a profile of informal firms in Togo that is a more complex picture than averages (see Annex B for a description
of the technical approach). Five main clusters for firms emerged from the data. Firms in Cluster 1 (10 percent
of informal businesses) are subsistence businesses with a low potential for growth. Businesses in Clusters 2 and
3 (51 percent) are somewhat productive and do have some capacity to grow, although that capacity is limited.
Cluster 4 businesses (21 percent) are start-ups with highly educated owners and access to public services; while
they currently operate at low levels of productivity, they do have a high growth potential. Cluster 5 businesses
(18 percent) are more established firms with a profile similar to that of formal firms. They are connected to
public services, and most of them have a fixed location with access to established suppliers and clients.®°

Typology of informal firms in Togo

Cluster Characteristics

Older entrepreneurs, mostly women, with low education levels, the smallest
number of workers, and low access to public services, who created their business
either to earn more than in a waged job or out of family tradition (Cluster 1).

Subsistence businesses with low
growth potential (9.58%)

Female auto-entrepreneurs in urban areas with the greatest access to public
services, but with limited networks, and who created their business to earn more
than in a waged job (Clusters 2 and 3).

Somewhat productive businesses
with some growth potential (51.05%)

Start-ups operating at low levels of Young gntrepreneurs with a high eunatlon level, operating |n.urban. areas. While

ductivity. but with high th these firms have the lowest productivity, they have some capacity to import and do
[ uc' Mg 12 OWI )i e business with bigger firms, have high levels of access to public services, and were
potential (21.31%) created for the entrepreneur to become independent (Cluster 4).

. . Well-established older businesses, with the largest number of workers in the
Well-est.abllshe'd highly commerce sector, with greater access to public services and established suppliers
productive businesses (18.05%) and clients (Cluster 5).

Source: Authors’ calculations based on ERI-ESI 2018 data.

115. Cluster 1 firms are subsistence businesses with low potential for growth, representing about
9 percent of informal businesses. Entrepreneurs in this group are the oldest (64 years old), with the lowest
level of education (only 22.5 percent of them have formal education), who run slightly older businesses, with an
average firm age of 20 years, the second highest among all groups. Most Cluster 1 firms are active in commerce
(44 percent) and are located in rural areas (67 percent). They have the smallest average workforce with 1.19
workers, with 87.8 percent in self-employment, and the share of female ownership is highest among all clusters
(78 percent versus 65.1 percent in Cluster 4, 75.6 percent in Cluster 2, 76.4 percent in Cluster 3, and 64.2
percent in Cluster 5). Cluster 1 has the second highest productivity among informal firms (95,108 FCFA per
worker per month), with gross labor productivity slightly higher than for Cluster 2 and 3 firms, and 1.25 times
higher than the start-up firms in Cluster 4. About 12 percent of owners created their business because it is a
family tradition, the highest share reporting this across the five clusters. Around 54 percent of businesses in this
cluster complain about too much competition. Also, these businesses have the lowest access to public services
such as electricity, telephones, and Internet, with 15 percent, 24 percent, and 0 percent, respectively.

60 Annex B provides information on a variety of firm and entrepreneur characteristics in each cluster. The table includes both
endogenous and exogenous variables in the clustering. Annex B also provides the list of endogenous variables in the cluster analysis.
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116. Firms in Clusters 2 and 3 make up about 51 percent of informal businesses and are somewhat
productive, with some potential to grow. These clusters are composed of firms that have some access to
production factors, have limited networks, and are located mostly in rural areas. The data shows that entrepreneurs
in Clusters 2 and 3 have relatively high levels of education, with 66 percent of owners having at least a primary
education level. The average age of the firms is lower (6.0 years old for Cluster 2 and 7.0 years old for Cluster
3) than those in Clusters 5 and 1, yet above Cluster 4 firms. A large share of the firms is active in commerce (41
percent for Cluster 2 and 46 percent for Cluster 3) and located in rural areas (48 percent for Cluster 3 and 56
percent for Cluster 2). Also, Cluster 3 firms have a high level of access to public services such as electricity, clean
water, and telephones. Around half (50.1 percent) of the firms in Cluster 3 have a permanent work site, with
the ability to do business with big and formal firms and some capacity to import. Most firm owners in Clusters 2
and 3 report that they started the business because they could earn more being self-employed than they would
in a salaried job (50 percent for Cluster 2 and 54.8 percent for Cluster 3). They complain disproportionately
about lack of customers and limited access to credit.

117. Cluster 4 firms are low-productivity start-ups with a high growth potential, and represent about
21 percent of informal businesses. About 89 percent of all firms are auto-entrepreneurs. Compared to the
other clusters, firms in Cluster 4 have the lowest level of labor productivity (76,090 FCFA per worker per month),
yet have relatively high levels of access to public services, such as electricity, telephones, and Internet. Less than
half (48 percent) of the firms in this cluster have a permanent work site. They have some capacity to do business
with big and formal firms and to import. At 4.10 years, the average age of the firms is lowest across the clusters.
Firm owners in this cluster are young (27 years old on average), with the highest level of education (8 years
of schooling, with corresponds to grade 5 in the Togolese schooling system), mostly female (65 percent), and
started their business to have higher pay than in a salaried job (39 percent) or to be independent (40 percent),
the highest share among all clusters. Firms in this cluster operate less in the commerce sector compared to firms
in other clusters (34 percent versus 40 percent in Cluster 2, 46 percent in Cluster 3, 36 percent in Cluster 5, and
44 percent in Cluster 1). They complain disproportionately about a lack of customers, suggesting they are less
innovative than firms in other clusters and their networks may be smaller.

118. Businesses in Cluster 5 comprise a small number (18.05 percent) of more established, high-
productivity businesses. They tend to be more innovative, with solid access to production factors and established
suppliers and clients. Entrepreneurs in this group have relatively low levels of education (only 66.4 percent of
them have formal education) and run older firms, averaging 22 years, the highest among the five clusters. Firms
in this cluster are overrepresented in the industry sector (40.8 percent) and in urban areas (49.5 percent). They
have the largest average workforce with 1.30 workers (the entrepreneur/ owner and 0.3 employees on average);
83.4 percent are auto-entrepreneurs, and the share of female ownership is lowest among all clusters (64.2
percent). Cluster 5 has the highest productivity among informal firms (134,517 FCFA per worker per month),
with gross labor productivity 1.78 times higher than for Cluster 4 firms. Owners in this group mostly want to
be firm owners because pay is higher than in a salaried job, while 10 percent created their business because it
is a family tradition, the second highest share across the five clusters. They complain less than owners in other
clusters about lack of customers, limited access to credit, or cost of credit. This suggests that firms in this cluster
are introducing some innovation, which leads to less complains about lack of customers. However, they are
most likely to not have a fixed location (55.3 percent).

Informal business productivity in Togo is determined by the gender of the owner, the
sector of activity, the age of the enterprise, market integration, and access to factors
of production.

119. There is a large labor productivity gap based on gender of the owner among informal firms in
Togo. There is a 27 percent labor productivity gap for female-owned firms. The unconditional gender difference
in productivity was 27 percent favoring male-owned firms for all firms in all areas, 33 percent in rural areas,
28 percent in Lomé, 40 percent for micro-firms, and 29 percent for auto-entrepreneurs. Once controlling for
owner, firm, and environmental characteristics, the gender gap increases in all specifications (Annex B, Table 3).

75



The conditional gender difference in productivity favors all male-owned firms by 36 percent, 43 percent in rural
areas, 29 percent in Lomé, 27 percent in other urban areas, 49 percent for micro-firms, and 34 percent for
auto-entrepreneurs.

TABLE 3.2.1

Determinants of productivity (Y=Log [Production per worker per month (FCFA/worker)])

Other Auto- Micro-
Overall Rural Lomé urban entrep. entreprise

Gender of owner (1=female) o o . . o o
Commerce + + + + + .
Service + + + +

Log (Firm age) + + + + +

Access to credit (dummy) + + + + + +
Log (Firm size (number of employees)) . . . .
Degree of personal closeness with clients + + +

Capacity of the firm to import or do business

with other large firms + + +
Access to clean water/Internet (dummy) + + +

Source: Authors’ calculations based on ERI-ESI 2018 data.
Note: Dot (“e") indicates a negative and significant correlation; plus sign (“+") indicates a positive and significant correlation.

120. The main factors associated with informal firm productivity in Togo are sector of activity, firm
age, firm size, access to finance, degree of personal closeness with clientele, capacity of the firm to
import or do business with other large firms, and access to factors of production. Overall, operating
in the commerce and service sectors compared to industry, running a firm with long life span, having access
to credit, enjoying a high degree of personal closeness with clientele, doing business with other large firms, or
having access to international markets all positively correlate with productivity. However, owner education level
and access to the Internet do not significantly correlate with productivity. For firms in rural areas, access to the
Internet at work premises positively correlates with productivity. Firm size negatively correlates with productivity
in all specifications. This is consistent with the inverse relationship between productivity and firm size in the
informal sector—that is, the smaller the firm the more productive.®!

61 Amin et Islam, 2015. Are Large Informal Firms More Productive than the Small Informal Firms? Evidence from Firm-Level Surveys
in Africa, World Development, Volume 74, 2015, Pages 374-385, ISSN 0305750X, (https://www.sciencedirect.com/science/article/pii/
S0305750X15001175).
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The most important factors explaining the gender gap are lower ability of women owners
to import or do business with other large companies and the young age of
women-owned businesses.

121. Factors contributing to closing the gender gap are firm size, sector of operation, and access to
credit. Having a smaller firm is the main factor working to the advantage of female-owned firms, due to the inverse
relationship between firm size and productivity. Furthermore, higher involvement of women-owned businesses
in the commerce sector and greater access to credit works to their advantage in terms of labor productivity.

TABLE 3.2.2

Determinants of gender gaps

Level Returns
Years of education o
Commerce + .
Service +
Firm age .
Access to credit (dummy) + +
Log (Firm size (number of employees)) +
Degree of personal closeness with clients o
Capacity of the firm to import or doing business with other large firms o
Access to clean water/Internet (dummy) .

Source: Authors’ calculations based on ERI-ESI 2018 data.

Note: Dot (“e") indicates a positive and significant effect (something that increases the gender gap); plus sign (“+") indicates a negative
and significant effect (something that reduces the gender gap). The table refers to the Binder-Oaxaca decomposition. The “explanatory
factors” column shows the variables that explain the gap, and the “unexplained factors” column shows the return on investment. For
example, for the indicator “Years of education,” all other things being equal, for equal levels of education, women have lower return
on education.

