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The Initiative for Policy Dialogue (IPD) at Columbia University brings 
together academics, policy makers, and practitioners from developed and 
developing countries to address the most pressing issues in economic 
policy today. IPD is an important part of Columbia’s broad program 
on development and globalization. The Initiative for Policy Dialogue at 
Columbia: Challenges in Development and Globalization presents the 
latest academic thinking on a wide range of development topics and lays 
out alternative policy options and tradeoffs. Written in a language accessi-
ble to policy makers and students alike, this series is unique in that it both 
shapes the academic research agenda and furthers the economic policy 
debate, facilitating a more democratic discussion of development policies.

The quality of economic growth has been at the center of global debates 
in recent years. This book focuses on how those concerns pertain to and 
are reflected in Africa (mainly South of the Sahara). Several research and 
policy issues around the quality of growth have arisen in the region after 
the resumption of economic growth in the l990s following a long period 
of stagnation or decline in much of it.

The authors in this volume examine a range of interrelated concerns 
that fall under the general heading of the quality of growth. These include: 
(i) the distribution of the income gains from growth; (ii) the translation  
of economic growth into nonincome dimensions of wellbeing such as 
employment, health, education and security; (iii) the structural trans-
formation of the economy so that the sources of growth and employ-
ment are diversified away from dependence on low-productivity primary 
commodities and informal activities towards modern manufacturing 
(including “industrialized agriculture”) and services; (iv) managing the 
urbanization process so it enhances the quality of life; and (v) environ-
mental sustainability.
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I N T R O D U C T I O N

THE QUALITY OF GROWTH IN AFRICA: AN OVERVIEW

Ravi Kanbur, Akbar Noman, and Joseph E. Stiglitz

In the postwar years, the world has seen rapidly increasing gross domes-
tic product (GDP) per capita, economic growth like never before. It had 
taken one thousand years up to 1950 for income per capita to rise by a 
factor of fifteen. It took only six more decades for it to multiply by a fac-
tor of four. Between 1000 CE and 1978, China’s per capita GDP increased 
by a factor of two, but it multiplied sixfold over the next thirty years. 
India’s per capita income increased fivefold in the seventy years since its 
independence, having increased a mere 20 percent in the previous millen-
nium. The 2008 economic crisis caused a major dent in this long-term 
trend, but it was just that—a dent. Even allowing for the sharp decreases 
in output as a result of the crisis, postwar economic growth is spectacular 
compared with what was achieved in the previous thousand years. Overall, 
the world has seen considerable improvements in nonincome dimensions 
of economic development, such as health and education levels, which are 
valuable both intrinsically and as instruments for further progress.

The quality of growth, however, has emerged as an issue of consider-
able concern, all over the world, especially since the 2008 crisis, the long 
shadow of which still lingers. Death by suicide in the United States rose 
by nearly 30 percent between 1999 and 2016, during which time nearly 
45,000 Americans committed suicide and another 42,000 died from 
opioid overdoses. These and other manifestations of distress and despair, 
such as a decline in the life expectancy of white American males, are 
widely attributed to a deterioration in the quality of economic growth, 
reflected in growing inequalities and insecurities.1

Writing in 2018, Stiglitz says,
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in the beginning of this century I wrote Globalization and Its Discon-
tents . . . to explain the unhappiness with globalization . . . in so many 
countries in the developing world. . . . The unhappiness was greatest in 
Sub-Saharan Africa. . . . Its rich human and natural resources have been 
stolen from it for centuries. . . . Now globalization’s opponents are joined 
by those in the middle and lower classes of the advanced industrial coun-
tries . . . the fact . . . is that large segments of the population in advanced 
countries have not been doing well. (2018, xv–xvi)

He adds, “but we should not lose sight of its benefits . . . the post–
World War II global economic order, of which globalization is a part . . . 
has contributed to creating the fastest rate of economic growth ever . . . 
with hundreds of millions moving out of poverty” (2018, xix). The discon-
tent regardless is because “globalization has been mismanaged” (2018, xix).

As a result, notwithstanding the background of spectacular achieve-
ments at the global level, there is much to stop us from declaring a victo-
rious past on human progress. Good global average trends, although they 
are to be welcomed, can hide alarming countertendencies. Countries in 
Africa that are mired in conflict do not have any growth to speak of, and 
indeed, they often are in decline. For African countries for which we have 
data, although the percentage of people in poverty has been falling, the 
absolute number of people living in poverty has risen by almost one hun-
dred million in the past quarter century because of population growth.

A similar conflicting tale confronts us when we look at global income 
inequality. Income inequality among all individuals in the world can be 
viewed as made up of two components. The first is inequality between 
average incomes across countries—the gap between rich and poor coun-
tries. The second is inequality within each country. Given the fast growth 
of large poorer countries like India and China relative to the growth 
of richer countries like the United States, Japan, and those in Europe, 
inequality between countries has declined. Within-country inequality dis-
plays a more complex picture, but sharp rises in inequality (reflected in  
any of a number of measures) in the United States, Europe, and China 
and India means that overall within-country inequality has increased 
Combining the two measures using one standard metric, the Gini coef-
ficient, we find that world inequality has in fact declined overall by at least 
some accounts. However, on some of the adjustments made to the data 
to take account of the understatement of income of the richest decile in 
household surveys much of the decline in inequality disappears (Lakner 
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and Milanovic 2016). In the unadjusted data, the importance of between-
nation inequality has fallen from a contribution of four-fifths of global 
inequality a quarter century ago. But its contribution is still not lower than 
three-quarters of total world inequality. These two features—rising within-
nation inequality especially in large developing countries (with a few 
notable exceptions, most importantly Brazil) and the still-enormous role 
of between-nation inequality—are the other side of the coin from the good 
news of developing country growth on average in the past three decades.

Moreover, income growth, if it comes at the expense of the environ-
ment, mismeasures improvement in human well-being. Particulate pollu-
tion has increased by 10 percent over the past quarter century, bringing all 
its related health implications. The global population experiencing water 
stress has almost doubled in the past half century, and global forest area 
has declined steadily over the same period. Global greenhouse gas emis-
sions have increased from less than forty gigatons to almost fifty giga-
tons in the past quarter century. On present trends, global warming is 
projected to reach around 4 degrees Celsius by 2100, well above the safe 
warming level of 1.5 degrees Celsius. The consequences of global warm-
ing have already begun to appear as increases in severe weather.

Thus, the past seven decades have indeed been golden ones for eco-
nomic development. But all is not golden. The trends hide some wor-
rying tendencies, which will shape the landscape of development going 
forward. One worry is whether the growth that we have seen is sustain-
able. The manufacturing export-led growth model that worked so well 
in East Asia, and that more recently seems to have played a role in Africa 
(notably in Ethiopia), may be coming to an end, both because of growing 
protectionism and because manufacturing, as a share of global output and 
employment, is in decline.

This book focuses on a range of interrelated concerns that fall under 
the general heading of the quality of growth. These include (1) the distri-
bution of the income gains from growth; (2) the translation of economic 
growth into nonincome dimensions of well-being, such as employment, 
health, education, and security; (3) the structural transformation of the 
economy, so that the sources of growth and employment are diversified 
away from dependence on low-productivity primary commodities and 
informal activities toward modern manufacturing (including “industri-
alized agriculture”2) and services; (4) management of the urbanization 
process so that it enhances the quality of life; and (5) environmental 
sustainability.
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All of these concerns about the quality of growth are present in Sub-
Saharan Africa (henceforth Africa for short). On average, African growth 
was significantly faster during the first years of the new millennium. 
Annual growth approached 5 percent during this century, with six of the 
ten fastest-growing economies in the world during 2000–20103 being in 
the region as it came out of its “lost quarter century,” which commenced 
on the eve of the 1980s. This growth, however, was uneven both across 
and within countries. Many countries were mired in conflict and insecu-
rity, hindering public and private investment and growth. In many of the 
countries that experienced growth, it was based on high global demand 
for commodities driven by Chinese growth. Most countries in the region 
lacked the structural transformation that is the hallmark of high-quality 
growth. There were, however, notable exceptions, especially Ethiopia and 
Rwanda. Throughout Africa, jobs lagged behind growth and behind the 
demographic explosion, raising the prospect of rising unemployment, 
especially for youth. The attendant insecurities weighed heavily on the 
quality of the growth.

Income inequality within these growing countries was as likely to go up 
as come down, raising the question of which policy differences explained 
the divergence.4 Investment in education and health also lagged behind 
exploding needs. Rapid urbanization added its own pressures, drawing 
policy makers’ attention to investment in megacities and small towns, 
which were absorbing this exodus from rural areas, as well as to appropri-
ate investment in agriculture to stem the flow and make it more manage-
able. And despite not having caused climate change, Africa has borne, and 
will continue to bear, the burden of adaptation to address its consequences.

Thus, aside from issues of equity, sharing the benefits of growth, espe-
cially by generating jobs, and of sustainability, this volume pays particular 
attention to another important concern: the quality of urban develop-
ment. As the world’s most rapidly urbanizing region, with the urban 
population projected to rise from around four hundred million in 2010 
to about eight hundred million by 2030 and nearly 1.2 billion by 2050, 
the livability of cities will have an important bearing on Africans’ quality 
of life. Running through much of this volume is a concern with more 
and better jobs given the demographic explosion underway in the region. 
Sub-Saharan Africa’s labor force is projected to increase by 2.1 billion 
between 2010 and 2100, accounting for more than 100 percent of the 
increase in the world’s labor force of 2.0 billion, this aspect of the quality 
of growth assumes exceptional importance.



INTRODUCTION  5

For all of these reasons, the quality of growth is at the forefront of 
African policy discourse. The chapters in the volume elaborate on differ-
ent dimensions of the quality of growth in Africa, combining diagnosis 
with prescription. This volume is divided into five parts. Part I focuses on 
issues of measurement of growth and of equity and employment. Parts II 
and III focus on different aspects of the structural and economic transfor-
mations that are crucial for sustaining growth, including, importantly, the 
“industrialization” of agriculture. Part IV is devoted to the environment 
and part V to urbanization.

The first of the chapters in what follows is by Lorenzo Fioramonti, 
who takes a critical look at GDP5 as a measure, particularly from an Afri-
can perspective. Fioramonti argues that “a new approach to the measure-
ment of prosperity is indispensable to devise policies that improve the 
quality of growth in Africa.” GDP estimates tend to altogether neglect 
or seriously underestimate (1) activities outside the formal economy, and 
(2) the services of the ecosystem and the depletion of both physical and 
natural capital in the process of production. The latter is of particular 
importance for Africa, where many countries are heavily dependent on 
the production and export of nonrenewable minerals and metals, such as 
oil, copper, iron, gold, and diamonds. Fioramonti cites World Bank esti-
mates of natural capital depletion, indicating that “African countries have 
been losing their wealth to the tune of about 1.2 percent a year over the 
past decade or so.” Other inadequacies of the GDP measure that Fiora-
monti emphasizes include its neglect of distributional considerations, of 
insecurity, and of the costs of pollution.

Following the Commission on the Measurement of Economic Perfor-
mance and Social Progress, Fioramonti calls for a dashboard to measure 
the quality of growth in Africa with three dials indicating “social well-
being,” “real economy,” and “natural welfare.” Notwithstanding the inad-
equacies of GDP, it remains a vital metric, even for Africa, as Ebrahim 
Patel, South Africa’s economy minister, emphasized in meetings of the 
Organisation for Economic Co-operation and Development (OECD) 
High-Level Expert Group (HLEG) on the Measurement of Economic 
Performance and Social Progress (HLEG 2015).

A related issue is that of the capacity of statistical agencies to gener-
ate the data requirements of any of the elements of a dashboard. The 
weakness of such capacity in most of Africa is widely recognized. The 
use of GDP has the advantage of not only familiarity but also a widely 
used methodology for estimating it, albeit often used badly. Both better 
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estimates of GDP and the generation of new or reasonably reliable data 
of other metrics that would populate a dashboard to assess the quality 
and quantity of growth require the strengthening of statistical capacity 
in African countries. There are inevitable trade-offs, including whether 
to devote resources to improving estimates of national accounts or GDP 
itself and other indicators.

The quality of data across many developing countries, not just 
those in Africa, leaves much to be desired. This point is emphasized in 
the careful empirical analysis that Andy McKay’s chapter undertakes.  
Chapter 2 seeks to assess the quality of growth in Africa during the 
quarter century of 1990–2015, focusing on poverty reduction, equity, 
and issues of political fragility or sustainability. McKay refers to the 
recent proposal of Mlachila, Tapsoba, and Tapsoba (2016) for measur-
ing the quality of growth, comprising “six main aspects, four relating 
to growth fundamentals (strength, volatility, sectoral composition, and 
demand composition) and two relating to social outcomes (education 
and health).” What McKay seeks to do is not to derive some overall 
measure of the quality of growth but to carefully examine the economic 
growth record during 1990–2015 and assess its interactions with social 
outcomes, equity, and political stability. The last is related to the con-
cern with fragility of states that is such a key issue for sustainability of 
growth in some African countries.

McKay presents a set of clear and compelling graphs and tables on the 
growth story as well as on trends in poverty, equity, and fragility, albeit 
with inevitable gaps in country and time coverage. Over the fifty-five 
years between 1960 and 2015, three phases are distinguished: (1) from 
1960 to the early to mid-1970s, a period characterized by a booming 
world economy and commodity prices, during which per capita GDP 
grew at a rate of 2.4 percent a year; (2) from the early to mid-1970s 
to the early to mid-1990s, a period dominated by conditionality and 
reforms under the International Monetary Fund (IMF) and World Bank– 
supported programs, and soft commodity prices, when incomes contracted 
sharply with per capita GDP growth averaging a rate of −1.4 percent  
a year; and (3) from 1994 to 2015, when per capita GDP growth aver-
aged 1.8 percent per year, although it slowed down during 2013–2015. 
Per capita income did not recover to its mid-1970’s peak until the early 
twenty-first century, which, along with other trends such as deindustri-
alization, led to the period being referred to as Africa’s “lost quarter cen-
tury” (Noman and Stiglitz 2012).
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McKay then disaggregates the SSA growth experience first during 
1990–2015 and second during 2006–2015 to the individual country level, 
finding a wide diversity of growth performances. Fast growers—that is, 
the fourteen countries in the region whose per capita GDP grew at a 
faster rate than 2.5 percent a year during 1990–2015—were generally 
resource-rich countries (especially those with new hydrocarbon discover-
ies), with Ethiopia and Rwanda being the most notable exceptions. At the 
other extreme, ten countries in the region experienced falling per capita 
GDP in that period, many of which were affected by conflict or political 
instability.

In the latest and most successful growth phase of 2006–2015, four 
countries had per capita GDP growth of more than 5 percent a year, 
and another nineteen countries had growth between 2.5 percent and 4.9 
percent a year, whereas at the other extreme six countries experienced 
negative per capita growth. There was also considerable year-to-year vari-
ability in many countries, with only five countries in the region not hav-
ing any years of negative per capita growth and six having ten or more 
such years. McKay observes that again “conflict or instability is a com-
mon factor in high growth volatility, but all too often so is high commod-
ity dependence.”

On the impact of growth on poverty reduction in Africa, McKay 
argues that the use of data available in international sources such as 
World Development Indicators (WDI) and PovcalNet is fraught with 
difficulties. Accordingly, he relies mainly on “careful and broadly com-
parable country case studies” conducted in sixteen of the largest twenty-
four countries in Africa by Arndt, McKay, and Tarp (2016). The countries 
are classified into four groups: (1) good performance on both growth and 
poverty reduction (Ethiopia, Ghana, Malawi, Rwanda, and Uganda); (2) 
good growth but limited poverty reduction (Burkina Faso, Mozambique, 
Nigeria, Tanzania, and Zambia); (3) poor growth and poverty reduc-
tion (Cameroon, Cote d’Ivoire, Kenya, Madagascar, and South Africa); 
and (4) insufficient data for clear conclusions (Democratic Republic  
of Congo).

Using WDI data for the same twenty-four countries, McKay reports a 
statistically significant association between rate of poverty reduction and 
rate of per capita GDP growth as well as “quite a lot of scatter about the 
line—cases of low poverty reduction despite reasonable growth and the 
opposite.” Indeed, out of ten countries in the sample that had good growth 
performance, only half also exhibited good performance in reducing 
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income poverty. Although explanations about the relationship between 
growth and poverty reduction vary, one factor that emerges is the associa-
tion between good performance in agriculture and poverty reduction.

McKay points out that many countries now have reasonably good 
quality household survey data for the purposes of measuring poverty, 
but such surveys are “much less successful at measuring the consump-
tion or income of the rich,” who are often, if not invariably, left out in 
such surveys. Hence, measuring inequality is much more problematic in 
developing countries, where the data typically rely on household surveys. 
Nonetheless, McKay utilizes the inequality data provided in WDI with a 
further caveat about the quality of the data: “in several cases, the changes 
in inequality (chiefly cases of reductions) they imply over relatively short 
periods are simply not plausible.” There are thirty-seven African countries 
for which WDI show estimates of Gini coefficients at two or more points 
between 1990 and 2015. McKay tabulates the frequency distribution 
of the Gini coefficients for the latest year for which they are available, 
which shows that three countries, all in Southern Africa, have extremely 
high inequality by international standards, with a Gini coefficient greater 
than 60 (South Africa, Namibia, and Botswana) and another five have 
very high inequality, with Gini coefficients between 50 and 60 (Zambia,  
Lesotho, Swaziland, Guinea-Bissau, and Rwanda). Conversely, there are 
seven countries that have fairly low inequality, with Gini coefficients 
between 30 and 35. This data set also suggests that a number of countries 
would seem to have reduced their Gini coefficients significantly over the 
periods considered but in several cases the magnitude of reduction in 
the Gini coefficient is hard to believe in the absence of a clear country-
specific explanation. Moreover, the WDI data set suggests that the “level 
of inequality or its change seems not to be significantly associated with 
growth in a bivariate cross-country comparison.”

The last part of McKay’s chapter is concerned with political stability or 
fragility. McKay reports that analysis using an index of fragility finds that 
“more fragile countries do grow more slowly on average; but much more 
strikingly, they have much more volatile growth rates.” McKay also finds 
that more fragile countries have both higher poverty levels and slower 
progress in poverty reduction.

The last of the three chapters in part I is on the quality of jobs and 
growth in SSA. Moazam Mahmood begins by distinguishing three 
categories of countries in the region: thirty-two least developed coun-
tries (LDCs) with a per capita income under $1,000; ten low- and 
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middle-income countries (LMICs) with per capita incomes between 
$1,000 and $4,000, and six emerging economies (EEs) with per capita 
incomes ranging from $4,000 to $12,000. Mahmood documents growth 
trends over the periods 2000–2007 and 2008–2016. His description is 
broadly consistent with that of McKay, but Mahmood adds information 
on some important characteristics of the growth experience, notably a 
reliance on primary exports (especially extractives) and services, and he 
discusses the deindustrialization that saw the share of manufacturing in 
GDP between 2000 and 2015 decline from 9.3 percent to 7.3 percent in 
LDCs and from 13.4 percent to 11.7 percent in EEs, while rising modestly 
from 8.4 percent to 8.9 percent in LMICS. For SSA, the share of manu-
facturing in this period declined from 10.9 percent to 9.5 percent.

Noting that open unemployment and employment growth are not good 
metrics to assess labor market outcomes in developing countries with large 
subsistence and informal sectors—the poor cannot afford to be wholly 
unemployed—Mahmood focuses on the quality rather than the quantity 
of jobs. The working poor, defined as those below the poverty line of pur-
chasing power parity (PPP) $1.90 per capita a day, accounted for some  
54 percent of Africa’s labor force in 2000, and this share fell substantially to 
36 percent in 2015. For LDCs in Africa the decline was from 63.9 percent to  
41.1 percent, for LMICs it was from 42.9 percent to 31.6 percent, and for 
EEs it was from 17.5 percent to 5.5 percent.

What is more salient is that wage and salaried workers, typically viewed 
as the least vulnerable form of employment, saw their share of the labor 
force rise from about 25 percent to nearly 30 percent over the decade 
and a half from 2000 to 2015. Mahmood points out that Africa’s pat-
tern of growth, with its heavy reliance on low productivity services and 
primary exports of low labor intensity, has implied “weaker labor market 
outcomes in terms of productivity, incomes, and . . . transformation from 
vulnerable forms of employment to waged employment” with higher pro-
ductivity and improved working conditions, such as social protection, 
rights, and access to national legislation on workers’ rights. He concludes 
that a “strategy toward productive transformation is much needed.”

Parts II and III of this volume are devoted to issues of such a produc-
tive transformation, which is vital not only for generating decent jobs 
but also for the sustainability of growth. Before turning to this set of 
issues, it would be apposite to emphasize the enormity of the employ-
ment challenge and opportunity facing Africa. The region is experiencing 
a demographic explosion with a projected increase in its labor force of 
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2.1 billion during 2010–2100, an amount exceeding the combined total 
of the increase of 2 billion in the world’s labor force. Africa’s share of the 
world’s working age population is projected to rise from under 13 percent  
in 2010 to some 41 percent by 2100. Whether this turns out to be a 
demographic dividend or disaster depends on what happens to employ-
ment. The importance of the matter cannot be overstated, particularly 
given the implications of a demographic disaster with vast numbers of 
unemployed or underemployed youth presenting a challenge to political 
stability in Africa with ramifications for the rest of the world—all the 
more so, given the politically toxic turn that the issue of immigration has 
taken in Europe and North America.

In chapter 4, Antonio Andreoni, Ha-Joon Chang, and Isabel Este-
vez state that for their purposes “quality of growth is understood to be 
a growth process led by production transformation and collective capa-
bilities development that results in the creation of quality jobs and sus-
tainable structural change.” The objective of their chapter is to critically 
examine how global rules constrain the ability of developing countries, 
particularly in Africa, to improve the quality of their growth and how 
these rules need to be reformed. They begin the chapter by tracing the 
evolution of global rules since the nineteenth century and observe that 
the new global regime that emerged post–World War II and postcolonial-
ism put “only mild restrictions” on the ability of developing countries to 
pursue the sort of industrial and trade policies that Japan and the much-
vaunted East Asian success stories pursued in achieving high-quality  
growth. Beginning in the mid-1990s, however, global rules started to 
become more constraining. The General Agreement of Tariffs and Trade 
(GATT) was succeeded by a more restrictive World Trade Organization 
(WTO), and Free Trade Agreements (FTAs) and Bilateral Investment 
Treaties (BITS) that tended to be even more restrictive proliferated. FTAs  
increased from some 50 in the mid-1990s to more than 250 and BITs 
from less than 500 at the beginning of the 1990s to more than 2,000 by 
the end of the decade.

The chapter documents the shrinking of the policy space for develop-
ing countries, inhibiting their ability to employ several “policy instru-
ments, which had been widely used to achieve quality of growth in 
today’s developed countries.” They add that bilateral agreements “have 
become the major factor shrinking countries’ policy space,” generally 
encroaching more on that space than multilateral agreements, such as 
the WTO. The consequences have been most severe for least developed 
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or low-income countries, which predominate in Africa and are exempted 
from many restrictions in the multilateral agreements. They add that “the 
political-institutional mechanisms established in global trade and invest-
ment rules . . . have enabled dominant economic groups . . . to erect 
barriers to entry and to appropriate their shares of the value generated in 
global production and exchange, whether or not they have actually pro-
duced it.” They list as critical in this regard, four mechanisms pertaining 
to (1) intellectual property rights and copyrights, (2) international stan-
dards, (3) liberalization of trade and capital flows, and (4) investor–state 
dispute settlement.

