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ABSTRACT

This note aims to shed light on how Ethiopia’s efforts towards export-led industrialization can create 
more, better, and more inclusive jobs. It first reviews the evidence on how global value chain participation 
and industrialization have led to improved employment outcomes across the globe, before turning to the 
evidence on Ethiopia’s industrialization experience so far. Significant progress in building this evidence base 
has been made in recent years, including more recently through different analytical outputs produced under 
the World Bank Group’s analytical program on industrial labor, highlighted in this note. However, significant 
knowledge gaps remain. The note concludes by outlining ideas for a future research agenda on industrial 
labor in Ethiopia, focusing on key areas for policy-oriented research.

This work is a product of the staff of The World Bank with external contributions. The findings, interpretations, and conclusions expressed in this work 
do not necessarily reflect the views of The World Bank, its Board of Executive Directors, or the governments they represent. The World Bank does not 
guarantee the accuracy of the data included in this work.

 The authors thank, without implicating, Girum Abebe, Robert S. Chase, Tewodros Dessie, Jade Elena Garza Ndiaye, 
Senidu Fanuel, Nicolas Lippolis, Alfredo Manfredini Böhm, Christian J. Meyer, Achim D. Schmillen, Matt Mahama, 
Sérgio Dista, and Christina Wieser for helpful comments and discussions.

This note is part of the World Bank Group (WBG)’s analytical work program on More, better, and more 
inclusive jobs: Preparing for successful industrialization in Ethiopia, which is funded by the UK Foreign, 
Commonwealth & Development Office. This program aims to provide reliable and timely data that answers 
important questions on current employment, labor productivity and wage dynamics in the industrial parks, 
and the broader impacts of industrial jobs on the local economy.
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1. INTRODUCTION

Several countries have demonstrated that Global Value Chain (GVC) participation can play a catalytic 
role in industrialization. While previously countries had to build extensive industrial bases to begin the 
process of industrialization, the rise of GVCs1 has allowed countries to insert themselves into specific 
industries and jumpstart industrialization. Over the past decades, several Southeast Asian countries 
have shown that export-led industrialization through participation in GVCs has been a gateway towards 
structural transformation (Baldwin, 2012). Along with structural transformation, more and better jobs are 
created, which is critical for social and economic development. Through jobs, people pull themselves out 
of poverty, create more productive societies, improve living standards, and strengthen social cohesion. In 
addition to providing people with an income, jobs are valued at an individual level because they contribute 
to self-esteem and happiness (World Bank, 2012).

While some countries have been able to create more productive, higher-earning, and higher-quality jobs 
when entering GVCs, others failed to reap the job benefits of GVC participation. China and Japan are 
often seen as prime examples of countries that have been able to gradually expand their industrial base and 
upgrade their production structures, thereby employing millions of workers and increasing the benefits that 
accrue to these workers, such as increased wages and skills development. While many other countries have 
been able to attract the initial investments needed to establish an industrial base, several have struggled 
to use this initial success towards industrial upgrading and have the benefits associated with industrial 
upgrading accrue to the labor force. For example, Lesotho has emerged as one of the largest garment 
exporters in Sub-Saharan Africa over the past decades, following the introduction of the African Growth 
and Opportunity Act (AGOA). Even though approximately half of the formal labor force is employed in the 
garment sector, there are few signs of product and process upgrading occurring. With limited upgrading, 
jobs will likely remain low-paid and provide limited possibilities for skills development over time (Staritz and 
Morris, 2012). The end of the Multi Fibre Arrangement in 2005 already triggered a period of declining trade 
and employment, further posing a threat to the transformative potential of export-led growth (Maliszewska 
et al., 2019).

In recent years Ethiopia made a concerted effort to join GVCs with the objective of accelerating job 
creation for its fast-growing labor force. The Ethiopian industrialization strategy has centered around 
constructing special economic zones (“industrial parks”), providing infrastructure and incentives to attract 
Foreign Direct Investment (FDI), specifically focused on the garment sector and other labor-intensive 
industries. Some signs of early success are visible: Several global companies, such as H&M and PVH, 
have started operations, altogether worth billions of USD in FDI (Oqubay, 2018). Turning initial successes 
into all-encompassing change through the creation of more, better, and more inclusive jobs is the real 
challenge, however. With two million youth entering the Ethiopian labor market annually, creating jobs is 
at the top of the political agenda (Job Creation Commission, 2019). 

This note aims to shed light on how Ethiopia’s efforts towards export-led industrialization can lead 
to the creation of more, better, and more inclusive jobs. There is significant evidence on how different 
mechanisms have led to improved labor market outcomes in other countries. While some evidence 
has been generated over the past years on Ethiopia’s industrialization efforts in this regard, significant 
knowledge gaps remain. This note contributes to filling some of these gaps by contributing novel evidence 
generated through the WBG’s analytical work program on industrial labor in Ethiopia. As the program 

1	 A value chain is the “full range of activities that firms and workers do to bring a product from its conception to its end use and beyond,” 
with global value chains making this process spread across different countries (Gereffi and Fernandez-Stark, 2011).
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covers a range of primary data collection initiatives, it has provided a number of insights on if and how 
industrialization has led to more, better, and more inclusive jobs in Ethiopia. While this note takes a jobs 
angle to Ethiopia’s industrialization agenda, many other issues, including finance, trade, and logistics, should 
be considered by policymakers (see Box 1).

The note proceeds in the following way for each of the three dimensions of more, better, and more 
inclusive jobs. First, it provides an overview of the different mechanisms through which industrialization 
can lead to more, better, and more inclusive industrial jobs.2 Second, it reviews the existing evidence on 
the Ethiopian experience to date and draws attention to key gaps in the evidence base. This is followed by 
an overview of how evidence generated through the WBG’s analytical work in this area has filled in some 
of these gaps. The last section concludes by charting an agenda for future analytical work to address 
remaining gaps across the three jobs dimensions. 

BOX 1: ETHIOPIA’S INDUSTRIAL PARK JOBS IN PERSPECTIVE

In recent years, Ethiopian industrial policy aimed at boosting light manufacturing has centered around the 
construction of special economic zones with enabling infrastructure throughout the country. The Government 
of Ethiopia (GoE) updated and introduced new regulations3 and institutions4 and focused on attracting significant 
FDI and major global fashion brands. This concerted effort in investment attraction was successful in branding 
Ethiopia as a possible investment destination and led to companies such as H&M and PVH establishing offices 
in Ethiopia and sourcing from the industrial parks (Mihretu and Llobet, 2017). Initially, most industrial parks were 
developed through the Government’s Industrial Park Development Corporation (IPDC), while in recent years, 
more private developers have established their own industrial parks.

While the construction of industrial parks circumvented many of the problems faced by the manufacturing 
industry, many challenges remain that constrain the ease of doing business. This note specifically focuses on 
the labor dimension of industrial parks. However, many other crucial constraints have been identified that will 
need to be addressed for the Ethiopian industrial park agenda to succeed. In addition, following the initial 
success at attracting significant investment, more progress can be made on the jobs agenda in an environment 
where the country’s investment policy moves from focusing solely on quantity to also prioritizing social and 
environmental outcomes. This is why understanding how “better jobs” and “more inclusive jobs” can come from 
the industrial sector is crucial for policymakers going forward.

Policymakers should take a comprehensive approach to the industrial policy and consider many others factors 
and constraints beyond labor when deciding which strategic direction to take with the industrial park agenda. 
A wide range of constraints has been identified, including in relation to trade, customs and logistics, banking 
and access to foreign currency, power, and creating linkages with domestic industry.5 While several of these 
constraints have been addressed to some extent, many remain. Policy makers will need to carefully consider all 
constraints when formulating industrial park policy moving forward.

2	 In this note, ‘industrial jobs’ are referring to jobs in the manufacturing sector, excluding construction.
3	 Including the following legislation: Investment Proclamation No. 1180/2020 (replacing the earlier Investment Proclamation No. 769/2012 

and the Ethiopian Investment Board and Ethiopian Investment Commission Establishment Regulation No. 313/2014) and the Industrial 
Park Proclamation No. 886/2015.

4	 The Ethiopian Investment Agency was restructured to the Ethiopian Investment Commission (EIC) in 2014. In addition, a range of 
institutions were established, such as the Industrial Park Development Corporation (IPDC), Ethiopian Industrial Inputs Development 
Enterprise (EIIDE), Ethiopian Textile Industry Development Institute (ETIDI) and the Leather Industry Development Institute (LIDI), 
resulting in an expanded ‘industrial bureaucracy’ (Hardy and Hauge, 2019).

5	 For an overview of these constraints, see for example Ethiopian Investment Commission (2020a).
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2. FRAMEWORK

The note uses a simple framework to analyze three dimensions in which GVCs can improve employment 
outcomes.6 This framework is built on three pillars: (i) more jobs; (ii) better jobs; and (iii) more inclusive jobs. 
For each of these pillars, this note highlights the different mechanisms through which other countries have 
been able to create more, better, and more inclusive jobs. While each of these dimensions is separately 
considered, they are deeply intertwined, and public policy should ideally achieve these three dimensions 
simultaneously.7 The framework is summarized in Figure 1.

Industrialization can lead to more jobs through the following two mechanisms:

 ∂ Mechanism 1: Direct job creation

 ∂ Mechanism 2: Indirect job creation, through:

 ∂ 2a: Forward and backward linkages in related sectors

 ∂ 2b: Spillovers on the local economy

FDI firms entering a host country can contribute to the creation of more jobs directly by creating jobs in 
their factories and their firms more generally (Mechanism 1). In addition, this direct job creation can induce 
indirect job creation (Mechanism 2). Host firms generate spillovers from strengthened backward and 
forward linkages in and around the supply chain as well as knowledge spillovers to other local industries. 
In addition, due to the workforce transitioning out of agriculture in rural areas to industrial jobs in urban 
areas, local markets are likely to experience increased demand for goods and services, which in turn can 
lead to significant indirect job creation to cater to this demand.

6	 This note uses a framework from the WBG’s Jobs Group (World Bank, 2017), as the focus of this note is on the impact of GVC 
participation on employment outcomes. For a more general overview of GVCs and global trade, as well how these frameworks have 
evolved over time, see Gereffi (1994, 1996, 1999, 2014).

7	 The literature distinguishes between economic and social upgrading, with economic upgrading being captured by “more jobs” and social 
upgrading by “better jobs” and “more inclusive jobs.” As the labor force in the garment industry if mostly made up of female, lower-skilled 
workers, the framework adopted in this note separately considers “better jobs” and “more inclusive jobs”.