122. Factors widening the gender gap are female owners’ lower capacity to import or do business
with large firms and younger age of female-owned firms. The most important factors in widening the
gender gap are female owners’ lower capacity to import or do business with large firms in Lomé (0.3 of overall
gap), degree of its closeness with the clientele in rural areas (0.3 of overall gap), and younger age of female-
owned firms (0.17 of overall gap).

3.3 AN AGRICULTURAL SECTOR WITH A HIGH POTENTIAL TO CREATE GOOD QUALITY
JOBS ON AND OFF THE FARM

123. Improving agricultural labor productivity, the quality of agriculture employment, and the income
of agriculture workers are all critical components of the jobs agenda in Togo. Given the large share of
employment in agriculture, the agriculture sector has a central role to play in offering the Togolese population
better employment opportunities. No matter how fast urban wage jobs grow, they will not be created quickly
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enough to absorb all the new entrants to Togo's labor market in the short and medium term. Moreover, agriculture
employment plays to Togo's comparative advantage. It has the potential to significantly increase the earnings
of the poor directly, which could further expand the demand for nonagricultural goods and services, and, thus,
contribute to further increasing off-farm employment.

124. This deep dive discusses agricultural employment in Togo and possible policy entry points
to maximize agriculture’s contribution. It starts with a brief profile of agriculture workers, agriculture
productivity, and poverty and crop patterns, then focuses on some characteristics of agriculture that are
important from a jobs perspective. It also provides examples of agricultural subsectors that have not received
enough attention but could be promising, given their links to global value chains. This section does not focus
on traditional export crops. While expanding the production and productivity of export crops remains vital
to both the growth and jobs agendas, this has been extensively discussed recently through many reports,
including World Bank Reports.®?

The agriculture sector is the main source of jobs and livelihood for most Togolese,
especially for the poor; it creates the greatest number of new jobs every year and is a key
sector for creating better-paying jobs for all.

125. Togo’s agriculture and food systems are central to the country’s jobs agenda. The agriculture
sector accounts for about 38 percent of total employment in 2019. It is the country’s second largest employer,
after the service sector. Adding agricultural inputs provision and all post-harvest activities throughout the
value chain, agriculture and food account for at least two-thirds of jobs. While strong economic growth in the
last few decades has provided new employment for low-skilled workers in the industry and service sectors,
providing low-skilled workers with more productive and better paying jobs, agriculture remains the main
source of jobs and livelihood for more than a third of the Togolese population. The sheer number of workers
in the agriculture sector is too large for the rest of the economy to productively absorb most of its workers in
the decades to come, especially when 3.4 million young people will reach working age in the next 15 years,
equivalent to 40 percent of the current total population. This fact points to the need to focus on improving
employment outcomes within the agriculture sector rather than solely relying on other sectors to create better
jobs. In fact, the sector created almost a quarter million jobs in 2019, which represented 60 percent of all jobs
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62 World Bank, 2022. Togo Country Economic Memorandum.
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created that year,® and is expected to continue creating most jobs in the near future, underlying the need to
focus on improving job quality in agriculture.

Agriculture is a key sector for creating better-paying and better-quality jobs for all, but is
not delivering on its potential: labor productivity is low and the sector is dominated
by smallholders.

126. Labor productivity in the sector is very low, at 60 percent of the country’s labor productivity.
While labor productivity has increased in the industry and services sectors, it has remained relatively constant in
the agricultural sector. Average labor productivity in agriculture grew at about 0.5 percent per annum between
1991 and 2019 and has actually shown decreasing rates of productivity growth in recent years, with an average
annual productivity growth rate of 0.55 percent from 2002-2006 to 2014-2019 compared to 0.67 percent from
1991-1996 to 2002-2006.%* In fact, expansion in agricultural output over the last three decades (3.1 percent
annually) was almost entirely due to an increase in the amount of land being cropped (2.8 percent annually),
with little growth coming from use of other inputs (0.3 percent), and zero percent growth due to technical or
allocative efficiency or technological progress. Low labor productivity not only impacts earnings of agricultural
workers but also overall food security, as well as the ability of the country to increase its participation in regional
and global value chains.

Productivity and the distribution of labor in Togo, 2019
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Note: Labor productivity is measured as the annual value added (the value of output less the value of intermediate consumption)
per employee.

127. Agriculture in Togo is dominated by smallholders, self-employed workers, and family workers
and is characterized by underemployment. Togo has a very small number of formal agriculture-related
enterprises. Almost 98 percent of agriculture workers are self-employed or family workers. Not all smallholder
farmers are equally well positioned to adopt new technologies, commercialize their staples, and/or shift to
higher-value crops and products. However, poorer farmers can increase their earnings as wage laborers on more
commercially oriented farms or in the expanding off-farm economy, including job expansion in agricultural value
chains, which need to be further developed to enable commercially oriented farmers to increase productivity.®®
Enhancing agricultural productivity will also require addressing agricultural underemployment. The underutilization

63 ANPE, 2020.
64 World Bank, 2022. Togo Country Economic Memorandum.
65 World Bank, 2020. Agriculture, Jobs, and Value Chains in Africa.
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of farm labor, due to agriculture’s seasonality and low output per hectare (low yields), keeps smallholder earnings
low while also contributing to the heterogeneity in agricultural labor productivity. People primarily employed in
agriculture work substantially fewer hours on an annual basis than those primarily engaged in nonagricultural
activities. More than half (57 percent) of the agriculture workers are underemployed compared to 40 percent
and 33 percent in the industry and services sectors respectively. This partially explains a significant part of the
agricultural per person productivity gap. It also indicates that agriculture is not intrinsically less productive, and
thus equally worthy of investment as other, perhaps more productive, sectors.®

128. Agriculture income is significantly smaller than the income of workers in the industry and service
sectors. Many Togolese workers continue to earn much of their income in agriculture, as self-employed workers
on their farm. In 2018, on average, an agriculture worker earned 29,100 FCFA per month compared to 36,500
FCFA for construction workers, 40,200 FCFA for manufacture workers, and 62,250 FCFA for transport workers.
In fact, agriculture average income reaches only 59 percent of the average income of a worker in Togo, consistent
with the labor productivity gap. Moreover, 20 percent of agriculture workers are involved in a second economic
activity to complement their income.

129. Poor people in Togo are more likely to live in rural areas, work primarily in agriculture, and remain
relatively isolated from markets and services. Just over three-quarters (77 percent) of poor people live in
rural areas, which have a higher incidence of poverty (69 percent) compared to Lomé (35 percent) and other
urban areas (40 percent). Poverty generally increases as one moves away from the wealthier coastal Maritime
region and north to the regions of Plateaux (49 percent of poverty) and Kara (56 percent of poverty), then (south
again) to Centrale (47 percent of poverty), and finally to the driest region, Savanes (65 percent of poverty), which
borders Burkina Faso. Agriculture accounts for more than half of the jobs in the poorest regions of the country
(Central, Plateaux, Kara, and Savanes regions), employing two thirds of the Savanes region workers.

130. Creating more and better-paying agriculture jobs is key for the poverty reduction agenda.
Agriculture is the main source of jobs and livelihood for the poorest. On average, agriculture workers are
poorer than industry and services workers. Most poor and vulnerable workers—those in the first and second
quintiles of the income distribution, youth, and the less educated—are employed in agriculture, perpetuating
the vicious cycle of low productivity, poverty, and inequality. In fact, agriculture work and low skills are strongly
connected, decreasing as workers attain higher levels of education. Almost two thirds of the working population
with no education are employed in agriculture, compared with only 3.5 percent of those who attained a
post-secondary degree.®’

131. Agriculture employment replicates and amplifies the gender and age disparities of the Togolese
labor market, with specific gender and age dynamics at work within the sector. Women and youth appear
to be particularly vulnerable in agriculture sector employment, although male workers currently outnumber
females. Additionally, male rural workers have been leaving agriculture much more rapidly than female workers
in Togo. In 2006, 59 percent of all male workers in Togo worked in agriculture compared to 48 percent of
women workers, while in 2018, 43 percent of all male workers in Togo worked in agriculture compared to
40 percent of women workers. Likewise, youth are more likely than their adult counterparts to participate in
agriculture employment, although youth outflows from the rural labor force have been faster than that of prime
age workers.%8

132. Moreover, women and youth face heightened difficulties to integrate into and reap the benefits
from agriculture value chains. \Women and youth often lack access to land to grow at significant scale, to capital
to invest in tools and machinery, and to technical skills to increase efficiency. Against this backdrop, they are often
stuck in activities with low value addition at the production stage, unable to engage in product transformation or
commercialization and generate significant revenues from their work. From a jobs perspective, a key question is

66 World Bank, 2020. Agriculture, Jobs, and Value Chains in Africa.
67 EHCVM (2018/2019).
68 EHCVM (2018/2019).
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Characteristics of agriculture workers in Togo
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thus how to ensure that smallholders and micro-entrepreneurs, especially those lead by women and youth, have
opportunities to “climb the chain” and engage in productive activities with higher value added.

The objectives of the ‘Agriculture for Jobs Agenda’ are to enhance agricultural labor
productivity in existing crops, diversify the agricultural output mix, and add value to
ultimately provide rural workers, especially youth, with better quality jobs as the slow
structural transformation of the country continues.

133. The major crops grown in Togo are primarily consumed domestically. These include corn, sorghum,
rice, yams, manioc, peanuts, beans, and soy. Staple food crops, mainly cassava, yams, maize, millet, and sorghum,
account for two-thirds of crop production by weight and employ 87 percent of all agriculture workers. Production
of these relatively lower value-to-weight items has grown rapidly, as have poultry products and rice, also primarily
for the domestic market. At the same time, milk production has declined, and beef has stagnated, even though
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domestic and regional demand for them have surged. Rapid milk demand growth is largely serviced by imports
of cheap milk powder, and cattle are supplied by northern neighbors.®°

134. Togo's major exports crops include cotton, cocoa, coffee, palm oil, and groundnuts, which have all
grown at a slower pace than the population. Cash crops make up about 20 percent of the country’s export
earnings, while they employ less than 5 percent of the agriculture workers. These are mainly exported in only
moderately processed form, such as cotton lint or cocoa beans. Domestic palm oil and groundnut consumption
have grown more rapidly than production, limiting growth of net exports.”

135. Another important dynamic for the agriculture jobs agenda is that regional poverty patterns are
associated with cropping systems. Many agriculture workers in the poorest regions of Togo grow starchy and
bulky staple food crops (97 percent in the Savanes region, 89 percent in the Plateau, and 80 percent in Kara),
while only a small share of agriculture workers grow cotton, cocoa, coffee, fruits, or vegetables (less than 5
percent in each region). Starchy and bulky staple food crops are among the lowest paying crops. For example,
on average, a cereal crop farmer in the Plateau makes 54,000 FCFA a month, compared to 212,000 FCFA made
by a cotton farmer or 67,000 FCFA made by a cocoa and coffee farmer.