In applying their framework to Africa, the authors begin by mapping 
the relationship between some of the Sustainable Development Goals 
(SDGs), particular SDGs 8 and 9 that bear most closely on the quality of 
growth, highlighting the constraints imposed by global rules as well as the 
creative mechanisms that can be used to circumvent them. SDG 8 is con-
cerned with promoting “sustained, inclusive and sustainable economic 
growth, full and productive employment and decent work for all,” while 
SDG 9 aims to “build resilient infrastructure, promote inclusive and sus-
tainable industrialization and foster innovation” (United Nations 2015). 
They state that “in the belief that the best way to design policy is on 
the basis of experience,” they sketch a list of ten policy measures drawn 
from “successful diversification and industrial upgrading experiences,” 
which they match to SDGs 8 and 9. They then analyze how these poli-
cies are affected by current global rules. The upshot is that “it is difficult 
to generalize . . . because countries have widely varying commitments” 
under the proliferating trade and investment agreements, and the impact 
of such WTO-plus arrangements on restricting policy options “must not 
be underestimated.” Nonetheless, the authors note that several policies 
remain at the disposal of policy makers.

In their priorities for reforms, the authors identify the following:  
(1) revising the global rule targets in the SDGs (they point to several 
inconsistencies in the stated objectives of the SDGs and the correspond-
ing reforms to global rules that are identified); (2) giving urgency to 
reforming rules pertaining to intellectual property rights; (3) extend-
ing the time frame for infant-industry protection; (4) reforming inves-
tor–state dispute settlement; and (5) limiting bilateral and regional trade 
agreements. This last priority is all the more important because devel-
oping countries often sign these agreements under the pressures of a 
nexus of trade, aid, financial, and investment relationships with donor 
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countries. Moreover, they often are hampered by the paucity of relevant 
experts to negotiate or modify complex agreements that encompass not 
only trade but also a host of other provisions.

The chapter concludes that there is much to be gained from expanding 
the policy space for the pursuit of high-quality growth but that “many 
countries neglect to use the policy space that is available to them, not 
only out of fear of economic retaliation [but] also . . . an ideological envi-
ronment that instills . . . a distrust of industrial policy, even in the face 
of the cold, hard evidence provided by experience. In this sense, it might 
be said that the most fundamental reform that is needed is ideological.” 
This is the ultimate triumph of the Washington Consensus: although it 
has now been widely discredited among academics and policy makers in 
developed countries, many of those working in or on developing coun-
tries cling to variants of the Washington Consensus ideology.

In chapter 5, Jomo Kwame Sundaram picks up on the theme of learn-
ing from successful historical experiences, especially of the East Asian 
countries that Andreoni, Chang, and Estevez emphasize. He also touches 
on the issue of how global rules affect the feasibility of African countries 
emulating today what East Asia did yesterday under the earlier frame-
work of global rules. Jomo undertakes sweeping reviews of East Asian 
experiences and then asks whether these East Asian experiences are still 
relevant and feasible for Africa. His overview of East Asia touches on 
major controversies on the interpretation of the causal links between pub-
lic policies and the outcomes that determine the quality of growth. He 
comes out firmly on the side of those who emphasize the importance 
of activist, unorthodox policy interventions in the East Asian outcomes, 
notably industrial policy, including in agriculture where the green revo-
lutions are said to have been dependent on a host of government inter-
ventions, in contrast to Africa where the withdrawal of the state from 
agriculture ignored important lessons from the Green Revolution in Asia. 
Conversely, he is highly critical of the Washington Consensus reform 
programs in Africa under the aegis of the IMF and the World Bank in 
the 1980s and 1990s, with their focus on liberalization and privatization 
deemed to be inappropriate and too premature or rapid.

Jomo argues that supporters of the Washington Consensus continue to 
deny that the poor economic performance of Africa and elsewhere in the 
world, can be directly attributed to their policies as well as policy advice 
and conditionalities since the 1980s. He claims that there is still consider-
able relevance of the East Asian experience for Africa, notwithstanding 
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the significant changes in context, including the spread of globalization, 
expansion of global value chains, and changes in global rules. Among 
the policies that he advocates are those that pay particular attention to 
encouraging domestic investment (partly because savings are not inde-
pendent of investment as the East Asian experience shows, where power-
ful incentives to invest led businesses to save more). He echoes Andreoni, 
Chang, and Estevez in saying, “although the policy space has been 
reduced, room exists to use some policies, which can be combined with 
the remaining industrial policy instruments . . . many useful lessons can 
be drawn from the varied experiences of the East Asian economies.”

Chapter 6, by Akio Hosono, is titled “Economic Transformation 
for High-Quality Growth: Insights from International Cooperation.” 
Hosono begins with an overview of the growing concern with and cur-
rent policy debates related to transformation and quality of growth in 
academic writings as well as in international and regional organizations 
and think-tanks, including notably the African Union, the UN Eco-
nomic Commission for Africa, and the African Development Bank. 
He quotes a report of the African Center for Economic Transforma-
tion (ACET) that to “ensure that growth is sustainable and continues 
to improve the lives of many, countries need to vigorously promote eco-
nomic transformation” (ACET 2014, 1). Hosono points to an emerging 
literature emphasizing that development is about transforming the pro-
ductive structure of the economy and accumulating the requisite capa-
bilities. He adds that learning capacity, infrastructure, and institutions, 
along with the standard factor endowments, are critical determinants of 
dynamic comparative advantage.

Hosono then identifies strategies for enhancing learning capacity, 
infrastructure, and institutions, in particular by providing examples of 
programs and projects, many supported by Japan International Coopera-
tion Agency (JICA).

Hosono discusses the following successful cases in some detail.

1. Raising the quality of Science and Mathematics education (JICA 
supported projects in Africa based on the idea that in-service teacher 
training can improve the skills, motivation, and output of teachers)

2. Capacity to learn by “learning by doing” (several capacity-building 
programs such as “life improvement program” aimed at rural wom-
en’s ability to improve the quality of their lives, given income; the 
One Village One Product programs involving learning by doing; and 
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kaizen programs (which aim to raise productivity through organiza-
tional and quality control measures requiring little or no investment)

3. Programs to improve the quality of roads
4. Schemes to strengthen institutions aiming to build capacity of small 

and midsize enterprises
5. Strategies for sequential/catching-up transformation (the so-called fly-

ing geese pattern)
6. Approaches to facilitating regional networks and integration through 

development corridors, and for transformation through integration 
with global value chains and innovation-led transformation

7. Establishing sustainable and inclusive agroforestry in tropical 
rainforests

8. Strategy for business-led transformation using “inclusive business 
models” (e.g., along the lines introduced by the joint venture of Gra-
meen Bank and Danone in Bangladesh, which produced affordable 
yogurt for low-income families fortified by micronutrients and deliv-
ered at home by women in their neighborhoods)

Hosono concludes by explaining that his discussion of these strategies 
and case studies indicates that the quality of growth is intertwined with 
transformation. He comments that the enhancement of endowments and 
transformation are essentially endogenous processes but need to be cata-
lyzed by industrial strategies and policies.

Part III of the volume begins with Christopher Cramer and John 
Sender’s deliciously titled chapter, “Oranges Are Not Only Fruit.” Cramer 
and Sender begin by noting that, notwithstanding rapid growth in many 
African countries, there are doubts and concerns about the sustainability 
and quality of growth on account of limited economic transformation 
and the nexus of poverty and inequity. In their words, the chapter

contributes to the discussion of quality of growth by showing the impor-
tance of disaggregating the category of industry or manufacturing. . . . 
The categorical distinctions among manufacturing, agriculture, and ser-
vices have broken down as these activities have seeped across the bound-
aries of traditional classification systems. . . . At the heart of this process 
are both “servification” (of manufacturing and agriculture) and what we 
call the industrialization of freshness.

This is important for countries, such as the typical African ones, “because 
of the huge scope” for growth of productivity, exports, and employment 
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in industrialized agriculture and “because it should lead to a reassess-
ment of the scope of and priorities for industrial policy.” Cramer and 
Sender mainly draw on examples from Ethiopia and South Africa based 
on primary research to show how “export-oriented agricultural produc-
tion increasingly involves the insertion of an intricate nexus of inputs and 
steps between a crop and the final consumption good.”

Cramer and Sender provide a succinct but rich overview of Ethiopia’s 
economic performance in the past two decades or so. They point out 
that despite being just about the fastest-growing non-oil economy in the 
world (about the same growth rate as China since 2004) and showing 
an impressive reduction in head count poverty, Ethiopia faces concerns 
about the quality of growth. These concerns pertain to equity—including  
regional and ethnic—and the adverse impact on the poorest of high food 
price inflation. Although Ethiopia has not been deindustrializing, the 
speed of transformation as measured by the rise in the share of manufac-
turing in GDP and employment has been rather modest.

After a brief critique of the “deindustrialization” discourse, including 
of Dani Rodrik (2016), which emphasized the tendency for the share of 
manufacturing in total output and employment to peak at lower levels 
of income, and which even on its own terms Cramer and Sender find to 
be too pessimistic (there is considerable variance and scope for policy-
induced differences), their chapter turns to a more profound critique. 
Thus, to “make claims about the pattern and prospects of industrial-
ization or deindustrialization . . . involves a categorical fallacy that is 
growing increasingly problematic for economics” and that reflects the 
“industrialization of freshness” discussed earlier. They argue that agricul-
ture, “particularly globally traded agricultural production is increasingly 
not merely ‘like’ industry, it is industry.” This is not only true for process-
ing agro-industry but also for the production and trade of fresh fruit, 
vegetables, and flowers. “This. . . . is partly a function of the technologi-
cal inputs into modern global agriculture, which have extended out of the 
factory and onto the farm, and it is partly a function of industrial process 
and organization.”

Cramer and Sender illustrate the point not only by discussing oranges 
but also by providing several examples in the production of such items 
as flowers, blueberries, avocados, and coffee. These examples are drawn 
from Ethiopia and South Africa. The authors observe that “ ‘just-in-time’ 
industrial organization, famously developed in Japanese manufacturing, 
is now fundamental to the competitive success of international agricul-
ture.” Moreover in contrast to “industrialization concentrated in urban 
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factories . . . agro-industrialization has enormous scope for employment 
creation.” As one example of the “employment effects of the industri-
alization of freshness in Ethiopia is the dramatic growth of towns like 
Ziwau . . . with large inward migration from quite distant rural areas . . . 
attracted by employment opportunities in and linked to the town’s flori-
culture concentration (and more recently wine production).” Cramer and 
Sender hypothesize that “the greater the intricacy of the nexus between 
producer and final consumption good .  .  . the greater the scope for 
employment creation and better jobs.”

Cramer and Sender’s conclusions include the following: first, given that 
the key to long-term economic development and catching up involves 
avoiding growth collapses as much as generating spells of fast growth and 
converting growth spurts into long-lasting growth and change, the fact 
that recent growth in Sub-Saharan Africa has often been dependent on 
a few primary commodities is a cause for concern. It is even more dis-
turbing for development economists to confront the possibility that clas-
sic industrialization may not be the engine of growth, employment and 
structural change that it once was.

Second, the “concerns about the quality of recent growth, specifically 
in Ethiopia are real enough but . . . maybe overblown . . . the industrial-
ization (and servification) of agriculture globally is nothing new. But the 
extent to which this trend is reaching into globalized production of com-
modities in which many developing countries have high levels of produc-
tive potential has not been sufficiently acknowledged.” Thus, the scope 
for economic transformation that it provides is not adequately appreci-
ated. Third, there are challenges for policy makers “still often trapped in 
an outdated imaginary of a linear transition away from primary commod-
ity production in rural areas to urban industrial factories. Policy makers 
need to consider incentives in the light of the overall capacity of eco-
nomic activities . . . to generate productive dynamism, technical learning 
and change, and employment.” Fourth, although this requires the devel-
opment of policy-making capabilities, “there is no reason to believe” that 
they cannot be acquired “through ‘policy learning by doing,’ even if this 
involves learning by failing.”

Both as a contrast and a complement to Christopher Cramer and John 
Sender’s chapter, the subsequent one by Haroon Bhorat, Ravi Kanbur, 
Christopher Rooney, and Francois Steenkamp focuses on the structural 
characteristics of Africa’s manufacturing sector or more precisely its “eco-
nomic complexity.” Like Cramer and Sender, an important aspect of the 
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authors’ motivation is the concern with employment in the face of the 
dramatic demographic expansion that Africa is undergoing. Like Jomo, 
the authors of chapter 8 also join the debate “over the prospects of Africa 
following in the economic footsteps of East and South Asia . . . and the 
pursuit of manufacturing-led structural transformation, and thereby cre-
ating jobs for a young and growing labor force.” They do so by going 
beyond the manufacturing sector at the aggregate level to provide “a more 
granular product-level analysis of SSA’s evolving manufacturing sector 
with the Asian experience serving as a counterpoint, . . . aided by the 
tools of complexity analysis.”

They sketch the demographic trends in SSA, elaborating on those we 
outlined earlier by noting that the region is to account for some 75 percent  
of the world’s population increase and an even higher proportion of the 
labor force increase so that its share of the world’s labor force is projected 
to rise from some 10 percent in 2015 to almost 40 percent in 2100. They 
point to considerable intercountry variance and note that the overall 
demographic trends represent both opportunities and risks. Like several 
other contributors, they note the revival of growth in the past couple 
of decades as well as the concern with lack of structural transformation, 
and they provide an overview of sectoral productivity and employment 
changes in Africa and Asia from 1975 to 2010. Although both regions saw 
a decline in the share of agriculture, Asia saw a shift to manufacturing, 
whereas Africa saw a shift to low-productivity services typically generated 
in the informal sector.

In part this occurred because “it is becoming increasingly difficult to 
industrialize.” The authors present data showing that early industrializ-
ers saw peak manufacturing employment of 30 percent of total employ-
ment. The next wave of industrializing economies, mainly in East Asia, 
saw peaks well below that, whereas most Latin American and African 
countries began experiencing deindustrialization when the peak share of 
manufacturing employment was in the 13–17 percent range. Nonethe-
less, the authors argue, “manufacturing remains the best hope for SSA to 
generate a large number of good jobs and reduce the prospects of political 
and social instability” (Cramer and Sender would agree if manufacturing 
includes the “industrialization of freshness.”)

Bhorat and colleagues refer to the literature that provides insight into 
the extent to which African countries can industrialize and generate man-
ufacturing jobs.6 They note, however, that these analyses focus on the 
manufacturing sector at an aggregate level, whereas their analysis provides 
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product-level insights into the evolution of the sector with the aim of 
providing “nuance to the existing debate through a granular method of 
analysis.” They do so by using “economic complexity analytics to pro-
vide product-level insights into Sub-Saharan Africa’s development path in 
comparison with that of the Eastern and Southern Asian regions.”

After a conceptual discussion of complexity and connectedness, the 
chapter provides a fairly detailed empirical analysis focused, in particu-
lar, on a comparative product-level analysis of the evolution of export 
structure for the two regions. We shall not attempt to summarize the 
chapter’s rich empirical findings here but jump to the upshot. It con-
cludes that the authors’ analysis shows “a Sub-Saharan Africa productive 
structure that is disconnected and that is characterized by products with 
low levels of economic complexity, [Thus] limited productive capabili-
ties. Furthermore . . . these productive capabilities are distant from those 
needed to produce increasingly complex manufactured products. . . . In 
contrast to the productive structure in the East and South Asian region 
that is connected and complex.” And, they add, “This ability to shift has 
implications for the extent to which manufacturing sector can generate 
employment” and explain that the “nature of the African manufacturing 
sector points to limited employment opportunities. The relatively high 
employment relative to economic complexity elasticity for Africa offers 
hope . . . if Africa is to generate jobs through manufacturing-led indus-
trialization, it needs to accumulate productive capabilities that will allow 
it to do so.”

That complexity is good for employment may appear to be counterin-
tuitive because a more complex manufacturing tends to be more capital 
intensive. A more complex manufacturing sector, however, has greater 
scope for development and potential for transformation and hence for 
employment. The dynamics dominate the static effect of any higher capi-
tal intensity of more complex manufacturing.

To build the productive capabilities that Bhorat and colleagues call for, 
Antonio Andreoni suggests one approach in chapter 9 titled “A Generalized 
Linkage Approach to Local Production Systems Development in the Era 
of Global Value Chains, with Special Reference to Africa.” Andreoni opens 
with the observation that since “the mid-1990s, the African continent has 
experienced an increasing backward and forward integration into global 
value chins (GVCs), mainly led by the penetration . . . of transnational 
corporations (TNCs).” He explains, however, that “in the majority of the 
African economies, this new industrialization model (i.e., integration into 
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GVCs) has not led to increasing domestic value addition . . . [and has] 
failed to create any significant transformation of the local production 
systems (LPS).” Hence, his paper aims to refocus “the industrial policy 
debate in Africa from GVC integration to LPS development.” According 
to Andreoni, the quality of growth in Africa depends critically on “the 
‘cumulative’ processes of increasing value addition, collective learning, and 
linkage development in the LPSs. These processes must be coupled with 
strategic integration into regional value chains and GVCs.”

Andreoni provides a fairly detailed critique of what he terms “the 
GVC-led industrialization model” as usually practiced in Africa and finds 
the quality of resulting growth wanting. In sum, this is because (1) “the 
produced value might be concentrated and retained by TNCs”; (2) the 
tendency for integration into sectoral value chains that are “not those 
with high-value opportunities or margins for manufacturing”; (3) pro-
duction locked into “low-value segments”; (4) specialization “in limited 
or isolated tasks” with little learning; (5) vertical linkages “in silos without 
horizontal linkages”; and (6) in some political economy contexts, the pos-
sibility of “entrenching power even more upstream and . . . an incentive 
structure biased towards importers more than producers.”

For an alternative, Andreoni turns to Albert Hirschman’s concept 
of “linkage,” particularly as elaborated in Hirschman (1977), where he 
defined the “linkage effect” as “investment generating forces that are set 
in motion through input–output relations” and delineated a taxonomy of 
linkages. Andreoni argues that this taxonomy “suggests the need to under-
stand production transformation from a multilinkages generalized per-
spective. . . . that is, the LPS. More specifically, an LPS can be defined as 
the structural configuration of multiple types of linkages in a given economy.”

Andreoni sketches stylized facts about LPS in Africa and proposes 
moving from “a GVC-led industrialization model to a generalized link-
age approach to LPS development.” He argues, “this approach stands on 
two fundamental ideas. First, the incremental and cumulative processes of 
increasing value additions and linkage development in the LPS, coupled 
with strategic integration into regional . . . and global . . . value chains 
can deliver quality of growth. Second, the LPS will never develop without 
shifting incentives from importers and rentiers to productive organiza-
tions, while also disciplining rents allocation and reducing rent chains 
and power concentration.” An important way to shift incentives along 
these lines would be the pursuit of industrial policies (not just for manu-
facturing but also for modern agriculture and services).7
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Reducing rents and power concentration feature prominently in chap-
ter 10 by Simon Roberts, who “considers the shaping of markets and 
competition concerns through the example of food production in south-
ern Africa.” He argues that the “nature of competitive rivalry and the 
identity of market participants are central to the quality of growth. . . . 
A key challenge to economic development is to generate competition and 
competitors.” Roberts’s chapter, with its attention on food production 
and processing as a route to industrialization and employment, also com-
plements the chapter by Christopher Cramer and John Sender.

Roberts points to the change in consumption patterns in SSA resulting 
from rapid urbanization, with fast-growing demand for processed and 
packaged foods and the associated expansion of supermarkets. He adds, 
“meeting growing demand for food in African cities is one of the most 
critical industrial development challenges.” It is thus central to whether 
premature deindustrialization can be reversed.

The main thrust of his chapter, which draws on a range of recent 
research on regional value chains and markets in southern Africa, is how 
lack of competition and associated monopolistic practices are hindering 
the development of both agriculture and the processing of its products. 
He points to the fact that Africa is a substantial net importer of food. The 
low agricultural productivity, in important measure, reflects extremely 
scant use of fertilizer. A notable reason for this is the high prices for fer-
tilizer because of a combination of oligopolistic markets and collusion 
among producers of that input.

Roberts provides a pithy overview of the different types of fertilizer and 
their production, marketing, and logistical characteristics. He observes, 
“although notionally markets appear to be contestable, the markups that 
are applied along the supply chain reflect the importance of control over 
these facilities . . . . The prices of fertilizer in SSA countries have been 
significantly above benchmark world prices.” Perhaps the most startling 
is the case of urea for which the data for 2012–2014 show the retail prices 
in Malawi, Tanzania, and Zambia were usually well over double the FOB 
price in the Arabian Gulf. Depending on the country and time, the dif-
ference ranged from about 50 percent to more than 500 percent.

Roberts attributes the high prices of fertilizers to several international 
and local factors, including (1) export cartels (although not for urea);  
(2) national and regional collusive arrangements between the main 
suppliers; and (3) a combination of restrictions on transport, stor-
age, and trading that have supported incumbents. He adds, “Although 
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anticompetitive conduct is part of the picture, it is unclear how effective 
enforcement by national authorities can be against regional and inter-
national arrangements” and that “businesses have a strong incentive to 
lobby for rules and regulations which bolster their position and keep 
rivals out.” Roberts also examines the noncompetitiveness of markets in 
sugar, confectionary, poultry, and animal feed and their assorted adverse 
implications for both domestic producers and consumers. He then looks 
at the phenomenon of the rapid growth in supermarkets, which, while 
yielding benefits, has also had some costs, such as constraints on access 
by local suppliers to shelf space and on small-scale domestic retailers. 
According to Roberts, the “issue is how supermarkets can be partners 
in regional industrial development for increased trade so that they may 
build capabilities. . . . This possibility holds the prospect of moving 
the southern Africa region as a whole from being a net processed food 
importer to a net exporter of food products.”

Roberts’s concluding remarks call for going beyond addressing dis-
crete anticompetitive conduct through the conventional instruments 
of competition agencies to “frame the agenda in terms of the ways in 
which industrial policy and economic regulation can reshape markets to 
generate competition.” Its requirements include a better understanding 
of “the regional scope of actual and potential linkages. . . . Big busi-
nesses are integrating their activities across the region, but they are not 
necessarily doing so to build productive capabilities for competitive  
production.” It also requires that we “understand how the regional value 
chains are governed and the extent of market power and its exertion by 
large firms . . . to earn rents and exclude local rivals. . . . A competition 
policy agenda that links to industrial policy is essential to generate com-
petitive markets and stimulate dynamic rivalry built on investments in 
improved capabilities.”

Part IV of this volume is devoted to climate change and the quality 
of growth, which is also the title of Ben Orlove’s contribution. Orlove 
begins with a review of the various assessments of the impact of climate 
change in Africa, noting at the outset “experts agree that Sub-Saharan 
Africa has already experienced significant climate change and is likely to 
experience additional impacts, many of them even more severe, during 
this century.”

Thus, the latest and Fifth Assessment Report of the Intergovernmen-
tal Panel on Climate Change (IPCC) finds a significant warming trend 
in Africa and notes that this trend will continue with particularly sharp 
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rises in average temperatures in the more arid region. Orlove points to 
the “very strong agreement” that temperatures will rise by more than 2°C 
over much of Africa toward the end of this century under medium emis-
sion scenarios and between 3°C and 6°C under high emission scenarios.