FIGURE 1: HOW INDUSTRIALIZATION CAN LEAD TO MORE, BETTER, AND MORE INCLUSIVE JOBS 

Disadvantaged groups entering the formal labor market

Transformational effects on family and society

MORE INCLUSIVE 
JOBS

Wage premia

Access to skills and training

Better working conditions through global standards

BETTER
JOBS

MORE
JOBS

Direct job creation

Indirect job creation
•  Forward and backward linkages in related sectors
•  Spillovers on the local economy

Source: Authors. 
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Industrialization can lead to better jobs through the following three mechanisms:

 ∂ Mechanism 3: Wage premia

 ∂ Mechanism 4: Access to skills and training

 ∂ Mechanism 5: Better working conditions through compliance with global standards

In many countries, industrial firms pay regular wages that are higher than income in other sectors. Firms 
operating in GVCs are expected to pay higher wages than their domestic counterparts in similar industries 
(Mechanism 3). In addition, industrial work can lead to better jobs because it may provide access to 
training and skills development for workers who come to the firms with little to no previous experience 
(Mechanism 4). Lastly, as export-oriented industrial firms are often under intense scrutiny to comply with 
global standards on occupational health, safety, and the treatment of workers, these firms are more likely 
to provide better working conditions to their workers (Mechanism 5).

Industrialization can lead to more inclusive jobs through the following two mechanisms:

 ∂ Mechanism 6: Disadvantaged groups entering the formal labor market

 ∂ Mechanism 7: Transformational effects on families and society

Industrial firms have the potential to create more inclusive jobs in that they offer stable wages to groups 
of people that are often disadvantaged in their local labor markets. In the global garment industry, young, 
female, low-skilled workers make up the vast majority of the production workforce. Industrial jobs can 
provide young women, who may otherwise be working in the informal economy or in subsistence agriculture, 
with an entry point into the formal labor market. Once they have entered the formal labor market, they 
accrue many benefits, including more (financial) independence and more agency over family planning 
decisions. These benefits go beyond the individual worker and also improve outcomes at the household 
and society levels through reduced fertility rates and increased investment in the next generation.
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3. MORE JOBS

3.1. How can industrialization lead to more jobs?

The creation of more jobs is at the core of industrialization and the structural transformation process. 
The entry of FDI firms can lead to direct and indirect job creation. While it is straightforward to see how 
direct job creation of FDI firms leads to more jobs in the production facilities and offices of these firms 
in the hosting country, the mechanisms through which the entry of these firms can lead to indirect job 
creation are more complex and require a more comprehensive understanding of the intertwined processes 
of structural transformation, industrialization, and urbanization.

This section focuses on how industrialization and entry into GVCs lead to more jobs. It focuses on two key 
mechanisms, with the second mechanism (“Indirect job creation”) further split into two sub-mechanisms 
(see Figure 2).

Mechanism 1: Direct job creation

Direct job creation by foreign firms setting up production sites in other countries has shown to have 
the potential to create a significant number of jobs. While some countries have been able to expand 
existing industries that were previously focused on import substitution, GVCs allow countries without such 
industrial bases to still kickstart industrialization and create jobs. For example, Bangladesh has been able to 
create over three million jobs in the textile and garment sector over the past decades by attracting export-
oriented GVC firms. Lesotho was able to kickstart structural transformation by attracting similar firms 
and employ more than 50,000 workers—accounting for approximately ten percent of the total labor force 
(Farole, 2016). Cambodia started attracting garment firms in the mid-1990s and was able to create over 
half a million jobs across more than 600 garment factories within a twenty-year span (World Bank, 2016).

Mechanism 2: Indirect job creation

Beyond the direct impact of GVC lead firms on job creation, the hosting of such firms can lead to wider 
indirect job creation through two interrelated channels.8 First, through backward and forward linkages, 
more jobs are created along the value chain of an industry. Second, industrialization leads to rural-urban 
migration, with the twin pressures of urbanization and industrialization leading to more competitive labor 
markets. These two mechanisms are considered in turn, before returning to the question of how these 
mechanisms affect the number of (indirect) jobs created.

8	 These two mechanisms are based on a framework by Taglioni and Winkler (2016). While the framework by Taglioni and Winkler (2016) 
focuses on the impact of GVC participation on the domestic economy more broadly (and therefore includes other mechanisms as well), 
it has been modified to account for the jobs angle explicitly taken in this paper.

FIGURE 2: HOW INDUSTRIALIZATION CAN LEAD TO MORE JOBS

Direct job creation

Indirect job creation
•  Forward and backward linkages in related sectors
•  Spillovers on the local economy

MORE
JOBS

Source: Authors. 
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 ∂ Mechanism 2A: Forward and backward linkages in related sectors

The most significant potential for indirect job creation is often attributed to the potential for backward 
and forward linkages. With lead foreign firms entering a country, domestic firms can directly benefit from 
interactions with these firms through a demand and assistance effect. Lead firms require more and better 
inputs, which creates an incentive for domestic suppliers to expand their production process and labor 
force. Looking at a set of Romanian firms, Javorcik and Spatareanu (2008) find evidence for this demand 
effect. However, for this sample of firms, a demand effect only holds for partially foreign-owned firms, as 
these firms might have fewer options to source from existing supplier networks than fully foreign-owned 
firms that can tap the global supplier network of their parent company.

In addition to experiencing an increase in demand for their products, domestic suppliers are likely to 
improve these products when receiving direct assistance from lead firms. This assistance can take 
different shapes, including knowledge and technology sharing, advance payments, and other types of 
technical and financial assistance. As a result, foreign lead firms can source both more and better inputs. 
Jordaan (2011) finds evidence for this in Mexico, showing that while both domestic and FDI firms do 
not differ in their level of use of local suppliers of material inputs and production services, FDI firms are 
more likely to pressure domestic suppliers to increase the quality of their production process through the 
provision of support. 

Beyond the direct demand and assistance effects of lead firms, these effects can also lead to technology 
spillovers to other firms through demonstration or imitation. While some firms might not directly produce 
for lead firms, they can benefit from the presence of foreign firms through diffusion, availability, and quality 
effects. They can imitate products and production technology, leading to knowledge and technology being 
spread beyond the original intended beneficiary. Looking at the Polish automotive industry, Simona and 
Axéle (2011) find evidence for such knowledge creation, which leads to improved performance among 
Polish suppliers. A critical factor in the extent to which the supplier is able to improve performance is the 
Research and Development (R&D) capability of the firm, with less-capacitated firms unlikely to fully reap the 
productivity benefits of these technology spillovers. With suppliers upgrading their production processes, 
the industry is likely to experience an increase in the availability and quality of inputs. These availability and 
quality effects on inputs, in turn, allow the domestic industry to improve the quality of their final products. 
Javorcik and Spatareanu (2009) find evidence for such “learning-by-supplying” for a sample of Czech 
manufacturing firms. In order to become a supplier to foreign firms, domestic suppliers pre-emptively 
upgrade or get quality certifications to become eligible as a supplier to foreign firms.

While these different direct and indirect spillover effects have the potential to improve the productivity 
of domestic firms, both at intra- and inter-firm levels, the evidence remains inconclusive (Paus and 
Gallagher, 2008). A seminal paper by Aitken and Harrison (1999) looks at a panel of Venezuelan firms and, 
in fact, finds that local firms become less productive with incoming FDI. Following this finding, significant 
research has been undertaken to explore the presence of spillover effects further, looking at the existence 
and extent of these linkages, both at horizontal and vertical levels. Depending on the context, whereas 
some find strong positive effects, others cannot find any evidence whatsoever or even find evidence for 
negative effects.9 

The absorptive capacity of the firm, industry, and/or country for technology and knowledge spillovers 
might be the intermediating factor that explains why spillovers are observed in some places and not in 
others (Farole and Winkler, 2012). Three factors are likely to affect this absorptive capacity: (i) characteristics 

9	 	For a review of the literature, see Görg and Greenaway (2004), Lipsey and Sjöholm (2005), Smeets (2008), and Havranek and Irsova (2011).
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of foreign firms; (ii) characteristics of domestic firms; and (iii) differences in host country factors (Castellani 
and Zanfi, 2003; Lipsey and Sjöholm, 2005). For example, Paus and Gallagher (2008) look at Costa Rica 
and Mexico and find that, despite significant success in attracting high-tech FDI, spillovers to the rest of the 
economy have not occurred. They argue that this is the result of both governments’ failure to formulate and 
execute a coherent strategy that has a comprehensive vision on how to build national capabilities, address 
relevant market failures, and support domestic firms with entering GVCs. In the case of Costa Rica, the 
potential of FDI was not realized as a result of this inaction, while Mexican suppliers actually experienced 
a setback because of increased competition of international firms.

 ∂ Mechanism 2B: Spillovers on the local economy

Industrialization can also catalyze rural-urban migration with important spillover effects on local 
economies. By providing access to high-wage jobs in nearby urban areas, Ethiopia’s industrial parks 
may attract large numbers of rural-urban migrants from largely agricultural households in rural areas. 
Lopez-Acevedo and Robertson (2016) show that between 2005 and 2013, manufacturing was the main 
economic activity that attracted poor Mexican female workers from the agricultural sector. Beyond the 
direct effects of creating more formal, stable jobs, the rural-urban migration that these jobs may induce can 
have important spillover effects in both rural villages and in the cities in which industrial parks are located. 
These may be due to changing (agricultural) labor markets in rural areas or due to local entrepreneurs 
and firms responding to changing demand for specific products or services, for example, because new 
workers in urban areas may demand more ready-made meals outside of their household. Given that the 
vast majority of production workers in industrial parks are female, such spillovers will likely have important 
gender-differentiated effects.

Gaining access to industrial park employment may affect agricultural wages and productivity in rural 
communities. The most important source of employment and income within rural Ethiopian communities 
is agriculture. Women in rural Ethiopia provide a large share of agricultural labor, though they often do not 
have access to formal employment opportunities. For all workers in rural areas, but particularly for women, 
access to higher-wage, outside-community jobs in industrial parks may lead to a lower supply of (female) 
farm labor in the rural communities. This change in agricultural labor supply may increase the wage in the 
rural labor market. That, in turn, could affect how farmers use labor and other intermediate inputs. At the 
same time, increased household income per capita in rural communities (through a decrease in the number 
of people and/or an increase in remittances from workers in urban areas) may relax credit constraints for 
agricultural households and again affect agricultural input choices. Understanding this complex interplay 
of community-level wage responses and agricultural input choices and production is an important and 
active area of research (Akram et al., 2017; Brooks and Donavan, 2020) 

In the long-term, industrial parks may lead to the growth of businesses catering to the needs of workers 
and to new businesses in rural areas. In urban areas, significant in-migration of new workers with a steady 
income may lead to the growth of businesses catering to these workers, especially in the non-tradable 
sector. In addition, significant out-migration from rural communities to work in the industrial park may lead 
to a robust stream of remittances back into the origin community. In addition to relaxing capital constraints, 
this increased aggregate income in rural areas could make it more profitable to set up small businesses 
that cater to the local economy, again, especially in the non-tradable sector.

While these mechanisms have the potential to lead to more jobs in the host country, the long-term 
net employment effects of GVC participation may not necessarily be positive. As a result of the entry 
of foreign firms, productivity of domestic firms increases in the medium-term because of increased 
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competition between domestic and foreign companies. This increased competition leads to more efficient 
use of limited resources among these companies: Less productive firms are likely to quit, while the more 
productive firms are likely to survive and expand (Alfaro and Chen, 2018). This competition effect might 
cancel out the indirect job creation that results from backward and forward linkages. In addition, over 
time, as a result of requirements for more sophisticated production technology and economic upgrading, 
employment growth might be reduced or reverted. Rodrik (2018) argues that global markets stimulate 
automation of technology by demanding more precision of the production process. This leads to a 
“labor-saving bias” 10 in employment growth among developing countries, as they will tend to lose out on 
employment growth after the initial attraction of lead firms. Pahl and Timmer (2020) find long-run evidence 
for the declining employment content of exports in line with such a “labor-saving bias.” Sen (2019) also 
finds that countries which are more integrated into global trade are likely to require fewer workers per unit 
of manufacturing production. 