136. The available theoretical, empirical and historical evidence suggests that agricultural productivity
growth can have an important impact to increase the earnings of the poor and reduce poverty.”
Increasing agricultural labor productivity should be a central aspect of the jobs agenda in Togo. It could improve
the quality of jobs and raise the earnings of the poor directly, which would in turn help generate demand
for nonagricultural goods and services, and, thus, off-farm employment as well. The disparity in agricultural
labor productivity in Togo suggests significant room for improvement in productivity levels. Income growth
among smallholder farmers has proven to be an effective means to generate inclusive employment and reduce
poverty. The conditions to do so are present right now in Togo. However, policies should focus on developing
agricultural production chains with significant employment and export potential, as small labor productivity or
wage increases benefiting a large share of the population may generate more and better jobs in the aggregate
than large productivity increases.

Investing in value chains has high potential to create better jobs and higher revenues in
agricultural production and transformation, including for the most vulnerable.

137. Agricultural value chains offer opportunities to create more and better jobs, on and off the
farm. Developing agricultural value chains implies the creation or strengthening of commercial linkages among
the different actors involved in the process of bringing a commodity from a stage of production to its final
consumption, where each step adds value to the product. Strong value chains offer market opportunities for
local producers and build on the capacity of local firms to transform locally, instead of exporting directly off the
farm. In such cases, multiple steps of the chain take place domestically and the added value being generated can
then be shared among various actors within the country. A vibrant ecosystem of firms involved in agricultural
transformation and accompanying services is particularly useful from a jobs perspective. Value chain development
is thus an approach seeking to create value from agricultural production and transformation and facilitate the
integration of labor supply and demand at each step of the chain.

138. Identifying value chains with high market potential and low barriers to entry is thus central to the
jobs agenda. A 2019 analysis building on the “Jobs in Value Chain Toolkit” developed by the Jobs Group at the
World Bank examined commodities with untapped market demand and high inclusion opportunities for youth
and women in Togo. Building on a list of 22 agricultural value chains identified as priority in national strategic
documents and consultations with key government stakeholders and the private sector, the analysis ranked

69 World Bank. Togo—Country Economic Memorandum 2022: Toward Sustainable and Included Growth (English).
70 World Bank. Togo—Country Economic Memorandum 2022: Toward Sustainable and Included Growth (English).
71 World Bank. 2020. Agriculture, Jobs, and Value Chains in Africa.
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these chains on the basis of their weight in Togo's trade balance and their propensity to generate revenues for
local producers. The analysis identified a total of nine chains with highest employment potential especially for
youth and women—namely farmed fish, fonio (a local grain), honey, mushroom, pineapple, sesame, shea, soy,
and spices such as ginger and red pepper. The results were presented and validated during a national workshop
organized in October 2019 and attended by representatives from the government, the private sector, agricultural
associations, academic research, and civil society.

Understanding jobs constraints and opportunities is a prerequisite to impactful public
action in the ‘Employment in Value Chains’ agenda.

139. To this end, the World Bank has conducted a new study analyzing key barriers to more, better,
and increasingly inclusive jobs in high-potential value chains in Togo.”? The study seeks to complement
the Jobs Diagnostics by providing an in-depth analysis with a job lens for three of the nine value chains previously
identified—namely shea, ginger, and red pepper. Specifically, shea was selected due to its strong and growing
demand on the global food and cosmetic markets, the underexploited and natural availability of shea trees in
the three northern regions of Togo, and the long cultural tradition of women involvement in shea nut collection
and shea butter production. Spices were selected as a second case study, with a focus on ginger and red pepper.
Ginger is characterized by strong economic potential both domestically and internationally. It can be produced
during the lean season and harvested when necessary,”® offering a good opportunity for farmers to diversify
outputs and smooth revenues throughout the year. Red pepper benefits from a dynamic domestic market and
can be grown almost anywhere in the country, with multiple harvests per year. None of these crops requires
large plots of land to be produced nor the acquisition of advanced machinery to be transformed. As a result,
they constitute promising choices for vulnerable employment groups like women and youth.

140. In the shea value chain, key challenges to jobs relate to logistics, strenuousness of traditional
transformation methods, and deforestation of shea trees. In Togo, like in other countries of the “shea
belt,”7* shea trees have not yet been successfully domesticated as a species, and most of the production relies
on natural regeneration in forests and savannahs. During the harvest season, nuts that have fallen off the
trees are picked up by so-called shea collectors, which have traditionally been women. Collection occurs in the
wild outside of plantations. The efficient collection and storage of shea nuts represents a major challenge for
aggregators who seek to supply small and larger firms with nuts for transformation into shea butter—the main
output of the shea value chain, which is praised for its moisturizing qualities in the cosmetic industry and its
capacity to serve as an affordable cocoa butter substitute in the food industry. In the sample of shea value chain
actors interviewed for the study, transportation (40 percent) and storage (33 percent) were reported as the two
most expensive inputs towards the production of butter, suggesting that investments at this level could alleviate
some constraints for firms. In addition, half of the shea butter producers interviewed reported using traditional
transformation methods, which require high quantities of firewood and water. These techniques are relatively
inefficient and force workers, usually women, to travel long distances and work in difficult conditions under
high heat. The felling of shea trees to produce charcoal, a common practice in rural Togo, only worsens these
issues. Trees take 15 to 20 years to bear fruit and up to 50 to reach maximum capacity. Deforestation directly
impacts the production base of the shea value chain and puts its future in jeopardy.

141. Climate risks, market volatility, contaminations, and limited access to land constitute the key
barriers to jobs in the ginger value chain. Ginger is produced almost exclusively by smallholders with virtually

72 \World Bank. Togo : Economic inclusion of youth and women into high potential value chains. Forthcoming.

73 The root of the ginger plant (rhizome), from which spices and other ginger-based products are made, can remain in the ground
during multiple months.

74 The Shea Belt is the dry savannah region of West Africa stretching from Senegal in the west to Sudan in the east, and onto the
foothills of the Ethiopian highlands, covering a total of 21 countries: Benin, Burkina Faso, Cameroon, Central African Republic, Chad,
Ethiopia, Eritrea, Ghana, Guinea Bissau, Ivory Coast, Mali, Niger, Nigeria, Senegal, Sierra Leone, South Sudan, Sudan, Togo, Uganda,
Democratic Republic of the Congo, Kenya, and Guinea.
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Most expensive production inputs in the shea value chain in Togo
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Source: World Bank. Togo: Analyse approfondie des chaines de valeur a fort potentiel d’emploi pour les jeunes et les
femmes. Forthcoming.

Ginger import and export values in Togo (US$, 2016-2019)
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Source: FAOStat—Togo Crop and Livestock Products Data: Import and export value, Ginger.

no large-scale plantations in operation in Togo. Firms typically purchase fresh ginger through aggregators and
transform it into spices (powder) or ginger juice. The demand for ginger is high in Togo, while the local supply is
unable to meet it. As a result, Togo presents a large trade deficit in this commodity, which could be explained by
several factors. First, erratic climate patterns seem to constitute a major challenge for smallholders; 44 percent of
those interviewed for the study reported extended periods of drought and unavailability of water as the biggest
challenges to production. Second, and connected to former, the local market price of ginger is very volatile. It
fluctuates from an average of 354 FCFA per kg during the low season to more than twice as much, 728 FCFA,
during the high season, among the sample of value chain actors interviewed. Exposure to pests appears to
be a third key issue. A 2013 study of spices commercialized in Togo showed that ginger was by far the most
contaminated of all, pointing to poor practices during storage and transportation and resulting in significant
post-harvest losses. Finally, in Togo ginger is typically grown on relatively small plots in the back of dwellings or
along the roads, making it complicated to ramp up production in the face of high demand. These four elements
combined create bottlenecks that hinder the reliable supply of fresh ginger to firms and vendors down the chain,
which appears to be detrimental to business growth. As a result, most firms in the ginger value chain are of
relatively small size and unable to provide significant employment opportunities. Of the sample surveyed, only
12 percent had ever hired outside of the family circle.

142. For red pepper, producers are exposed to climate risks and limited access to land, while firms
face competition from the informal sector and price fluctuations. Red pepper has the advantageous ability
to generate revenues relatively quickly. In optimal conditions, harvest can start as early as four months after
plantation and stretch over multiple months. Two harvests per year are possible with irrigation, highlighting
the importance of access to water. Both firms and smallholders are involved in production in Togo. The fruit
of the plants are dried up and grinded to produce spices (powder), which are sometimes mixed up with other
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seasonings. Red pepper is often grown alongside other crops and constitutes an additional revenue stream for
many households. While this situation is positive from an income generation perspective, it also brings competition
to the market. In the sample of firms interviewed for the study, competition from the informal sector was cited
as the primary challenge to business growth. Similar to what was observed in the ginger value chain, most firms
commercializing red pepper are of relatively small size, with only 13 percent relying on external workers. The red
pepper sector shares other similarities with the ginger sector. Red pepper is often grown on small plots, with
limited opportunities to expand production. In addition, the price of red pepper fluctuates significantly throughout
the year—from an average of 739 FCFA during the low season to 1,543 FCFA during the high season among
the sample interviewed. Price volatility is due to climatic patterns, but also depends on the zone of production
(some areas are more productive at certain time of the year) and cultural celebrations (where food demand is
high). Togo consumes most of the red pepper it produces, being a net importer or exporter depending on the
years, although never beyond 70 tons.

Cross-cutting constraints to jobs in agricultural value chains center around three key
topics—finance, skills, and access to markets.

143. Besides the above-mentioned challenges specific to each value chain, a number of shared
constrained were also identified in the study, impacting both the creation of jobs, the quality of jobs,
and the inclusiveness of jobs.

144. First, limited access to finance hinders investments in productive assets and prevents firms
from scaling up their activities. Lack of financing makes it challenging for producers to acquire equipment
to transform raw material and for firms to acquire more efficient machinery and tools. This is particularly true
for women and youth entrepreneurs who often lack the collaterals and revenues required to secure loans from
financial institutions, which was reported as the primary reason for the lack of credit access across the three
value chains analyzed. Due to a limited number of alternatives, personal savings have thus remained the primary
source of financing for most smallholders and Micro-, Small and Medium Enterprises (MSMEs) interviewed. The
study found that while 35 percent of shea producers in the sample had access to cooperative or community
savings, the share was less than 5 percent among ginger and red pepper producers. Among MSMEs, less than
15 percent had ever received a loan from a financial institution. The situation is further complicated by limited
levels of financial inclusion. Across the shea, ginger, and red pepper value chains, the share of producers who
owned a bank account ranged from between 15 to 36 percent.