Orlove also sketches a number of other assessments of various dimen-
sions of the impact of climate change in Africa, including by the World 
Bank, United Nations Development Programme, the Network of African 
Science Academies, and the Center for International Governance Inno-
vation. There is widespread agreement on the adverse effects in various 
arenas, including agriculture, water, health, and overall economic per-
formance, with implications for conflict and migration attendant upon 
the social stresses. The chapter also looks at the relative evaluations and 
rankings of countries on the counts of vulnerability and preparedness. 
One worldwide index by the Notre Dame Global Adaptation Initiative 
combines these two dimensions and includes forty-nine African coun-
tries. The top three in the world on this measure (least vulnerable/most 
prepared) are Norway, New Zealand, and Finland. In contrast, the top 
three in Africa, Mauritius, the Seychelles, and Botswana, are ranked fifty, 
ninety-one, and ninety-three, respectively, in the global order.

Orlove states that “a broad examination of effects of climate change on 
the quality of growth in Africa shows five areas of importance: reduced 
rates of growth, shocks, deterioration of natural capital, inadequate provi-
sion of basic needs, and cascading impacts.”

Moving from adaptation to mitigation, Orlove focuses on the energy 
sector, adding that although “mitigation is largely the responsibility of 
developed and emerging economies,” Africa should also take it seriously 
“both because the continent’s emissions are growing and low-carbon 
energy sources represent major opportunities,” particularly given the great 
potential of hydropower and solar power.

Go Shimada’s chapter reinforces earlier conclusions of the magnitude 
of adverse effects of climate change on Africa, but his main focus is not so 
much on adaptation as mitigation. He presents data showing that natural 
disasters in SSA, mainly in the form of floods and droughts, gradually 
increased in the 1990s and did so at an accelerated pace in the 2000s. 
Concomitantly, the number of people displaced by such disasters has 
been rising. The data he presents also show that air quality in major Afri-
can cities is much worse than what World Health Organization guidelines 
propose. Although data are lacking on water pollution, Shimada hypoth-
esizes that it is also a significant and growing problem.
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Shimada explores the possibilities of green industrial policy in African  
countries as an instrument to reduce emissions contributing to climate 
change. Because “it is likely that environmental issues will affect Africa 
more severely than other continents,” Africa’s imperative of structural trans-
formation raises the question of how to make that transformation environ-
mentally sustainable. The chapter looks at some of the studies showing that 
environmental regulations either did not adversely affect or even enhance 
the competitiveness of industries in some developed countries. In partic-
ular, he looks at the case of the Japanese automobile industry and how 
seeking to meet more stringent environmental standards spurred innova-
tion and enhanced competitiveness. Although generalizability to Africa 
is limited, Shimada attempts a first cut at examining whether there is a 
reasonable probability that it also could enhance competitiveness in the 
region. He looks at the correlation between an “environmental governance 
indicator,” measuring the performance of environmental policies and their 
implementation, on one hand, and total factor productivity (TFP), on the 
other. This correlation is positive for all of the countries covered in the data 
and “although the sample size for African countries is limited, positive cor-
relation can indeed be observed. . . . It is possible to say that environmental 
policy does not necessarily make industry less competitive.”

Shimada then undertakes a tentative analysis that suggests that stricter 
environmental policies do not necessarily discourage foreign direct invest-
ment in Africa. He ends with some suggestions of what the international 
community could do to assist Africa’s pursuit of green industrial policy. 
His conclusions include (1) “[compatible] protection of the environment 
and economic development”; (2) “[implementation of ] green industrial 
policies”; and (3) help from donor countries “to introduce existing envi-
ronmental technologies.”

In the past, Africa has made minimal contributions to greenhouse 
gas emissions and is primarily on the receiving end of the adverse effects 
of climate change; however, the notion that African countries not focus 
exclusively on adaptation but also contribute to mitigation has emerged 
as a concern in the region. For example, Ethiopia’s ambitious Climate 
Resilient Green Economy (CRGE) strategy aims to achieve rapid eco-
nomic growth without an increase in greenhouse gas emissions, in prin-
ciple, although its practical targets envisage a modest increase. The case 
for such technological leapfrogging is based partly on the consideration 
that the enormous needs of the region require a rapid expansion of activi-
ties, particularly energy generation, which can have significant emissions, 
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and partly on the availability of green alternatives, such as hydropower 
in Ethiopia and solar energy in many countries. Another argument that 
has been made is that leapfrogging could have wider payoffs in advancing 
technological development in Africa and may sometimes be cost effec-
tive, especially on some projections of the declining costs of clean tech-
nologies. The primary concern in dealing with climate change in Africa 
remains adaptation and, hence, for financing such adaptation, including 
foreign assistance as envisaged in the Paris Agreement.

To start part V, Takyiwaa Manuh and Edlam Abera Yemeru turn to 
the topic of urbanization and the quality of growth in Africa (includ-
ing North Africa, although the focus is mainly on SSA). They observe 
that around half of Africa’s population will be living in urban areas by 
2035, and with an annual growth rate of 3.5 percent, the continent is 
experiencing the fastest increase of urban population in the world. At 
the outset, Manuh and Yemeru note the theoretical and historical asso-
ciation between urbanization and structural transformation, adding that 
their “chapter argues that the manner in which urbanization is planned 
and managed today will play a crucial role in the quality of growth in 
Africa . . . and in particular the achievement of structural transformation 
through industrialization.”

They broadly endorse the importance attached by several other con-
tributors to this volume to structural transformation for high-quality 
growth in Africa. They do so, however, from an urban development lens 
and hence with different nuances. Manuh and Yemeru also paint a pic-
ture of poverty, equity, and employment trends, with particular attention 
given to their urban dimension, which is broadly consistent with those of 
McKay and other contributors who have commented on these trends in 
this volume. More distinctively, Manuh and Yemeru introduce reference 
to a gender inequality index—derived from rates of maternal mortality 
and adolescent births as well as differentials in shares of parliamentary 
seats, educational attainment, and labor force participation: Africa’s poor 
rating in this index adds another aspect to concern with quality of growth.

Manuh and Yemeru sketch the urban transition, taking place in Africa 
on a scale unprecedented in history . . . [with] almost 900 million new 
urban dwellers in the next 35 years. By 2050 Africa is projected to have an 
urban population of 1.48 billion (and some 1 billion rural dwellers). They 
distinguish four dimensions to this transition: demographic, economic, 
social, and environmental and disaggregate some of them to subregional 
and country levels. A selection of their finding and comments follows.
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Broadly, an inverse relationship exists between the level of urbanization 
and the rate of urbanization, and in several countries, secondary cities are 
growing more rapidly than the biggest metropolis, which they see as prom-
ising for the development of agriculture-related industries. Like Roberts, 
they note the rapid growth in consumption and imports of processed food 
in urban areas and the potential that it provides for import-substituting 
industrialization. Realizing that potential is the more important because 
of the need for structural transformation and the generation of urban jobs, 
they emphasize the following: “Delinked from high productivity and job-
intensive activities, such as manufacturing, African cities face high unem-
ployment, underemployment, and the prevalence of informal employment.” 
In fact, they continue, “66 percent of nonagricultural employment . . . is 
informal.” Manuh and Yemeru concur with Christopher Cramer and John 
Sender in commenting, “agricultural modernization . . . is a top priority for 
the region.” In apparent contrast to Cramer and Sender, they seem to focus 
on “agricultural processing and agriculture-based industries” rather than on 
Cramer and Sender’s idea of “industrialization of freshness,” a natural dif-
ference given their focus on urbanization.

On the social dimension, Manuh and Yemeru lament the “poverty, 
inequality, and informality” that characterizes urbanization in the region, 
noting that “more than half of . . . [the] urban population . . . lives in 
slums.” They emphasize the need for urban land reforms that provide 
legality and greater security of tenure for the urban poor. Not entirely 
unrelated to that is the fact that urban population with access to piped 
water connection declined from 40 percent in 2000 to 33 percent in 
2015; less than half have access to electricity and less than 60 percent of 
the paved roads are recorded to be in “good condition.” The chapter also 
points to the adverse impacts of environmental pollution and lack of solid 
waste management, and safe water, on health. In addition, these cities are 
becoming more vulnerable to disasters, with “thirty-seven cities of Africa 
with populations exceeding one million . . . [exposed] to ensuing sea-level 
rise, coastal erosion, storms, and floods.”

It is not all doom and gloom. On the contrary, Manuh and Yemeru see 
urbanization as having a “particularly important role to play in ensuring 
the quality of economic growth . . . although considerable challenges are 
associated with urbanization. . . . With the right planning and foresight, 
urbanization can deliver profound dividends.” Also urbanization can 
facilitate a more rapid demographic transition with a decline in fertility 
rates. Manuh and Yemeru then turn to what they call “policy anchors” for 
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urbanization for quality growth. In sum, “economic and urban or spa-
tial planning need to be linked at the national, regional, and local levels 
through an approach that combines subsector targeting and industrial pol-
icies with spatial targeting and urban and regional policies.” The chapter 
ends with a call: “It is imperative for African states to unleash the potential 
of their cities by fusing economic and urban policy in a holistic manner, 
thereby reaping synergies” that will deliver higher and better growth.

The main themes of Manuh and Yemeru are reflected in the examples 
of “hotly debated” issues of urbanization cited by Luc Christiaensen, 
Joachim De Weerdt, Bert Ingelaere, and Ravi Kanbur: (1) the association 
and two-way causal relation between urbanization and growth; (2) the 
question of whether African urbanization is “different”; (3) the associa-
tions and two-way causal relation among employment, poverty reduction, 
and urbanization; (4) the relationship between urbanization and formal-
ization; and (5) the attainment of the benefits of agglomeration.

Although these issues are generally debated at the aggregate level, the 
authors’ “central contention is that the composition of urbanization could 
be as important for employment generation and poverty reduction as is 
the overall aggregate rate” (the composition they refer to pertains to city 
sizes). Again Manuh and Yemeru are not entirely unmindful of this con-
sideration, paying some attention to the “small” versus the “big” city dis-
tinction as they trace urbanization trends. Christaensen and colleagues’ 
distinctive contribution is to report “on a line of research and policy anal-
ysis focused on Tanzania, which highlights the role of secondary towns 
in migration and poverty reduction.” This shows that “migration to sec-
ondary towns contributes more in aggregate to poverty reduction than 
migration to big cities, even though the typical move from a rural area to 
a town reduces poverty less than the typical move from a rural area to a 
city.” This is true because many more people move from rural to (smaller) 
towns than to (big) cities.

They solve the seeming puzzle of why that should be, particularly given 
that a move to the big city is so beneficial by introducing “distance” and 
“migration” costs “not only in the physical sense (transport) but also in the 
sense of information, uncertainty, and contacts.” The authors conclude with 
the hope that “these insights from Tanzania will lead to further research on 
small towns and their role in migration and poverty reduction, and that this 
role will increasingly be factored into policy analysis and decision making.”

The last chapter is by Gabriella Y. Carolini, and it also picks up on the 
theme of how urban development affects the poor. She points out that 



INTRODUCTION  27

almost 60 percent of urban dwellers in SSA live in slums. Furthermore, 
this proportion “has steadily grown over the past three decades . . . [and] 
if no action is taken, the slum population in African cities is expected to 
continue on this growth trajectory.” Carolini argues for greater attention 
to meeting the basic needs of this majority of the urban population. To 
this end, she focuses on reforms in the areas of municipal finance, infra-
structure development, and urban planning, with particular attention to 
the case of Maputo (the capital of Mozambique).

Carolini notes that “ property tax is one of the major untapped rev-
enue sources” in Africa and argues that updating “property valuation 
and increasing the levels of collected [property tax] represent a signifi-
cant opportunity—and political challenge—for cities like Maputo.” She 
makes some detailed proposals for revenue-raising reforms in Maputo, 
arguing that they have wide relevance in African cities. Carolini adds 
that “infrastructure development that benefits the wide urban populace 
calls for good urban planning” and notes that “broad-based and local 
support and a wide distribution of project benefits must be part of the 
plan. This means, for example, that rather than considering displace-
ment an unfortunate but necessary and unavoidable outcome of major 
urban infrastructure development, public policy makers can do more to 
enhance alternative planning, augment contingency budgets that include 
fair compensation for displaced households, and actively seek out and 
incorporate input from affected households in the initial phases of infra-
structure planning.” Carolini lauds some fairly recent initiatives in SSA 
to build capacity for urban planning and slum renewal programs, such as 
the network of planning programs across universities (the Association of 
African Planning Schools), which now includes fifty-five different urban 
planning programs. Such capacity-building efforts are welcome and need 
further support and strengthening to improve the quality of urbanization.

The chapters in this volume cover a wide range of issues bearing on 
the quality of growth in Africa. The growing concern with the relation-
ship between economic growth and human well-being that motivates this 
collection of essays calls for greater and more systematic attention to sus-
tainable growth whose benefits are widely shared. Because Africa has left 
its “lost quarter century” well behind and has been recording reasonable 
growth, with some countries emerging as among the fastest growers of 
GDP, the countries of the region are now well poised to do so. As noted 
at the outset, this is not only an issue for Africa or developing coun-
tries but also the most affluent countries need to pay more attention to 
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the quality of growth. The widespread discontent in much of the world, 
rich and poor alike, is giving rise to populist movements not entirely 
unlike those that wreaked such havoc in the world during the 1930s era of 
depressions, war, and upheavals. These are indeed “interesting times,” in 
the sense of the proverbial Chinese curse. Perhaps this collection of essays 
can inform public policies and help make some African countries among 
the global leaders in ensuring not just that GDP is increasing but also 
that there is “quality” growth—that is, shared and sustainable growth that 
improves the well-being of the vast majority of the population.
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Beyond Gross Domestic Product
MEASURING THE QUALITY OF GROWTH IN AFRICA

Lorenzo Fioramonti

If African countries are to achieve sustainable and equitable growth, they 
will need a different set of metrics of economic performance from those 
available at present. In particular, the chief measure of economic perfor-
mance, the gross domestic product (GDP), is inadequate to assess the 
quality of growth, especially in the so-called developing countries.

GDP, indeed, is not a measure of all economic activities. It not only 
focuses exclusively on “flows,” thus disregarding the state of the “stocks,” 
but also imposes specific boundaries as to which types of flows count for 
economic performance. It measures mostly (and, at times, only) what 
is transacted in the formal economy, which means that other economic 
activities occurring in “informal” sectors as well as a variety of services 
made available free of charge, from household and community-based 
production to the services provided by natural ecosystems, are either 
poorly represented or completely discounted as part of the economy. 
This generates evident paradoxes. Take the case of a country in which 
natural resources are considered common property and are made available 
for public access, people exchange goods and services through informal 
structures (e.g., barter markets, secondhand markets, community-based 
exchange initiatives, time banks), and most people produce what they 
consume (e.g., through small-scale or family farming, off-the-grid systems 
of energy distribution). Although this country’s economy may be vibrant 
and people may enjoy a high level of individual and social well-being, 
GDP would probably be quite low and therefore the country’s economy 
would be considered underdeveloped or in distress. By contrast, a country 
that depletes its resources, cuts down its forests, replaces green spaces with 
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concrete, and exploits the people to the point of social collapse may very 
well be regarded as having a strong and healthy economy.

The United Nations Development Programme (UNDP) has identi-
fied at least five types of “undesirable” GDP growth: (1) jobless growth, 
which occurs when the economy grows with increased buying and sell-
ing of goods and services but without creating more jobs, let alone good 
and dignified jobs; (2) voiceless growth, when an apparently successful 
economy rides on the back of the suppression of civil rights and democ-
racy, as has occurred in many dictatorships (notoriously good achievers in 
terms of GDP growth); (3) ruthless growth, which is characterized by high 
or rising inequality, conspicuous consumption, and increasing tensions 
and stress in society; (4) rootless growth, which underscores the socially 
and culturally destructive effects, for instance, of rampant industrializa-
tion and economic globalization; and (5) futureless growth, indicating the 
unsustainable consumption of natural capital and the negative effects of 
pollution on a finite planet (UNDP 1996).

All these issues matter a great deal for Africa’s present and future devel-
opment. Indeed, many economies in this continent are largely informal, 
communal property mechanisms are more prevalent than market-based 
private property, and even the limited industrial production achieved thus 
far has already had significant negative impacts on social dynamics, eco-
systems, and natural resources. As indicated in the report of the Commis-
sion on the Measurement of Economic Performance and Social Progress, 
“what we measure affects what we do; and if our measurements are 
flawed, decisions may be distorted” (Stiglitz, Sen, and Fitoussi 2009, 8).  
The information provided by GDP statistics can be misleading for devel-
opment policy in Africa, because it may provide a superficial sense of 
“rising income,” neglecting the hidden costs of industrial policies, exploi-
tation of natural resources, and inequality thereof. In turn, this may give 
politicians, businesses, and consumers the wrong incentives. The fact that 
African countries are developing at a time of increasing scarcity, evolving 
climate change, and rising social tensions makes it even more compelling 
to take this issue seriously. In particular, the Sustainable Development 
Goals (SDGs) provide a road map for future development, which must be 
different from the divisive, exploitative, and belligerent process followed 
by many so-called developing nations in the past.

This chapter argues that a new approach to the measurement of pros-
perity is indispensable to devise policies that improve the quality of 
growth in Africa. It begins with an overview of the flaws of GDP as a 
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measurement of economic performance and explains how they relate to 
the African context. Then it proposes possible ways forward to develop a 
different set of measurements to help policy makers and societies at large 
achieve sustainable and equitable development.

T H E  N E E D  T O  M O V E  B E Y O N D  G D P

GDP is a sum of market flows, which means that whatever is exchanged 
outside the market (e.g., within households, in the informal economies) is 
either miscounted or completely ignored as part of the economy, let alone 
for its growth. One may even say that GDP is “gross” not only because it 
does not include the depreciation of assets utilized in the production pro-
cess (such as machineries, tools, vehicles) but also because it is blind to a 
wide range of “costs” generated by the process of industrialization, which 
is what economist Simon Kuznets, the father of the national accounts, 
termed the “reverse side of income,” that is, the wearing out of people 
through industrial production and consumption (Fioramonti 2013, 55). 
GDP also disregards the value of stocks consumed by the economy, espe-
cially natural resources, which are obtained free of charge from nature. 
Moreover, it does not consider the consequences of pollution and envi-
ronmental degradation, which are obvious negative effects of industrial 
development. At the global level, research has shown that the economic 
values of ecosystem services and natural capital, which are preconditions 
for any form of human production and consumption, exceed the value 
of global GDP by at least three times (Costanza et al. 1997). Their loss 
not only would be disastrous for development but also impossible to 
replace, even if the global economy was to grow much faster than it has 
ever done in history. Yet, this is what most countries do every day with a 
view toward increasing their GDP. Studies conducted in China and India, 
among other countries, show that the cost of pollution is actually eroding 
these countries’ real income and wealth (Mallet 2013). A leading report 
on the social and economic impacts of poor health known as the Global 
Burden of Disease demonstrates that pollution-related conditions are 
causing a human catastrophe in China and that their costs are likely to 
curtail economic prosperity, too (Lozano et al. 2010). A project led by the 
Chinese government in 2006 and followed up in 2013 aimed to deduct 
environmental costs from GDP, and found that ecological degradation 
is costing at least 8 percent of GDP every year and is on the rise (Fiora-
monti 2013). GDP not only omits important contributors to prosperity 
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but also counts as positive drivers of growth a number of expenditures 
that are quite “uneconomic,” that is, they add no utility to consumers and 
society at large. Take military expenses, for instance, which add to GDP 
although they are at best a “necessary” evil, as Kuznets himself recognized 
(Fioramonti 2013).

GDP is a not just a metric among many others, but it is a profoundly 
institutionalized indicator: it is used to decide which policies to adopt, 
what reforms to introduce, and what economic sectors to reward. Its 
uncritical adoption may thus introduce perverse incentives that can easily 
trigger poor policy decisions at the local, national, and international level 
(Fioramonti 2017). For instance, Africa’s natural resources account for 
the most significant share of GDP growth in the continent, with peaks 
of more than 40 percent in the more resource-rich countries (Lundgren, 
Thomas, and York 2013). Without an understanding of stock depletion 
and the negative effects on the environment (which are a real cost to soci-
ety), the blind exploitation of such resources may win African countries 
the appreciation of multinational corporations and foreign investors, but 
almost invariably this comes with the consequence of undermining the 
structural transformation of the economy while leading to environmental 
degradation and social tensions (Africa Progress Panel 2013).

Given that this economic “performance” is based on the exploitation 
of nonrenewable natural capital, most of the “growth” we have seen in the 
past few years may very well be the result of a short-term and self-defeat-
ing statistical mirage. What would the picture look like if such losses were 
discounted from the continent’s wealth? The World Bank has introduced 
an indicator of genuine savings, which complements GDP by taking into 
account the negative effects of natural capital depletion, while also mea-
suring the positive contribution of human capital (mostly through educa-
tion). Its overall picture is that African countries have been losing their 
overall wealth to the tune of about 1.2 percent a year over the past decade 
or so. Rather than growing, most African economies have been shrink-
ing. In 2013, for instance, Sierra Leone experienced net losses of about  
20 percent, Angola of 40 percent, Chad of 50 percent, and the Demo-
cratic Republic of Congo of more than 57 percent (World Bank 2013). It 
is important to emphasize that the World Bank’s net savings calculation 
is a rather conservative measurement of sustainable development. It is 
a measure of weak sustainability that allows for compensating a loss in 
natural wealth with any form of investment in produced or built capital. 
This means that the overall loss of natural capital in Africa would be far 
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greater if one adopted strong sustainability approaches, which by contrast 
do not see different types of capital as substitutable.

Another crucial issue pertains to the distribution of income generated 
by economic growth. GDP is indeed blind to the extent to which income 
is shared across society, yet this is essential to gauge the health of an econ-
omy, as Kuznets, Stiglitz, and others have pointed out over many decades 
(Stiglitz 2015). An increase of wealth at the top could easily offset a loss 
of income at the bottom, while still showing positive growth on average. 
Moreover, in the absence of corrective and redistributive policies, growth 
can generate significant inequalities, especially in developing countries. 
This is due to the fact that common resources and assets must be brought 
under the institutional control of either the state or the market to become 
part of the economy proper, and a fee or price must be charged for their 
use to be counted as part of GDP, which inevitably leads to the exclusion 
of communities that previously accessed those resources and assets for 
free. In many cases, elites are better positioned to capture the value of the 
monetization of what were once open-access resources, thus increasing 
the likelihood of inequality. This is why Kuznets discouraged the use of 
GDP in non-industrial nations (Lundberg 1971).

African economies are already among the most unequal in the world. In 
the absence of metrics to capture distributional effects, there is little hope 
that policy makers will be in a position to tackle and diminish inequality.