As the net employment effects of GVC entry are ambiguous and are likely to decline over time, a country 
should prioritize the economic and social upgrading of its labor force. This highlights that policies that 
aim to address “more jobs” cannot be separated from actions aimed at “better and more inclusive jobs,” 
as they are closely interlinked. Farole (2016) emphasizes the need to deepen value chain integration, 
exploit technology spillovers and support the skills development of the labor force in order to reap the 
benefits of GVC participation. The latter, in particular, is likely to contribute to ensuring that women and 
other disadvantaged groups continue to benefit from GVC participation over time, as discussed in more 
detail in Section 5. 

3.2. Existing evidence on Ethiopia

Mechanism 1: Direct job creation

The efforts of Ethiopia to insert itself into GVCs have paid off in creating more jobs to some extent. 
Pahl et al. (2019) find evidence for major job creation as a result of GVC insertion for the period before the 
introduction of the industrial park agenda (i.e., 2000–2014). Using input-output tables, they assess three 
key drivers of job creation growth: (i) growth in global demand; (ii) growth in a country’s competitiveness; 
and (iii) change in technology needed.11 The authors find evidence for the labor-saving bias as hypothesized 
by Rodrik (2018). The authors look at eleven countries, including four African countries,12 and find that 
Ethiopia was able to benefit significantly from GVC participation. In part as a result of starting at a low base, 
Ethiopia experienced the strongest job growth among the four African countries, and only slightly less than 
Bangladesh and Vietnam: Its GVC income shares increased from 0.01 to 0.03 percent. This is largely due 
to its ability to benefit most from the rise in global demand. Specific to GVCs that involve manufacturing, 
Ethiopia has been the strongest performing African country and is only second to Vietnam in the overall 
sample.

Following the GoE’s efforts to boost the manufacturing sector, the sector experienced significant 
jobs growth even prior to the introduction of industrial parks.13 Based on the Large and Medium-scale 

10 Technology is “labor-saving” when it makes a production process more productive while using capital more intensively than labor. This is 
due to labor being more expensive than capital (Acemoglu, 2010).

11 These three factors are measured in the following ways: (i) a country’s value added as a share of global demand for final manufacturing 
goods; (ii) changes in a country’s income share in a GVC; (iii) workers needed per unit of output.

12 Besides Ethiopia, the following countries are included in the analysis: Kenya, Senegal and South Africa for the African continent, and 
Bangladesh, China, Indonesia, India, Malaysia, Vietnam, and Brazil.

13 The following section draws significantly from Bundervoet and Strokova (2020).
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Manufacturing Industry Survey (LMMIS) from 2017,14 the number of firms and real value-added increased 
four-fold since 2000 while employment tripled. This implies that the average firm has decreased in size 
in the 2000–2017 period. However, towards the end of this period, the pace of job growth has picked up: 
in 2017, employment increased by 37 percent compared to 2016, while the number of firms increased 
only slightly (with 1.4 percent, Figure 3a). This implies that firms have significantly increased in size, likely 
due to the large labor-intensive garment firms setting up operations in the industrial parks.15 While some 
absolute job creation occurred as a result of the expansion of the industrial sector, this expansion had 
limited success so far in effecting structural transformation (Figure 3b), with the share of employment in 
the industrial sector rising from 6.9 percent in 2001 to 10.4 percent in 2020.16

Trends seen in the data seem to reflect the government’s efforts to boost labor-intensive light 
manufacturing. The share of firms in textile, apparel, and leather increased in recent years to 16 percent 
in 2017, up from 10 percent in 2012 (Figure 4, panel a). However, the manufacturing sector overall continues 
to be dominated by the food and beverages sector (28 percent of all firms), the plastics and non-metallic 
sector (25 percent), and other manufacturing (23 percent). When turning to employment, a significant 
increase in the share of employment by textile, apparel, and leather can also be observed. Employment 
increased in 2017, reversing a long-term trend of decreasing share of employment in this sector (Figure 4, 
panel b). In particular, the share of employment in this sector has increased from 17 to 25 percent between 
2016 and 2017. This is also indicative of larger firms entering the sector in recent years. 

14 This survey is officially referred to as “Large and Medium Scale Manufacturing and Electricity Survey.” It has been conducted on a census 
and annual basis by the Ethiopian Central Statistics Agency (CSA) since the mid-1970s.

15 However, because of confidentiality of the firm data, it is not possible to explicitly attribute these figures to industrial parks.
16 The 2020 estimate is based on ILO projections.

FIGURE 3A: NUMBER OF WORKERS AND 
FIRMS IN THE MANUFACTURING SECTOR 
IN ETHIOPIA
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FIGURE 3B: EMPLOYMENT SHARE IN 
ETHIOPIA, BY SECTOR
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In recent years, the industrial policy aimed at boosting light manufacturing centered around the 
construction of industrial parks. Most of the industrial parks focus on the textile and garment sector, 
although the private industrial parks have a more diverse mix of industries. See Table 1 for a comprehensive 
overview of the different industrial parks currently operational or under development in Ethiopia.

Official government estimates provide some evidence on the direct job creation impact of the industrial 
parks. For example, the Ethiopian Investment Commission (EIC) collects monthly employment data and 
reports that approximately 88,000 workers were employed in the industrial parks at the start of the 
COVID-19 pandemic (Ethiopian Investment Commission, 2020b). Most government estimates are based on 
self-reported firm data submitted as part of the GoE’s efforts to monitor the performance of the industrial 
parks vis-à-vis monthly targets. 

Mechanism 2: Indirect job creation

Despite being a focus of the GoE policy framework for the industrial sector, the evidence on indirect 
job creation impacts of the industrial parks through backward and forward integration into value 
chains is limited. While linkages between domestic and foreign firms have been a key element of the 
industrial park agenda (Staritz and Whitfield, 2017), there is very little evidence so far on whether these 
linkages have been made. There is some encouraging initial evidence on productivity gains through 
knowledge spillovers. Abebe et al. (2018) find that these knowledge spillovers are particularly created 
through workers moving to local firms, as well as through the demonstration effect. Moreover, they find 
some evidence for backward and forward linkages. While some efforts have been made at creating 
linkages between specific industrial parks and supporting industries (World Bank, 2014), there is a lack 
of systematic evidence about the existence and potential of backward and forward linkages of industrial 
park firms to the wider economy.

Industrial parks and other foreign-owned garment firms continue to rely almost entirely on imported 
inputs. As a result, the higher productivity levels of FDI firms have not diffused across the economy to 
the desired extent and job creation rates have fallen short of government objectives. Moreover, continued 
dependence on imported inputs makes the garments value chain vulnerable to supply disruptions and drains

FIGURE 4: SHARE OF FIRMS AND EMPLOYMENT BY SUB‑SECTORS OF MANUFACTURING
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TABLE 1: OVERVIEW OF CURRENT AND PLANNED INDUSTRIAL PARKS IN ETHIOPIA, 2020

Name Ownership Sector Size Employment(a) Status

Eastern Industrial 
Zone

Private Mixed 233 ha. 20,200 Operational 
since 2008

Bole Lemi I Government Textile and garments 20 sheds 18,400 Operational 
since 2015

Hawassa Government Textile and garments 52 sheds 32,100 Operational 
since 2017

Adama Government Garment, textile, and 
machinery

19 sheds 4,800 Operational 
since 2018 

Huajian Private Mixed 184 ha. 1,600 Operational 
since 2018 

Kombolcha Government Textile and garments 9 sheds 2,100 Operational 
since 2018

Mekelle Government Textile and garments 15 sheds 3,100 Operational 
since 2018

Debre Birhan Government Garment and 
agro‑processing

8 sheds N/A Operational 
since 2019

Dire Dawa Government Textile and garment 15 sheds N/A Operational 
since 2019 

Jimma Government Garment and 
agro‑processing

9 sheds N/A Operational 
since 2019

Bahir Dar Government Garment 8 sheds N/A Operational 
since 2020

George Shoe Private Leather and leather 
processing

100 ha. 400 Operational 
since 2020

ICT Park Government ICT 253 N/A Operational

CCCC Arerti Private Construction 
materials and home 
appliances

100 ha. N/A Operational

DBL Private Textile and Garment 78 ha. 1,400 Operational

Vogue Private Textile and garment 100 ha. 2,000 Operational

Semera Government  N/A 75 ha. N/A Under 
construction

Kilinto Government Pharmaceuticals Serviced land N/A Under 
construction

Bole Lemi II Government Textile and garment 2 sheds and 
serviced land

N/A Under 
construction

CCECC Arerti Private Building material and 
furniture

100 ha. N/A To be 
developed

CCECC Dire Dawa Private Mixed 1,000 ha. N/A To be 
developed

Notes: The data provided in this overview are based on pre-COVID-19 pandemic data. This overview excludes the four agro-integrated 
industrial parks that are developed by regional governments. (a) Employment data are from January 2020, prior to the outbreak of the 
COVID-19 pandemic. Data is rounded to the nearest multiple of 100.
Source: Ethiopian Investment Commission, Industrial Parks Development Corporation.
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scarce foreign exchange away from the country. The absence of local linkages is particularly apparent for 
industrial park firms, very few of which had established supply relationships of any kind with domestic 
producers, with some exceptions in the accessories and packaging sectors.

Developing sustainable and integrated value chains around industrial parks could help Ethiopia meet 
its pressing jobs challenge and boost the structural transformation of its economy. It is estimated that, 
over the next five years, Ethiopia will have to create 2 million jobs per year to cater to new entrants to the 
labor market (Job Creation Commission, 2019). In order to create a good jobs economy, it is important to 
understand the potential of different public policy interventions and assess their relative costs and benefits. 
Thus, understanding the potential and constraints in the value chain was a key focus of this analytical 
work program.

3.3. New evidence generated

Mechanism 1: Direct job creation

The work program focused on generating evidence regarding the impacts of job creation in industrial 
parks and on improving the GoE’s capacity to collect reliable and timely data on job creation. While the 
program initially planned to generate data on the effects of direct job creation on communities, households, 
and workers, following the outbreak of the COVID-19 pandemic, some of these activities had to pivot 
towards directly monitoring the effects of the pandemic. Beyond these COVID-19 data collection initiatives, 
the program supported the GoE in increasing its capacity to monitor employment data in industrial parks 
in greater detail.

Following the outbreak of the COVID-19 pandemic, the work program has assisted stakeholders in 
monitoring the repercussions of the pandemic on employment within industrial parks. While measuring 
direct job creation was not one of the original objectives, the analytical work program was quickly adjusted 
to provide just-in-time information and evidence on the evolving impacts to inform policymakers after 
it became apparent that the COVID-19 pandemic was going to have a drastic impact on firms in the 
industrial parks. Through primary data collection, the program provided rigorous evidence on the impact 
on employment for specific industrial parks, as well as on some of the expected changes in employment 
in the near future. In particular, it deployed a survey among Hawassa Industrial Park (HIP) workers and a 
survey of all industrial park firms. 