Import and export quantities in Togo (metric tons, 2000-2019)
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Source: FAOStat—Togo Crop and Livestock Products Data: Import and export quantity, Dried Chilis and Peppers.
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145. Second, the prevalence of low-skilled workers in agriculture constitutes a barrier to business
growth and to the economic inclusion of vulnerable groups. Women and youth in particular identified
the costs of education as well as the lack of information on where or what type of courses to take as two key
challenges to accessing jobs or growing their business (rather than the unavailability of training opportunities per
se). Trainings in good agricultural practices (including climate smart agriculture) as well as in business creation
and management were praised as useful investments to increase productivity, revenues, and profits among those
who had recently benefit from courses. Focus group discussions with MSMEs confirmed that this situation makes
it hard for firms to find skilled workers, especially youth and women, to join their company. In addition, across
the three value chains, firms constantly ranked the lack of qualifications as one of the top two reasons for not
getting their supplies from youth or women.

146. Limited access to markets, especially export markets with high earnings potential, was identified
as another important issue. At the production and transformation stages, value chain actors complained
about poor infrastructure—including limited access to water/irrigation and storage facilities—as well as a lack
of cost-effective solutions for packaging and transportation. Together these issues make it hard to meet the
quality and quantity requirements of the largest buyers, which pay higher prices. Indeed, in the three value
chains, finding producers able to supply in sufficient quality and quantity was ranked the primary pain point for
aggregators and transformers. For products with high export potential, such as shea and ginger, one of the key
challenges reported by firms was related to securing the certifications required to export and access lucrative
niche markets abroad, such as for organic or fair-trade products that carry high value. This situation is detrimental
to job outcomes across the chains since local supply is unable to meet the growing demand from domestic and
international markets.
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4. CONCLUSIONS AND POLICY
RECOMMENDATIONS

147. The Togo Jobs Diagnostic analyzes the factors that impact the jobs outcomes for the Togolese
population through a comprehensive, data driven exercise. It applies an integrated approach to review
trends in Togo's labor market, analyze underlying constraints, and identify opportunities for pathways to
accelerated poverty reduction and enhanced social cohesion. It is organized around three main chapters covering
the supply and demand sides of the labor equation as well as the domestic and external economic environment,
and three deep dives into topics that are critical to improve jobs outcomes for all Togolese. These topics include
the level of resilience of informal workers and their households with a focus on the “missed middle” or those
not currently covered through social protection, the heterogeneity among informal businesses, and jobs in the
agricultural sector, both on and off the farm. The main conclusions of the Diagnostic are summarized in the
following paragraphs.

148. Access to employment is high in Togo, but the quality of jobs, in terms of productivity, earnings,
or security, is low. On the labor supply side, the Diagnostic found that Togo has a young, active, and growing
population, eager to join and participate in the labor market. The level of educational achievement of the
working-age population has improved over time, yet large disparities in access to education between urban and
rural individuals and between men and women reinforce existing inequalities in access to (quality) jobs. While
the overall employment rate is high, self-employment is the dominant form of employment in Togo. Gender and
location inequalities in access to good jobs remain pervasive. Unemployment is low and mostly concentrated
among more educated urban youth. Few workers are wage employed, with salaried jobs concentrated in the
service sector and held by men in urban areas. Moreover, while 60 percent of households engage in some form
of non-agricultural work to generate a continuous income stream throughout the year, the majority of these
household enterprises remain small and precarious.

149. Despite economic growth, job creation in the private wage sector has remained subdued and
needs to significantly expand to offer jobs for the rapidly growing working age population. The
Diagnostic noted that despite sustained economic expansion supported by structural reforms, infrastructure
spending, and private sector investments, growth in Togo has not translated into significant gains in aggregate
productivity since the late 2000s. Also, poverty in many regions remains high and efforts to reduce it have been
hampered by a sequence of adverse shocks since the COVID-19 pandemic in 2020. Economic growth has led
to some job creation over the past decade, mainly in industry and in the services sector, but there continues to
be a deficit in private-sector waged employment. Moreover, to provide the estimated 1 million new jobs needed
by 2030 to absorb the new labor market entrants, Togo will need to maintain a GDP growth rate of at least 4.6
percent per year just to maintain the status quo in terms of employment, informality, and earning conditions.
Ensuring convergence towards higher living standards and better paying jobs would require significantly higher
growth underpinned by faster structural transformation.

150. Important constraints, including costs of labor and capital, reduce demand for labor in the
formal sector. On the formal labor demand side, the Diagnostic found that the pace of formal job creation
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has not kept up with economic growth. Yet the entry rate of formal firms has been rising since 2017, thanks
to major reforms that simplify the business registration process. The low job creation to GDP growth reflects in
part the lack of incentives for private sector firms to hire additional employees, keeping the creation of formal
jobs below its potential. This is partly attributable to the level of total labor cost (salaries, taxes, social security
contributions) that are too high considering the current productivity and earnings levels in the economy. Also,
access to financing for firms remains limited and costly and availability varies significantly by economic sector,
with less than 1 percent of bank credits going to the agricultural sector despite its importance in the economy.
Other factors that weigh on firm entry and the creation of more good quality jobs are tax rates, corruption and
competition by informal firms.

151. Policies tailored to differences in household vulnerability and contributory capacity are required
to extend social protection to households operating in the informal sector. The deep dive on informal
worker resilience concluded that the majority of informal sector households are subject to different shocks
but are not covered by any social protection policy, whether in theory or in practice. Almost half of Togo’s
population lives in non-poor households deriving their incomes from the informal sector; these households are
highly vulnerable to shocks. As many of these households are neither covered by social safety nets nor enrolled
in the social protection schemes offered by formal employment, they are considered as the “missed middle” of
social protection. They generally do not qualify for social safety net programs and hence lack access to support
to assist in times of distress. Shocks most often come in the form of health and family events, such as iliness or
death, and natural disasters. Before the pandemic, most non-poor informal households were able to self-insure
from shocks, although there are substantial regional and gender differences in this ability.

152. The informal sector is dominated by low productivity subsistence firms but also harbors highly
productive firms. The deep dive on the heterogeneity among informal businesses noted that informal firms
are over-represented in the commerce sector and are mainly run by self-employed women with low levels of
education and low profitability. More generally, important gaps exist in labor productivity within the larger
informal firm community across genders, sectors, locations, and firm size. However, there is also significant
spread in labor productivity across firms as well as within each of these categories. A cluster analysis allowed
for quantification and differentiation between (i) subsistence businesses, created out of necessity; (i) somewhat
productive businesses with limited growth potential, representing half of informal businesses; (iv) start-ups
operating at low levels of productivity but with high growth potential; and (v) well-established, highly productive
businesses with a profile similar to the one of formal firms, representing less than one fifth of all informal
business. This differentiated landscape of informal businesses suggests that a one-size-fits-all strategy to achieve
better employment outcomes does not work. Formalization programs—the focus of current policy—may work
for those businesses that have a profile closer to that of formal firms but are not adequate for the majority of
firms, whether from the perspective of increasing formalization or promoting productivity.

153. The agriculture sector holds a significant but unleveraged potential for creating more productive,
better-paying, and inclusive jobs. The deep dive on jobs in agriculture found that agriculture not only
represents the main source of jobs and livelihoods, but also creates the largest number of new jobs every year.
The agriculture sector holds the key to better-quality jobs. This is true on the farms but also along the value
chains that include processing, marketing, mechanization services, input provision, and transport. However,
a number of factors have limited the ability for agriculture to deliver on that potential, including low labor
productivity and the domination of the sector by smallholders that face a variety of constraints to accessing
formal markets.

154. The challenges presented throughout this Diagnostic, along with the opportunities highlighted,
lead to specific policy recommendations tailored to address the issues confronting workers, firms, and the
overall economy to promote better jobs outcomes for Togo’s current and future labor force (see text table below).
These policy options have been designed to support the large variety of worker profiles and households that
together make up the Togolese workforce and are thus a key determinant of the future growth of the country’s
economy. To make them more robust, the recommendations take into account global conditions and the potential
for external shocks affecting Togo's economy. At an overall level, the report acknowledges that to successfully
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develop and implement a comprehensive jobs strategy for more and better jobs in Togo, the government needs
to apply a cross-sectoral approach and reach out to the private sector and the civil society to jointly develop
and implement solutions. Henceforth, one of the key policy recommendations is to engage key actors of the
Togolese economy and labor market throughout the policy cycle. The specific policy recommendations cover
a broad range of areas to address the identified challenges, consistent with the Diagnostic:

(a)

Coordination. Combining a multisectoral jobs strategy, the jobs platform anchored at the highest level,
and a data exchange platform would ensure a consistent policy approach across the Togolese economy,
provide broad direction for the sectoral efforts, ingrain a strong job lens, including through enhanced
data for evidence-based decision making, and improve efficiency and effectiveness in economic and
social policies.

Labor supply. Improved targeting of measures including wage subsidies, training offerings, and cash
transfers would allow for a strengthened focus on the most vulnerable groups, including women and
youth, in connecting workers to more productive opportunities as wage workers or self-employed.
Simultaneously, social protection systems need to be significantly developed and further strengthened
for vulnerable households depending on informal work.

Overall economic context. Applying a jobs lens in policy decisions would create the space to further
develop the potential of agriculture and strengthen urban employment opportunities. From a sectoral
perspective, special efforts should be made to develop the large potential of agriculture in Togo, which
is critical for employment in Togo. Critical measures include investment in infrastructure and initiatives
to promote processing and exports.

Labor demand. Promoting the creation of more formal jobs in the private sector, including by reviewing
the various elements of total labor costs to improve its competitiveness, enhancing access to finance,
and strengthening good governance, would improve conditions to create more formal jobs in the
private sector. Policy also needs to strengthen productivity in the informal sector through a more tailored
approach to meet the needs of the heterogenous firms in the sector, as this is where most of the jobs
are and will remain in the foreseeable future.

155. The table below prioritizes policy options and summarizes policy recommendations. The outlined
policy options will affect everyone, but will make a particular difference for women and young workers. In
addition, some barriers in the labor market that have been identified are specific to women and youth. Those
are summarized separately, complementing the policy options.
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Togo Jobs Diagnostic: Policy recommendations

Challenges

Policy recommendations

Responsible

.. Timeframe
government unit

Opportunity 1—Coordination of a multisectoral jobs agenda: Adopt a multi-sectoral approach to the jobs agenda to
transform the economy and create more good quality jobs for all population groups

The institutional landscape,
policies, programs and
systems on jobs are frag-
mented with low labor market
outcomes.