African people do not seem to be impressed by official GDP statistics. 
For instance, the Afrobarometer, Africa’s largest public opinion survey, 
shows widespread dissatisfaction with the continent economic trajectory 
of the past decade, despite its comparatively faster growth than in other 
continents (Dulani, Mattes, and Logan 2013). Across the thirty-four 
countries surveyed by the research, a majority of respondents (53 percent) 
rate the current condition of their national economy as “fairly bad” or 
“very bad,” whereas just 29 percent offer a positive assessment. Only one 
in three Africans thinks economic conditions have improved and most 
respondents (more than 70 percent) believe governments have done a 
“fairly bad” to “very bad” job at improving living standards and narrow-
ing income gaps. According to the survey team, “lived poverty” remains 
pervasive across the continent, suggesting that if real growth is occur-
ring, then “its effects are not trickling down to the poorest citizens” and 
“income inequality may be worsening.” Alternatively, actual growth rates 
may simply “not match up to those being reported” (Dulani, Mattes, and 
Logan 2013, 1).
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GDP estimations of household services and the informal economy are 
done poorly, with limited resources, and often these contributions are 
not included at all (Jerven 2013). This is problematic, especially in the 
African context where there is a clear need to measure the overall quality 
of informal production as well as how it affects the poorest. This not only 
skews our understanding of the volume of goods and services really pro-
duced but also limits our ability to recognize the special role that informal 
economies perform: without the innumerable free-of-charge functions 
rendered at the household level (from child and elder care to education), 
and without the exchanges performed informally, which are often the  
only sources of income and jobs for many people, the formal market 
economy would arguably grind to halt. This is not only the case in Africa, 
where household and community-based production are proportionally 
larger and economies are less formalized than in other continents, but 
also in the so-called developed world. For instance, in the United States, 
official estimates indicate that household services may have provided the 
equivalent of one-third of the national economic output since the mid-
1960s (Bridgman et al. 2012). In postcommunist societies, informal work 
accounts for about a third of all economically valuable activities, whereas 
in the world’s richest countries, about 15 percent of all transactions belong 
to the “shadow” economy, with countries such as Greece and Italy show-
ing the largest informal working sectors, at 30 percent and 27 percent, 
respectively. In a high-income country like Denmark, which routinely 
tops a variety of global prosperity ranks, the informal economy’s share of 
total labor doubled during the 1980s and 1990s, from about 8 percent to 
more than 15 percent. Similar trends have been registered in other high-
income countries like Germany and France (Schneider and Enste 2002).

Because GDP does a poor job capturing informal economies, the eco-
nomic contribution of subsistence farming, noncommercial agriculture, 
and other localized forms of production and consumption are measured 
incorrectly or are completely neglected in Africa (Jerven 2013). Similarly, 
disregarding the input of natural resources just because they are provided 
for free by nature makes us forget that economic growth is only possible 
because of a continuous provision of capital from our ecosystems. When 
these resources are depleted, however, we risk endangering not only eco-
nomic progress but also the natural equilibrium that makes life possible.

GDP establishes the boundaries of the assets and productions that 
count as economically relevant. Through GDP, our model of growth 
becomes a sum of market consumption, regardless of whether what is 
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consumed is good for society, for the environment, and, as a consequence, 
for the economy itself. GDP is not just an indicator. As a performance 
assessment coupled with rewards and sanctions, whether through prefer-
ential loans by institutions like the International Monetary Fund and the 
World Bank, foreign direct investment or rating upgrades or downgrades, 
it influences policy makers, businesses, and society at large, determin-
ing what is considered to hold value for the economy and what activi-
ties create prosperity, thus generating incentives to take certain decisions 
and adopt certain behaviors (Fioramonti 2017). If we are to improve the 
quality of growth in Africa by making it more sustainable and inclusive, 
then we need different metrics of economic development. Otherwise, we 
will not be able to effectively gauge what activities to encourage through 
policy and what to discourage. Just like a good manager would alter the 
performance assessment tools of its company to ensure that employees 
work differently, policy makers require different indicators to assess and 
incentivize different modes of production and consumption in the econ-
omy at large.

N E W  M E T R I C S  F O R  A  N E W  E C O N O M Y

The quality of existing statistics in Africa has been subjected to scrutiny 
(Jerven 2013). The measurement of GDP, in particular, presents numer-
ous challenges because it is a cumbersome and time-consuming process. 
Data are often patchy and incomplete, and the informality of many pro-
ductive systems makes this measurement even less relevant, thus under-
mining any easy generalizations about the overall economic performance 
of the continent. If the continent is to invest in equipping itself with a 
statistical apparatus that is fit for purpose in the twenty-first century, it 
should invest in developing new metrics and data collection techniques 
rather than continue to pursue an obsolete accounting framework.

For most of the 1970s and 1980s, various economists attempted to 
define ways of correcting or replacing GDP, for instance by subtracting 
work-related spending (e.g., commuting expenses) and the costs asso-
ciated with environmental degradation or by adding the value of non-
market outputs, many of which are produced within the household 
(Nordhaus and Tobin 1971; Eisner 1989). Moreover, since the 1990s, an 
increasing number of ecological economists have been trying to mea-
sure the economic value of natural and ecosystem services with a view 
toward informing policy makers about the critical importance of these 
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assets (Costanza et al. 1997), while the United Nations has introduced 
indicators such as the Human Development Index (HDI), which comple-
ments income with measures of education and health. The best-known 
attempt at integrating macroeconomic, social, and environmental data 
into a comprehensive measure of economic welfare is the genuine prog-
ress indicator (GPI). The GPI considers the current flow of services to 
humanity from all sources as relevant to economic welfare, not just the 
output of marketable goods and services (Daly and Cobb 1994). This 
indicator takes into account such dimensions as leisure, public services, 
unpaid work (e.g., housework, parenting and care giving), the economic 
impact of pollution, insecurity (e.g., car accidents, unemployment, and 
underemployment), family breakdown, and economic losses associated 
with resource depletion and environmental damage. Recent research 
shows that although global GDP and GPI followed a similar trajectory 
between the early 1950s and the late 1970s, since 1978, the world has 
increased its GDP at the expense of social, economic, and ecological well-
being (Kubiszewski et al. 2013).

In the past decade, the World Bank has introduced new measures of 
“total wealth,” drawing inspiration from the ideas of the classical econ-
omists, who viewed land, labor, and produced capital as the primary 
factors of production, which the United Nations followed with its Inclu-
sive Wealth Index. In 2009, a commission led by Nobel Prize winners 
Joseph Stiglitz and Amartya Sen and French economist Jean-Paul Fitoussi 
brought new life to efforts to identify alternative measures that policy 
makers could use to replace or at least complement GDP. In its final 
report, the commission recommended creating a “dashboard,” rather than 
one single indicator, to include measures of unpaid work, health, educa-
tion, governance, social connections, and sustainability (Stiglitz, Sen, and 
Fitoussi 2009). Taking its cue from their work, the Skoll World Forum 
launched the Social Progress Index in 2013, which—along with the Bet-
ter Life Index developed by the Organisation for Economic Co-operation 
and Development—is one of the most advanced dashboard experiments 
to date.

In 2014 and 2015, my research team convened a number of meetings 
with African statisticians to discuss a possible way forward for a beyond-
GDP process in the continent. We reached general consensus that GDP 
has been improperly used as a measure of economic progress, as it is 
designed only to measure levels of formal production and consumption. 
Statisticians agreed that African economies should complement GDP 
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with measures of sustainability, informal economic systems, income 
inequality, and fiscal flows, including how much wealth produced in 
Africa eventually leaves the continent. Ultimately, governments should 
devise their policies and strategies based on a dashboard of indicators, 
possibly standardized at the regional level among African countries will-
ing to experiment with a new form of accounting. A regional collective 
approach would strengthen the impact of the initiative, lower the transac-
tion costs of change compared to countries moving beyond GDP on their 
own, and increase relevance for global economic governance (as it would 
be felt as a united effort by pioneering African countries). Many statisti-
cal offices across Africa already collect valuable information on human 
development (e.g., investment in knowledge generation and education, 
infant mortality, enrollment rates, doctors-to-population ratio), quality 
of the environment (e.g., air quality, material flows, land use, ecosystems, 
pollution, and waste), decent work (e.g., labor force surveys, standard-
ized across African countries, in partnership also with the International 
Labour Organization), and social inclusion and social capital (e.g., time 
use and household production). Yet, this information is not connected to 
central accounts and is often left to the margins, with limited resources 
available. With more support, statisticians could (1) provide better data 
on land cover change and water stress, (2) conduct systematic and timely 
household surveys, (3) map social connections and participation in com-
munity-based productive activities, and (4) use measures of skills develop-
ment to assess the extent to which education is aligned with sustainable 
development policies.

Taking stock of these various experiences, what lessons can be applied 
to rethinking GDP in the African context? I suggest that a post-GDP 
dashboard should focus on three pillars: the real economy, social well-
being, and natural welfare. In the following sections, I discuss each pillar 
in detail.

T H E  “ R E A L ”  E C O N O M Y

Although GDP sees economic value only in those activities we perform 
in exchange for money within the market economy, the real economy 
is much broader. Many activities that make economic growth possible 
and support progress are performed free of charge, as part of human 
beings’ natural predisposition to provide for one another. People of all 
demographics carry out vital unpaid work for relatives and for the wider 
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community. Volunteering, caring for the elderly or disabled, supporting 
community based-groups, assisting migrants, training sport teams, and 
the like all deeply contribute to economic progress. In a nutshell, the real 
economy considers much more than mere monetary income.

In many ways, households are the cornerstone of the real economy, yet 
they have been neglected by mainstream economic thinking, despite the 
fact that they are the primary locations where individuals provide care 
for one another (Folbre 2001, 2008). Even though it is not directly mon-
etized, this unpaid work represents implicit income (Becker 1965). Across 
the world, 24 percent of total time is spent on unpaid work and leisure, 
46 percent is spent on personal care (including sleeping and eating), and 
only 19 percent of a person’s time is spent on paid work and formal stud-
ies (Ahmad and Koh 2011).

As African countries strive to modernize, however, a substantial part of 
household-based production and services (e.g., food, clothing, and caring 
activities) is transferred to the market and formally purchased by families. 
In turn, external household consumption pushes up volumes of trans-
ported goods and centralizes systems of production, which contribute to 
overproduction and waste, ultimately taking a toll on the environment.

GDP treats such a shift from the household to mass production as 
progress, which gives a false impression of improving living standards. 
Economies of scale may make goods and services cheaper, but they do 
so only because our pricing mechanisms do not take into account the 
full cost of negative externalities, including waste disposal, transportation,  
and pollution. This is also true at the microlevel of family life, in Africa 
and beyond. Parents with enough free time to take care of their chil-
dren and perform other household-based functions often enjoy a higher 
disposable income than families with slightly higher gross income but in 
which both parents work full time and must purchase all of these services 
from the market (Frazis and Stewart 2011). Ignoring household economies 
may bias not only measures of inequality and poverty but also measures 
of sustainability (Abraham and Mackie 2005). If household production 
and services were to be included in official estimates, for instance, the 
U.S. economy would be surpassed by a number of European countries 
(Miranda 2011). In China, for example, GDP per capita relative to the 
United States improves by 50 percent when all household production of 
nonmarket services is included (Ahmad and Koh 2011). It would be inter-
esting to see what effects that may have on perceptions of development 
and progress across Africa, too.
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These community practices are not marginal or irrelevant: rather, they 
are the precondition for the sustainable functioning of whatever society, 
because they build interpersonal trust and social capital. For instance, 
children are the future workers and taxpayers of a country. The level of 
care that goes into raising them is a public good benefiting society as a 
whole: investing time in them at the family and community level offers 
a significant payback to all participants in the economy. This is particu-
larly important in a continent like Africa, which has the world’s largest 
young population and it expected to add about 1.3 billion people by 2050 
(United Nations 2015). According to a study conducted by the World 
Bank in a number of developed and developing countries, social capital 
is not only an essential pillar of the economy (Hamilton, Helliwell, and 
Woolcock 2016) but also has a direct and irreplaceable monetary value. 
It accounts for more than 20 percent of the value of all goods and ser-
vices produced (with peaks of 28 percent in the members states of the 
Organisation for Economic Co-operation and Development), making it 
the most valuable industry any country can boast.

Despite the collective benefit that society derives from thriving com-
munities and households, national income accounts have treated it as 
irrelevant in the assessment of economic performance. This has provided 
a statistical incentive for policies that neglect households, voluntary activ-
ities, and civil society. Moreover, GDP-enhancing policies often limit the 
amount of time individuals spend in social activities or within the house-
hold, as these are considered to be a loss for the economy. For GDP, the 
perfect society is that in which parents spend all of their waking time 
at work and pay their entire take-home salary to a domestic servant or 
nanny to produce the services they no longer are able or willing to pro-
vide. As full-time workers and simultaneously as employers, they would 
contribute twice to GDP growth.

In many African countries, where a process of chaotic urbanization 
and marketization of the economy actively undermines free-of-charge 
social activities, households and communities are under threat. Migrant 
work has weakened family structures and many social services are either  
under-resourced or privatized, which makes households particularly 
vulnerable.

Against this backdrop, it is crucial that such information about house-
hold services, community-based activities, and informal economic pro-
cesses is integrated into the dashboard with a view toward producing a 
more comprehensive picture of the real economy.
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S O C I A L  W E L L - B E I N G

There are hundreds of new indicators and approaches to measure well-
being and the quality of life (OECD 2014). In North America, attempts 
at monitoring the social costs of GDP growth and its impact on well-
being have been made by the Fordham Index of Social Health, by the 
Index of Economic Well-Being, and the Canadian Index of Well-Being. 
The OECD has launched the Better Life Index, which looks at educa-
tion, health, life satisfaction, housing, environment, safety, and several 
other key dimensions integrated into one dashboard. In South Africa, 
the Institute for Race Relations produced a specific development index 
in 2011, with a view toward assessing progress in six domains, namely, the 
economy, education, health, living conditions, gender, and crime. The 
Institute found that while literacy and education attainments improved 
and crime diminished, all other sectors experienced a downward trend 
compared with the late 1990s. The Living Conditions Survey by Statis-
tics South Africa (2014) already includes important information such as 
the availability, affordability, and quality of services used by households. 
In many other African countries, similar information already exists, 
although not always complete and often marred by significant time lags. 
This information should be complemented through data from the gen-
eral household surveys on access to food, quality of housing, household 
sources of energy, health-care provision and quality of care, social cohe-
sion, school attendance, and educational attainment. The Social Progress 
Index reports enough information on social well-being around the world, 
including many African countries. Ongoing opinion polls like the World 
Values Survey and the Afrobarometer can help a great deal.

People’s well-being is directly affected by how they use their time, par-
ticularly in so far as how they organize their lives and how they set per-
sonal, social, and professional priorities (Dasgupta 2001; Dasgupta and 
Serageldin 2001). A society in which people have little time to devote to 
the real economy and to build social connections can hardly be a society 
founded on well-being. This brings us to the central issue of the quality 
of work.

Employment is an important component of human and social progress 
and certainly is a crucial aspect of Africa’s present and future development, 
particularly given the demographic explosion we will see in the coming 
years throughout Africa. Yet, per se, it does not tell us anything about the 
type and quality of work that a country seeks for its own citizens. If we 
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want African economies to successfully transition to a sustainable growth 
path, we need to rethink work and how we measure it. According to 
the ILO’s website, decent work is that which provides “opportunities for 
women and men to obtain decent and productive work in conditions of 
freedom, equity, security and human dignity” (see also ILO 1999). A pre-
condition of decent work is good earnings and a balance between worked 
hours and leisure. For the ILO, excessive hours and atypical hours can be 
detrimental to physical and mental health. To this, one must add the sta-
bility and security of work: changing jobs disrupts the process of human 
capital accumulation. The balance between work and family life is also 
crucial for sustainable growth, as it connects the formal economy (e.g., 
work) with community-based activities (e.g., household, family, commu-
nity). It is therefore important to measure the extent to which formal jobs 
allow people to manage the work–life balance appropriately, as caring for 
the family and the community is a fundamental public good for society 
and should not be seen as a privilege or a loss of productivity.

Many African economies are divided into a first economy of formal 
working relations (and modern establishments), and a second dark econ-
omy consisting of a range of precarious and vulnerable forms of work. 
Yet, this distinction is often metaphorical: the dark economy is an inte-
gral part of the national economy and it would be incorrect to see it 
merely as a set of survival activities performed by the poor and marginal-
ized (Webster et al. 2008). In their Decent Work Deficit Index for South 
Africa, for instance, Webster and his team show how some traditionally 
productive sectors, such as mining and commercial farming, are largely 
sustained by a web of formal and informal jobs characterized by very low 
labor rights and work insecurity (Webster et al. 2008). To assess the qual-
ity of jobs, not just the amount, African countries need to complement 
their data on employment and earnings with information about the qual-
ity of work and how it affects the management of time for the working 
population. The ILO has produced a set of indicators to measure decent 
work, which have been adopted in a number of African countries. More-
over, lessons could be learned from the country of Bhutan, where regular 
surveys monitor trends in time use, community vitality, and social capital.

Finally, metrics of well-being must include indicators of inequality in 
the distribution of income and, ideally, of wealth. In most cases, the Gini 
coefficient can be used as an interim measure of inequality, but it would 
be preferable to develop more accurate measures based on tax data (Pik-
etty 2014).
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N AT U R A L  W E L FA R E

Since the Rio+20 summit of 2012, accounting for natural resources has 
become an imperative in economic governance. Natural capital adds to 
economic progress and well-being in multiple ways, which are system-
atically neglected by official GDP statistics (Fioramonti 2014). Because 
human welfare is a function of much more than the consumption of for-
mal goods and services, the fundamental role played by nature cannot be 
disregarded, especially in Africa, a continent whose natural wealth has 
been traditionally exploited by colonizers first, and multinational cor-
porations later. When we plot time-series data of genuine savings based 
on World Bank data, it emerges clearly that Africa is the continent with 
the most worrying downward trend in terms of sustainable use of natural 
resources, with the costs of natural capital depletion far outweighing the 
benefits of growth and human capital investment since at least the early 
2000s (when the genuine savings rate was below zero as a percentage of 
national income).

A research and policy initiative on “the economics of ecosystems and 
biodiversity” (commonly known as TEEB) argues that “Nature is the 
source of much value to us every day, and yet it mostly bypasses markets, 
escapes pricing and defies valuation. This lack of valuation is [. . .] an 
underlying cause for the observed degradation of ecosystems and the loss 
of biodiversity” (European Union 2008, 4).

The World Bank has launched the Wealth Accounting and Valua-
tion of Ecosystem Services (WAVES), a global partnership to measure 
the economic value of natural resources, which is already being rolled 
out in a number of African countries, from Botswana to Rwanda and 
Madagascar. The World Bank asserts that “in poorer countries, natural 
capital is more important than produced capital,” thus suggesting that 
the careful management of natural resources should become a fundamen-
tal component of development strategies, “particularly since the poorest 
households in those countries are usually the most dependent on these 
resources” (World Bank 2006, xvi). In 2012, the UN Statistical Commis-
sion adopted the first international standard for the valuation of natural 
capital, the System of Environmental-Economic Accounting, and the UN 
University published the Inclusive Wealth Report, which provided further 
information on the state of natural capital in regard to human and pro-
duced capital in more than 20 countries (UN Statistical Commission et 
al. 2012).
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These indicators look at nature as “capital,” which poses the inevitable 
problem of finding acceptable methodologies to monetize the contribu-
tion of natural resources to economic performance (Fioramonti 2014). 
Other indicators look at nature as having an intrinsic value and simply 
measure its capacity to sustain itself as well as human well-being. One of 
these is the ecological footprint produced by the Global Footprint Net-
work since the 1990s. The footprint accounts, now available for almost 
all countries around the world, are based on data from, among others, 
the Food and Agriculture Organization, the UN Statistics Division, and 
the International Energy Agency (Ewing et al. 2010). Footprint data are 
currently available for more than forty African countries. An interesting 
attempt to combine measures of welfare with ecological impact is the 
Happy Planet Index developed by the UK-based New Economics Foun-
dation in 2006 (NEF 2009). The index complements the ecological foot-
print with life satisfaction and life expectancy, thus rejecting income or 
GDP as a guiding parameter. Ever since its creation, the index has consis-
tently shown that high levels of resource consumption do not necessarily 
produce comparable levels of well-being, and that it is possible to achieve 
high levels of satisfaction (as measured in conventional public opinion 
polls) without excessive consumption of the Earth’s natural capital. In 
2010, the UN University launched a Human Sustainable Development 
Index, by simply adding a new dimension (per capita carbon footprint) 
to the three dimensions of the HDI, which are income, education, and 
health (Togtokh and Gaffney 2010). The results show, among others, that 
developed countries such as the United States and Canada, which enjoy 
relatively high human development, do so at a huge environmental cost 
to themselves and humanity. To the contrary, middle-income countries 
such as Costa Rica and Uruguay are among those achieving the high-
est level of human development with a much more acceptable footprint, 
which is a fraction of that generated by the most industrial nations. In 
general, African policy makers may gain critical insights by exchanging 
notes with these more efficient economies rather than the more wasteful 
developed world.

A  D A S H B O A R D  T O  M E A S U R E  A F R I C A’ S  Q U A L I T Y  O F  G R O W T H

The various components outlined thus far should be integrated into a 
dashboard to measure the quality of growth. Different countries may opt 
for different combinations of the various dimensions making up each 
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pillar, but it would be useful to keep at least the three main dials: real 
economy, social well-being, and natural welfare. The conceptual structure 
of the dashboard may follow that represented in the text box above.

What would then happen to GDP? Note that a significant component 
of national income would already be included in the central dial of the 
dashboard—that is, the real economy, which captures monetary income 
by measuring paid work as well as a number of additional contributions. 
Another option would be to simply add GDP as a fourth component to 
the dashboard, thus giving it a more central role as a measure of income 
and market production, bearing in mind all its limitations (as described 
in this chapter).

Another important consideration regards the possibility combining 
the dashboard into a composite index, which we will call the Qual-
ity of Growth Index (QGI). This index would have the advantage of 
providing both results: the multidimensional information of the dash-
board, on one hand, and the aggregated score, on the other (as is the  
case in GDP).

Such a process of aggregation obviously presents challenges and 
methodological problems, including the need to express all dimensions  
(or most of them) in equivalent terms, such as monetary or other similar 
units (e.g., time, labor). At the same time, there may be good policy rea-
sons for doing it. First, it can be useful to capture the inevitable trade-offs 
between formal economic transactions and the dimensions discussed in 
this chapter. Second, it would allow policy makers to get a simplified 

Social Well-Being

Education, health, work-life balance, decent work

Real Economy

Paid and unpaid work, social cohesion, household production/ 
consumption, integrated reporting for public and private enterprises

Natural Welfare

Natural resource use, biodiversity, ecological/carbon footprint, ecosys-
tem preservation
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picture of the overall state of the economy and how it is contributing 
to the quality of growth. In a sense, the QGI would present a snapshot 
of the net economic contribution of all dimensions, following the total 
wealth approach promoted by the World Bank, various UN agencies, and 
others, such as the genuine progress indicator.

The QGI could be expressed as follows:

 QGI = f (R, S, N), (1.1)

where:  R = Real Economy contribution,
  S = Social Well-being contribution, and
  N = Natural Welfare contribution.