First, the program traced the impact through a high-frequency panel phone survey of HIP garment 
factory workers. Survey respondents were randomly sampled from a personnel database that includes 
all production workers who were employed at the HIP as of January 2020. Because of the random 
sampling approach, the study sample is highly characteristic of workers at the HIP.17 The first survey 
round was collected during the initial stages of the pandemic, between April 28 and May 26, 2020, and 
data collection continued for two additional rounds afterwards. The research team worked closely with the 
HIP Investors’ Association and other stakeholders to ensure that findings were relevant and appropriate 
for the local context. 

The HIP worker phone survey found that during the initial stages of the pandemic, the majority of 
employees were still working (57.5 percent), but almost a fifth had been placed on paid leave (Figure 5). 

17 The average worker is a woman, 22 years old, finished Grade 10, was born in Southern Nations, Nationalities, and Peoples’ Region 
(SNNPR), and has been at the HIP for a year and four months. In the first survey round, 3,163 female respondents were reached between 
April 28 and May 26, 2020.
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Focusing on women, as the largest group of production workers, 42 percent were working the same number 
of hours. Of the remaining workers, 7 percent were on unpaid leave, 11 percent had left of their own accord, 
and 2 percent of workers had their contracts terminated. Of those who were not working at the time of 
the first survey round, 91 percent did not find another form of employment, though many were looking for 
other livelihood opportunities. Among the women who left their job voluntarily or were laid off, 81 percent 
report that they would like to go back to work once the situation improves.18 

Most workers who were initially put on paid leave returned to work by September 2020. In the most 
recent wave of survey data, the research team finds that 67.2 percent of production workers in the 
sample are still working at the HIP—about 10 percent more than during the first wave of the pandemic in 
Ethiopia. Most workers who were on paid leave and some workers who were on unpaid leave returned to 
regular employment. About a quarter of all workers who had a job in January 2020 left HIP employment 
permanently. In comparison, firm survey data in HIP indicates that before the COVID-19 pandemic, the 
median firm retained about 83 percent of new production workers within the first year of hiring them.

To complement the large-scale worker survey, the program also surveyed firm managers across 
industrial parks.19 The survey was designed as a census of all operational industrial park firms and reached 
70 percent of eligible firms, almost all of which were still operational at the time of the interview. Most firms 
were interviewed in May and June of 2020. The sampled firms are representative of Ethiopia’s industrial 
park firms: the vast majority of firms produce textiles or apparel, and the average firm has just under 600 
employees. The sample is roughly split between firms that generate over half of their revenue from exports 
(51 firms) and firms that generate more than half of revenue from domestic sales (56 firms).

Overall, firms in Ethiopia’s industrial parks were heavily impacted by demand shock due to the COVID-19 
pandemic. This impact occurred at the extensive and at the intensive margin. Over three-quarters of firms 

18 Please see Meyer et al. (2020) for a full description of all the findings from the first round, as well as the living paper by Demeke et al. 
(2020) that will be updated with the results from additional survey rounds once they are analyzed.

19  Please see Mengistu et al. (2020) describing all the findings of this survey.

FIGURE 5: EMPLOYMENT STATUS OF HAWASSA INDUSTRIAL PARK WORKERS DURING COVID‑19

Jan. 2020 5 May–1 July 2020 22 Aug.–4 Sep. 2020

Notes: The chart shows the employment status of workers across survey waves. The government imposed a ban on employment 
termination throughout the survey period. 
Source: Meyer et al. (2020).
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reported declines in sales and production volumes (Figure 6). On average, sales decreased by 42 percent, 
production by 40 percent (Figure 7). For the firms that reported a decline, average sales decreased by 57 
percent and average production volumes by 56 percent. A small number of firms managed to increase 
sales and production compared to what they had planned. Domestic market-oriented firms reported more 
widespread reductions, even though the intensity of the impact appears to be similar irrespective of whether 
firms are exporters. Among domestic market-oriented firms, 86 percent experienced lower sales. The average 
decrease in sales of these firms is 54 percent. Among export-oriented firms, 67 percent reported lower sales, 
with an average decrease of 62 percent relative to what firms had planned to sell before COVID-19.

FIGURE 6: COMPARISON OF PRODUCTION VOLUMES AND SALES TO PRE‑CRISIS LEVELS
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Notes: The following question was presented to the respondents: “Comparing this establishment [sales/production volumes] for the last 
30 days with planned [sales/production volumes] for this period, before the COVID crisis hit, did [sales/production]: increase, remain the 
same, or decrease?”. Export- and domestic-market orientation is defined according to firm revenue. Firms that answered that they do 
not know were excluded from this figure.
Source: Mengistu et al. (2020).

FIGURE 7: DISTRIBUTION OF PERCENTAGE CHANGE IN SALES AND PRODUCTION OF 
INDUSTRIAL PARK FIRMS, COMPARED TO PLANNED LEVELS
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In addition to this demand shock, firms experienced major supply shocks. Production of firms seemed 
to be constrained by the availability and cost of foreign inputs and the availability of local labor. Firms that 
saw decreased production were asked about the constraints to keeping production levels the same as 
planned. Firm managers named lack of labor, lack of access to domestic or foreign intermediate inputs 
or raw materials, and the cost of domestic or foreign intermediate inputs or raw materials as constraints 
(Figure 8). In line with the more severe impacts on sales and production, domestic-oriented firms also face 
a broader set of binding constraints in meeting their production targets. Accessing and affording foreign 
inputs were reported as the most significant constraints. Importantly, all firms rely heavily on importing 
raw materials and intermediate inputs, whether or not they are oriented towards the domestic or the export 
market. The availability of labor is the second most important constraint reported. At the time of the survey, 
the Government did not order businesses to close but did issue a stay-at-home recommendation. Some 
of the surveyed firms reported that workers refused to come to work out of fear of contracting the virus. 
Firms also reported that employees struggle to access public transportation.

Despite being resilient early on, firm managers saw largely negative prospects in May-June 2020. 
While the industrial park firms proved rather resilient early in the pandemic, with almost all factories still 
operational despite significant sales and order reductions, managers expected the crisis and its impact to 
be far from over. When asked about their expectations for the coming six months, firms expected major 
reductions in workforce and orders (Figure 9). In the most likely scenario, firms on average expected to 
lose 16.7 percent of workers and see their order volume decrease by 20.4 percent. The wide range of 
estimates under different scenarios underscores the inherent uncertainty of the pandemic. To quantify this 
uncertainty, the survey asked firms to provide estimates for pessimistic, regular, and optimistic scenarios 
(Figure 9). In the optimistic case, both employment and order volume were expected to increase slightly. 
In a pessimistic scenario, firms expected to reduce their workforce by 42 percent and experience a 50 
percent reduction in order volume, on average. 

FIGURE 8: CONSTRAINTS TO KEEPING PRODUCTION VOLUMES THE SAME AS PLANNED, BY 
MAJORITY REVENUE SOURCE
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Considering the lack of reliable and timely administrative data on workers in Ethiopia’s industrial 
parks, the work program aimed to improve the Government’s ability to assess employment inside 
industrial parks. The program aimed to increase the capacity of the government to collect and improve 
data on short- and long-term job creation, specifically through just-in-time support to the EIC and the 
Job Creation Commission (JCC). The work program collaborated with the JCC in the access, analysis, 
and systematization of firm- and worker-level data from the Private Organization Employees Social 
Security Agency (POESSA). Linked firm- and worker-level administrative data from POESSA has the 
potential to provide timely and highly localized insights into the functioning of Ethiopia’s labor market. 
Because POESSA’s data lets analysts track both firms and workers jointly over time, it allows for more 
advanced analytical methods than survey data or other administrative data sources. This feature enables 
an understanding of how firms create and destroy jobs (“job flows”) and of how workers begin and leave 
employment at firms (“worker flows”). These insights are critical for understanding, for example, the 
difference between gross and net job creation. The data also permits the analysis and comparison of 
how the labor market functions in specific sectors or specific firm categories (e.g., smaller vs. larger firms, 
firms in industrial parks vs. firms outside of industrial parks) or for specific groups of workers (e.g., men 
vs. women, younger vs. older).

The POESSA dataset currently forms one of the building blocks of JCC’s Labor Market Information 
System (LMIS) and has the potential to improve the GoE’s understanding of the labor market. In 
addition, the work program has been able to identify approximately 70 industrial park firms in the POESSA 
dataset to trace employment outcomes among these firms. However, due to significant constraints in 
the registration of employers and employees, most of the data is currently not comprehensive enough 
to derive conclusions about employment trends in industrial parks. The WBG team is looking at ways of 
supporting the JCC and POESSA in further strengthening the registration and pension contribution data, 
thereby contributing to improved pension registration systems and leveraging existing administrative 
data sources towards a more systematic LMIS. While regular surveys by the Central Statistics Agency 
will continue to provide important snapshots of the labor market at certain points in time, the efforts to 
build an LMIS to give a monthly picture of employment in the Ethiopian labor market more broadly will 
transform policy makers’ understanding.

FIGURE 9: EXPECTED EMPLOYMENT AND ORDER VOLUME CHANGE IN THE COMING SIX 
MONTHS UNDER DIFFERENT SCENARIOS (AVERAGE CHANGE +/– 1 STANDARD DEVIATION)
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Mechanism 2: Indirect job creation

To understand the potential of industrial parks to create jobs through linkages, a comprehensive 
assessment of Ethiopia’s textile and garments value chain was undertaken. The assessment used a 
detailed qualitative study that combined desk research with interviews of producer and brand executives 
with a quantitative survey of firms. Managers of firms across the textile and garment value chain were 
interviewed over the phone between September and October 2020 by professional enumerators. 
The survey design followed the WBG’s “Jobs in Value Chains” methodology (Farole et al., 2018). This 
methodology provides empirical tools for investigating the obstacles that impede the creation of supply 
relationships between different stages of a particular value chain and for evaluating the job creation 
potential from greater value chain integration. Firm managers were asked questions on various aspects 
of their operations, including their production structures, value chain relationships, and the business 
environment faced by the firms. 

This study confirms that backward and forward linkages between FDI and domestic firms in Ethiopia’s 
garment sector remain very limited. Preliminary findings suggest that the segments that are most 
integrated with foreign producers fall outside the core value chain. Accessories and packaging are currently 
the sectors with the greatest prevalence of linkages, with more than half of firms supplying to foreign-owned 
firms (Figure 10). In particular, despite their lower capital intensity relative to the larger foreign-owned firms 
in industrial parks, firms in the packaging sector achieve considerably higher levels of sales per worker. 
However, as these value chain segments are very small in absolute numbers, only a few concrete linkages 
exist. Some spinning and ginning firms also supply to foreign-owned firms, while garments and textiles 
firms have the lowest prevalence of linkages. Accessories and garments firms tend to supply more to 
clients inside industrial parks, while textile firms, despite a relatively large foreign client base, have greater 
linkages with foreign-owned firms outside industrial parks. The main constraints on value chain integration 
include domestic firms’ inability to conform to foreign buyers’ quality requirements, the sourcing practices 
prevailing in the textile and garment GVCs, and policy-related issues such as a poor business environment 
and unfavorable tax policies.