Use this Jobs Diagnostic, previous jobs-related analytical work, the
Feuille de Route Gouvernementale 2020-2025, as well as jobs related
policies, strategies, and programs currently in place or under development
as an opportunity to develop a “Multisectoral Jobs Strategy for Togo”
applying a jobs lens to the supply side of the labor market, the demand
side, and the overall economic environment. The implementation of
such a multisectoral jobs strategy can be a pathway to create better
job opportunities for all population groups by identifying and utilizing
synergies across sectors, actors, and programs.

Develop and periodically update a systematic mapping of all jobs-related
programs and their impact (if available) that is accessible to key public
and private sector actors.

Absence of a systematic coor-
dination mechanism led by

strong government leadership.

Institutionalize a Jobs Platform anchored at the highest level. A
cross-sectoral technical team that is also mirrored by a cross-minis-
terial coordination unit needs to be established and institutionalized
(Steering committee). Based on lessons from the dialogue and the
technical committee established throughout the 2-year consultation
process of this Jobs Diagnostic, the cross-sectoral governance structure
should include representatives from sectoral ministries contributing to
the jobs agenda, private sector actors and civil society and needs to
be anchored at the highest government level to mobilize the different
actors on a regular basis and to enhance intersectoral decision-making.
Such a committee would be in charge of supporting the coordination
of actors contributing to the jobs agenda in Togo, as well as the prepa-
ration of the multisectoral Jobs Strategy and its action plans, and their
implementation, monitoring and evaluation.

At the highest Immediate
government level
At the highest Short term
government level
At the highest Immediate

government level

Opportunity 2—Labor supply side: Connect vulnerable population groups (youth, women, rural populations and those living with
disabilities) to good quality jobs and strengthen the resilience of the working age population

Mismatch between job oppor-
tunities and qualification.

Low levels of certification in
the formal and the informal
TVET sectors.

Vocational training support is
relatively low given the sup-
port TVET provides for skills
acquisition, and also low in
overall education spending.

Coverage of technical and
vocational education is low
and serves large well-ed-
ucated, urban young men
disproportionally.

Develop a national vocational training and a demand-driven skills
training and certification system with the involvement of firms, training
providers, and workers organizations. Certification could be conducted
according to competency-based standards in key sectors and occupations.

Conduct a comprehensive TVET assessment to evaluate the
institutional setup, technical design and operationalization of the
current system and whether it allows to form the skills needed by
the private sector. Such an assessment will allow to further refine
the subsequent recommendations;

Improve the vocational training through increase of the budget allocated
to vocational training in Togo, which is vital for competitiveness and
swift out-of-school transition;

Scale-up the strengthened apprenticeship program to urban and
rural areas;

Deliver literacy, socio-emotional, and business skills trainings to those
with low (or no) formal education;

Design and implement an exit/graduation strategy for beneficiaries
of public employment programs and accompanying measures.
Complement support with skills development programs with empha-
sis on micro-entrepreneurship and socio-emotional training; and
With informal apprenticeship being a widespread mode of learning,
develop and implement a certification framework for informal

workshops and apprentices.
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Challenges

Policy recommendations

Responsible

.. Timeframe
government unit

Youth, women, rural popula-
tions, and those living with
disabilities face particular
constraints in accessing good
quality jobs as illustrated by
the age, gender and location
disparities across most of the
employment indicators.

Self-employment is the dom-
inant form of employment in
Togo, indicating high levels
of underemployment, and is
most often characterized by
low levels of productivity and
earnings.

Few workers have access to
wage employment, which
tend to be of higher quality
and are concentrated among
men in urban areas.

Improve the targeting mechanism within program design to reach the
most vulnerable populations. For instance, linking labor market programs’
databases with those of the social registry while ensuring a focus of
labor market programs on vulnerable populations such as women, youth,
rural populations, and those living with disabilities.

Medium
term

Ministry of
grassroot
development,
Ministry of social
affairs, Ministry
of informal
sector, Ministry of
labor, Ministry of
agriculture, and
related public
agencies

Based on international and national experience, tackle constraints
specific to youth, women, rural populations in accessing good quality
jobs in a more explicit way, including through:
Economic inclusion measures (including coaching, entrepreneurial,
life skills and personal initiative training, the organization of savings
groups) to strengthen the entrepreneurial skills, increase access to
finance, and improve productivity and earnings;
Wage subsidies (see Annex C for more information), internships,
and apprenticeship programs for youth to gain work experience
and develop their own network that can help them access more
productive wage jobs;

Cash-for-work programs for unskilled youth to have an income over
some time, ideally combined with entrepreneurship support and a
matching grant scheme, building on the lessons of the successful
Employment Opportunities for Vulnerable Youth (EJV) project; and
Improve the economic inclusion of youth, women, and rural populations
into (agricultural) value chains to enable them to seize economic
and job opportunities along the value chain, including in transport,
mechanization services, input provision, processing, and marketing.

Medium
term

Ministry of
grassroot
development,
Ministry of social
affairs, Ministry
of informal
sector, Ministry of
labor, Ministry of
agriculture, and
related public
agencies

Non-poor informal households
are mostly excluded from

the social protection system,
which makes them particularly
vulnerable to economic shocks
and risks to push them into
poverty.

Establish a social insurance scheme adapted to the specific needs and
the contributory capacity of informal workers and their households,
based on emerging evidence from other countries, including Rwanda
and Ghana. Non-poor households are expected to have varying levels
of contributory capacity. Such a tailored scheme could take the form
of a combined short and long-term voluntary savings scheme to take
advantage of profitable investment opportunities, to smooth consumption
when income is uneven and unpredictable, including for the old age,
and to insure against emergencies. In fact, it has been observed in other
countries that people are more likely to save to pay for education, to
face emergencies and unforeseen events in the future, and to invest in
a business, than they are to save for old age.

The role of the government, in collaboration with the private sector,
would be to set incentives through behavioral tools (to overcome the
psychological biases that prevent saving), and financial and technological
innovations (to make financial products accessible and low cost). Such
a scheme could either leverage existing structures, such as the CNSS,
or build on a new entity.

Medium
term

Ministry of

labor, Ministry

of economy and
finance, Ministry of
informal sector
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Responsible

Challenges Policy recommendations .. Timeframe
government unit
Ensure an effective implementation of the AMU to enable households  Ministry of Short to
to better protect themselves against idiosyncratic and covariate health health, Ministry medium term

shocks, regardless of their work status. AMU's non-contributory medical ~ of grassroot
assistance scheme (RAM) is targeted at the poor and vulnerable and  development, and
should also cover those informal households that are not poor and not  National institute
resilient and, hence have limited contributory capacity while exhibiting ~ for health insurance
signs of economic distress, especially when confronted with a (health)

shock. AMU's contributory mandatory basic health insurance scheme

(RAMO) is among others targeted at auto-entrepreneurs and informal

workers and business owners with a capacity to contribute. To provide

protection to these population groups, operationalizing and accelerating

their enrollment would be key.

Opportunity 3
Overall economic performance and jobs: Support structural transformation and the creation of more good quality jobs through
strategic investments

Economic transformation has ~ Apply a “jobs lens” in policy decisions to prioritize investments that At the highest Short,
been slow, productivity growth  support economic transformation and job creation. government medium to
in the different sectors weak, level, Ministry long term
and economic growth not of economy and

inclusive enough. finance, and

Ministries in charge
of economic and
social development

Improve living standards of the urban population through (i) increasing  Ministry of Medium to
connectivity within and between cities; (i) improving access to vital territorial long term
infrastructure (energy, water and sanitation, public transportation); and ~administration,
(iii) improving urban planning and financing. Ministry of

investment

promotion, Ministry
of transport, and
Ministry of energy

Improve trade competitiveness through (i) expanding access to inter-  Ministry of Medium to
national markets for further diversification of exports; (i) supporting commerce long term
key growth industries to leveraging potential as regional hub; and (i) and industry,

strengthening trade facilitation by simplifying and reducing the cost of and Ministry

custom procedures. of investment
promotion
The development of (agricul- Increase investment in productive assets and accelerate business growth:  Ministry of Medium to
tural) value chains has not Establish a guarantee fund targeting high-potential value chains, to ~ economy and long term
yet reached its full potential encourage finanial institutions to lend to companies ready to invest ~ finance, Ministry
and could become a motor in these sectors. Such a fund could partially absorb the first tranche ~ of commerce and
for economic growth and job of losses that banks may experience should their investments prove  industry, Ministry
creation” unprofitable, thereby reducing risks for private financiers; and of agri'cu'lture,
Facilitate the establishment of producer cooperatives, thereby and Ministry
offering an opportunity for firms to establish and scale contract of Investment
promotion

farming systems. Moreover, provide grants directly to firms to help
them acquire more efficient processing equipment and machinery.
Additional investments at various steps of the chains would help
both producers and transformers to scale up their activities and
meet the growing demand.

75 More and more detailed recommendations can be found in the accompanying report: World Bank. Togo: Economic inclusion of
youth and women into high potential value chains. Forthcoming.
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Challenges

Policy recommendations

Responsible

.. Timeframe
government unit

Improve access to (export) markets:

Finance public infrastructure investments targeted to alleviating key
constraints reported by value chain actors. Key categories include access
to water and electricity, as well as warehousing and storage facilities
at the community level. Existing initiatives such as the network of
agricultural development zones (ZAAP) that provide access to land
and irrigation to rural populations should be supported and scaled;
For export products, a dedicated marketplace or trade hub adapted
to international norms could help attract internal buyers (this may
include building on or further supporting private initiates like the
Adetikopé Industrial Platform);

Sponsor or commission the creation of a digital platform (e-market)
to help connect sellers with buyers; and
Commission the Togolese Normalization Agency (ATN) to develop
quality standards for selected value chains.

Medium to
long term

Ministry of
commerce and
industry, Ministry
of economy and
finance, Ministry

of investment
promotion, Ministry
of agriculture, and
Ministry of energy

Invest in more and better research to ensure that the adoption of
technology contributes to improvements in productivity, job quality and
earnings. There are several market solutions available, such as machinery
services, to overcome the indivisibility of farming capital and capture
the economies of scale implied in mechanization.

Short to
medium term

Ministry of
agriculture, and
agricultural
development
agency

Jobs and incomes have been
heavily affected by recent
international shocks.

Opportunity 4

Continue to support the private sector through better access to finance
and targeted support for the most affected businesses to help them
weather the economic consequences of the COVID-19 pandemic and
the growing inflation.

Short to
medium term

Ministry of
economy and
finance, and
Ministry of
commerce and
industry

Expand analytical oversight of spending programs to ensure that
government support is effective, cost-efficient, and reaches the most
vulnerable.

Ministry of Short term
economy and

finance

Develop a transparent and credible fiscal consolidation strategy through
expansion of the tax base, consolidation of tax expenditures and subsidies,
and management of state liabilities.