How these four elements combine to produce QGI is important. They 
should not be linear combinations: all of them are indeed crucial to the 
quality of growth and the absence of even one of these factors would 
immediately push the QGI to zero. The relationship should be seen as 
multiplicative, but an overall “limiting factor” may help policy makers 
understand that the best effects result not from the maximization of all 
components, which would be impossible (given the inevitable trade-offs), 
but from their optimization. For example, it is clear that increases in 
material standards make a major difference to the quality of growth in 
poorer countries where many people lack basic necessities, yet as coun-
tries get richer, further increases in material standards make increasingly 
less difference and can easily endanger the other dimensions, thus nega-
tively affecting the overall QGI. Such interconnectedness may be repre-
sented as follows:

 QGI = Lmax × (R/(kr + R)) × (S/(ks +S)) × (N/(kn + S), (1.2)

where:   Lmax =  the maximum achievable QGI when all factors are simul-
taneously at their maximum;

  kr =  the half saturation constant of R, that is, the value of R where 
the result of this term achieves half its maximum value;

  ks = the half saturation constant of S; and
  kn = the half saturation constant of N.

A dual approach that keeps both the dashboard components as dis-
tinct and an aggregate index for policy synthesis can be quite useful. By 
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combining both the intrinsic value of the real economy, social well-being, 
and natural welfare with their narrow econometric impact on QGI, we 
may be able to design policies that are respectful of the inherent complex-
ity of social and natural dynamics, while also producing numbers that 
would be useful to understand whether the type of economic growth we 
achieve is genuinely green and financially sound.

Moreover, this would allow societies to set nonmonetary thresholds 
on all dimensions. For instance, countries could agree that R, S, and N 
cannot fall below a certain physical value, regardless of their combined 
contribution to the QGI. This would mean introducing early warning 
systems for each dimension, such that policy makers and societies at large 
are alerted when they reach critically low levels. In this vein, the goal of 
economic policy would become to create value (or growth) by optimiz-
ing the interaction of the various dimensions above the minimum safe-
guarded margins.

C O N C L U S I O N

This chapter discussed the fallacies of GDP as a measurement of eco-
nomic performance, arguing that a transition to sustainable develop-
ment and better quality growth in Africa would imply rethinking how 
we measure prosperity and growth. For this, we need new metrics, ide-
ally combined in a dashboard presenting different levels of aggregation 
and disaggregation. The dashboard could include a variety of dimensions 
clustered around three main dials: real economy, social well-being, and 
natural welfare. If useful for the purpose of policy making and commu-
nication, an overall aggregate index could be generated by taking into 
account trade-offs and limiting factors. It is crucial, however, that the 
dashboard be capable of showing the complex interactions behind the 
key drivers of prosperity: a multifaceted process that cannot be managed 
efficiently and responsibly by looking only at one dial.

African countries are at a crossroads in their development trajectories. 
Their quest for prosperity has been long in the making, but inequalities, 
social tensions, and environmental degradation have had a significant 
impact on the quality of growth. Moreover, their future development 
aspirations will need to be framed in a global context in which sustain-
able and equitable prosperity is more important than ever. To manage 
policies designed to improve the quality of growth, they need a differ-
ent approach and new measurements. The relative underdevelopment 
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of statistical capacity is an opportunity to leapfrog to a beyond-GDP 
approach to national income, in line with the current global debate. In 
this regard, the continent could become a pioneer in the redesign of eco-
nomic development at a time in which conventional growth approaches 
seem increasingly ineffective. From a policy perspective, an innovative 
approach to development statistics can be realized with the support of a 
number of agencies in the continent, from the African Centre for Sta-
tistics at the UN Economic Commission for Africa (for expertise and 
coordination) to the African Union Commission (for political support 
and coordination), the African Development Bank (for infrastructural 
and economic support), and various subregional organizations, includ-
ing the Southern African Development Community, the East African 
Community, and the Economic Community of West African States, 
whose mandate includes promoting sustainable and equitable develop-
ment on the continent.
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The growth recovery experienced by Sub-Saharan Africa (SSA) over the 
period from around 1994 to 2014, in part supported by favorable com-
modity prices, is well known, although concerns about growth rates 
slowing have emerged subsequently. This chapter assesses the quality of 
growth experienced over this period. Such an analysis faces two particular 
challenges. First, although it is widely accepted that growth is a means 
to other ends rather than an end in its own right, a clear understanding 
of what precisely quality of growth means is lacking. Second, there are 
significant challenges about the quality of the data to inform such an 
analysis, including both the actual growth data and the data to capture 
aspects of the quality of growth.

An important early initiative in thinking about quality of growth was 
a World Bank study by Thomas et al. (2000). Among other things, this 
report argued that inadequate attention had hitherto been devoted to 
assets the poor rely highly on, in particular human and natural capital. 
Natural capital does play a key role in the livelihoods of many poor peo-
ple; land is one such important natural asset, but poor people often also 
rely heavily on common property natural resources, which are commonly 
overexploited and not prioritized in policy. Although there has been for a 
long time a strong focus on human capital, the emphasis on this in rela-
tion to poorer households has often been weaker.

The report identified four neglected actions in relation to economic 
growth, specifically: improving the distribution of opportunities, sustain-
ing natural capital, dealing with global financial risks, and improving gov-
ernance and controlling corruption. These themes then form the main 
chapters of the report. The importance of global financial risks became 
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obvious only seven years later with the 2007–2008 global financial crisis, 
which certainly had a major impact on the poor. The poor almost certainly 
suffer most in relative terms from a failure to sustain natural capital; and a 
continued policy focus on gross domestic product (GDP) growth neglects 
this issue. It is often the case that the poor suffer most from poor gover-
nance and corruption, particularly given that richer people are often better 
able to protect their position from any adverse effects. Without doubt, the 
distribution of opportunities is a key dimension of the quality of growth.

Later work has focused on the role of fiscal policy in supporting a 
better quality of growth (Lopez, Thomas, and Wang 2010). This is a key 
factor given the importance of the availability of many key public goods 
for social outcomes; it is also a key mechanism of redistribution and a 
key means of seeking to regulate environmental degradation. A lack of 
an agreed understanding of what the quality of growth means, however, 
still remains. Mlachila, Tapsoba, and Tapsoba (2016) recently developed a 
measure of the quality of growth, which takes account of six main aspects: 
four relating to growth fundamentals (strength, volatility, sectoral com-
position, and demand composition) and two relating to social outcomes 
(education and health). It remains unclear how these different elements 
can be measured and combined. Here we do not seek to measure qual-
ity of growth in SSA. Rather, we focus on examining the growth record 
of the past twenty-five years to assess the ability of growth to translate 
into improved social outcomes, as well as its distributional pattern; and 
we seek to assess the extent to which growth may be sustainable taking 
account of the stability of the political environment, a key issue in many 
SSA countries. Unfortunately, sufficiently reliable data are not available to 
sufficiently judge the impact of growth on environmental sustainability, 
another important aspect of the quality of growth.

A second key issue is the quality of available data to assess not just the 
growth record but also its outcomes. The reliability of national accounts 
data has been subject to substantial critique based on the work of Jerven 
(2010, 2013, among others); this has been most emphasized in relation to 
national accounts data and, inter alia, to the reliability of available esti-
mates of economic growth. The quality of available data on some aspects 
of social outcomes, derived from household surveys of different types, may 
be better, but even here the indicators that can be easily measured are not 
always the most important ones—for example, school attendance rather 
than learning outcomes. International data sets such as World Develop-
ment Indicators (WDI) and PovcalNet, offer an easily useable source of 
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information on different data on growth and social outcomes, but the data 
they contain may be subject to significant question, in particular because 
of a lack of information about sources and consistency of definition.

In this chapter, we nonetheless mainly make use of WDI data to assess 
growth and social outcomes across all SSA countries. This is one of the 
few currently practical ways to make comparisons across all countries, 
given that variables are meant to be defined in the same way in all cases. It 
is important always to maintain a critical perspective throughout, remain-
ing aware of the potential limitations of this data. In some places in this 
chapter, we draw on evidence from more carefully conducted country 
studies, which were undertaken on a largely comparable basis.

This chapter is structured as follows. A detailed discussion and analy-
sis of the SSA growth record is presented in section 2. Section 3 then 
focuses on the extent to which growth has been associated with progress 
in reducing income (strictly usually consumption) poverty, as well as its 
association with a wider range of social outcomes. Section 4 focuses on 
inequality, a major issue in SSA, often regarded as the world region with 
the second-highest level of inequality following Latin America. Section 5 
concentrates on political sustainability, by looking at fragility, after which 
Section 6 offers some conclusions and discusses next steps.

T H E  G R O W T H  R E C O R D  I N  S U B - S A H A R A N  A F R I C A

Many different measures of GDP are available in international data sets. 
In considering growth in SSA in this chapter, our main focus is on growth 
in per capita GDP, reflecting the fact that the significance of a given rate 
of growth is highly dependent on the extent of population growth. When 
comparing levels of GDP across countries, we necessarily need to focus 
on constant U.S. dollar values, now in 2010 values; but in considering 
growth rates, we can instead focus on local currency values to avoid the 
complexity of exchange rate conversions. The focus on GDP rather than 
gross national income (GNI) reflects a choice to focus on production at 
the country level—the normal concept for growth—although for some 
purposes, income may also be of interest.

The evolution of the average per capita GDP for SSA in aggregate 
from 1960 to 2015 is presented in figure 2.1. This chart shows three main 
phases. From 1960 to the early 1970s, the early postindependence years 
for many countries, growth performance was reasonably strong. This was 
a period over which commodity prices were increasing and also when the 
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world economy was performing relatively well. Over this period, per cap-
ita GDP grew at an average of 2.4 percent per year. Then from the early 
to mid-1970s to the early to mid-1990s, SSA experienced twenty years 
of stagnation and decline, with an average growth rate of −1.4 percent  
between 1974 and 1994. This reduced growth rate reflected adverse move-
ments in commodity prices and was also the period during which many 
SSA countries were required to undertake stabilization and structural 
adjustment programs. Since the mid-1990s, however, SSA has experienced 
a growth recovery, with an annual average growth rate of 1.8 percent  
between 1994 and 2015 (and higher rates within subperiods). This was 
also a period of generally increasing commodity prices, although the 
growth recovery reflects much more than this factor (Radelet 2010). In 
addition both commodity-producing and non-commodity-producing 
countries often shared equally in the growth recovery.

Although the SSA growth is obviously welcome, it is also important to 
consider this growth in comparison with other world regions. Figure 2.2 
presents growth of the major world regions over the 1990–2015 period, 
again based on WDI data, and table 2.1 summarizes average growth rates 
for these regions for this period and subperiods. What this comparison 
immediately reveals is that growth in SSA has been significantly below 
the developing country average and substantially below what has been 
achieved in East Asia and the Pacific and South Asia. Between 2006 and 
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2015, the average growth rate in SSA was 2.0 percent, whereas it was  
5.3 percent over the same period in South Asia and 7.7 percent in East 
Asia and the Pacific. The cumulative effects of these convergent growth 
rates are obvious in figure 2.2.

Table 2.1 also shows that the growth rates appear to be lower in the 
past three years than they have been before in both SSA and across the 
developing world. The high growth that had been achieved in the first 
decade of the 2000s, in particular (with the interruption of the world 
financial crisis), does not seem to have been sustained into the second 
decade of the 2000s.

We now consider the growth experience at the individual country level 
in the period from 1990 to 2015. We focus on country growth rates, 
which are now based on local currency GDP values and therefore are not 
affected by exchange rate changes. Table 2.2 classifies countries based on 
the average growth rate of their per capita GDP over the 1990–2015 and 
2006–2015 periods. This classification highlights the diversity of growth 
experiences. Only two countries, Equatorial Guinea and Cabo Verde, 
had an average growth rate of per capita GDP above 5 percent over the 
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Table 2.1 Average Growth Rates for Major World Regions (% per Year)
1990–2015 2006–2015 2013–2015

East Asia and Pacific (developing only) 7.2 7.7 6.0
Europe and Central Asia (developing only) 1.2 2.6 0.6
Latin America and Caribbean (developing only) 1.4 1.7 −0.2
Middle East and North Africa (developing only) 1.9 1.4 −0.5
South Asia 4.3 5.4 5.3
Sub-Saharan Africa (developing only) 1.1 2.0 1.3
All developing countries 3.0 4.2 2.9
Source: Computed from World Development Indicators (2016).

Table 2.2 Frequency Distribution of Average Annual Growth Rates in Per 
Capita GDP for African Countries

1990–2015

≥5% Equatorial Guinea, Cabo Verde
2.5% to 4.9% Mozambique, Mauritius, Mali, Ethiopia, Rwanda. Uganda, Nigeria, 

Sudan, Ghana, Lesotho, São Tomé and Principe, Botswana
1.0% to 2.4% Burkina Faso, Chad, Tanzania, Namibia, Malawi, Angola, Zambia, 

Eritrea, Swaziland, Benin, Mauritania
0.0% to 0.9% Kenya, Sierra Leone, South Africa, Congo, The Gambia, Togo,  

Djibouti, Guinea, Gabon, Guinea-Bissau, Côte d’Ivoire
−1.5% to −0.1% Cameroon, Niger, Liberia, Comoros, Madagascar, Zimbabwe, 

Burundi
< −1.5% Somalia, Democratic Republic of Congo, South Sudan

2006–2015

≥5% Ethiopia, Mali, Angola, Rwanda
2.5% to 4.9% Ghana, Mozambique, Sudan, Zambia, Lesotho, Mauritius,  

Djibouti, Uganda, Tanzania, Cabo Verde, Nigeria, Namibia, 
Sierra Leone, São Tomé and Principe, Liberia, Botswana, 
Malawi, Mauritania, Kenya, Democratic Republic of Congo

1.0% to 2.4% Burkina Faso, Côte d’Ivoire, Congo, Benin, Niger, Cameroon, 
Chad, Togo, South Africa

0.0% to 0.9% Gabon, Guinea-Bissau, Swaziland, Senegal, Zimbabwe, Burundi, 
The Gambia

−1.5% to −0.1% Madagascar, Comoros, Guinea, Eritrea
< −1.5% Equatorial Guinea, South Sudan
Missing Somalia
Source: Computed from World Development Indicators (2016).

Note: GDP = gross domestic product.

1990–2015 period, but another twelve countries had average growth rates 
over this twenty-five-year period of between 2.5 percent and 4.9 percent. 
Among this latter group, not all are commodity rich economies, like, 
for example, Ethiopia or Rwanda. At the same time, ten countries had 
a negative growth in per capita GDP over this period. Among these are 
many countries affected by conflict or political instability. This analysis 
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highlights the wide diversity of growth experiences in SSA, which the 
aggregate data presented in figure 2.1 hide. There have been cases of very 
fast growth as well as a large number of cases of either indifferent or 
negative growth.

Table 2.2 also includes an equivalent analysis for the 2006–2015 period, 
which was a faster growth period overall, as reflected in the classification. 
Although some countries’ classifications change, this shows the same diver-
sity of experience. Over this period, four countries had average per capita 
growth rates above 5 percent; among these, Angola is resource rich, but Ethi-
opia and Rwanda are less so. Another nineteen countries experienced growth 
rates of between 2.5 percent and 4.9 percent. But even over this period, six 
countries experienced negative average growth rates and seven experienced 
average growth rates, which were positive but less than 1 percent.

A focus on average growth rates at the country level does not take 
account of within-country variability. Looking at the period of renewed 
growth from 1995 to 2015, only five SSA countries had no years of nega-
tive growth; by contrast, six had ten or more years in which growth was 
negative, the latter often being countries affected by conflict or political 
instability. The standard deviation of the growth rate over the 1995–2015 
period exceeded 10 percent in South Sudan and Sierra Leone, and it was 
in excess of 7 percent in Equatorial Guinea, Zimbabwe, and Angola. 
Again conflict or instability is a common factor in high growth volatility, 
but all too often so is high commodity dependence.

In summary, SSA has performed substantially better in growth terms 
in the period since the mid-1990s. But it is important to remember that 
some other world regions, especially in Asia, have performed substantially 
better over the same period. Additionally, growth in SSA has shown sub-
stantial variability across countries and over time within many countries.

T H E  A S S O C I AT I O N S  A M O N G  G R O W T H ,  P O V E RT Y,  

A N D  O T H E R  S O C I A L  O U T C O M E S

A central question in considering the quality of growth is the extent to 
which economic growth delivers improved social outcomes, in particu-
lar, poverty reduction. This section first focuses on income poverty. An 
extensive body of literature highlights the importance of growth in bring-
ing about poverty reduction, and plenty of empirical evidence indicates 
that economic growth can be effective for poverty reduction. At the same 
time, this is not necessarily the case, and there are plenty of examples of 
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a country experiencing good growth performance but with only limited 
poverty reduction. Although growth may have been said to be “good for 
the poor” (Dollar and Kraay 2002; Dollar, Kleineberg, and Kraay 2016), it 
is not inevitable that growth translates into poverty reduction, and the one-
to-one relationship between growth and poverty reduction has been widely 
challenged (Foster and Székely 2008). For this reason, important policy 
foci have developed to look at pro-poor growth (Besley and Cord 2007; 
Grimm, Klasen, and McKay 2007) and, more recently, at inclusive growth.

What is the record in SSA of growth translating into poverty reduction? 
One way to consider this is to use poverty data available in international 
sources, such as WDI and PovcalNet, which report poverty headcounts 
relative to the international $1.90 or $3.10 lines and sometimes relative 
to national lines. The problem with using these sources is understanding 
whether the data they present really are comparable between one year and 
another within countries. Meaningful poverty comparisons require that 
consistent approaches be used in the poverty calculations for each year, 
and typically these sources do not come with enough documentation to 
be able to judge this. In some countries, different surveys are known not 
to be comparable, but this frequently is not reported. In addition, if the 
comparisons are based on dollar-denominated poverty lines, then conclu-
sions may reflect changes in exchange rates over the period. In analyzing 
poverty changes over time, it is therefore much safer to rely on poverty 
relative to national poverty lines, as long as the same line is consistently 
applied for the different points in time being compared.

Given the problems with poverty data from WDI and PovcalNet, we 
only briefly consider changes in poverty headcounts relative to national 
poverty lines based on WDI. A much more careful country-level analysis 
is desirable in considering changes in poverty. For the purposes of this 
chapter, we draw on a study of growth and poverty reduction coordi-
nated by Arndt, McKay, and Tarp (2016), which was based on careful 
and broadly comparable country case studies conducted in sixteen of the 
largest twenty-four countries in SSA through a project coordinated by 
UNU-WIDER. The studies were generally carried out by leading pov-
erty researchers from the countries concerned working with international 
country experts; and a broadly similar approach to looking at growth and 
changes in poverty (relative to a comparable national poverty line) was 
carried out in each study.

Data from this study on changes in poverty for each country are 
reported in table 2.3. These poverty figures are comparable overtime 



Table 2.3 Reduction in National Poverty Headcounts (% Rates of Poverty  
Headcounts)

Countries with Good Growth and Good Poverty Reduction

Ethiopia 2000 46.8
2005 46.0
2011 23.8

Ghana 1991–1992 51.7
1998–1999 39.5
2005–2006 28.0
2005–2006 (updated) 31.9
2012–2013 24.2

Malawi 2004–2004 47.0
2010–2011 38.6

Rwanda 2000–2001 58.9
2005–2006 56.7
2010–2011 44.9

Uganda 2005–2006 42.3
2009–2010 38.1
2010–2011 37.0
2011–2012 35.9
2012–2013 31.5

Countries with Good Growth with Limited Poverty Reduction

Burkina Faso 1994 55.5
1998 61.8
2003 47.2
2003 (revised) 46.3
2009 43.9

Mozambique 1996–1997 69.4
2002–2003 54.1
2008–2009 54.7

Nigeria Official
1996 61.6
2004 54.4
2010 69.0

World Bank
2010–2011 35.2
2012–2013 33.1

Tanzania 1992 38.6
2001 35.7
2007 33.5
2007 (revised) 34.2
2012 28.2

Zambia 1996 69
1998 73
2004 68
2006 63
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Countries with Poor Growth and Poverty Reduction

Cameroon 1996 53.3
2001 40.2
2007 39.9

Côte d’Ivoire 1988 18
1993 34
1998 22
2002 22
2008 31

Kenya 1994 40.2
1997 54.3
2005–2006 45.9

Madagascar 2001 57.8
2005 59.1
2010 61.7

South Africa 1993 56
Late 2000s 54

Countries with Insufficient Data

Democratic Republic of Congo
Source: Based on a study by Arndt, McKay, and Tarp (2016).

Table 2.3 (Continued )

within each country, but they are not comparable between countries 
because they use national poverty lines. In their analysis, Arndt at al. 
(2016) classified the countries into four groups: five countries that had 
good growth performance accompanied by good poverty-reduction per-
formance; five countries with good growth but limited poverty reduction; 
five countries with poor growth and poverty-reduction performance; and 
one country without enough data to draw clear conclusions.

It is important to remember that results for consumption poverty can 
be quite sensitive to the points in time when surveys are conducted, as 
consumption can be quite volatile over time. For instance, the results 
for the $1.90 poverty headcount from the 2013–2014 survey in Rwanda 
as reported in WDI would suggest that poverty did not fall in the three 
years following the end point of the country chapter included in the proj-
ect. But whether or not this is the case, the point remains that of the 
ten cases of good growth performance, only half of them were associated 
with good performance in reducing income poverty. Half were not. The 
country studies all present a detailed explanation for the observed factors; 
however, one factor that is common to several cases is the performance of 
the agricultural sector. Good performance of the agricultural sector was 
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associated with good poverty reduction in Ethiopia and Malawi; poor 
performance of the agricultural sector was associated with limited poverty 
reduction in Mozambique and Tanzania.

To the extent that the poverty data in WDI can be trusted, figure 2.3 
presents a scatterplot of the changes in national poverty between the earli-
est and latest available years for each of twenty-six SSA countries and the 
growth of per capita GDP over the same period. This shows a statistically 
significant association between the annualized percentage rate of poverty 
reduction in a country and the annual percentage rate of growth of per 
capita GDP. It also shows quite a lot of scatter about the line—cases of 
low poverty reduction despite reasonable growth and the opposite. This 
supports the message from the previous more careful country study 
approach that demonstrates the variability with which growth translates 
into income poverty reduction.

The country studies in Arndt et al. (2016) also showed that most 
countries did make good progress in improving many social indicators 
over the periods considered, notably indicators of education and health. 

Figure 2.3 Annualized poverty reduction (national poverty line) against 
annual rate of GDP per capita growth

Source: Computed from World Bank (2016).
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South Africa for instance, which made little progress in reducing income 
poverty, made significant progress in reducing multidimensional poverty, 
which in part was a consequence of important public policy actions. Con-
sistent with this progress, Alkire and Housseini (2017) have shown that 
measures of multidimensional poverty reduced to a statistically significant 
extent in fifteen of the seventeen countries they considered.

The social outcomes, such as school enrolment or under-five mortal-
ity rates, typically are less strongly linked to growth. Public spending and 
the effectiveness of its delivery are potentially more important factors 
affecting these outcomes, although faster growth could enable this if it 
generates more tax revenue and if the tax revenue is used for this purpose  
(one or both of these assumptions may not apply). Improving health 
knowledge and practices can be associated with reduced child mortality. 
Figure 2.4 presents a scatterplot of annualized changes in the under-five 
mortality rate (which fell in almost every African country) and the aver-
age annual growth rate of per capita GDP over the same period. The 
negative association is significant, but the fit is much weaker than for 

Figure 2.4 Annualized changes in under-five mortality against annual rate of 
GDP per capita growth

Source: Computed from World Bank (2016).
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income poverty. There is significant variation in the rate of reduction of 
under-five mortality among the many countries that grew in the range of 
−1 percent to 3 percent, for instance.