FIGURE 10: FIRMS SUPPLYING TO FOREIGN‑OWNED FIRMS, BY VALUE CHAIN SEGMENT
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4. BETTER JOBS

4.1. How can industrialization lead to better jobs?

Industrialization can lead to better jobs through multiple channels. Industrial jobs are often better-paid, 
provide access to skills development and training, and provide better working conditions. While these 
benefits accrue directly to workers, there is also a strong case to be made for public policy to stimulate 
the creation of better jobs. Creating more jobs is a necessary but not sufficient condition for reaping 
the benefits of industrialization. The key challenge is creating more better jobs. As the net employment 
effects of GVC entry are ambiguous and are likely to decline over time, a country should prioritize the 
economic and social upgrading of its labor force. Through social economic and social upgrading, better 
jobs are created, which benefits workers, firms, and the economy in the long term. When the labor force is 
not upgraded, a country risks losing out through reduced employment, especially impacting lower-skilled 
workers (Farole, 2016). 

This section focuses on how industrialization and entry into GVCs can lead to better jobs. It focuses on 
three key mechanisms (see Figure 11).20 

Mechanism 3: Wage premia

The narrative on wages in the garment industry has often been dominated by anecdotal evidence 
claiming that “sweatshops” pay extremely low wages. Many of these reports focus on absolute wage 
levels, comparing nominal wages across countries. While it is true on a global level that firms are always 
looking to reduce their labor unit costs, this does not necessarily mean that these wages are low compared 
to the domestic outside options that workers have in agriculture, manufacturing or other sectors.

In Ethiopia, firms that participate in GVCs tend to pay higher wages than firms focused on the domestic 
market. Depending on the country and sector, FDI firms may pay 10–70 percent higher wages than domestic 
firms.21 While some of this wage differential can be explained by firm size and other firm characteristics, 
this “may be a reflection of their superior productivity and thus a direct effect of their ownership status 
per se” (Javorcik, 2014, p. 31). In line with this argument, Arnold and Javorcik (2009) show how foreign 
acquisition led to productivity improvement and increased wages among Indonesian manufacturing firms. 
Recent evidence that uses employee-employer linked data finds that significant wage premia exist for 

20 This section draws significantly from Javorcik (2014).
21 Bernard and Jensen (1995) show that US exporters pay higher wages, even after controlling for a range of variables, including capital 

per worker, size of plant, multi-plant dummy, industry, year, plant age, and region. Schank, Schnabel, and Wagner (2007) summarize the 
literature that followed this seminal publication.

FIGURE 11: HOW INDUSTRIALIZATION CAN LEAD TO BETTER JOBS
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emerging markets, while this does not seem to hold for developed countries.22 Van Biesebroeck (2005) 
also shows that the sampled African exporting firms are indeed more productive and pay higher wages 
than non-exporting firms. Wages in FDI manufacturing firms are also higher than in other sectors, most 
importantly agriculture. As most garment workers are coming from rural areas, subsistence farming is 
their main outside option. Lopez-Acevedo and Robertson (2016) look at several South Asian countries 
and find that wages in the garment sector are 8–27 percent higher than wages in agriculture.23 This wage 
premium is even higher for women.

Firms pay higher wages for a variety of reasons. They might pay higher wages in an effort to reduce 
turnover and prevent knowledge spillovers to domestic competitors (Fosfuri, Motta, and Ronde, 2001). 
Higher wages might also be a reflection of firms compensating workers for higher labor demand volatility 
(Fabri, Haskel, and Slaughter, 2003) or higher foreign firm closure rates (Bernard and Sjöholm, 2003). 
Moreover, due to limited knowledge of the local labor market, firms may be unable to identify and recruit 
good workers and pay wage premia to attract high-quality workers (Lipsey and Sjöholm, 2004). Last, higher 
wages might result from a rent-sharing agreement between firms and workers, in which profits are shared 
with workers through increased wages rent-sharing agreements (Budd, Konings, and Slaughter, 2005).

Mechanism 4: Access to skills development and training

GVC firms are likely to invest more in access to skills development and training than their domestic 
counterparts. For example, Filer, Schneider, and Svejnar (1995) find that foreign-owned firms in the Czech 
Republic spent nearly five times more on hiring and training than domestic firms. However, major variations 
are present across sectors, countries, and FDI source countries (Farole and Winkler, 2014). Investment in 
skills training can be a win-win proposition to firms, with significant increases in productivity as a result 
of the training. For example, Adhvaryu et al. (2018) find significant returns to soft skills training for female 
workers in an Indian garment factory, with workers becoming 20 percent more productive. 

At the same time, workers might risk losing out on skills development due to starting work rather 
than pursuing educational opportunities. As many garment workers are young women, they might forgo 
education over wage income from industrial work. Atkin (2016) confirms that Mexican exporters are indeed 
paying higher wages—in line with the evidence summarized under the previous section. However, he also 
shows that many unskilled workers forgo education and, over time, lose out on income: Looking at the 
period 1986–2000, he finds that by 2000, workers that decided to pursue industrial work were earning 
less than they would have earned if these jobs would not have come to their area. Thus, while industrial 
jobs may provide the opportunity to workers for further skills development, they also pose a risk for young 
workers to drop out of school early.

Upgrading workers’ skills is not just a benefit of industrial jobs to workers: It is a requirement for 
workers, firms, and countries to reap the full benefits of industrialization. While wages might be higher 
in comparison to the rest of the domestic economy, the key challenge for the host country is ensuring 
skills upgrading of its labor force at large, thereby starting a positive productivity-wage feedback loop. 
Evidence across countries shows that as sectors and countries upgrade their production, wages rise, but 
net employment falls, and more skilled workers gain most (Farole, 2016; Pahl et al., 2019). Consequently, 
skills development is at the center of making economic and social upgrading work for all workers.

22  See Heyman, Sjöholm, and Tingvall (2007) for an analysis of Swedish firms; Almeida (2007) on Portugal; Hijzen et al. (2013) on Brazil, 
Germany, Portugal, and the United Kingdom; Earle, Telegdy, and Antal (2017) on Hungary.

23 The countries in this analysis include Bangladesh, India, Pakistan, and Sri Lanka.
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Mechanism 5: Better working conditions through global standards

Export-oriented industrial firms are often under intense scrutiny to comply with global standards on 
occupational health, safety, and the treatment of workers. Many brands and lead firms were forced 
to take measures following reports by journalists, NGOs, and other civil society organizations on the 
dire conditions in which many garment employees work across the globe. The Rana Plaza disaster in 
Bangladesh, where over 1,000 garment workers died, sent a shockwave through the world and forced 
many brands to take working conditions in their value chains more seriously (Taglioni and Winkler, 2016). 
There is much anecdotal evidence that brands have been responding to these demands to improve working 
conditions.24 Harrison and Scorse (2010) looked at FDI-owned firms in Indonesia and were able to establish 
that anti-sweatshop campaigns led to significant wage increases.

The global evidence shows that GVC firms indeed have the potential to improve working conditions. 
Generally, the consensus in the industry is that working conditions have generally improved: For example, 
a survey of chief purchasing officers in Bangladesh finds that 90 percent believe that conditions have 
improved (McKinsey & Company, 2011). While Verhoogen (2008) cannot provide causal evidence, he shows 
that following the Mexican peso crisis in 1994, manufacturing firms that started exporting experienced 
fewer accidents on their work floors. Tanaka (2020) was able to isolate the causal effects of Myanmar’s 
expanding exporting manufacturing industry. She finds that working conditions in terms of improved 
fire safety, health care, union recognition, and wages increased significantly for exporters, mostly due 
to increased audits.25 On top of this firm-level evidence, a growing body of literature focuses on specific 
programs that aim to improve compliance with international labor standards, such as the Better Work 
program (World Bank, 2015).

However, these higher standards are not always applied consistently across contexts. While economic 
upgrading and social upgrading are often assumed to go hand-in-hand, there are many examples of 
countries and contexts in which this has not been the case (Barrientos et al., 2011). Some argue that 
economic globalization intrinsically does not allow for improvements of labor conditions (Knorringa and 
Pegler, 2006). However, the global evidence on the existence of a race to the bottom is not conclusive: 
while some studies find evidence that FDI firms locate themselves in countries with lower labor standards 
(Görg, 2002; Javorcik and Spatareanu, 2005; Dewit et al., 2009; Olney, 2013), others find evidence for the 
opposite (Kucera, 2002; Neumayer and de Soysa, 2005; Davies and Voy, 2009). 

Whether working conditions improve as a result of FDI may depend on the specific factory-buyer 
relation and context. Within buyer-driven commodity chains that dominate the garment and textile 
industry (Gereffi, 1994), directly-owned factories might lead to improvements while subcontracting leads 
to “race to the bottom” dynamics (Mosley and Uno, 2007). Barrientos (2011) shows that subcontracting 
is becoming more prevalent in labor-intensive production in the garment industry in India and horticulture 
in South Africa and the United Kingdom. Ahmed and Nathan (2014) show that in Bangladesh a significant 
difference in international labor standard compliance exists between Tier 1 factories (i.e., firms that directly 
receive orders from buyers) and Tier 2 factories (i.e., subcontracting firms). In a case study of Moroccan 
garment factories, Rossi (2013) finds that factories operating in fast fashion need to satisfy contradictory 
commercial buyer requirements through employing two types of workers. Through high-skilled permanent 

24 For example, Nike responded to an op-ed piece in the New York Times in 1996 that was critical about working conditions. Efforts by 
brands like Nike and initiatives like the Alliance for Bangladesh Worker Safety and the Bangladesh Accord on Fire and Building Safety 
constitute anecdotal evidence that this global scrutiny with regards to working conditions is leading to changes in the industry (World 
Bank, 2015).

25 The magnitude of this effect is large. Tanaka creates an index of working conditions that captures different dimensions such as fire 
safety, health care, and union interactions. This index increases by 130 percent for firms that start exporting.
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workers, they aim to produce the high-quality products that the industry demands. At the same time, 
they employ temporary workers that are often underpaid and not covered by any formal contract to 
satisfy low-quality work that requires short lead times. While the permanent workers can socially upgrade 
over time and access better jobs, temporary workers cannot, losing out on the transformative potential 
of industrial work.

4.2. Existing evidence on Ethiopia

Mechanism 3: Wage premia

The export-oriented manufacturing and cut flower sectors in Ethiopia are paying significant wage premia. 
Using a survey that captures nearly all Ethiopian manufacturers, Bigsten and Gebreyesus (2008) find that 
exporters pay 60 percent more than non-exporting manufacturers. This major wage premia exist for both 
production and non-production workers. Van Biesebroeck (2005) also finds evidence for a wage premium 
for exporting manufacturers of 34 percent after controlling for firm size. In addition, both find that exporters 
are not only paying higher wages, but they also have more productive workers. In addition to the exporting 
manufacturing sector, wages in the Ethiopian cut flower sector are higher than in comparable sectors 
(Suzuki et al., 2018; Getahun and Villanger, 2018). Workers are also likely to be saving and have a higher 
subjective valuation of their jobs in terms of income level, stability, and future prospects. 