Ministry of Short term
economy and

finance

Labor demand: Facilitate the creation of more formal firms and the creation of more wage jobs in the formal private sector, while at
the same time providing tailored support to different profiles of informal businesses to increase productivity and earnings

Total cost of labor (package

comprised of salaries, taxes,

social security contributions) is
too high given current produc-
tivity and earnings levels in the
economy, pushing lower skilled
worker into the informal sector.

Review the levels of the different elements of the labor cost to assess
how to improve the competitivity of the labor cost in the formal private
sector. Given that the minimum wage remains low, and the overall
tax base remains small, the proposed focus would be on the social
security contributions paid to the CNSS, which are high compared
to those observed in some of the peer countries Togo aspires to.
The focus should not only be on the level of employer and employee
contributions, but should equally take into account the long term
viability of the CNSS scheme.

Ministry of Short term
labor, Ministry

of economy and

finance, and public-

private consultation

framework
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Challenges

Policy recommendations

Responsible
government unit

Timeframe

Access to finance remains lim-

Promote access to finance for firms, including micro- and small enterprises

ited and costly, with availability and those active in the agricultural sector to boost investments,

varying significantly by sector.

productivity and employment:

Establishing guarantee funds would be one way of allowing financial
institutions to service those businesses that bear higher risks and take
out smaller loans, making administrative costs proportionally costly;

Place specific focus on access to finance for businesses in the
agricultural sector, along the value chains: currently, only 1 percent
of bank loans are allocated to the agricultural sector, despite its
importance for the overall economy in Togo and for job creation
more specifically; and

Include women and female entrepreneurs, including by enforcing
the amended penal code (new article 312 of the penal code) that
prohibits any discriminations based on gender in access to credit
and economic activities. A well-functioning complaint mechanism
for female entrepreneurs subject to potential discriminations would
support these efforts. Consider, also, informational, behavioral and
normative constraints holding back women from applying for finance.

Ministry of
economy and
finance, SME-SMI
agency, and
Agricultural
development
agency

Medium
term

A "one-size-fits-all” approach

in supporting informal
businesses is ineffective and
inefficient.

A tailored approach is needed to support different profiles of informal
businesses to create better economic opportunities and earnings:

Subsistence businesses operating at low levels of pro-
ductivity: support economic inclusion programs that tackle
various constraints simultaneously. Such programs usually offer a
bundle of support activities: life skills training, entrepreneurship
training, facilitation of savings and loan associations, access to
market facilitation, and business grants. Their main objective is
to improve the productivity and the earnings of those associated
with these businesses. The economic inclusion component of the
Togo Safety Nets and Basic Services projects is currently in a pilot
phase and could be scaled up following a review and integration
of lessons learned.

Low productivity businesses with untapped growth poten-
tial: support their further development and productivity, so that
they grow and create more jobs. Policies include entrepreneurship
training; consulting services on technical and managerial aspects; the
provision of matching grants; and facilitation of connection to higher
value markets. In the medium term, and as these businesses become
more productive, established and integrated into the market, support
to formalizing these businesses would be appropriate.

Well-established, higher productivity businesses with a profile
similar to formal firms: focus on accompanying these businesses
towards business, tax and social security registration, as they appear
to have the capacity to formalize, based on their profile and ability to
do business with other firms. Support can take the form of incentives
as well as coercive measures, or a combination of both, focusing on
the formalized firms' improved access to services that support firm
productivity and strengthen working conditions.

Ministry of informal
sector, Ministry

of commerce

and industry,

and SME-SMI
development
agency

Short to
medium term
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ANNEX A: CALCULATING
EMPLOYMENT ELASTICITIES

CALCULATING EMPLOYMENT ELASTICITIES
The methodology used to calculate elasticities is inspired from Kapsos (2005). Employment elasticity is defined as
the percentage change in the number of employed persons in an economy or region associated with a percentage

change in economic output, measured by gross domestic product. Within this broad definition, two methods
are often utilized for calculating elasticities. The first, called arc elasticity, is given by the following equation:

_ (E,~E,)/E,
“T V=YY, R

The numerator simply gives the percentage change in employment between periods 0 and 1, while the denom-
inator gives the corresponding percentage change in output. In this chapter, we use the Compound Annual

Growth Rate (CAGR) formula to calculate the growth rate of employment and output.

The second method is better known as the multivariate log-linear regression model. It is obtained by estimating
the following equation by OLS:

InE=a+pB, InY+B,(InY*D) +e€ (2)

The elasticity of employment with respect to GDP is given by B, +B, and represents the change in employment
associated with a differential change in output.

This study favors the use of the arc elasticity method because of the short dimension of the available time series.

INTERPRETING EMPLOYMENT ELASTICITIES

The following table presents the different possible ways of interpreting employment elasticities.
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TABLEA.A.1

Interpreting employment elasticities

GDP growth

Employment elasticity

Positive GDP growth

Negative GDP growth

€<0

€>1

(=) employment growth

(+) productivity growth

(+) employment growth

(+) productivity growth

(+) employment growth

(=) productivity growth

(+) employment growth

(=) productivity growth

(=) employment growth

(=) productivity growth

(=) employment growth

(+) productivity growth

Limitations of the arc elasticities method used

As stated by Islam and Nazara (2000) and Islam (2004), employment elasticities calculated using the arc method
tend to be very unstable and may therefore be inappropriate for comparison purposes. Also, this methodology
only considers information pertaining to historical employment and output growth. Nevertheless, elasticities
calculated provide a clear indication of how employment and output have evolved together over time. Thus,
the results should be interpreted as correlation rather than causality.
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ANNEX B: METHODOLOGY OF
THE CLUSTER ANALYSIS OF
INFORMAL BUSINESSES

METHODOLOGY OF THE CLUSTER ANALYSIS OF INFORMAL BUSINESSES

In order to profile informal businesses in Togo, a cluster analysis was used, mainly to account for the multiplicity
of factors driving informal business heterogeneity. The analysis follows Cunningham and Maloney (2001) and
applies their cluster analysis framework to profile informal businesses. A cluster analysis is a descriptive and
exploratory technique that attempts to group objects based on their similarity. It operates on the matrix of
pairwise distances (or dissimilarities) between the objects to be clustered. As such, the number of clusters is not
predetermined but rather depends upon how similar or dissimilar the observations are across n-dimensions. In
our empirical approach, we used Stata software to implement the cluster analysis. The variable construction
(endogenous variables used in the clustering) followed the Cunningham and Maloney (2001) approach:

Characteristics of the business owner:

Education: responses will be categorized as count variables where
0 is no education, 1 is 1 year of education, and so forth.

Years of work experience: this is total work experience in any sector
and will be calculated as (age—6- years of education).

Gender: dummy variable 0 if male and 1 if female.

Characteristics of the business

Age of the business: number of years in operation.
Activity sector: dummy variables for industry, service, and commerce.
Number of workers: counts of the number of workers including the owner if he/she is an owner-manager.

Permanence of work site (Site): takes a value of 1 if the firm has a permanent locale; 0.5 if the firm
can be moved but has a specific work site as recognized by other firm owners and its customers; and
0 if the firm does not have a permanent work site.

Entrepreneurial dynamics, proxy for the business owner’s plans and needs for financing
and access to services

Clients (Clients): captures the degree of personal closeness with the clientele. The responses will be
categorized into four groups: large formal clients (large businesses, large factories), coded as 1; smaller,
less formal clients (small businesses, small factories, or workshops), coded as 0.66; informal clients (the
public), coded as 0.33; and family, coded as O.

Suppliers: captures the capacity of the firm to import or do business with other large firms. The
responses will be categorized into four groups: large formal clients (large businesses, large factories),
coded as 1; smaller, less formal clients (small businesses, small factories, or workshops), coded as 0.66;
informal clients (the public), coded as 0.33; and family, coded as 0.

Initial financing for firms (Financing-initial): captures the source of startup capital; ranges from
personal savings, friends, and informal markets to formal banking institutions. There are nine possible
responses in the survey that will be reclassified into three general categories: formal credit markets (banks
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or savings banks), coded as 1; semiformal credit markets (credit from clients, credit from suppliers),
coded as 0.5; and informal credit markets (loans from friends or relatives, private loans, savings, and
severance payments), coded as 0.

¢ Demand for additional financing (Financing-newy): whether the firm has sought additional financing
from any source. It will take a value of 1 if the firm has applied for credit, O otherwise.

¢ Financing problems (No credit problems): whether the owner cites credit availability as a business
problem. It will take a value of 1 if credit is not cited as a business problem and a 0 otherwise.

e Access to electricity: whether the firm has access to electricity. It will take a value of 1 if yes and 0
otherwise.

¢ Access to clean water: whether the firm has access to clean water. It will take a value of 1 if yes and
0 otherwise.

TABLEA.B.1

Owner and firm characteristics, by Cluster with productivity as exogenous clustering variable

Cluster
4 2 3 5 1 Total
Age in years 26.64 32.39 45.02 43.76 64.18 38.97
Education
Owner has no level of education 0.0% 33.6% 44.8% 33.7% 77.5% 33.1%
Owner has primary education 27.7% 45.6% 36.5% 37.9% 20.5% 36.0%
Owner has secondary education 68.3% 20.3% 18.7% 27.5% 1.8% 29.7%
Owner has tertiary education 4.1% 0.5% 0.0% 1.0% 0.1% 1.2%
Years of education 8.214 3.752 3.12 4214 1.047 4391
Years of work experience 12.43 22.64 35.9 33.54 57.13 28.58
Female 65.1% 75.6% 76.4% 64.2% 78.0% 71.7%
Age of the business 4.098 5.791 6.958 21.64 19.61 9.865
Sector of activity
Industry 36.3% 29.8% 29.8% 40.8% 34.8% 33.7%
Commerce 34.2% 40.6% 45.9% 36.2% 44.4% 39.9%
Service 29.5% 29.6% 24.4% 23.0% 20.7% 26.4%
Number of workers 1.211 1.244 1.252 1.304 1.198 1.245
Number of hours worked per month 200.2 199.4 212.7 205.4 181.7 201.8
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Cluster

4 2 3 5 1 Total

Number of hours worked per worker per month 148.1 152.1 165.5 157.4 151.6 155.0
Firm's location

Rural Firms 46.1% 56.4% 48.3% 50.5% 66.8% 52.4%

Lome Firms 28.8% 24.6% 30.3% 26.8% 18.5% 26.5%

Other Urban Firms 25.1% 19.0% 21.4% 22.7% 14.7% 21.1%

Gross labor productivity (Output in FCFA/

76,090.70  87,281.10  91,548.20  134,517.80  95,108.80  95,022.90
person per month)