G R O W T H ,  I N E Q U A L I T Y,  A N D  I T S  C H A N G E S

The data for estimating income poverty are now relatively good, with 
many countries having reasonable quality household survey data, which 
are suitable for the purpose. These surveys are designed to relatively accu-
rately estimate the consumption of the poor and those who are close to 
the poverty line. But they are likely to be much less successful at measur-
ing the consumption or income of the rich, even if richer households 
choose to participate in the survey (they often do not). The quality of 
available estimates of inequality is then open to significant question.

This is unfortunate because, first, SSA is commonly regarded as the 
world region with the second-highest level of inequality outside Latin 
America, and some countries in southern Africa have the highest Gini 
coefficients in the world. But second, inequality is directly relevant to the 
issues being considered in this chapter. If growth has not been associated 
with much poverty reduction, then it is highly likely that this growth 
was distributionally unequal and thus may have contributed to increases 
in inequality. A higher level of inequality in a country, even if it does 
not increase, also means that growth will be less effective in generating 
poverty reduction. In addition, a growing body of empirical evidence also 
suggests that high inequality may have adverse effects for growth.

In the Arndt et al. (2016) study, the focus was more on poverty reduc-
tion, so it did not have the same systematic consideration of inequality 
in the country studies. For the purposes of this chapter, we will con-
sider the inequality data available in WDI, even if in several cases, the 
changes in inequality (chiefly cases of reductions) they imply over rela-
tively short periods are simply not plausible in the absence of a convinc-
ing explanation.

The WDI also have a much higher number of estimates of Gini coef-
ficients for countries than the number of poverty statistics based on 
national poverty lines, even if the same survey is presumably used for both 
calculations. Thirty-seven countries have estimates of Gini coefficients at 
two or more points in time between 1990 and 2015, thus enabling con-
sideration of changes in inequality.
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For these thirty-seven countries, table 2.4 presents a frequency distribu-
tion of the level of the Gini coefficient in the latest year. Three countries, all 
in Southern Africa, have Gini coefficients about 0.60, and another five—
again three of which are in Southern Africa (as well as Guinea-Bissau and 
Rwanda)—have a Gini coefficient above 0.50. These represent high levels of 
inequality on an international scale. Conversely, seven countries have Gini 
coefficient below 0.35, which is relatively low among developing countries.

Plots of the annualized rate of change in the Gini coefficient between 
the earliest and latest years in the data or of the level of the Gini coeffi-
cient in the latest year against the average annual rate of per capita GDP 
growth over the same period do not show any statistically significant rela-
tionships. The level of inequality or its change seems not to be signifi-
cantly associated with growth in a bivariate cross-country comparison.

These statistics concern income (strictly consumption) inequality, but 
inequality is an equally important issue in relation to social outcomes. It 
is hard to define Gini coefficient measures for these outcomes. If, how-
ever, one considers social indicators obtained from the Demographic and 
Health Surveys (DHS), the variation of social outcomes can be consid-
ered by asset quintile. Table 2.5 reports the ratio of under-five mortality 
in the poorest asset quintile to that in the richest asset quintile, report-
ing this in the earliest and latest DHS surveys for twenty-nine countries. 
What this shows is that this measure of inequality has increased in seven-
teen of the twenty-nine countries and has fallen in twelve. The impressive 
progress in social outcomes is seen in all asset quintiles, but often the rate 
of progress at the bottom of the distribution is lower than that at the top 

Table 2.4 Frequency Distribution of Latest Gini Coefficients for Different 
African Countries
>60 South Africa, Namibia, Botswana
50–60 Zambia, Lesotho, Swaziland, Guinea-Bissau, Rwanda
45–50 Congo, Kenya, The Gambia, Cabo Verde, Cameroon, Malawi, Togo, 

Mozambique
40–45 Djibouti, Benin, Chad, Côte d’Ivoire, Nigeria, Ghana, Angola,  

Madagascar, Democratic Republic of Congo, Uganda, Senegal
35–40 Tanzania, Mauritius, Burkina Faso
30–35 Niger, Sierra Leone, Guinea, Burundi, Mali, Mauritania, São Tomé 

and Principe
Not available Comoros, Equatorial Guinea, Gabon, Liberia, Somalia, South Sudan, 

Sudan
Source: World Bank (2016).



Table 2.5 Trend in Ratio of Under-Five Mortality Rate in Lowest Asset  
Quintile to Highest Asset Quintile

Country Survey
Under-Five Mortality 

Rate, per 1,000 Live Births
Ratio of 

Q1 to Q5

Benin 2011–2012 DHS 70 2.00
Benin 1996 DHS 166 1.89
Burkina Faso 2010 DHS 129 1.80
Burkina Faso 1993 DHS 187 1.27
Cameroon 2011 DHS 122 2.56
Cameroon 1991 DHS 125 2.45
Chad 2014–2015 DHS 133 1.17
Chad 1996–1997 DHS 194 0.99
Comoros 2012 DHS 50 1.30
Comoros 1996 DHS 104 1.48
Congo 2011–2012 DHS 68 1.65
Congo 2005 DHS 117 1.59
Congo, Democratic Republic 2013–2014 DHS 104 1.54
Congo, Democratic Republic 2007 DHS 148 1.90
Cote d’Ivoire 2011–2012 DHS 108 1.50
Cote d’Ivoire 1994 DHS 150 1.96
Eritrea 2002 DHS 93 1.54
Eritrea 1995 DHS 136 1.48
Ethiopia 2011 DHS 88 1.59
Ethiopia 2000 DHS 166 1.08
Gabon 2012 DHS 65 1.50
Gabon 2000 DHS 89 1.69
Ghana 2014 DHS 60 1.44
Ghana 1993 DHS 119 2.08
Guinea 2012 DHS 123 2.54
Guinea 1999 DHS 177 1.73
Kenya 2014 DHS 52 1.21
Kenya 1993 DHS 96 2.08
Lesotho 2014 DHS 85 1.10
Lesotho 2004 DHS 113 1.38
Liberia 2013 DHS 94 1.31
Liberia 2007 DHS 110 1.18
Madagascar 2008–2009 DHS 72 2.21
Madagascar 1997 DHS 159 1.93
Malawi 2015–2016 DHS 63 1.38
Malawi 1992 DHS 234 1.47
Mali 2012–2013 DHS 95 1.84
Mali 1995–1996 DHS 238 1.76
Mozambique 2011 DHS 97 1.42
Mozambique 1997 DHS 201 1.91
Namibia 2013 DHS 54 2.16
Namibia 1992 DHS 84 1.47
Niger 2006 DHS 198 1.31
Niger 1998 DHS 274 1.53
Nigeria 2013 DHS 128 2.60
Nigeria 1990 DHS 193 2.00
Rwanda 2014–2015 DHS 50 2.10
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Rwanda 1992 DHS 151 1.06
Senegal 2014 DHS 54 3.29
Senegal 1997 DHS 139 2.59
Sierra Leone 2013 DHS 156 1.29
Sierra Leone 2008 DHS 140 1.47
Tanzania 2015–2016 DHS 67 1.07
Tanzania 1996 DHS 136 1.43
Togo 2013–2014 DHS 88 2.61
Togo 1998 DHS 146 1.73
Uganda 2011 DHS 90 1.71
Uganda 1995 DHS 147 1.70
Zambia 2013–2014 DHS 75 1.72
Zambia 1996 DHS 197 1.56
Zimbabwe 2015 DHS 69 1.96
Zimbabwe 1994 DHS 77 1.52
Note: DHS = Demographic and Health Surveys, various years as indicated in table.

Source: Computed from DHS surveys.

Table 2.5 (Continued )

of the distribution, even if mortality rates are already much lower at the 
top of the distribution.

Although this issue is probably less about growth and more about the 
effectiveness of public spending, it remains an important public policy 
concern. Better education and health outcomes are likely to be essential 
for future growth.

F R A G I L I T Y,  G R O W T H ,  A N D  S O C I A L  O U T C O M E S

One key issue linked to the quality of growth is the ability to maintain 
a sustained rate of growth for a significant period of time. Four impor-
tant countries with poorer growth performance and also high growth 
volatility (Côte d’Ivoire, Democratic Republic of Congo, Madagascar, 
and Zimbabwe) were all affected by political instability or conflict.  
If countries are not able to attain sustained growth, it will be difficult 
for them to achieve better development outcomes, in particular linked 
to poverty reduction.

The political stability of a country is another key aspect of the qual-
ity of growth. In international discussions, SSA countries have been well 
represented among countries identified as fragile or even failed states as 
well as among conflict-affected states.

Rather than an essentially arbitrary division between fragile and 
nonfragile states, it is more helpful to think about degrees of fragility 
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(McKay and Thorbecke, 2019). Two important recent initiatives, which 
have sought to measure the degree of fragility of countries, are the Fragile 
States Index (FSI), developed by the Fund for Peace, and the State Fragil-
ity Index, developed by the Center for Systemic Peace. Both are based on 
judgments of degrees of fragility of different countries. The FSI considers 
four dimensions of social outcomes (demographic pressures, refugees and 
internally displaced persons, group grievances, human flight), two of eco-
nomic outcomes (uneven development, poverty and economic decline) 
and six political and military outcomes (legitimacy of the state, public 
services, human rights, security apparatus, factionalized elites, external 
interventions). Each of these twelve domains is scored from 0 (best) to 
10 (worst), and the scores are added to give an overall index ranging from  
0 to 120. Time-series data for this index are available each year from 2005 
to 2016. The State Fragility Index instead looks separately at effectiveness 
and legitimacy in each of four domains—security, political, economic, 
and social—and scores all countries from zero (least fragile) to three 
(most fragile) in these eight areas. Adding these up gives the State Fragil-
ity Index, which takes values from 0 to 25. Time-series data for this index 
are available from 1995 to 2014.

In practice, these two indices are highly correlated over the ten years 
for which both are available, and so we focus here on the FSI. Table 2.6, 
taken from McKay and Thorbecke (2019), shows that among the ten 
most fragile countries in the world, six are from SSA. SSA also includes 
twenty-one of the top thirty most fragile countries. Thus, SSA is overrep-
resented among the most fragile states.

Table 2.7, also taken from McKay and Thorbecke (2019), shows 
the distribution of SSA countries by fragility quartile. The presence of 
many of the most fragile countries is very much as expected, but it is 
also notable that two good performers in terms of growth and poverty 
reduction, Ethiopia and Rwanda, are found in the second-highest quartile  
of fragility.

McKay and Thorbecke (2019) constructed an amended version of the 
FSI, dropping three components that they regarded more as outcomes of 
fragility rather than direct dimensions of fragility (demographic pressures, 
uneven development, growth and poverty reduction) and then looked 
at the correlations between this amended index and different measures 
of growth performance and deprivation, including average and stan-
dard deviation of growth, poverty and its change, inequality, and dif-
ferent social outcomes. A strong positive association exists between the 
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level of fragility and the volatility of the growth rate; and a much weaker, 
although still just significant, negative association exists between the aver-
age growth rate and fragility. More fragile countries do grow more slowly 
on average; but much more strikingly, they have much more volatile 
growth rates.

The amended fragility index is strongly positively associated with the 
level of the $1.90 poverty headcount in each country. The extent of pov-
erty reduction, based on the national poverty line, is significantly nega-
tively associated with fragility. More fragile countries have higher poverty 
levels and appear to have made less progress in poverty reduction. This is 
likely to be linked to their slower and more volatile growth performance. 
Other social outcomes are more strongly negatively associated with fra-
gility, including under-five mortality and lower secondary enrolment. 
Unsurprisingly more fragile states appear to be much less successful at 
providing health and education services to their populations.

Perhaps surprisingly, however, McKay and Thorbecke (2019) 
do not find inequality to be significantly correlated with fragility.  
This probably reflects the fact that several of the countries with lower 
levels of fragility also are highly unequal countries, such as Botswana and 
South Africa.

It is clear from this analysis that fragility is an essential factor underly-
ing poor performance in both growth and social outcomes, and it is an 
extremely important dimension of the quality of growth to be considered.

Table 2.7 Distribution of Sub-Saharan African Countries by Quartile of the 
Revised Fragile States Index
Lowest Fragility Second Third Highest Fragility

Tanzania Zambia Cameroon Guinea
South Africa Comoros Congo Chad
Madagascar Burkina Faso Burundi Dem. Rep. Congo
São Tomé and Principe Mozambique Mali Somalia
Mauritius Sierra Leone Rwanda Zimbabwe
Botswana Togo Uganda Central African Republic
Namibia Senegal Eritrea Sudan
Gabon Malawi Niger Nigeria
The Gambia Djibouti Liberia South Sudan
Cabo Verde Equatorial Guinea Kenya Côte d’Ivoire
Ghana Angola Mauritania Guinea-Bissau
Benin Ethiopia
Source: Computed by McKay and Thorbecke (2019) based on the components on the FFP-FSI (Fund 
for Peace-Fragile States Index) measure.
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C O N C L U S I O N

This chapter has examined the quality of growth in SSA over the twenty-
five years from 1990 to 2015. Although there has been an impressive 
growth recovery from the mid-1990s until recently, growth may now 
be slowing down to some extent; and SSA’s overall growth performance 
does not compare favorably with, in particular, the Asian experience.  
It is also quite clear that there has been a high diversity of growth expe-
rience within SSA, both across countries and over time in many coun-
tries. Fragility appears to be an important factor associated with growth 
volatility and sometimes with slower growth performance, but two-
way causality certainly is at work. Without doubt, addressing this is an 
important policy priority in many countries where high levels of fragility 
are present, and it is important to note that many good growth perform-
ers in SSA also display relatively high levels of fragility, which raises a 
sustainability concern.

In countries where growth performance has been weak, there has also 
been limited progress in income poverty reduction. This again supports 
the view that growth is potentially important for poverty reduction. If 
there is not much growth, then there is not much to talk about in rela-
tion to quality of growth. But the analysis also shows that, in many cases, 
growth led to limited poverty reduction. Growth and poverty reduction 
do not have an automatic association. In countries that achieved growth 
but had limited poverty reduction, this may reflect the pattern of growth. 
In general, countries in which the agricultural sector made an impor-
tant contribution to growth also achieved better poverty reduction, and 
conversely. Of course, where growth has been associated with increasing 
inequality, poverty reduction has been limited; and poverty reduction also 
will be more limited in countries that had higher inequality to start.

In other cases, good growth performance was associated with a good 
record on poverty reduction, at least for the periods of time that were 
considered. A broad-based pattern of growth appears to be an important 
common factor.

Many nonincome dimensions of poverty improved significantly in most 
countries over the period considered in this study. So, for instance, many 
multidimensional poverty indices showed impressive progress in these 
domains. The association with growth is likely to be less important, but 
the extent and effectiveness of public spending is an important factor here; 
so, in some areas, are improvements in health practices or technology.
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Fragility is again seen to be an important correlate of better social 
outcomes; although progress has been made in many fragile countries, 
the rate of progress is much slower than has been achieved in less frag-
ile environments. Again tackling fragility seems to be a key factor in 
addressing not just the quality of growth but also the quality of out-
comes of public spending.
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This chapter looks at jobs, growth, and poverty reduction in Sub-Saharan 
Africa (SSA). It argues that weaknesses in growth find their way into weak-
nesses in jobs in the region. Policy to improve jobs and poverty outcomes 
cannot be restricted solely to the labor market and must be based on a 
general equilibrium analysis of both jobs and growth. So, although growth 
is dealt with extensively in other parts of this volume, this chapter recaps 
and draws out the linkages between patterns of gross domestic product 
(GDP) growth and patterns of job growth.

The SSA region includes thirty-two of the world’s forty-seven least 
developed countries (LDCs), whose per capita income falls just below 
$1,000. This low per capita income reflects their development and struc-
tural challenges, as outlined by a number of global initiatives, preeminent 
among them the United Nations Istanbul Program of Action and goals 
established in 2011 (International Labour Organization [ILO] 2011b). SSA 
also counts a number of higher-income countries—including ten low- 
and middle-income countries (LMICs), with a per capita income between 
$1,000 and $4,000 per capita, and six emerging economies (EEs), with 
a per capita income between $4,000 and $12,000—and therefore should 
not be defined only by the structural parameters and opportunities of 
LDCs. This chapter finds that SSA is tightly constrained in the quality of 
its growth, employment, and poverty outcomes.

W E A K N E S S E S  I N  T H E  Q U A N T U M  A N D  Q U A L I T Y  O F  G R O W T H

An examination of the trajectory of GDP growth for SSA over the past 
decade and a half, from 2000 to 2016, reveals a weakness in the quantum 
of growth. Compared with other regions, growth in SSA has been at the 
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lower end of the global range, and it has been volatile and subject to fluc-
tuations, as figure 3.1 shows.

Underlying the weakness in the quantum of growth has been a weak-
ness in the quality of growth and in its nature. Table 3.1 shows that a 
major weakness in the nature of growth in SSA has been its great reliance 

Figure 3.1 Real GDP growth and commodity prices in Sub-Saharan Africa

Note: p = projected estimates; SSA = Sub-Saharan Africa; LDC = least developed countries; LMIC = low- and 
middle-income countries; EE = emerging economies.
Source: Author’s estimates, based on data from the International Monetary Fund (2017).
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Table 3.1 Macroeconomic Determinants of Growth as a Percentage of GDP
Consumption Investment Government Expenditure

2000 2007 2015 2000 2007 2015 2000 2007 2015
SSA 61.7 68.0 69.8 14.9 17.2 20.1 15.9 14.1 14.3
LDCs 64.3 60.9 70.8 19.2 20.5 23.2 20.2 14.0 15.1
LMICs 60.5 77.5 76.5 10.7 11.6 17.1 10.7 10.7 9.2
EEs 61.5 61.6 59.5 16.8 21.4 21.5 18.7 18.0 20.8

Exports Imports

2000 2007 2015 2000 2007 2015
SSA 37.4 35.8 24.0 29.9 35.1 28.2
LDCs 42.4 48.0 28.5 46.1 43.4 37.6
LMICs 44.9 32.5 15.8 26.8 32.3 18.6
EEs 28.3 32.4 31.9 25.3 33.4 33.7
Source: Author’s estimates based on data from the International Monetary Fund (2017).

Note: GDP = gross domestic product; SSA = Sub-Saharan Africa; LDC = least developed countries; 
LMIC = low- and middle-income countries; EE = emerging economies.
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on exogenously determined drivers of growth, such as exports, rather than 
on domestically determined drivers of growth, such as investment.

Furthermore, growth in SSA has been based not on an expansion of 
manufacturing but rather on extractives. Disaggregating SSAs’ reliance on 
extractives into income groups (LDCs, LMICs, and EEs), table 3.2 shows 
that LDC growth was led by extractives rather than by manufacturing. In 
LMICs and EEs, growth was led more or equally by manufacturing. As a 
result of this growth trajectory based on services and extractives, SSA, led 
by LDCs, has deindustrialized in the past decade and a half.

Table 3.3 shows that for SSA the share of the manufacturing sector 
in GDP declined from an already low 11 percent to 9.5 percent between 
2000 and 2015.

Disaggregating the region into the three income groups, the dein-
dustrialization has been led by LDCs, which already had a low share of 
GDP in manufacturing (9 percent) in 2000. By 2015, it had dropped 
by 2 percentage points to 7 percent. LMICs kept their share of manu-
facturing constant at about 9 percent of GDP over this period. EEs 
had the highest share of GDP in manufacturing in 2000 (just over  
13 percent), but by 2015, this share had reduced by 1 percentage point 
to 12 percent.

Deindustrialization and growth led by commodities and extractives 
explain the high volatility in growth in SSA, as GDP growth in SSA effec-
tively follows commodity prices (figure 3.1). The vulnerabilities in the 
quantum and quality of growth in SSA over the past decade and a half 
have had a strong impact on its labor market, jobs, incomes, and welfare, 
as will be discussed in the following sections.

Table 3.2 Annual Growth Rate, by Sector, Period Average (%)

Agriculture, Value
Industry, Value 

Added
Manufacturing, 

Value
Services, Value 

Added

2001–07 2008–15 2001–07 2008–15 2001–07 2008–15 2001–07 2008–15

SSA 8.2 4.6 5.1 2.9 5.1 4.3 7.5 5.9
LDCs 5.5 3.8 11.3 5.0 5.7 4.7 9.5 7.4
LMICs 11.1 5.2 5.0 4.2 6.9 9.4 11.3 8.6
EEs 0.6 2.5 3.3 0.4 3.9 0.4 4.7 2.8
Source: Author’s estimates based on data from the International Monetary Fund (2017).

Note: SSA = Sub-Saharan Africa; LDC = least developed countries; LMIC = low- and middle-income 
countries; EE = emerging economies.
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T H E  L A B O R  M A R K E T  I N  S S A

Labor market outcomes in SSA, observed over the past decade and a half, 
have to reflect the growth path followed, in terms of the quantum of 
GDP growth achieved as well as the nature of that growth. This chapter 
finds that they do. Before elaborating, we will address a methodological 
caveat in the choice of metric used to evaluate labor market outcomes.

Conventional labor market metrics are arguably better suited for 
advanced economies (AEs) with more registered workers and lower levels 
of informality. In developing countries (DCs), as in most of SSA, the 
lack of social protection, especially for the poor, compels people to work 
under any conditions and leads to the phenomenon of the working poor. 
As a result, the metrics of employment growth and unemployment levels 
are moot, which disqualifies them as the best indicators of labor mar-
ket outcomes. For labor markets in developing countries, job quality has 
proved to be a better indicator of success and distress.

Newer metrics adopted to better discern labor market outcomes 
more accurately reflect weaknesses in the SSA growth path, in terms of 
the quantum and the quality and nature of growth. Weaknesses in the 
quantum of growth, in GDP growth, and in the high volatility of this 

Table 3.3 Value-Added Sectoral Share of GDP
2000 2007 2015

SSA Agriculture 14.4 15.9 15.7
Industry 29.8 26.9 23.2
Manufacturing 10.9 9.8 9.5
Services 44.9 47.4 51.6

LDCs Agriculture 33.4 27.7 24.1
Industry 20.9 25.2 24.0
Manufacturing 9.3 7.9 7.3
Services 36.4 39.2 44.7

LMICs Agriculture 20.9 23.9 21.2
Industry 34.2 26.4 21.6
Manufacturing 8.4 7.4 8.9
Services 36.5 42.3 48.4

EEs Agriculture 2.8 2.2 2.3
Industry 29.7 28.2 25.3
Manufacturing 13.4 13.2 11.7
Services 54.1 56.3 60.7

Source: Author’s estimates based on data from the International Monetary Fund (2017).

Note: GDP = gross domestic product; SSA = Sub-Saharan Africa; LDC = least developed countries; 
LMIC = low- and middle-income countries; EE = emerging economies.
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growth undermine the rate of improvement in job quality. The fact that 
growth is driven mainly by exogenously determined exports—a major 
weakness in the quantum of growth—subjects both growth and jobs to 
more volatility and to fluctuations in the rate of job quality improve-
ments. Similarly, the fact that growth is led by the services sector, which 
is perceived to be lagging technologically—another significant weakness 
in the quantum of growth—has been shown to dampen labor productiv-
ity levels and their growth over time, and therefore per capita incomes. 
Deindustrialization has weakened progress and the ability to catch up in 
terms of productivity and incomes. It also accounts for slower progress 
in generating better forms of employment, such as wage jobs, to replace 
more vulnerable forms of employment, such as unpaid family labor, 
which burden women in particular. These labor market outcomes have 
strong implications for welfare and poverty reduction, as discussed in the  
following sections.