However, systematic and comprehensive evidence is missing on the textile and garment sector, 
particularly regarding industrial parks. The lack of reliable data on pay in industrial parks has undermined 
the ability of stakeholders to assess progress. Since the beginning of Ethiopia’s ambitious industrialization 
agenda, the level and evolution of worker pay in industrial parks have been at the center of controversy. 
Commentators, often using anecdotal evidence, have suggested that workers are paid low wages—both in 
absolute terms and relative to other jobs in the local economy. Low wages have been linked to high turnover 
and cited as a source of worker resistance and strikes (Oya and Schaefer, 2020). 

More recently, some surveys have been able to provide a partial picture of wages in industrial parks. 
While these surveys have shed some light on compensation practices inside industrial parks, most are 
not able to provide a comprehensive overview of all components of compensation. For example, an 
International Labor Organization (ILO, 2019) survey of a selected number of industrial park firms finds that 
the average base pay is 1,789 ETB per month and variable pay amounts to 231 ETB per month. They also 
provide some evidence on the extent to which firms are providing in-kind benefits to their workers. However, 
this survey only covers 38 industrial park firms and does not allow for disaggregation across parks.

Some of this work has pointed to significant variation in compensation practices across industrial parks. 
For example, Oya and Schaefer (2019, 2020) find that there is significant variation among industrial parks, 
with net monetary wages ranging from 1,241 ETB per month at the HIP to 1,685 ETB per month at the 
Eastern Industrial Park (EIP). They also find significant differences in nominal wage growth in the range 
of 20 to 40 percent. They argue that industrial park firms pay 19 percent less than manufacturing firms 
in their sample. However, they are not comparing firms in similar catchment areas and acknowledge that 
some of the higher compensation among non-industrial park wages may be related to the higher cost of 
living in Addis Ababa. Correspondingly, the higher wages offered are in the vicinity of Addis Ababa. 
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Mechanism 4: Access to skills development and training

Jobs in industrial parks are likely to provide workers with access to skills development and training. 
Investors have voiced significant concerns about the educational system’s inability, particularly by technical 
and vocational educational institutions, to provide students with the necessary skills to become productive 
workers. As a result, many firms provide technical and soft skills training, often in cooperation with the 
government and non-government organizations (Hilton, 2019; Oya and Schaefer, 2019). Among a sample 
of firms, the ILO (2019) finds that most manufacturing firms provide training, with export-oriented, foreign-
owned, and firms operating in industrial parks being more likely to provide training. While many firms 
provide different types of technical and soft skills training (Hilton, 2019), there is a lack of rigorous evidence 
on how effective the training is, specifically within the Ethiopian context.

Mechanism 5: Better working conditions through global standards

While export-oriented industrial firms might be under intense scrutiny to comply with global standards 
on working conditions, some early evidence in the Ethiopian context found decreased self-reported 
physical health among workers. In their study of five industrial firms, Blattman and Dercon (2018) find that 
industrial work doubled self-reported health problems, including repetitive stress, kidney, and respiratory 
issues, one year after receiving the job offer. Even though this study is limited to a few firms and therefore 
cannot be generalized to the industrial sector in Ethiopia, finding substantial effects on self-reported health 
one year after the job offer is a significant reason for concern, as 77 percent of workers have left the job 
by then. Specific to industrial parks, Abebe et al. (2020) find a similar effect of decreased self-reported 
physical health for a sample of firms at the Bole Lemi Industrial Park (BLIP). Schaefer and Oya (2020) find 
that strikes inside industrial parks are mostly related to working conditions, such as excessive working 
time, the low quality of food, and mistreatment of workers by supervisors. While these findings provide 
evidence that the working conditions of industrial work in Ethiopia might need improvement, it is important 
to note that Blattman et al. (2019) find that the health effects dissipate five years later for the five industrial 
firms that they study. 

As these health effects are self-reported by workers, other factors might be at play. Workers interviewed 
by the ILO (2019) confirm that industrial park firms have a better enabling environment for Occupational 
Health and Safety (OHS), receive more training on OHS, and are more likely to have washing and cleaning 
facilities and receive protective gear. However, the same workers in those factories also indicate that they 
are more concerned about their safety than workers working in similar industries outside industrial parks. 
This apparent contradiction may be explained by increased expectations as a result of increased training 
and awareness, but it could also reflect the nature of work in industrial parks.

Ethiopia was considered by some global companies in the garment industry as an opportunity to start 
fresh and improve working conditions in the garment sector. For example, PVH identified Ethiopia as the 
next sourcing location in its quest to shift its business model towards having more control over its supply 
chain (Mihretu and Llobet, 2017). The GoE showed significant commitment and provided major support 
by allowing PVH to bring several strategic suppliers, all operating from the HIP. By gaining more control 
over its supply chain, PVH aims to better meet global standards and improve working conditions, both in 
its own factories and in the factories of its suppliers. To support these improvement efforts by companies 
like PVH, the joint ILO-IFC Better Work program also provides support to improve the working conditions 
in the Ethiopian factories (for more details, see Box 2). However, no results of the program are available 
yet, as their first report has not yet been released as of August 2021.
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BOX 2: IFC‑ILO BETTER WORK PROGRAM

What is Better Work? Better Work is a joint ILO and IFC program launched in 2007 that provides assessment, 
advisory, and training services to factories with the goal to improve working conditions and increase compliance 
with international labor protection standards and local labor laws. It is currently operational in 1,700 factories 
across Bangladesh, Cambodia, Egypt, Ethiopia, Haiti, Indonesia, Jordan, Nicaragua, and Vietnam. 

Better Work program in Ethiopia. Better Work covers labor standards and working conditions. The labor 
standards, drawn from the eight core ILO conventions, include (a) child labor, (b) discrimination, (c) forced labor, 
and (d) freedom of association and collective bargaining. Working condition standards are drawn from each 
country’s national labor law or benchmarks based on international best practices. Better Work currently focuses 
on the garment sector. However, based on discussions with the GoE, there are plans to expand the focus sectors 
to other sectors, such as electronics. The ILO is also building the capacity of the Ministry of Labor and Social 
Affairs (MoLSA) on labor inspections and will specifically encourage collaboration between MoLSA and Better 
Work to mainstream its best practice approach to other sectors. The Better Work program was launched in 
Ethiopia in 2018 and will run until 2022.

Evidence of impact. Brown et al. (2015) conducted an independent impact assessment of Better Work in Haiti, 
Indonesia, Jordan, Nicaragua, and Vietnam. They show that improvements in working conditions led to higher 
labor productivity and firm profitability. Specifically, production lines that were run by trained supervisors saw 
an increase of 22 percent in productivity. The program also led to reduced employee turnover and reduced injury 
rates. Furthermore, compliance with core labor standards was associated with higher firm profitability. 
Importantly, one of the key components of Better Work is transparency. Better Work reports are purchased by 
brands to get a clear picture of the labor situation in the specific factories where they place orders or plan on 
placing orders. Ang et al. (2012) found that the threat of public disclosure of non‑compliance in Cambodia 
induced compliance even at the factories that lacked a reputation‑sensitive buyer. 

Sources: Better Work website, ILO/IFC (2016).

4.3. New evidence generated

Mechanism 3: Wage premia

The work program has filled a major gap in knowledge by providing a systematic and comprehensive 
overview of wages and compensation in industrial parks. As part of the previously described survey that 
also focused on the impact of COVID-19 on industrial park firms, firm managers answered detailed questions 
about both monetary and non-monetary compensation that firms provide to workers.26 Three types of 
worker compensation are considered: (i) base pay, (ii) variable pay, and (iii) non-monetary, in-kind benefits. 

The analysis indicates that the median industrial park production worker earns a base pay of 1,800 
Ethiopian Birr (ETB) per month plus a variable pay of 1,175 ETB. These median values mask significant 
variation within and between industrial parks. Median base pay is the lowest at the HIP and the highest at 
the EIP. Variable pay varies significantly within and across industrial parks as well. Variable pay comprises 
incentive pay, overtime pay, and any other bonus pay in monetary terms. At the 25th percentile, firms pay 
just below 700 ETB, while at the 75th percentile, firms pay 2,100 in variable pay.

Combining base and variable pay shows that the median industrial park firm pays nearly 3,000 ETB per 
month in monetary terms. In publicly-owned industrial parks, these payments are smaller. For example, 
at the HIP, the median monetary payment is slightly more than 2,100 ETB, while at the BLIP and the 
Kombolcha Industrial Park median monetary pay is 2,700 ETB. Firms in privately-owned parks pay more 
(their base pay is 33 percent higher than publicly owned parks), with the EIP firms paying over 3,400 ETB 

26 For the detailed analysis, see Meyer et al. (2021).
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in monetary terms. Some of these differences may be driven by the fact that most firms in publicly-owned 
industrial parks are focused on garments and textiles, while firms in privately-owned industrial parks are 
focused on other sectors. Other sectors, such as the production of chemicals and metallic products, tend 
to require a higher level of skills and therefore are likely to pay more than garment and textile production.

Free food and transportation are the most important types of in-kind benefits provided to workers 
(Figure 12). 72 percent of the surveyed firms reported that they provide full meals to their employees 
free of charge. Of these firms, over 40 percent provide more than one meal per shift. Free transportation, 
another popular benefit, is offered by 71 percent of surveyed firms. Several firms also provide food and 
transportation at subsidized rates. Very few firms offer free or subsidized housing, with only 6 percent of 
firms providing housing free of charge and another 6 percent providing a housing subsidy.

Most industrial park firms provide compensation that exceeds the local cost of basic needs as measured 
by the poverty line. The median firm pays 1,800 ETB per month in base pay, which is significantly above the 
national poverty line of 987 ETB per adult equivalent per month (Figure 13). However, it is important to note 
that some firms are not paying wages and compensation above the national poverty line. When looking 
at base pay alone, 21 percent of industrial park firms pay below their local poverty line. At the Hawassa 
and Bole Lemi industrial parks, 40 and 33 percent of firms pay below the local poverty lines, respectively. 
However, when taking the full compensation package (including the monetary value of in-kind contributions) 
into account, there is not a single industrial park firm that is paying below the local poverty line. This point 
highlights the importance of variable pay and in-kind benefits to the total worker compensation.