Site
Permanent work site 47.8% 46.2% 50.1% 55.3% 57.7% 50.1%
Mobile work site 52.2% 53.8% 49.9% 44.7% 42.3% 49.9%
Clients
Big firms 3.1% 2.1% 2.6% 2.2% 2.1% 2.4%
Small firms 3.9% 4.3% 4.9% 5.8% 6.2% 4.8%
Individuals 93.0% 93.6% 92.5% 92.1% 91.7% 92.8%
Suppliers
Suppliers: Big firms 7.4% 6.4% 8.4% 9.3% 4.0% 7.3%
Suppliers: Small firms 31.5% 32.2% 28.9% 25.3% 27.9% 29.7%
Suppliers: Individuals 61.1% 61.4% 62.8% 65.4% 68.1% 63.0%

Financing to start firm

Bank and MFI 2.8% 2.9% 3.4% 2.5% 1.8% 2.8%
Private Loans 29.6% 23.5% 26.5% 26.2% 19.0% 25.5%
Personal savings 60.0% 66.5% 63.5% 66.0% 76.2% 65.3%
Credit (Clients and/or suppliers) 7.6% 7.1% 6.7% 5.3% 3.1% 6.4%

Additional financing

Too costly 14.9% 16.8% 15.8% 17.0% 13.5% 15.9%
Do not need 48.4% 41.0% 43.0% 41.7% 54.5% 44.4%
Process too complicated 17.3% 22.7% 19.8% 18.9% 12.9% 19.3%
Did not meet your needs 14.1% 14.1% 16.6% 17.8% 15.2% 15.4%
Did not apply for other reason 5.3% 5.6% 4.8% 4.6% 4.0% 5.0%
Applied, did not get 1.5% 2.0% 2.1% 1.4% 0.7% 1.7%
Firm size
Self-employed 89.0% 90.0% 88.0% 83.4% 87.8% 88.0%
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Cluster

4 2 3 5 1 Total
2—-4 Workers 10.1% 8.2% 9.8% 15.1% 11.8% 10.5%
5+ Workers 0.9% 1.8% 2.2% 1.5% 0.4% 1.5%
Why did you start this business
Did not find salaried work (large company) 1.6% 1.5% 1.5% 2.7% 0.6% 1.7%
Did not find salaried work (small business) 9.6% 6.4% 4.4% 3.1% 3.1% 5.7%
Higher pay than salaried 39.2% 50.0% 54.8% 46.5% 57.2% 48.8%
To be independent (own boss) 40.4% 30.7% 28.0% 29.0% 23.7% 31.2%
Family tradition 3.7% 4.0% 5.4% 10.3% 11.7% 6.1%
Other reasons 5.6% 7.4% 6.0% 8.4% 3.6% 6.5%
Problems
Difficulties in the supply of raw materials 26.1% 26.0% 28.1% 28.5% 33.7% 27.7%
Lack of customers 63.3% 61.7% 57.4% 59.5% 59.6% 60.5%
Difficulties in accessing credit 53.0% 52.8% 50.6% 52.5% 53.6% 52.4%
Credit is too costly 27.4% 26.2% 27.9% 30.5% 30.6% 28.0%
Difficulties in recruiting qualified personnel 19.3% 20.0% 21.9% 23.1% 24.3% 21.2%
Lack of space / lack of suitable premises 3.8% 3.3% 5.1% 4.4% 4.3% 4.1%
Difficulties in accessing equipment 23.9% 24.1% 22.0% 23.4% 17.5% 22.9%
Technical difficulties in manufacturing 35.2% 30.9% 35.4% 36.1% 35.0% 34.1%
Technical management difficulties 4.5% 4.2% 4.3% 5.9% 5.2% 4.7%
Lack of management skills 4.6% 5.4% 4.0% 5.3% 4.1% 4.8%
Too much regulation, tax and duties 10.3% 11.6% 12.7% 14.7% 12.6% 12.2%
Obsolescence of equipment 3.2% 2.5% 2.4% 3.8% 2.8% 2.9%
Problems with power outages 9.1% 8.2% 8.0% 10.6% 10.0% 8.9%
Problems related to insecurity 9.1% 11.7% 8.9% 10.4% 8.6% 10.0%
Staff instability 2.1% 2.7% 2.2% 3.4% 1.4% 2.5%
oo S S S
% of the sample (weighted) 21.31% 29.59% 21.47% 18.05% 9.58% 100%
Observations 829 1,234 872 740 401 4,076
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TABLE A.B.2

OLS Regression: Factors driving informal business productivity in Togo

Log (Output per person per month [FCFA/person])

(1]

(2]

3] [4]

[5]

(6]

All Rural Lomé Other Self- Micro-firms
Locations urban employed

Gender of the owner [1=Female] —0.315***  —0.397*** -0.335** -0.084 —0.343***  —0.507***
(0.058) (0.080) (0.137) (0.094) (0.066) (0.152)

Constant 10.617***  10.636***  10.609***  10.583***  10.682***  10.394***
(0.049) (0.069) (0.116) (0.072) (0.058) (0.089)
Adjusted R-squared 0.010 0.016 0.009 —0.000 0.011 0.029
Gap (%) 27% 33% 28% 8% 29% 40%
Observations 3,985 2,412 604 969 3,518 467

Note: ***/**/* indicate statistical significance at the 1/5/10 percent level respectively. % gap values are obtained with the exp(b)-1

transformation (Halvorsen and Palmquist [1980]).

TABLE A.B.3

OLS Regression: Factors driving informal business with control variables

Log (Output per person per month [XOF/person])

(1]

(2]

(3] (4]

(5]

(6]

All Rural Lomé Other Self- Micro-firms
Locations urban employed
Female owner -0.454***  -0.568***  -0.337** —0.318*** —-0.421***  -0.675***
(0.064) (0.085) (0.158) (0.109) (0.070) (0.167)
Years of education 0.013 0.007 0.021 0.006 0.014 —0.002
(0.009) (0.012) (0.019) (0.014) (0.009) (0.026)
Log (Manager experience in years) —0.041 -0.052 0.016 0.002 -0.081 0.286
(0.070) (0.109) (0.146) (0.111) (0.075) (0.199)
Sector of operation (reference: Industry)
Commerce 0.713%** 0.840%** 0.395%** 0.760%** 0.741%** 0.655%**
(0.060) (0.077) (0.149) (0.114) (0.063) (0.200)
Service 0.205%** 0.157* 0.297* 0.122 0.250*** —0.064
(0.065) (0.081) (0.174) (0.121) (0.071) (0.165)
Lome Firms -0.148* —-0.195** 0.345
(0.077) (0.082) (0.228)
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Log (Output per person per month [XOF/person])

(1] [2] 3] [4] [5] [6]
All Rural Lomé Other Self- Micro-firms
Locations urban employed
Other Urban Firms 0.038 0.001 0.304*
(0.062) (0.066) (0.169)
Log (Firm age) 0.177*** 0.190*** 0.165** 0.148*** 0.199*** -0.015
(0.035) (0.054) (0.071) (0.057) (0.038) (0.091)
Access to credit [dummy] 0.381*** 0.385%** 0.327** 0.448*** 0.381*** 0.381**
(0.073) (0.110) (0.156) (0.113) (0.080) (0.176)
Firm size (reference: Auto-entrepreneur=1 worker)
2-4 Workers -0.284***  —0.476*** 0.001 -0.198 0.538**
(0.085) (0.110) (0.217) (0.137) (0.255)
5+ Workers —-0.950***  —1.357***  -0.626 -0.399
(0.246) (0.298) (0.533) (0.557)
Degree of personal closeness with the clientele 0.682%** 1.197%** 0.118 0.376 0.750%** 0.218
(0.229) (0.447) (0.469) (0.295) (0.250) (0.664)
Capacity of the firm to import or doing 0.183** —0.057 0.429** 0.310** 0.128 0.510**
business with other large firms
(0.078) (0.110) (0.167) (0.136) (0.084) (0.207)
Permanent work site —0.062 —0.082 -0.104 0.016 -0.039 -0.238
(0.053) (0.068) (0.144) (0.095) (0.057) (0.150)
Access to electricity [dummy] -0.109 -0.071 -0.202 -0.073 -0.107 -0.115
(0.077) (0.118) (0.161) (0.119) (0.085) (0.175)
Access to clean water [dummy] 0.219*** 0.255** 0.260 -0.008 0.215** 0.171
(0.084) (0.111) (0.163) (0.151) (0.093) (0.186)
[Adf;sni;f telephone at work premise 0.003 ~0.008 0111 0.178* 0.031 ~0.190
(0.061) (0.089) (0.131) (0.102) (0.065) (0.166)
Access to internet at work premise [dummy] 0.127 0.944* 0.057 0.203 -0.070 0.846***
(0.166) (0.515) (0.211) (0.317) (0.179) (0.320)
Constant 9.860*** 9.847*** 9.754*** 9.695*** 9.887*** 8.731%**
(0.236) (0.356) (0.516) (0.410) (0.250) (0.745)
Adjusted R-squared 0.102 0.145 0.044 0.101 0.095 0.172
Gap (%) 36% 43% 29% 27% 34% 49%
Observations 3,937 2,383 592 962 3,477 460

Note: ***/**/* indicate statistical significance at the 1/5/10 percent level respectively. % gap values are obtained with the exp(b)-1
transformation (Halvorsen and Palmquist [1980]).
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TABLEA.B.4

Oaxaca-Blinder decomposition of the gender differential in urban informal firm productivity

Log (Output per person per month [XOF/person])

(1] [2] 3] [4] [5] (6]
All Rural Lomé Other Self- Micro-firms
Locations urban employed
Overall
Male owner 10.623*** 10.641%** 10.620*** 10.583*** 10.689*** 10.395%**
(0.055) (0.084) (0.117) (0.065) (0.066) (0.092)
Female owner 10.307***  10.247***  10.267***  10.507***  10.344*** 9.874%**
(0.037) (0.048) (0.081) (0.067) (0.037) (0.137)
difference 0.316%** 0.394*** 0.353*** 0.077 0.345%** 0.521%**
(0.062) (0.092) (0.127) (0.088) (0.072) (0.159)
explained —0.139***  —0.174*** 0.016 —0.242*** -0.076** -0.154
(0.037) (0.054) (0.079) (0.065) (0.037) (0.110)
unexplained 0.454*** 0.568*** 0.337** 0.318*** 0.421%** 0.675%**
(0.062) (0.081) (0.148) (0.097) (0.072) (0.156)
explained
Years of education 0.033 0.019 0.065 0.013 0.035 -0.006
(0.025) (0.034) (0.069) (0.030) (0.025) (0.071)
Log (Manager experience in years) 0.005 0.005 -0.003 -0.000 0.009 -0.055
(0.008) (0.011) (0.026) (0.006) (0.008) (0.047)
Sector of operation (reference: Industry)
Commerce -0.161***  —0.145*** -0.100**  -0.248***  -0.170***  -0.020
(0.021) (0.029) (0.040) (0.043) (0.024) (0.030)
Service 0.006 0.003 0.007 0.007 0.012% 0.009
(0.005) (0.005) (0.014) (0.008) (0.007) (0.023)
Lome Firms 0.000 -0.004 -0.023
(0.003) (0.004) (0.024)
Other Urban Firms 0.001 0.000 0.012
(0.001) (0.000) (0.016)
Log (Firm age) 0.053*** 0.051*** 0.057* 0.047** 0.062*** -0.001
(0.013) (0.016) (0.032) (0.020) (0.015) (0.004)
Access to credit [dummy] —0.027*** —0.021** -0.027 —0.044** —0.031*** -0.049
(0.008) (0.010) (0.017) (0.018) (0.009) (0.030)
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Log (Output per person per month [XOF/person])