E M P L O Y M E N T  A N D  U N E M P L O Y M E N T

Employment, unemployment, and the real wage are the conventional 
indicators of labor market outcomes. The ILO benchmarks these labor 
market metrics globally for 180 or so countries on a quarterly basis, using 
a partial equilibrium econometric model, based precisely on Okun’s law 
correlating employment to output.

The ILO has recognized that the metrics of employment and unem-
ployment are apt indicators of the labor market for AEs, whose labor 
force is largely registered and entitled to social security. For DCs with 
large parts of their labor force unregistered and not covered by any effec-
tive social security, however, these metrics of employment and unem-
ployment are not relevant indicators of labor market outcomes. Given 
the lack of any significant coverage by social security floors, the poor 
cannot afford to be unemployed (Mahmood 2018).1 They are simply too 
poor to not work. Being compelled to work forces the poor to accept or 
undertake any work, no matter how unfavorable the working conditions 
in terms of productivity, remuneration, working hours, hazards, occupa-
tional safety, and health as well as weak rights.

Effectively, if the poor cannot find decent work in the formal econ-
omy, they will accept or undertake work in the informal unregistered 
economy,2 even if it involves a large decent work deficit. This gives rise to 
the phenomenon of the working poor.
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The working poverty phenomenon and its significance have two major 
implications for the employment and unemployment metrics. One, in 
countries with large shares of the labor force working in the unregistered 
informal economy, a significant proportion of the working poor implies 
that employment growth will approximate labor force growth. The behav-
ioral logic, which suggests that the poor are compelled to work under any 
conditions, implies that most of the labor force works. Any surplus labor, 
those who are unable to find formal jobs in the registered economy, will 
be compelled to find jobs or self-employment in the informal economy. 
Hence, employment growth will approximate labor force growth.

The working poverty phenomenon then equates employment growth 
with labor force growth, which is supply-led by demographics. Employ-
ment growth is no longer determined by demand for output and employ-
ment, and therefore, it is not a good indicator to gauge success or distress 
in the labor market.

Two, in countries with large proportions of the labor force working 
in the informal economy, a significant share of the working poor implies 
that the unemployment rate will not be a good indicator of demand in 
the labor market. According to the logic of the working poverty phenom-
enon, the fact that the poorest are compelled to accept work in less than 
decent conditions depresses and disguises unemployment. Lack of social 
protection means the poor cannot be unemployed, and they are com-
pelled to accept any work.

When the working poverty phenomenon accounts for a significant 
proportion of the employed in a country, it implies that both the employ-
ment growth rate and the unemployment rate are not the best indicators 
of demand in the labor market. Therefore, they are not good outcome 
metrics of success or distress.

In SSA, too, the metrics of the employment growth rate and the 
unemployment rate are not the best indicators of labor market outcomes. 
The unemployment rate is a better indicator for higher-income countries 
with a less significant proportion of the working poor employed in the 
informal economy.

Table 3.4 and Figure 3.2 show that employment growth in SSA 
between 2000 and 2015 ranged from 3.1 percent to 3.2 percent and 
largely approximated labor force growth.

Figure 3.2 illustrates this approximation between employment growth 
and labor force growth quite well. For SSA as whole and for each of its 
income groups, the employment growth curve tracks the labor force 
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growth curve. Because labor force growth is determined by demograph-
ics, so, too, is employment growth. In SSA, employment growth is largely 
determined by labor supply, rather than by labor demand, and therefore, 
it is not the best metric to gauge labor market outcomes.

Table 3.5 shows that the unemployment rate is a better gauge for SSA 
than employment growth, but it often is an ambiguous indicator of success 
or distress in the labor market. The table gives the unemployment rate for 
SSA as a whole, and for its income groups for the period from 2000 to 2017.

For the pre-financial crisis boom period in SSA, when GDP growth 
peaked, the unemployment rate should have declined. Table 3.5 shows 
that the aggregate unemployment rate for SSA dropped from 8.2 percent 
of the labor force in 2000 to 7.6 percent of the labor force by 2008. The 
sharp impact of the crisis on GDP growth in SSA, and the subsequent 
lower growth during the recession, also should be reflected in increases in 
the unemployment rate. The decline in GDP growth, however, did not 
register in the unemployment rate in 2009 or onward, with the unem-
ployment rate in fact inching down. The youth unemployment rate did 
show a slight uptick from 11.5 percent in 2008 to 11.8 percent by 2010, 
after which it fell again.

Figure 3.2 Labor force growth and employment growth

Note: SSA = Sub-Saharan Africa; LDC = least developed countries; EE = emerging economies.
Source: Author’s estimates based on data from the World Bank (2016) and International Labour Organization 
Trends Unit (2016).
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The argument that working poverty vitiates the metrics of employ-
ment growth and the unemployment rate is based on the significance of 
the proportion of people in the unregistered economy. This share can be 
expected to drop as per capita incomes rise, reintroducing the efficacy of 
employment growth and the unemployment rate as metrics. This effect 
also holds for the disaggregated unemployment rates for LDCs, LMICs, 
and EEs in SSA.

Table 3.5 shows that the unemployment rates of LDCs in SSA are the 
most sluggish in response to GDP booms and busts; the LMIC unem-
ployment rates fare a bit better, and the EE unemployment rates are quite 
responsive. LDC unemployment, before the crisis, during the crisis, 
and in the ensuing recession, remained on trend at about 6 percent of 
the labor force. LMIC unemployment rates come down in the precrisis 
boom, from 8.1 percent to 7.4 percent of the labor force, but then it kept 
dropping despite the crisis and the recession. EE unemployment rates, 
however, dropped significantly in the precrisis boom, from 25.4 percent 
to 21.6 percent of the labor force. With the crisis and the recession that 
followed, unemployment rates rose to 24.3 percent by 2015, and they 
were projected to approach 25 percent by 2017. The very high unemploy-
ment rate for EEs is driven by the very high unemployment rate in South 
Africa, which trends at around a quarter of its labor force.

The youth unemployment rate for EEs is similarly responsive to the 
precrisis GDP boom and subsequent bust. The youth unemployment 
rate in EEs fell from about 50 percent to 43 percent of the youth labor 
force in the precrisis boom, and it increased with the crisis and the reces-
sion to 49 percent by 2014. Similarly, the adult unemployment rate in 
EEs followed a declining trend in the precrisis boom, from 22 percent to  
17 percent of the adult labor force, and then it rose again in the ensuing 
bust period to reach 20 percent by 2014.

Ergo, the two quantum indicators of labor market outcomes perform 
with varying degrees of success in SSA. Employment growth approxi-
mates labor force growth, which is given demographically. Employment 
growth is driven more by labor supply, and therefore, it is not the best 
indicator of labor demand.

At the aggregate level of all of SSA, the unemployment rate also is 
sluggish in response to GDP growth. The unemployment rate responds 
to long-run booms quite well, decreasing slowly, but it is not as good at 
registering the impact of a crisis. Disaggregated unemployment rates regis-
ter both booms and busts more accurately. The youth unemployment rate 
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is a more responsive metric to GDP growth. In higher-income groups, 
LMICs and especially EEs, unemployment rates also are more responsive 
to GDP growth. As the significance of the unregistered and unprotected 
working poor employed in the informal economy declines with increases 
in country incomes, the unemployment rate becomes a better metric.

If the quantum indicators of employment growth and the unemploy-
ment rate are not good metrics to gauge labor market outcomes for low-
income countries, better metrics are needed for LDCs, which make up 
two-thirds of SSA. Better labor market indicators shift from measuring 
job quantity to measuring job quality.

M E T R I C S  F O R  J O B  Q U A L I T Y

The selection of qualitative metrics of unemployment, as better indicators 
of labor market outcomes, emerges from the logic that impairs quan-
titative metrics in the first place. A better labor market metric should 
be more responsive to GDP growth than the more sluggish quantitative 
indicators seen above. Okun’s law should hold, with demand for output 
implying demand for employment. Yet SSA data for the past 15 years 
of booms and busts show that in LDCs, and to some extent in LMICs, 
unemployment rates responded sluggishly, if at all.

Consider the problem posed in figure 3.3. The labor demand curve, DL1, 
normally slopes downward. A formal economy’s effective real wage of w1 
demands N1 employment in the formal economy. Assume that this real wage 
includes the money wage, plus the monetized costs of using registered labor, 
which include social protection and all other compliance costs entailed by 
national laws and workers’ rights (e.g., dismissal costs, occupational safety 
and health, other working conditions, and other transaction costs). Hence, 
it becomes the effective real wage paid in the formal economy.

Labor demand in the formal economy of N1 has to be met by a labor 
supply of N1. Assume, however, that the labor force is much larger, say Nf. 
Then the labor supply at w1 will be perfectly elastic. That is, at w1, a lot 
more labor can be supplied than is demanded. This gives a flat, perfectly 
elastic supply curve for labor SL1, which results in a formal economy wage 
of w1, employing N1 labor and producing the formal economy demand 
curve for labor, DL1. Okun’s law then applies this rule to the formal econ-
omy, with the demand for output reflected in the demand for labor of N1. 
This demand should result in an unemployment rate of N1Nf, and this 
unemployment rate would be a good metric for labor market outcomes.
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What impairs Okun’s law is the existence of surplus labor N1Nf, which 
has not found formal employment, enjoys no social protection, and is too 
poor to be unemployed. In this case, this surplus labor is willing to accept 
a cut in the effective real wage w1 and to offer its services in the unregis-
tered, informal economy, at w2—with w2 being significantly lower than 
w1 because it is a lower money wage and entails none of the monetized 
costs of using registered labor, including social protection, rights, occu-
pational safety and health, other working conditions, and other transac-
tion costs. At w2 then, Say’s law (supply creates its own demand) would 
appear to operate, with the supply of surplus labor N1Nf creating its own 
demand. The demand curve for labor becomes flat and perfectly elastic, 
DL2. At w2, all of the surplus labor N1Nf obtains employment. These 
are the working poor. They impair Okun’s law because they reduce the 
unemployment rate to Nf, and Nf is sluggish in good times and bad, 
because the working poor need to work in all circumstances.

Therefore, Okun’s law is vitiated in low-income countries with large 
informal economies because of a kink or non linearity in the labor 
demand curve. The formal economy has a normal downward sloping seg-
ment, whereas the unregistered informal economy has a perfectly elastic 
flat segment, which works at a significantly lower effective real wage.

Figure 3.3 A non linearity in the demand for labor across formal and informal 
labor markets

Source: Author’s estimates for this study.

Employment
NfN2N1

w1

w2

DL1
SL1

Y/
L 

= 
w

DL2 = SL2
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This non linearity in the labor demand curve makes the unemploy-
ment rate a more applicable metric to countries with a smaller share of 
the informal sector. What, then, are the metrics for the informal econ-
omy, N1Nf? The answer is revealed in figure 3.3, as shown in the effective 
real wage w2. In the informal economy, we need to observe the cut not 
only in the money wage offered but also in the lack of other employment 
costs. Because the number of jobs, being supply-led, do not count as sig-
nificantly, job quality becomes the key metric.

I N D I C AT O R S  O F  J O B  Q U A L I T Y

The first indicator of job quality has to be an estimate of N1Nf, the size 
of the working poor population. In fact, this becomes a complement to 
the employment rate N1, which applies to the formal economy. If we 
assume full employment of the labor force, then N1Nf gives the working 
poor; and the labor force Lf, minus N1Nf, will give N1, as follows:

 Lf = N1 + N1Nf. (3.1)

The size of the working poor population thus becomes a shortcut 
method used to estimate the size of the informal economy. This is a con-
venient proxy, because estimating the informal economy based on the 
ILO’s (2013b) correct methodology requires a head count of employment 
in both formal and informal enterprises.

Returning to figure 3.3, what separates the formal sector’s effective real 
wage, w1, from the informal sector’s effective real wage of w2, is a basic 
difference between formal and unregistered employment—that is, the 
ability for workers to earn a wage rather than contribute to family work, 
which is typically unpaid labor. Furthermore, this form of employment 
introduces a strong gender bias, with women making up much larger 
shares of contributing family workers in many countries (ILO 2016). 
Hence, contributing family workers are considered to be vulnerable, and 
this form of employment becomes important to estimate.

Another form of vulnerable employment is self-employment, which 
can cover a broad range of workers, including rich as well as poor workers.  
In low-income countries, the majority of self-employed workers will 
include the poor. Self-employed and contributing family workers are both 
unlikely to have stable incomes and also are less likely to have access to 
basic worker rights provided under national legislation. Therefore, self-
employment becomes another important form of employment to estimate.
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Waged employment has several advantages compared with vulnerable 
forms of labor. A waged income will tend to be more stable, secure, and 
accessible than a family enterprise income at the lower end of the income 
scale. Waged employment will always have some rights attached to it, by 
definition, which improves access to national legislation for workers com-
pared with contributing family work or self-employment. Waged work 
also has higher productivity and therefore higher remuneration compared 
with contributing family work and self-employment. These key metrics of 
job quality estimate a reduction in the size of N1Nf and an improvement 
in w2 going toward w1. They are proxy indicators for Okun’s law and 
show movement toward Okun.

J O B  Q U A L I T Y  I N  S S A

The working poor are defined as those workers whose per capita incomes 
fall below the internationally agreed poverty line, now established by the 
World Bank at $1.90 for extreme poverty (see ILO 2016). Their inability 
to meet a required dietary allowance (RDA) of 2,250 calories per day 
for themselves, let alone for their dependents, compels them to work at 
any effective real wage offered or self-employed remuneration possible.

Table 3.6 shows that in 2000, 54 percent of SSA’s labor force fell into 
the category of the working poor, compared with just over a third for 
the Asia-Pacific region. Over time, GDP growth reduced the share of 
the working poor in SSA’s labor force, pushing it down by 18 percent-
age points to 36 percent by 2015. In comparison, the Asia-Pacific region 
reduced its share of working poverty in the labor force by 28 percentage 
points, bringing it down to just under 10 percent from 2000 to 2015.

One-third of the labor force in SSA appears compelled to work for 
less than formal economy real wages, even in the absence of effective 
social protection and access to national legislation on workers’ rights, 
which result in poor working conditions. At about 1.1 percent per year 
over the past decade and a half, the rate of reduction of working poverty 
has been much lower than the rate of GDP growth, which has been  
4 percent and higher for SSA. In comparison, in the Asia-Pacific region, 
the working poor’s share of the labor force has declined at a rate of nearly 
2 percent per year.

Decomposing the working poor by income groups, by 2015, they 
made up 41 percent of the labor force in LDCs, 32 percent in LMICs, 
and just 6 percent in EEs. A reduction in the share of the working poor 



Ta
bl

e 
3.

6 
Pe

rc
en

ta
ge

 o
f t

he
 W

or
ki

ng
 P

oo
r 

(a
t U

S$
1.

90
 P

P
P

 P
ov

er
ty

 L
in

e)
20

00
20

01
20

02
20

03
20

04
20

05
20

06
20

07
20

08
20

09
20

10
20

11
20

12
20

13
20

14
20

15
p

SS
A

54
.3

54
.3

53
.1

52
.1

49
.2

47
.6

46
.6

45
.4

44
.4

43
.9

42
.5

41
.2

39
.9

38
.7

37
.3

36
.3

LD
C

s
63

.9
63

.0
62

.3
61

.0
58

.7
56

.2
55

.1
53

.4
52

.1
51

.6
49

.9
47

.6
45

.6
44

.1
42

.4
41

.1
LM

IC
s

42
.9

42
.0

42
.3

41
.3

37
.0

37
.0

36
.5

36
.2

35
.8

35
.0

33
.8

34
.0

34
.0

33
.1

32
.2

31
.6

EE
s

17
.5

17
.0

16
.1

15
.1

13
.8

12
.5

11
.4

9.
0

7.
5

7.
0

6.
8

6.
5

6.
2

5.
8

5.
7

5.
5

As
ia

 P
ac

ifi
c

38
.2

36
.6

34
.6

31
.2

28
.1

25
.1

23
.9

21
.9

21
.1

19
.3

17
.6

14
.6

12
.6

11
.4

10
.4

9.
6

So
ur

ce
: A

ut
ho

r’s
 e

st
im

at
es

 b
as

ed
 o

n 
da

ta
 fr

om
 th

e 
W

or
ld

 B
an

k 
(2

01
6)

 a
nd

 IL
O

 T
re

nd
s U

ni
t (

20
16

)

N
ot

e: 
PP

P 
= 

pu
rc

ha
sin

g 
po

w
er

 p
ar

ity
; p

 =
 p

ro
je

ct
ed

 e
st

im
at

es
; S

SA
 =

 S
ub

-S
ah

ar
an

 A
fri

ca
; L

D
C

 =
 le

as
t d

ev
el

op
ed

 c
ou

nt
rie

s; 
LM

IC
 =

 lo
w

- a
nd

 m
id

dl
e-

in
co

m
e 

co
un

-
tr

ie
s; 

EE
 =

 e
m

er
gi

ng
 e

co
no

m
ie

s.



THE QUALITY OF JOBS AND GROWTH IN SUB-SAHARAN AFRICA  91

population over time did not show any deceleration because of the cri-
sis and ensuing recession. This category appears to be too broad for the 
impact to have affected the labor market. Then, specific forms of employ-
ment emerge as the category most sensitive to GDP change. Among these 
forms of employment, the vulnerable employment category, including 
contributing family workers, self-employed, and own-account workers, 
is the largest. The reciprocal to these vulnerable forms of employment is 
wage employment.

Table 3.7 shows that vulnerable employment accounted for 73 per-
cent of the labor force in SSA in 2000. By 2015, this share had only 
dropped by 3 percentage points. Although GDP growth helped reduce 
the vulnerable in the labor force, vulnerable employment did not 
decline unequivocally over time, experiencing small reversals in some 
years. From 2000 to 2003, the share of vulnerable workers increased 
slightly, coinciding with a 1 percentage point drop in GDP growth in 
SSA. Subsequently, GDP growth picked up, as did the reduction of vul-
nerable workers as a share of the labor force. The crisis then lowered 
GDP growth in 2009, and the share of the vulnerable in the labor force 
increased slightly. In subsequent years, GDP growth picked up, and 
again the share of vulnerable employment in the labor force dropped. 
Finally, in 2014–2015, GDP growth fell with the end of the commodi-
ties supercycle of high prices, and the share of vulnerable workers in the 
labor force stopped declining.

Vulnerability therefore proves a surprisingly good metric of labor 
market outcomes linked to GDP changes. Both categories of vulnerable 
employment—contributing family workers and the self-employed—
reflect reversals in their declining trends, with women more affected by 
these reversals than men.

Table 3.8 decomposes total employment into its major forms. Between 
2000 and 2007, the overall reduction in vulnerable employment involved 
a drop in the share of self-employed workers but a 0.5 percentage point 
increase in the share of contributing family workers. Projections for 2017 
by the ILO showed that the shares of both contributing family workers 
and self-employment dropped.

Within vulnerability, the contributing family workers category appears 
to be quite sensitive to labor market outcomes. It does not display an 
inexorable reduction over time and also has shown reversals. A key reason 
for the sensitivity of this category may be its strong gender bias.
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Table 3.9 decomposes the major forms of employment in SSA by gen-
der. In 2015, 17 percent of the male labor force and 35 percent of the 
female labor force were contributing family workers. Overall, some 77 
percent of the female labor force was in vulnerable employment, com-
pared with 66 percent for males.

Table 3.9 also shows a reversal in the decline of the share of contributing 
family workers between 2000 and 2007, which largely reflected a reversal 
that affected women rather than men. The increase in the women’s share 
of contributing family workers was double that of the men. Furthermore, 
during the crisis and ensuing period, between 2007 and 2015, the women’s 
share in the other category of vulnerable employment, own-account work 
(i.e., self-employment) actually increased by 1.5 percentage points.

The reciprocal of vulnerability is waged employment, which offers bet-
ter and more stable remuneration and working conditions and rights. 
As shown in table 3.8, by 2017, just under 30 percent of SSA’s labor 
force was in waged employment. This compares to just under half of the 
labor force in waged employment in the Asia-Pacific region. Over the 
past decade and a half, SSA increased its share of waged employment by 
5 percentage points, whereas this share went up by 17 percentage points 
over this period in the Asia-Pacific region.

The metrics of labor market outcomes have to be capped by the pro-
ductivity levels reached and incomes earned in SSA. Productivity and 
incomes are key links between the growth path chosen by SSA and its 
labor market outcomes.

In the Lewis model (1954), and SSA’s variant of it, development pro-
ceeds with a shrinking value added in agriculture and the transfer of 
workers to higher productivity industry and services. Services in low-
income DCs have a strong refuge element, with surplus labor from agri-
culture and the formal industry crowding into services and weakening 
productivity growth.

First, in SSA, in the past decade and a half, growth has been led by 
services, and SSA’s productivity levels and growth were seen to be weak. 
This also produces weak growth in per capita incomes, with SSA growing 
at 3 percent per year in the precrisis period, in line with the Asia-Pacific 
region’s growth, but slumping to 1 percent per year in the crisis and ensu-
ing recessionary period, whereas the Asia-Pacific region continued its 3 
percent growth trend.

Second, over this period, SSA’s growth has been led by sectoral com-
modities and extractives, rather than by manufacturing, whose share has 
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decreased. This deindustrialization has robbed SSA from the benefits of 
a sector well acknowledged to promote technological change and enable 
the domestic economy to catch up through learning by doing. This dein-
dustrialization has weakened outcomes for productivity and per capita 
income in SSA.

Third, exports of commodities and extractives, rather than investment 
and consumption, have been major drivers of SSA’s growth. Reliance 
on such exports has made growth more volatile and more exogenously 
driven. Exports of commodities and extractives, in particular, tend to be 
capital-intensive, with low employment and weak links to the rest of the 
domestic economy. Higher value added in domestic manufacturing pro-
duces stronger employment outcomes and creates stronger links to the 
rest of the economy. Better employment outcomes enabled by manufac-
turing also allow for a greater transformation of the forms of employ-
ment to waged employment with higher productivity, higher incomes, 
and improved working conditions and rights.

SSA’s growth path has therefore given weaker labor market outcomes 
in terms of productivity, incomes, and the lack of transformation from 
vulnerable forms of employment to waged employment.

P O V E RT Y,  J O B S ,  A N D  G R O W T H :  T H E  P R I M A RY  

P O L I C Y  A G E N D A  F O R  S S A

Given the growth path that SSA has taken and its labor market outcomes, 
it is important to determine the outcome for poverty. This has been 
examined by estimating the number of working poor. But the working 
poor population comprises only a part of the total population in poverty, 
since the working poor population comprises only those workers who 
are unable to reach the poverty line of $1.90 per day themselves. It does 
not include their dependents, who, by definition, would fall under the 
poverty line. Therefore, a broader estimate of the population in poverty 
in SSA is needed.

The policy agenda for poverty reduction has to be based on iden-
tifying the poor and estimating their income gaps. The two kinds of 
income gaps for the poor include (1) gaps in jobs and incomes for the 
working poor and the unemployed, and (2) gaps in income for those 
who cannot work.3

The working poor and the unemployed need better jobs and more 
work, with higher remuneration. The population of poor who cannot 
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work needs transfers. This economic assessment can then lead to a policy 
debate on the feasibility of filling these gaps.

