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History tells us that urban societies have 

always been the force behind cultural, eco-

nomic and social developments. With the 

benefits of agglomeration resulting from close 

networks of contacts, short distances, the 

proximity of like-minded people and the bun-

dling of knowledge and skills in spatial prox-

imity, the concept of the town provides ideal 

conditions for progress and innovation. 

"The city sets you free!" 

This mediaeval legal principle whereby a serf 

could gain his freedom through living in a city 

for a year still has a figurative significance 

today. Millions of people still migrate from the 

country to the towns and cities. Doing so 

opens up broader career prospects and en-

ables a lifestyle which is more independent 

than that allowed by the often stifling cultural 

and social ties of rural life. 

In addition to the demand for labour from the 

manufacturing economy, the division of labour 

in cities leads to increased demand for ser-

vices and thus opens up employment oppor-

tunities for a very wide range of qualifications. 

Towns and cities provide a critical mass of 

people with different needs and interests, thus 

enabling a diversified range of services. 

Increasing urban poverty 

However, towns and cities are increasingly 

unable to completely fulfil the expectations 

placed upon them. Although up to 80 percent 

of global economic output1 and new job op-

portunities are generated in towns and cities, 

this is usually not sufficient for the rapidly 

growing urban population. In developing 

countries, the economic basis of towns and 

cities is often still weak. Moreover, the service 

orientation found in towns and cities has 

historically been associated with a high pro-

portion of precarious jobs, and this remains 

true today.  

Estimates indicate that in some developing

countries between 70 and 90 percent of all

value creation can be attributed to the infor-

mal sector. It is one of the business branches 

subject to the most dynamic development, but

it is also made up of a multitude of hard-

working poor who cannot earn an adequate

living even with several jobs. 

Employment in towns and cities: decent

work for all? 

Whether or not potential urban employment

opportunities actually result in long-term 

employment for the urban population depends

on the social, economic and statutory frame-

work conditions of the case at hand. 

At KfW's international "Employment and

Development" conference, held in Berlin on

15 and 16 March 2012, the main speaker, 

Professor Dani Rodrik (Harvard University),

pointed out that the policy of mainly intensify-

ing market forces and liberalising markets to

achieve growth, pursued by the World Bank

and IMF and called the "Washington Consen-

sus", was not fundamentally wrong but that 

sustainable, poverty-reducing economic 

development could not be ensured without

additional measures.2 

Taking these framework conditions into con-

sideration, KfW can directly and indirectly

affect the employment impact of urban pro-

jects and programmes supported by Ger-

many. In doing so, special attention and

consideration must be paid to the large num-

ber of interactions found within the closely

woven web of urban life. 

KfW field of work: urban infrastructure 

Many urban projects of Financial Cooperation

are sectoral projects – energy and water 

supply, waste water and refuse disposal and

the construction of schools and hospitals. 

The relevance of such programmes and 

projects to employment differs depending on 

the sector concerned. The construction and 

operation of infrastructure can affect employ-

ment. Through these projects, KfW can bring 

about the modification of tendering conditions, 

which also promotes local employment. Con-

tracts placed with regional and local firms 

enable these companies to achieve further 

qualification with regard to international stan-

dards, thus also opening up employment 

opportunities beyond these initial jobs. 

In addition to the direct sectoral impact on 

employment, these projects have other con-

sequences for macroeconomic development: 

schoolchildren and teachers require residen-

tial accommodation in the city, for example. 

They buy food and other goods and in this 

way strengthen general demand and em-

ployment opportunities in a very wide range of 

areas (such as administration, hospitals, 

markets and ports). 

Naturally, projects improving urban services 

can also have a negative impact on employ-

ment. However, as the example of the rubbish 

collectors (see box) shows, it is possible for 

this impact to be minimised or even com-

pletely prevented by means of appropriate 

project design. 

KfW field of work: efficient urban mobility 

Efficient urban mobility creates the conditions 

necessary for efficient urban economies. 

Projects of Financial Cooperation for sustain-

Paved shopping street in Ethiopia. 

Source: Monika Wiebusch 

1 UN Habitat, State of the World’s Cities 2010/2011, 2010  
2 KfW web page: www.kfw.de/employment-conference. 
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Paper recycling 

Source: KfW photo archive/photothek.net 

able public transport reduce the time required 

to travel to work and go shopping, thus con-

tributing to quality of life and work. 

Increased efficiency of urban mobility (more 

efficient public transport, city logistics) in-

creases commercial productivity on the one 

hand, thus promoting employment and reduc-

ing poverty; it can, however, also destroy 

basic jobs in the transport sector (e.g. bicycle 

couriers, rickshaws). 