Pay levels in the broader labor market offer another important benchmark to assess compensation 
in industrial parks. What are the outside options for industrial park workers in the local labor 
market? The analysis presented here considers three sectors: formal industrial jobs in urban areas, 
formal service jobs in urban areas, and agriculture in rural areas (Figure 14). While the first two are 
key alternatives in urban areas close to the industrial park, life in a rural agricultural household is a 
distinct livelihood alternative that many industrial park workers are leaving behind. Pay in urban 
industrial and services jobs is estimated using income data from the Government of Ethiopia’s 

FIGURE 12: IN‑KIND BENEFITS, BY INDUSTRIAL PARK
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FIGURE 13: DETAILED PAYMENT COMPONENTS, BY INDUSTRIAL PARK AND INDUSTRY
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FIGURE 14: COMPARISON OF INDUSTRIAL PARK COMPENSATION WITH LOCAL COST OF 
BASIC NEEDS MEASURED BY THE GOVERNMENT POVERTY LINE
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Source: Meyer et al. (2021).
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Urban Employment and Unemployment Survey (UEUS). Living standards of rural agricultural households 
are estimated based on consumption expenditure data from the Ethiopia Socioeconomic Survey (ESS). 
Appendix Section C in Meyer et al. (2021) provides a detailed explanation.

By and large, industrial park employment provides higher base pay in comparison to local labor markets. 
The median industrial park firm offers 1,800 ETB of base pay per month. At the national level, this is nearly 
triple the median pay in the urban industrial sector of 650 ETB (Figure 15). The contrast is even starker 
for the urban services sector, with a median pay of 500 ETB per month. In comparison, consumption 
expenditure per capita equivalent in rural households is a fraction of the base pay offered in industrial parks, 
at 396 ETB per month. These patterns hold across the different industrial parks and their catchment areas. 
Thus, the contrast with the local labor market would be even starker when comparing the full compensation 
package to these wage rates.

FIGURE 15: COMPARISON OF INDUSTRIAL PARK COMPENSATION WITH LOCAL 
LABOR MARKETS
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only captures wage data on employees who receive a paycheck, who are likely to have a different average income compared to 
self-employed workers. Agriculture refers to household consumption expenditures per adult equivalent in rural households from the 
broader catchment area, using data from the ESS. Please refer to Appendix C in Meyer et al. (2021) for more details.
Source: Meyer et al. (2021).
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Mechanism 4: Access to skills development and training

The work program also designed and adapted a Personal Initiative Training program targeted at female 
factory workers at BLIP. This work was led by researchers from the WBG’s Gender Innovation Policy 
Initiative for Ethiopia (GIPIE) and modified an existing mindset-oriented innovative training that was tested 
among female entrepreneurs in Togo. Campos et al. (2017) find that this training led to a 30 percent 
increase in profits compared to traditional business training programs. BLIP workers are expected to benefit 
from this training, as it is anticipated to help workers to better satisfy the requirements of industrial labor 
and life outside the factories and improve their productivity and overall employment outcomes. While 
the work program was planning to rigorously evaluate this training, the training had to be put on hold as 
factories could not train workers due to the outbreak of the COVID-19 pandemic.

Mechanism 5: Better working conditions through global standards

As part of the work program, a qualitative study was conducted to shed light on the opportunities and 
challenges for HIP employment to catalyze transformative change in the lives of the young women who 
work there. The research team conducted in-depth interviews with 45 current and former HIP employees 
in December 2019 and re-interviewed them at the start of the COVID-19 pandemic in March-May 2020. 
As this research is based on a limited sample of workers, these findings should not be generalized to all 
workers’ experiences at the HIP or other industrial parks. The purpose of the research was to understand 
how HIP workers make sense of their experiences, not to gather factual data on employer policies, cost of 
living, and local educational programs. The main results are described under Section 5.3, while the below 
section zooms in on the perceptions of the interviewed women of their working conditions.

The interviewed women raised concerns about the working conditions, in particular about work absence 
and leave policies. They raised three main issues in relation to obtaining permission for a leave of absence: 
(i) not getting leave for important celebrations and family crises, notably mourning; (ii) insufficient length 
of time of permitted leave; and (iii) the bureaucratic process and time it took to get permission. In addition, 
they indicated health concerns. Other reported health issues linked to excessive heat in the sheds, and 
some study participants also mentioned neck and back pain resulting from the work. In a separate study 
under the work program, Abebe et al. (forthcoming) find that such adverse health impacts are indeed 
observed in the short run but disappear in the long run, in line with findings from Blattman et al. (2019).

HIP workers reported good relationships with co-workers but often difficult relationships with 
supervisors. Relationships with other workers and supervisors mattered a lot to the interviewed workers. 
With few exceptions, workers enjoyed good relationships with their co-workers. Many were roommates and 
enjoyed the friendships and social experience of working and living with peers. However, study participants 
expressed strong negative reactions to disrespectful behavior by supervisors, especially the use of insulting 
language and shouting. To what extent these concerns are well-spread cannot be determined with this 
research, as it did not include a comprehensive assessment that checked the validity of these claims or 
their extent.

Data from the assessment on industrial park value chain integration collected through this work program 
also indicates pressure on domestic firms to improve compliance with global “codes of conduct” and 
other relevant certifications. Besides job creation, linkages with foreign firms can benefit domestic 
producers by transferring technical knowledge and inducing domestic producers to adopt more advanced 
production methods. These benefits are usually referred to as “spillovers.” Data from the assessment on 
industrial park value chain integration allows a glimpse at the nature of the relationships between foreign-
owned firms and their Ethiopian-based suppliers. However, given the small number of respondents (23 



30

firms) declaring that they currently supply goods to foreign-owned firms and the fact that we are combining 
data from foreign suppliers in different sectors, these results must be interpreted with caution. When 
sourcing from domestic producers, the most common demand of foreign-owned firms is for their suppliers 
to improve their products’ quality (Figure 16, panel a). Other requests centered on firms’ production 
processes, including the demand to invest in new equipment or technology. To a lesser extent, foreign-
owned firms also required domestic producers to improve compliance with certain “codes of conduct” 
by obtaining relevant certifications. These included, in equal measures, certificates on working hours and 
wages, labor standards, safety and health, and the environment (Figure 16, panel b). These requirements are 
in line with the increased emphasis on sustainability in GVCs, which has contributed to the attractiveness 
of Ethiopia as a manufacturing FDI destination (Oqubay and Kefale, 2020). However, only 8 out of 23 
interviewed firms obtained such certifications. In addition, the data shows that foreign firms requested 
that their domestic suppliers obtain quality certifications, including ISO 9001 QMS and ISO 14000/1 EMS, 
which have been obtained by 6 out of 23 interviewed firms so far.

The data on foreign supply relationships suggests that despite the pressure on domestic firms to improve 
their production quality and comply with certain “codes of conduct,” they are receiving little help from 
their foreign-owned clients. Only one firm claims to have received support from its foreign-owned clients to 
improve its main product’s quality or technological content, and no firms have been offered any assistance 
to meet foreign firms’ requirements before or after signing a contract. Similarly, domestic firms were not 
offered any assistance in acquiring certifications for compliance with “codes of conduct.” 

FIGURE 16: IMPROVEMENTS REQUESTED BY FDI FIRMS FROM DOMESTIC SUPPLIERS 
(PANEL A, LEFT) AND “CODE OF CONDUCT” CERTIFICATIONS OBTAINED (PANEL B, RIGHT)
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5. MORE INCLUSIVE JOBS

Industrialization can lead to more inclusive jobs through multiple channels. First, it can provide 
disadvantaged groups with an opportunity to enter the formal labor market. As young female low-skilled 
workers make up the vast majority of workers in the global garment industry, the sector is a particularly 
important entry point into the formal labor market for these groups. The formal labor market provides 
many benefits to the workers, including increased financial independence and, in the case of women, more 
agency over family planning decisions. These benefits go beyond individual workers and also improve 
outcomes at the household and society levels.

This section focuses on how industrialization and entry into GVCs can lead to more inclusive jobs. It focuses 
on two key mechanisms (see Figure 17).

5.1. How can industrialization lead to more inclusive jobs?

Mechanism 6: Disadvantaged groups entering the formal labor market

Export-oriented manufacturing has historically been an important stepping stone for women to enter the 
labor market.27 Women are typically disadvantaged in the labor markets in developing countries because 
they face additional constraints to join the labor force and acquire productive employment. The textile 
and garment industry, in particular, allowed many women to join the labor force over the past decades of 
increasing globalization (World Bank, 2017). At the country level, much evidence points to the potential 
of the manufacturing sector, and particularly the garment sector, to induce women to enter the formal 
labor market. Women previously working in the agricultural sector were most likely to transition to formal 
employment in manufacturing between 2005 and 2013 in Mexico (Atkin, 2009; Lopez-Acevedo and 
Robertson, 2016). Heath and Mobarak (2015) find that a garment sector job is the first step for further skills 
development and employment. While younger women are likely to pursue further education after getting 
their first job in the garment sector, older women are more likely to find other work outside the household.

Small wage differentials between the manufacturing and agricultural sectors are likely to be a strong 
stimulus to take up an industrial job. Lopez-Acevedo and Robertson (2016) show that a 1 percent increase 
in wages increases the likelihood of women leaving small-scale agriculture significantly in a range of South 
Asian countries, ranging from 16 percent in Pakistan to 89 percent in Sri Lanka.28 While the manufacturing 
sector is likely to offer women the first opportunity to enter the formal labor market, there is a range 
of push-and-pull factors at play for different demographic groups. Klasen and Pieters (2013) find that 

27 This section focuses on lower-skilled women, rather than separately considering the skill and gender dimensions of certain 
disadvantaged groups.

28 The other countries included in this analysis are India and Bangladesh, in which a 1 percent wage increment increases the likelihood to 
shift out of agriculture by 19 and 31 percent respectively.

FIGURE 17: HOW INDUSTRIALIZATION CAN LEAD TO MORE INCLUSIVE JOBS
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lower-skilled women are likely pushed into industrial work out of necessity, while higher-educated women 
are motivated by the prospect of economic opportunities.

Mechanism 7: Wider transformational effects of labor market participation for 
disadvantaged groups

Female labor market participation has additional benefits for developing countries, including lowering 
fertility rates and improving the human capital outcomes of children. Women are more likely to pursue 
additional training and education due to initial labor market participation (Heath and Mobarak, 2015). This 
economic and educational empowerment is likely to heighten the aspirations and outlook of the women 
entering the labor market, in line with findings for the Indian Business Process Outsourcing (BPO) industry 
(Jensen, 2012). Jensen (2012) also finds that women are likely to obtain more education and work more 
steadily throughout their lives. As a result of labor market participation, women delay marriage decisions, 
take more charge of family planning, and tend to have fewer children as a result. Women are also likely 
to invest more in their children’s education and health (World Bank, 2015). In a study of Mexican garment 
workers, Atkin (2009) finds that women entering Mexican garment factories have taller children. The 
benefits of women’s labor market entry extend, beyond the direct benefits to the women themselves and 
their families, to the country as a whole: Heath and Mobarak (2015) show that a significant portion of the 
reduction in fertility rates and increase in education enrollment in Bangladesh can be explained by women 
entering the garment industry.

While GVCs have tremendous potential for the inclusion of women into the labor force, there are also 
major challenges. Women are likely to be paid less than men: Menzel and Woodruff (2019) find that in 
Bangladeshi garment factories, the wage gap between men and women is 20 percent, and 8 percent when 
comparing similar production workers of different genders. They argue that approximately half of this wage 
gap can be explained by the fact that men tend to have longer careers, while the other half is related to the 
likelihood of promotions within and across factories. The gender wage gap they find for these factories is 
comparable to those found in higher-income countries.