(1] [2] 3] [4] [5] [6]
All Rural Lomé Other Self- Micro-firms
Locations urban employed
Firm size (reference: 1 worker)
2-4 \Workers -0.034***  —0.060*** 0.000 -0.034 -0.036
(0.012) (0.017) (0.014) (0.029) (0.025)
5+ Workers -0.027***  —0.041** -0.019 -0.009
(0.010) (0.018) (0.019) (0.012)
Degree of personal closeness with the clientele 0.010* 0.020* 0.002 0.001 0.008 0.005
(0.006) (0.012) (0.008) (0.005) (0.006) (0.015)
gjfliz'g a;ttr:‘f);r;‘ f;;’:‘%f;sor doing 0.010* ~0.002 0.048* 0.003 0.007 0.000
(0.006) (0.005) (0.029) (0.011) (0.006) (0.021)
Permanent work site 0.000 0.002 -0.006 0.000 0.001 0.016
(0.002) (0.004) (0.010) (0.001) (0.002) (0.016)
Access to electricity [dummy] —-0.003 —-0.002 -0.000 -0.003 —-0.001 0.002
(0.003) (0.004) (0.010) (0.005) (0.002) (0.007)
Access to clean water [dummy] -0.005 -0.008 0.004 0.000 -0.009 0.001
(0.004) (0.005) (0.010) (0.010) (0.005) (0.007)
Access to telephone at work premise [dummy] 0.000 -0.002 -0.014 0.020 0.005 -0.017
(0.010) (0.017) (0.018) (0.015) (0.010) (0.018)
Access to internet at work premise [dummy] 0.001 0.006 0.001 0.004 -0.001 0.010
(0.002) (0.005) (0.003) (0.006) (0.002) (0.018)
unexplained
Years of education 0.275*** 0.359*** 0.184 0.102 0.255** 0.548**
(0.098) (0.129) (0.252) (0.169) (0.110) (0.267)
Log (Manager experience in years) 0.608 1.862** —0.809 —0.081 0.584 -0.105
(0.508) (0.780) (0.903) (0.672) (0.555) (1.348)
Sector of operation (reference: Industry)
Commerce 0.102** 0.084 0.255% 0.003 0.122** -0.01
(0.045) (0.054) (0.135) (0.067) (0.052) (0.072)
Service -0.085** -0.112** -0.023 —-0.069 —-0.083* —0.062
(0.038) (0.047) (0.111) (0.053) (0.046) (0.092)
Lome Firms -0.046 —-0.038 -0.198*
(0.046) (0.057) (0.102)
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Log (Output per person per month [XOF/person])

(1] [2] 3] [4] [5] [6]
All Rural Lomé Other Self- Micro-firms
Locations urban employed
Other Urban Firms -0.051* -0.034 -0.251**
(0.027) (0.031) (0.099)
Log (Firm age) -0.214 -0.694*** 0.538* -0.343* -0.144 0.119
(0.146) (0.225) (0.276) (0.199) (0.170) (0.347)
Access to credit [dummy] -0.038* 0.001 -0.063 -0.071* -0.035 -0.043
(0.022) (0.030) (0.049) (0.043) (0.025) (0.088)
Firm size (reference: 1 worker)
2-4 Workers 0.016 0.033 -0.016 0.022 -0.198
(0.026) (0.038) (0.047) (0.053) (0.425)
5+ Workers 0.015 0.040*** 0.008 -0.023
(0.010) (0.015) (0.015) (0.020)
Degree of personal closeness with the clientele 0.071 -0.079 0.209 0.150 -0.026 0.786*
(0.179) (0.329) (0.331) (0.210) (0.219) (0.460)
ESS::Z \‘l’v‘:tt:im: ltaorg:%?;fr doing ~0.005 0022 0.118 ~0.100 0.013 ~0.167
(0.048) (0.059) (0.140) (0.077) (0.053) (0.117)
Permanent work site -0.037 -0.064 0.061 —0.147* -0.068 0.096
(0.059) (0.082) (0.126) (0.090) (0.063) (0.187)
Access to electricity [dummy] -0.032 -0.041 -0.002 -0.072 -0.036 0.045
(0.038) (0.038) (0.109) (0.082) (0.038) (0.145)
Access to clean water [dummy] 0.019 0.030* 0.009 0.002 0.010 0.070
(0.019) (0.017) (0.053) (0.038) (0.017) (0.064)
Access to telephone at work premise [dummy] -0.015 -0.043 0.072 0.090 -0.021 0.153
(0.059) (0.069) (0.152) (0.096) (0.063) (0.180)
Access to internet at work premise [dummy] 0.013 -0.005 0.043 -0.002 0.014 -0.033
(0.011) (0.004) (0.033) (0.019) (0.010) (0.030)
Constant -0.142 -0.781 -0.248 0.858 -0.092 -0.074
(0.538) (0.819) (0.988) (0.764) (0.585) (1.442)
Observations 3,937 2,383 592 962 3,477 460

Note: ***/**/* indicate statistical significance at the 1/5/10 percent level respectively. % gap values are obtained with the exp(b)-1
transformation (Halvorsen and Palmquist [1980]).
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ANNEX C: SUBSIDIZED EMPLOYMENT
PROGRAMS

Subsidized employment programs come operate in many ways. Unlike the situation with adults, where wage
subsidies can be used to protect existing employment, subsidized employment programs for youth typically
focus on moving young people into jobs that they did not already hold. Wage subsidy programs can operate
in many ways, either through a direct transfer to employers, reductions in payroll taxes, or income tax credits.
These programs aim at promoting participation in the labor market of the beneficiaries, while compensating
employers for screening, orientation, and initial training costs. Wage subsidies may also be given to employers
to stimulate the demand for specific workers or to employees to provide incentives for re-employment. In
contrast to subsidized employment programs are public works programs, providing the job and (most often)
compensation directly to the individual. These programs were an important tool in mitigating the impacts of
the COVID-19 pandemic. Public works can be managed directly by the government or contracted out to NGOs
or the private sector.

The target populations for subsidized employment programs tend to be more vulnerable youth and those who
are further away from being able to obtain employment without assistance. For example, Jordan’s New Entrants
to Work (NEW) program offers vouchers to unemployed first-time job seekers that cover the cost of social
security contributions during an on-the-job training period, with the idea that young workers without prior job
experience are perceived as less productive than those with work experience, and will thus need the additional
assistance to find a job, particularly one that provides training. Idmaj in Morocco followed successfully a similar
approach with a youth wage subsidy to a lower wedge between the total cost of labor and take-home pay in
a context of high taxation of formal labor. Liberia’s Emergency Employment Action Programme (LEEP/LEAP)®
was another employment program with a strong public works component, in this case addressed in particular
to demilitarized youth.

TABLEA.C.1

Subsidized employment programs features and principles

Feature Principles for design and implementation of Subsidized Employment Projects/Wage Subsidies

Recipient In developing countries, wage subsidies are almost always paid to the firm (rather than the youth), in part for
administrative reasons.

Targeting The target population is often limited to newly-hired workers (previously unemployed) in certain age groups
(e.g. youth below 30, older workers above 50) or with another disadvantage in the labor market (e.g. long-
term unemployed, disabled, displaced).

Narrow targeting of the subsidy is desirable to reduce the budgetary cost of the program and maximize the
benefits to the favored group. Eligibility criteria should be as simple as possible.

Targeting of those with no or little work experience and facing the highest risk of unemployment and inactivity
is also desirable to reduce the deadweight loss.

76 http://pdf.usaid.gov/pdf docs/PNADF305.pdf
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Feature

Principles for design and implementation of Subsidized Employment Projects/Wage Subsidies

Duration

Level

Payment vehicle

Conditionalities

Linkages

Verification

Subsidies should usually be limited in time. Common durations for time-limited subsidies are six months to
1-2 years.

Short-term subsidies (below six months) are useful to overcome employers' initial reluctance to hire but
depending on the type of job may be unlikely to achieve skills learning objectives.

Medium-term and longer subsidy periods (six months up to two years) can permit young workers to develop
necessary skills, and as a result increase their productivity.

That said, the core skills demanded by a given job are likely to have been acquired by 1 year for most jobs, and
longer subsidy periods should thus be the exception.

A proportional subsidy (as a proportion of the wage) is usually recommended over fixed subsidies as it aligns
incentives between program and employer (the employer contributes).

Setting a ceiling to the subsidy (unless it is fixed) may be required to encourage the integration of
disadvantaged youth, since this design naturally predisposes employers towards hiring low-skilled (and hence
low-paid), due to the fact that capped subsidies (like fixed amounts) cover a larger proportion of wage costs
for low-paid workers.

It can also be advisable that the share/amount of the subsidy decreases over time, reflecting potential
increases in productivity.

Higher subsidies may also be used for more disadvantaged groups and smaller employers.

Wage subsidies are typically paid in one of three ways: through the tax system, through the social security
system, or as direct programmatic payments to the employer or worker. Piggybacking on an existing system
lowers the administrative costs of the subsidy program. If the payment goes to the employers, they should
usually not receive payments ex-ante, but be reimbursed for part of the labor costs they have occurred.

For firms, restrictions on the dismissal of previous workers can be considered as well as stipulations on
extending the employment contract after the subsidy expires.

Conditions for beneficiaries can include requiring beneficiaries to participate in job-related training, either
before or after being hired.

To maximize their impact, wage subsidies might also need to be linked to other active labor market programs
such as training, counseling, intermediation and job search assistance.

Wage subsidies must be accompanied by a rigorous monitoring system to prevent and/or detect fraud and
abuse. The monitoring system must ensure that each employee for whom the subsidy is claimed is not only
eligible for the subsidy but is actually working, that the claimed wages are being paid, and that the data used
to determine the amount of the subsidy are accurate.
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