Any analysis of the impact of such measures 

on employment must take these various 

aspects into account. Thus, in a project of 

Financial Cooperation in Khulna, Bangladesh, 

the improvement of the public transport infra-

structure is being combined with action which 

facilitates basic delivery methods: separate 

safe lanes for rickshaws and all-weather 

roads from the poor districts to places of work 

in the town centre. 

KfW field of work: microfinance/financial 

sector 

Above and beyond access to loans, access to 

financial services is an important factor in 

improving employment opportunities in towns, 

cities and elsewhere.  

Source: KfW photo archive/Joachim E. 

Roettgers 

Rising income drives additional consumption

and the large number of urban dwellers alone

causes rising demand for services – both 

expert and basic – which can only be provided 

or expanded with temporary or start-up financ-

ing via small loans. 

Microcredits can create job opportunities for 

members of the urban population who would 

otherwise only be able to participate in work-

ing life to a limited extent. Although the initial

equipping of small businesses is often 

achieved through help from family, friends or 

neighbours, access to microcredits allows 

small businesses to be put on a firm footing. 

As a rule, borrowers only have to meet re-

stricted criteria in order to qualify and their

businesses are able to remain quite informal. 

This will strengthen the local economy, espe-

cially in poor areas. 

Group loans, where small businesses from

the same sector stand guarantor for each

other, are also granted in this as yet informal

sector. In towns and cities where there are

several businesses in the same sector, this

form of lending is particularly beneficial. 

Obviously, when a business becomes bigger

and people from outside the family are em-

ployed, the urban environment facilitates the

development of the business from a microfi-

nance customer to a regular borrower. The

number of projects of this type is in evidence

larger in towns and cities than in rural areas. 

Complex correlations 

Due to the complex functional chains, a 

“counting” of employment impacts will often 

be difficult and can be measured to a limited 

extent only: the interfaces with other influenc-

ing factors – the interdependencies, which 

often only bring about a positive effect when

they work together – are simply too diverse. It 

will only be possible on the long run to deter-

mine whether jobs really have been created or 

have just been relocated. 

The issue of whether jobs have been created

or relocated is also important with regard too

ongoing discussions on the competitiveness

of towns and cities internationally (city rank-

ings). Frequently, such rankings give rise to 

the idea that a better position would make

towns and cities more attractive to national

and international investors and could thus

increase their economic power in the long

term. Investment in preparatory work (infra-

structure, renovation etc.) triggered in this way 

in one town or city may, however, result in

more employment in that town or city but a 

loss of jobs in another due to the migration of 

branches of industry. Here, too, the long-term 

effects must be analysed. 

Summary 

Despite all the uncertainty, appropriately 

designed urban projects do offer the required 

prerequisites and opportunities for long-term 

urban employment. KfW’s projects and pro-

Cobblestone programme for a labour-

intensive infrastructure 

KfW is financing various urban infrastruc-

ture installations as part of the German-

Ethiopian urban decentralisation scheme. 

This scheme also supports the Ethiopian 

government's programme to promote 

labour-intensive technologies: roads and 

paths in towns and cities are being paved. 

A parallel programme of the German 

Agency for International Cooperation 

(GIZ) trains the required workforce, from 

quarrymen and stonemasons to road 

builders and pavers. In addition to the 

positive impact on the street's appear-

ance, shops along paved roads record 

clear rises in sales; life is easier for peo-

ple as they can now reach homes and 

businesses even when it's raining. More-

over, skilled crafts and trades, which 

culturally have not been particularly val-

ued in Ethiopia, have gained new accep-

tance. 

Rubbish collectors – unemployment or 

qualification? 

Gains in efficiency such as the removal of 

waste using dustcarts or the awarding of 

contracts for the collection and transpor-

tation of rubbish to commercial compa-

nies can also lead to the loss of basic, 

informal jobs (manual rubbish collectors 

and recyclers).  

An project by KfW for regulated rubbish 

handling in Denizli, Turkey, takes this into 

account and includes such informal job 

opportunities in the overall concept: 

"waste pickers" have been given the 

chance to organise themselves into a 

cooperative and qualify for employment in 

the field of regulated recycling. 
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grammes in towns and cities can make a 

relevant contribution to creating productive 

and humane employment opportunities. This 

is particularly true if these projects analyse the 

diverse urban points of intersection with other 

topic areas and exploit the synergies there in 

addition to sectoral goals. 

Financial Cooperation by KfW can thus make 

a contribution which is vital – even if it is not 

sufficient on its own. ■ 

Further information: 

Monika Wiebusch, 

Sector Economist for Urban Development 

Monika.Wiebusch@kfw.de 

Internet:  

http://www.kfw-entwicklungsbank.de/ebank/ 
EN_Home/Sectors/Urban_development/index.
jsp 
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