Another threat to inclusion is that women are less likely to be employed by the industry once upgrading 
happens. While women represent the lion’s share of the labor force when countries enter the lower-skilled, 
lower-paid parts of GVCs, this share of female labor declines once industries and countries upgrade and 
require higher skills, are more capital-intensive, and pay better (Farole, 2016; Tejani and Milberg, 2016). 
This “defeminization”29 of the industrial labor force highlights that skills development is key to ensuring that 
industrialization follows an inclusive jobs trajectory.

5.2. Existing evidence on Ethiopia

Mechanism 6: Disadvantaged groups entering the formal labor market

Industrial work has been a gateway to the formal labor market for many disadvantaged groups in 
Ethiopia. Oya and Schaefer (2019) find that a significant portion of workers migrates from rural areas to 
find formal employment in industrial parks: 46 percent of workers in their study did not have any previous 
formal work experience; and for 58 percent, this was their first factory job. Of a sample of workers at the 
BLIP, 70 percent are recent migrants to Addis Ababa (Abebe et al., 2020). While migration is a common 

29 “Defeminization” refers to the process where the share of female workforce declines after industries and countries upgrade and require 
higher skills, are more capital-intensive, and pay better (Tejani and Milberg, 2016).
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phenomenon among industrial parks, certain parks are more likely to source from nearby areas (e.g., EIP) 
while others are sourcing from catchment areas further away (e.g., HIP).

Mechanism 7: Wider transformational effects of labor market participation for 
disadvantaged groups

Besides some initial evidence on the transformative potential of industrial labor from the cut flower 
industry, there is very little evidence on the wider transformational effects of industrial park employment 
in Ethiopia. For women working in low-skilled jobs in the cut flower industry, Getahun and Villanger (2018) 
found that this employment led to increased household consumption, reduced poverty, and improved food 
security. They find that this, in part, is driven by the improved bargaining position of women. However, 
beyond the cut flower industry—which is likely to be different from the garment sector—evidence is scarce 
on if and how labor market participation resulted in transformational effects for individuals who enter labor 
markets, their households, and the wider society.

5.3. New evidence generated 

Work inside Ethiopia’s industrial parks is likely to be an important first step towards financial and 
personal autonomy for the young female garment workers. The qualitative study of HIP female workers 
described in Section 4.3 found that workers seek industrial employment in the hope of gaining financial 
independence and autonomy from their parents, accessing educational opportunities, and attaining a better 
life. It is important to reiterate that this research is based on a limited sample of workers, and findings 
should therefore not be generalized to all workers’ experiences at the HIP or other industrial parks. Women 
emphasized differences from their mothers in their aspirations about marriage and family life: 38 of 45 
women interviewed unequivocally said they did not want to get married before completing their education 
and/or getting a better job. Slightly more than half of the interviewed women enrolled in evening and 
weekend classes in various private colleges in Hawassa. Sustained financial independence was a nearly 
universal aspiration, with all but one woman in the study expressing the preference to continue working 
and earning an independent income after marriage. 

There are significant challenges to realizing these aspirations, but most women continue to prefer 
employment in the factories despite these challenges. In addition to some of the issues described in 
Section 4.3, for many women, the transformative potential of industrial employment was undermined 
by the struggles in meeting basic needs of housing, food security, and safety, and the challenges they 
confronted in realizing their larger aspirations of financial security and personal autonomy. Moreover, young 
women described the difficulties of combining HIP employment with educational pursuits, as well as the 
incompatibility of HIP work and family responsibilities. However, many women persisted in their factory 
jobs, motivated by a variety of factors. Despite the challenges they faced, most women did not want to 
return home to the rural area out of fears over loss of reputation. 

Many embraced their newfound identity as urban working women and subsequently have raised 
aspirations for a better life. Despite challenges with work and daily life, study participants generally 
associated living in the city with progress. Women described a broad set of life skills they had developed 
while living in Hawassa, including improved sanitation and hygiene practices compared to rural areas, 
changes in self-presentation, living independently and managing their own finances, and an increased sense 
of self-confidence. Women talked about the importance of gaining independence and acquiring skills to 
manage their own money, which was central to reaching their goal of financial independence. 
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While industrial work empowers female garment workers, preliminary data from the survey of HIP 
workers suggests that female employment is more sensitive to the shocks induced by COVID-19. Female 
workers appear to be more likely to lose employment at the HIP, are more likely to return to their rural origin 
households, and experience lower welfare as measured by consumption (Hardy et al., 2020). Male workers 
are more likely to find employment outside of the HIP. Male and female workers in firms that were more 
significantly affected by the pandemic are more likely to screen positive for depression. The mental health 
impacts do not appear to be explained by other outcomes such as direct employment loss. 

The preliminary findings from HIP indicate that male workers may face a more dynamic labor market 
with more outside options than female workers. This is consistent with phone survey data on workers at 
the BLIP, where researchers from the WBG’s GIPIE surveyed 356 female factory workers who were offered 
a factory job in January 2020. In an effort to monitor the impact of the COVID-19 pandemic, these workers 
were tracked over six rounds from late March until early October 2020, focusing on employment outcomes, 
welfare, and COVID-19 related behaviors. The team finds that most female factory workers who left their 
jobs have not been able to find other employment yet. In May 2020, nearly one-fifth of respondents who 
left the factory managed to find another job, and more than half of the responders were actively searching 
for jobs. However, COVID-19 restrictions were preventing many from engaging in a job search.30 

30 Please see Ajayi et al. (2020) describing all the findings of this survey.
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6. FUTURE INDUSTRIAL LABOR RESEARCH IN ETHIOPIA

This note presents an overview of the evidence on how industrialization can lead to more, better, and 
more inclusive jobs globally and specifically in Ethiopia. While evidence on Ethiopia’s recent efforts at 
jumpstarting industrialization and entering GVCs is still limited, the first signs of successful job creation 
are observable. At the same time, some of the existing evidence also points to key areas that policymakers 
will need to consider when shaping future policies. This note concludes by listing key focus areas for 
future research on industrial labor in Ethiopia, and the GoE, private sector, development partners, research 
institutes, and other relevant stakeholders could coordinate to proceed with this research agenda.

The rapidly growing research interest in Ethiopia’s industrial parks has triggered an increased demand 
for data. A wide range of uncoordinated and often duplicative data collection activities are being undertaken 
by various stakeholders. This burden of providing data has led to research fatigue among workers and 
firms. While each research initiative may have its unique angle and methodological requirements, there 
is an opportunity for coordination which will reduce the effort required of workers and firms. One key 
initiative to consider is introducing a centralized system for harmonized data collection to compile both 
primary survey data and administrative data. This initiative could also improve existing administrative 
data and resolve data quality challenges, for example, with employment and turnover data. Government 
ownership of such an initiative would be critical towards successful implementation, with different models 
to be considered.31 

In addition, there is a strong need for high-quality, more frequent, and more granular data on compensation 
practices and employment. While the analysis coming out of the WBG’s analytical work program has 
described the existing compensation practices, gaps in our understanding remain. In particular, through the 
data harmonization initiative, the quality of existing administrative data can be improved to collect regular 
data on wages and employment. This higher-quality data would allow for an enhanced understanding of 
how wages evolve over time and how different demographic groups fare (e.g., the gender wage gap). In 
addition, through the use of pension contribution data from POESSA or bank transaction data from the 
Commercial Bank of Ethiopia (CBE), accurate and real-life wage data can be collected of all industrial park 
workers without any additional burden on workers and firms. It would further allow for a more accurate 
measurement of employment and turnover.

There is a strong need to discern the complicated relationship between wages and productivity. Gaining 
a deeper understanding of how wages and productivity are interlinked should be carefully considered in 
the current minimum wage debate. While the program has presented some initial evidence supporting 
that better-managed firms are more likely to provide more productivity-related pay (i.e., incentive pay), the 
relationship between labor productivity and wages remains a black box. Getting better and more granular 
data on wages would be the first step towards unpacking this relationship. Linking this compensation data 
with productivity data would be the second step, ideally accomplished with a range of careful productivity 
measures. One could also leverage existing survey data on manufacturing sector productivity, such as the 
LMMIS. Understanding the driving factors behind productivity beyond wages, including firm management 
practices, should also be considered.

Another area that requires more extensive and systematic data is the working conditions inside the 
industrial park factories. Improvements in this area have been at the core of the value proposition to 
global brands in Ethiopia’s bid to become the next light manufacturing hub, and it is essential that the reality 

31 One such model could be a data or analytics unit placed with EIC or JCC, in which different statisticians, economists, and IT specialists 
would form the core analytical team.
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lives up to this promise. While the work program has provided some preliminary qualitative evidence, this 
evidence cannot be taken as representative and therefore requires more extensive research. As this area 
will continue to play an important role in considering wider support by development partners, accurate 
and representative data is a key requirement. Specific areas of focus should include occupational health 
and safety, verbal and physical abuse and harassment, and representation of workers within firms and 
industrial parks, including through social dialogue. Integration with existing programs such as Better Work 
could be considered.

Closely related to the working conditions issues is the need to understand how the skills development 
of the largely female workforce can be promoted, especially over time. With the vast majority of the 
workforce being female, “defeminization” of the labor force is a threat to inclusive job growth. Future 
research should more comprehensively cover the gender angle to industrial labor force development. In 
particular, a significant knowledge gap remains around gender wage differentials and inter- and intra-firm 
promotions. The above-mentioned comprehensive data initiative could provide key insights into whether 
men and women gain equally over time from promotions. It would do so by capturing detailed data on 
the specific positions that the labor force holds and the type of training they receive. Combined with more 
rigorous evidence on the effectiveness of these technical and soft skills training, initiatives can be focused 
on more inclusive skill development of the industrial labor force. An enhanced understanding of how 
industrial park jobs can promote women’s empowerment would not stop at the factory gates but rather 
include the wider households and communities in which the workers live.

More inclusive jobs growth is likely to have significant spillover effects within households and across 
society, but evidence on this in Ethiopia remains sparse. It is crucial to better understand how households’ 
welfare (including consumption, poverty, and food security) is affected by industrial labor, both in rural 
catchment areas and urban homes. In addition, the effects on family planning decisions and investment 
in children would be an important consideration from a larger societal perspective. The Hawassa Industrial 
Park Community Impact Evaluation originally planned under the work program intended to answer some 
of these questions but had to be postponed due to the COVID-19 pandemic. The research team intends to 
roll out the impact evaluation with alternative funds when possible.

Lastly, policymakers need to better understand, at the macro-level, the cost-effectiveness of industrial 
parks as a job creation policy. While the industrial park policy has a range of objectives beyond job 
creation, there is a need to understand how the overall employment impact of these industrial parks 
compares to the initially set targets. To what extent do the major investments in Ethiopia’s industrial parks 
compare to the jobs impact, and how do these investments compare to other alternative job creation 
policies? While Ethiopia’s industrial parks are young and it is still early to judge the success of this export-led 
industrialization strategy in creating more, better, and more inclusive jobs, these questions are likely to 
become more relevant among stakeholders when deciding to continue to invest in this strategy.
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