I D E N T I F Y I N G  T H E  P O O R  I N  S S A

Poverty in Africa declined from 48 percent of the population in 2005 
to 41 percent by 2012 (ILO 2016). Six important characteristics have 
emerged in the identification of the poor population in SSA.

Table 3.10 decomposes the entire population of SSA into poor and 
non-poor, based on the extreme poverty threshold at $1.90. Among the 
population of the poor, some 48 percent, the largest share, were depen-
dents under fifteen years of age. There is a glaring gap with the non-poor 
population, which had a much lower share (38 percent) of dependents 
under fifteen years of age. Adding to these young dependents were the 
elderly, who accounted for 4 percent of the poor population, which was 
the same as the non-poor population.

Supporting the concept of the poor being compelled to work,  
table 3.10 shows that the share of unemployed poor was only 1 percent, 
in significant contrast with the non-poor population, which had nearly 
3 percent unemployed.

When we account for the young, the elderly, and those out of work, 
we are left with the working poor. Because of the high demographic drag, 
only 30 percent of the poor population was employed compared with 
35 percent of the non-poor population.

Among the poor, less than 3 percent had waged employment, revealing 
a wide gap compared with the non-poor population, 10 percent of which 
had waged work. The poverty rate among the total population of waged 
workers was the lowest among all forms of employment at 16 percent, 
demonstrating that waged work, indeed, offers much higher productivity 
and remuneration.

The poor relied more heavily on contributing to family work, at nearly 
9 percent, whereas the share of non-poor contributing to family work was 
close to 7 percent. Both the poor and non-poor populations were almost 
equally reliant on self-employment, at around 17 percent.

Among contributing family workers, the poverty rate was close to 
50 percent, the highest among all forms of employment. The poverty rate 
among the self-employed population was the next highest at 41 percent, 
confirming observations that these two forms of employment are indeed 
vulnerable.
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Table 3.11 takes the total population of the poor and non-poor who 
were employed, and decomposes them by sector. Of the employed 
poor, 69 percent were concentrated in agriculture, whereas in glaring 
contrast, just under 35 percent of the non-poor were concentrated in 
agriculture.

A lower proportion of the poor, 7 percent, was employed in industry, 
compared with 12 percent of the non-poor. A far lower proportion of the 
poor, 24 percent, were employed in services, compared with 53 percent of 
the non-poor. The poverty rate in agriculture—that is, those working in 
agriculture who were poor—was 56 percent, compared with 28 percent 
in industry and 22 percent in services.

Table 3.12 takes the total employed populations for the poor and 
non-poor and decomposes them into detailed sectors. The most obvious 
differences between the poor and the non-poor are evident in manufac-
turing and trade. In manufacturing, the population of employed poor was  
6 percent, compared with the non-poor at 10 percent, whereas in trade, 
the poor population’s share was 7 percent, compared with 14 percent for 
the non-poor. These characteristics of SSA poverty neatly connect ele-
ments of a growth, jobs, and poverty strategy.

Table 3.11 Percentage of Poverty, by Broad Economic Sector, 2012
Total Agriculture Industry Services

Extreme Poverty Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

SSA LDCs 100 100 79.79 51.63 5.18 8.70 15.03 39.68
SSA LMICs 100 100 59.98 31.10 8.97 10.56 31.05 58.34
SSA EEs 100 100 45.86 10.33 13.95 24.86 40.19 64.81
SSA 100 100 68.85 34.60 7.31 12.14 23.84 53.27
Asia Pacific (LDCs, 

LMICs, EEs)
100 100 63.34 41.62 20.49 22.39 16.17 35.99

Poverty Rate
SSA LDCs 47 58.09 34.80 25.36
SSA LMICs 39 55.31 35.30 25.46
SSA EEs 6 21.58 3.36 3.70
SSA 39 55.87 27.69 22.16
Asia Pacific (LDCs, 

LMICs, EEs)
15 21.35 14.03 7.42

Source: Estimates by Florence Bonnet for the ILO (2017).

Note: SSA = Sub-Saharan Africa; LDC = least developed countries; LMIC = low- and middle-income 
countries; EE = emerging economies.
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E S T I M AT I N G  I N C O M E  G A P S  T O  R A I S E  T H E  P O O R  O U T  O F  P O V E RT Y

On the basis of these estimates and decompositions of the poor popula-
tion, the ILO (2016, chap. 2) was able to estimate the income gap that 
needs to be filled to raise the extreme poor out of poverty.

This income gap has two parts. The first is the gap to be filled by 
income transfers to the poor who are unable to work, including depen-
dents, below and above the working age, and the disabled. The second is 
the gap to be filled by the labor market through more work and higher 
remuneration. The demographic and labor market profile of each poor 
household enables us to estimate these two gaps. Table 3.13 presents esti-
mates for SSA, showing that the region has a total income gap of $38 
billion per year to raise its extremely poor out of poverty. This represents 
2.4 percent of its GDP. Of this 2.4 percent of GDP, the largest share,  
1.2 percent, is needed for poor children, with another 0.1 percent needed 
for the elderly. These would be pure income transfers.

Of the 2.4 percent income gap, another 0.7 percent would be needed 
to increase employment and incomes for the working poor, and another 
0.5 percent would be needed to generate employment or to provide social 
protection for the inactive and unemployed. Although these income gaps 
are daunting shares of GDP, they represent an even higher share, 13 per-
cent, of government expenditure, or an extremely challenging 69 percent 
share of social protection expenditure, as shown in table 3.14.

The challenge increases as incomes fall. For LDCs, the income gap 
amounts to nearly a quarter of government expenditures and repre-
sents more than the share of current social protection expenditures. For 
LMICs, the income gap amounts to 16 percent of government expendi-
ture and accounts for 87 percent of current social protection expendi-
tures. For EEs, the income gap remains below 1 percent of government 
expenditure and accounts for 3 percent of current social protection 
expenditures.

A  P O L I C Y  A G E N D A  F O R  T H E  WAY  F O R WA R D  

I N  P O V E RT Y,  J O B S ,  A N D  G R O W T H  I N  S S A

The characteristics of poverty in SSA have a near symmetry with the 
region’s weaknesses in labor market outcomes and weaknesses in growth. 
What ails the poor in the region is also what ails the labor market, 
growth, and the macro-economy. A growth and employment strategy that 
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Table 3.14 Global Income Gap, by Region and Level of the Poverty Line, 2012

Income Gap (% GDP)

Income Gap  
(% Government 

Expenditure)

Income Gap  
(% Social Protection 

Expenditure)

US$1.90 
PPP

US$3.10 
PPP

US$1.90 
PPP

US$3.10 
PPP

US$1.90 
PPP

US$3.10 
PPP

SSA
  African LDCs 5.1 18.0 23.0 85.4 110.8 414.8
  Other low- and lower-

middle income
2.3 7.4 15.7 48.9 86.6 277.3

  Other upper-middle 
income

0.3 1.1 0.8 3.6 2.7 11.9

  Total 2.4 8.3 13.4 45.5 69.4 238.1
Asia Pacific (LDCs, 

LMICs, EEs)
0.2 1.5 0.7 5.8 9.2 73.5

Source: Estimates by Florence Bonnet for the ILO (2017).

Note: GDP = gross domestic product; PPP = purchasing power parity; SSA = Sub-Saharan Africa; LDC = 
least developed countries; LMIC = low- and middle-income countries; EE = emerging economies.

prioritizes increases in incomes, employment, and growth of the poor, 
also provides the most pragmatic approach to a broader policy agenda.

Beginning with the employed, and setting aside the demographic 
drag and entailed transfers for the concluding fiscal arguments, the pri-
mary causal factor of poverty in SSA is a lack of waged employment. A 
much higher rate of transformation from low-productivity self-employ-
ment to higher productivity and remunerated waged employment 
(Lewis 1954) is needed.

The poor, lacking waged employment, are concentrated in contribut-
ing family work and self-employment, which have the highest poverty 
rates among all forms of employment.

The transformation from contributing family work and self-employ-
ment to waged employment requires a sectoral change or productive 
transformation. The poor are concentrated in lower productivity agricul-
ture, which is largely based on self-employment. Poverty rates are much 
lower in higher productivity and better remunerated industry and services, 
which tend to be based on waged employment. SSA has had a low rate of 
productive transformation from agriculture to industry and services. Thus, 
an investment strategy toward productive transformation is much needed.

Within industry, the poor have had the least access to employment 
in manufacturing and trade, which have the lowest poverty rates among 
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large-scale forms of employment. SSA has based its GDP growth on ser-
vice and extractive industries, while manufacturing has decreased.

Compared with extractive industries, manufacturing has a higher 
capacity to generate employment. Because it reduces unemployment, its 
value added better links it to the rest of the domestic economy. It is also a 
technology leader, and allows the economy to catch up through learning 
by doing. From the micro to the macro levels, all arguments show that 
SSA’s deindustrialization has been damaging and needs to be reversed.

SSA needs to achieve a better balance among its macro drivers of 
growth. Its major driver of growth has been exports, which are largely 
exogenously determined, especially when based on low in-country value 
added exports, such as commodities and extractives. Figure 3.4 illus-
trates this argument for a more balanced “sweet spot” among the three 
major drivers of growth: exports, investment, and consumption. Rela-
tive to consumption-led growth, exports tend to depress consumption, 
while enhancing productivity; relative to investment-led growth, exports 
tend to depress investment, while enhancing productivity; and relative 
to consumption-led growth, investment tends to depress consumption.  
A move towards a sweet spot in the middle of the hyperplane of these 
three macro drivers of growth is indicated.

We next consider the ability to fill the largest income gap—for depen-
dents, young and old—through income transfers. This income gap of 
1.3 percent of GDP per year is clearly a heuristic device to focus policy 

Figure 3.4 Balance among determinants of growth

Source: Mahmood (2018).

Consumption-led growth

Export-led growth

Balanced growth
sweet spot

Depresses C
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by estimating the size of the problem. Filling this gap may be out of the 
immediate reach for LDCs and LMICs because it requires at least dou-
bling their social protection budgets. But poverty reduction policy must 
logically prioritize dependents, who are the least able to help themselves, 
and also avoid child labor, which would damage both the children and 
the economy.
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New Global Rules, Policy Space,  
and Quality of Growth in Africa

Antonio Andreoni, Ha-Joon Chang, and Isabel Estevez

As other chapters in this book show, many factors limit the ability of 
African countries to generate growth and ensure its quality. Among these 
factors, the most difficult to change are the global rules that determine 
how the global economy works and how individual countries can operate 
within it.

In this chapter, we discuss how these global rules currently restrict 
the ability of developing countries, especially those in Africa, to enhance 
the quality of their growth, and how we need to reform these rules. We 
address this topic in three parts.

In the first section, we situate the current global rules in their histori-
cal context, by discussing their evolution since the nineteenth century. 
We argue that, although the current global rules are less punishing for 
developing countries than those under colonialism and imperialism, they 
are far more restrictive than the rules that prevailed between the end of 
World War II and the 1970s.

We next analyze the ways in which the new global rules that have 
emerged in the past few decades have negatively affected the quality of 
growth in developing countries. We discuss two aspects to this issue.

In the second section, we introduce a new framework distinguishing 
two related processes, whereby countries’ “policy space” is constrained. 
Although the debates on policy space and developmental state have 
focused mainly on the “direct” impact of global rules on countries’ pol-
icy space, we also highlight the “indirect” impact that such global rules 
have on the policy space by favoring increasing concentration and value 
capture in global economic structures, both at the geographic and sec-
toral levels.
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In the third section, building on our policy space framework, we show 
how today’s global rules reduce the policy space that developing countries 
have in pursuing quality of growth. In this respect, quality of growth is 
understood to be a growth process led by production transformation and 
collective capabilities development that results in the creation of qual-
ity jobs and sustainable structural change (Andreoni and Chang 2017). 
We discuss the issue of policy space with concrete references to the UN 
Sustainable Development Goals (SDGs) that we think are more closely 
related to our definition of quality of growth and highlight the contra-
dictions between development goals and policy space in today’s global 
development discourse.

In the fourth section, we make proposals as to how global and regional 
rules may be reformed to address some of their worst effects on the quality  
of growth. We specifically highlight those global rules that are related to 
intellectual property rights (IPRs), infant industry provision, investor–
state dispute settlement, and global standards. Finally, with respect to 
regional rules, specifically the Continental Free Trade Agreement (CFTA), 
we highlight the need for a step-by-step strategic approach in which 
regional integration does not end up exacerbating existing intra-Africa 
structural imbalances.

G L O B A L  R U L E S :  O L D  A N D  N E W

Since its emergence in the sixteenth century, the global economy has 
been organized and run according to the will of the leading capitalist 
economies. The most extreme examples are all the countries that were 
colonized by the more powerful countries. The colonies were made to do 
whatever suited the colonizing country and the settlers, and the few rules 
that existed were set without any regard for or consultation with the sub-
jugated native population. From the nineteenth century, however, more 
formal arrangements that took the form of “treaties” between nations 
began to emerge.

The first of these treaties developed when the Latin American coun-
tries became independent from Spain and Portugal and thus gained sov-
ereignty. These countries were forced into “unequal treaties” that regarded 
them as second-class nations. They were, for example, forced to accept 
extraterritoriality, which meant they were not allowed to try the citizens 
of the stronger nations and, instead, had to deport them to their home 
countries, on the ground that their legal systems were not satisfactory. 
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More relevant for this chapter, these treaties deprived these countries 
of the right to set their own tariffs (i.e., “tariff autonomy”) and allowed 
them to impose only a low (3–5 percent) and uniform rate of tariff 
for revenue, which naturally made it impossible for them to use infant 
industry protection. These treaties also introduced the concept of “most 
favored nation” (MFN), which enabled all of the countries that signed 
a(n) (unequal) treaty with a weaker country to get more favorable treat-
ment if any one of them managed to extract a concession.

Over the next several decades, unequal treaties were imposed on weaker 
countries outside Latin America, because the country concerned could 
not easily be colonized (e.g., China, the Ottoman Empire, Persia, Japan), 
because the treaty could be a prelude to full colonization (e.g., Korea), or 
because it was in the strategic interests of the powers concerned not to let 
it become the colony of a particular country (e.g., Siam, Ethiopia).

By the 1880s, the unequal treaties for the Latin American countries 
had expired, but in other parts of what is today considered the develop-
ing world, few countries were not colonies or semi-independent countries 
subject to unequal treaties.

The tide of colonialism and unequal treaties started to recede slowly 
from the 1920s, with the expiry of the unequal treaties for Turkey in 1923 
(following the dissolution of the Ottoman Empire in 1922) and China 
in 1929 and the rise of anticolonial resistance around the globe. Starting 
from the mid-1940s, former colonies (e.g., Lebanon, 1943; Korea and 
Vietnam, 1945; British India, 1947) started gaining independence, and 
imperialist countries significantly loosened their grips on what the devel-
oping countries could and could not do.

The new global regime of economic rules that emerged after the end 
of World War II, represented by the General Agreement on Tariffs and 
Trade (GATT), put only mild restrictions on the trade and industrial pol-
icies of developing countries. The policy space for developing countries 
started shrinking in the 1980s, with the introduction of the Structural 
Adjustment Program (SAP) by the International Monetary Fund (IMF) 
and the World Bank, which imposed conditionalities on their loans that 
demanded the dismantling of interventionist policies, but the post–World 
War II global rules remained largely in place until the mid-1990s.

Things started changing in the mid-1990s. In 1995, GATT expanded 
into the World Trade Organization (WTO), which is much more restric-
tive of what developing countries can do. Bilateral and regional free trade 
agreements (FTAs) proliferated. The most symbolic of these agreements was 
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the 1994 signing of the North American Free Trade Agreement (NAFTA) 
between the United States, Canada, and Mexico, which was the first sig-
nificant FTA formed between developed and developing countries. Bilateral 
and regional FTAs multiplied—for example, bilateral FTAs numbered 
around fifty in the mid-1990s but more than two hundred fifty currently  
exist. Bilateral investment treaties (BITs) have also seen a huge increase in 
numbers: from less than five hundred at the beginning of the 1990s, to more 
than two thousand by the end of the decade (Tucker 2017, 36, figure 1).

The more accommodating nature of the early post–World War II 
global rules for the developing countries is best understood by discussing 
the five most significant changes introduced since the mid-1990s.

First, in the WTO, the principle of “single undertaking” means that 
member countries have to sign up to all agreements. By contrast, in the 
GATT, countries could choose to reject agreements that they did not 
want (the so-called pluri-lateralism).

Second, the new global rules cover many more areas. Issues like 
regulation on foreign direct investment (FDI), IPRs, and trade in ser-
vices have been brought into the fold of the WTO and other trade and 
investment agreements.

Third, the rules have been tightened. The use of tariffs has become 
more circumscribed. Many (although not all) developing countries 
have been compelled to put ceilings on their tariffs (i.e., “tariff bind-
ing”), while it has become more difficult to use emergency tariffs on 
the grounds of balance of payments. The rules on the use of subsidies 
also have been significantly tightened: subsidies tied to local contents in 
production and export subsidies have been banned (except for the least 
developed countries [LDCs]), whereas other subsidies have become 
more subject to challenge.

Fourth, completely new rules have been introduced. The most signifi-
cant of these rules is the increasing adoption of the investor-state dispute 
settlement (ISDS) mechanism in international agreements on trade and 
investment, which allows foreign investors to sue governments directly for 
reducing profits through regulation. Once an obscure arrangement adopted 
in a small number of BITs, this mechanism has been incorporated into 
most of the investment treaties adopted since the 1990s and has generated a 
major shift in the balance of power between national (especially developing 
country) governments and global corporations, in favor of the latter.

Fifth, less devastating but still important is the introduction of various 
product “standards,” including sanitation and phytho-sanitation, which 
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are expensive to meet. These rules are unilaterally set, through a non-
transparent process, by governments and other actors, including private 
companies, in rich countries. These standards act as entry barriers in par-
ticular, although not exclusively, against developing countries.

In the following sections, we analyze how the new global rules that 
have emerged since the 1990s are limiting the ability of developing coun-
tries to meet their development challenges and how these rules should be 
reformed to allow those countries to achieve higher quality growth.

T H E  P O L I C Y  S PA C E  F R A M E W O R K :  T H E  “ D I R E C T ”  A N D  

“ I N D I R E C T ”  I M PA C T  O F  T H E  N E W  G L O B A L  R U L E S  O N  

Q U A L I T Y  O F  G R O W T H  I N  A F R I C A

The policy space debate traditionally has been centered on the constrain-
ing role of global rules on developing countries, in particular with respect 
to their industrial and trade policies (Amsden 2001; Chang 2002, 2007; 
Wade 2003; Gallagher 2005; Mayer 2009) and to the adoption of devel-
opmental macroeconomic policies (Ocampo and Vos 2008). Building on 
the Listian idea of “kicking away the ladder,” these contributions adopt 
a linear framework linking global rules, that is, multilateral and bilat-
eral agreements, to policy space. In doing so, the policy space debate 
has mainly focused on the “direct” impact of global rules on developing 
countries’ policy space.

Since the mid-1990s and increasingly in the 2000s, however, changes 
in the geopolitical and regional settlement, as well as the increasing con-
centration in global economic structures, have unleashed new pressures—
both “direct” and “indirect”—on developing countries’ policy space. 
Figure 4.1 provides a conceptual framework to analyze these two differ-
ent, although related, constraining dynamics.

If we focus on the direct impact of global rules on the policy space, 
bilateral agreements, including regional trade agreements (RTAs), have 
become the major factor shrinking countries’ policy space, even more 
than traditional multilateral agreements, which allow for certain technol-
ogy and trade policies. Alongside this increasing direct pressure on devel-
oping countries’ policy space, both multilateral and bilateral agreements 
have played a key role in preserving existing global economic structures 
and facilitating further concentration of economic power in the hands of 
powerful corporations (this is represented by the arrow above the policy 
space in figure 4.1).
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In certain economic sectors, the consolidation of multinational corpo-
rations, in particular, their capacity to capture value in global production 
networks and markets, has resulted in greater concentration. Barriers to 
entry, large-scale production, price competition and dumping practices, 
control by multinational corporations of entire supply chains, and prices 
and standards all have limited opportunities for productive organizations 
in developing countries to learn and catch up in both domestic and inter-
national markets. This is the “indirect” impact of global rules on develop-
ing countries’ policy space.

In turn, this growing power concentration has increased corpora-
tions’ ability to exercise political pressure on national governments and 
international organizations, to introduce and enforce global rules that 
favor them (this is represented by the arrow below the policy space in 
figure 4.1). This is evident in the context of the trade-related aspects of 
intellectual property rights (TRIPS) and trade-related investment mea-
sures (TRIMS), but also ISDS and international standards.

As a result of these two related and reinforcing dynamics, developing 
countries’ policy space has been increasingly shrinking, and governments 
have found it more difficult to implement industrial and trade policies in 
support of their productive sector. To assess the political space of today’s 
developing countries, in particular with respect to the African continent, 

Figure 4.1 Policy space framework

Source: Authors’ creation.
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the next sections examine both the direct and indirect impact of global rules 
and provide evidence of the two dynamics described in our framework.

N E W  G L O B A L  R U L E S  A N D  P O L I C Y  S PA C E

Policy space has been gradually restricted by new global rules, with a 
significant acceleration since the mid-1990s. In particular, the political-
institutional dynamics of value appropriation that characterized the 
colonial era have been recast in more sophisticated political-institutional 
mechanisms (e.g., IPR systems, principle of national treatment, ISDS, 
and international standards). Despite this increasing sophistication, 
unless developing countries have signed bilateral agreements with rich 
countries or stringent regional agreements, they still enjoy a certain 
amount of “policy space” to implement industrial policies. Against this 
complex scenario, the quality of growth of today’s developing countries 
critically depends on their capacity to (1) fully exploit the policy space 
left within multilateral agreements; (2) learn how to navigate the insidi-
ous new political-institutional mechanisms that reduce their policy space, 
both within multilateral and bilateral agreement; and (3) refrain from 
signing (or have the capacity to revise) stringent bilateral trade agree-
ments constraining their policy space.

In 1995, with the establishment of the WTO, developing countries 
witnessed the introduction and proliferation of new multilateral agree-
ments alongside the GATT. These included the Agreement on Subsidies 
and Countervailing Measures (SCM), the TRIMS , the General Agree-
ment on Trade in Services (GATS), and the TRIPS. Each of these multi-
lateral agreements redesigned the geopolitical settlement and constrained 
developing countries’ policy space in specific areas of industrial, technol-
ogy, investment, and trade policies. Specifically, three policy instruments, 
which had been widely used to achieve quality of growth in today’s devel-
oped countries, were no longer allowed under the new WTO regime.

First, the use of tariffs became constrained by the introduction of a 
“binding” mechanism: WTO members were forced to sign a Schedule of 
Commitments under which tariff upper-bound limits were settled for a 
large number of products and sectors. Against this new system, a number 
of developing countries have since undergone a process of “unilateral liber-
alization” (Baldwin 2010), that is, they have applied tariffs at a much lower 
level than allowed within their own Schedule of Commitments (for a review 
of bound and applied tariffs, see Chang, Hauge, and Irfan 2016, 119).
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This reduction in the policy space was partially due to various rounds 
of “tariff rationalization” processes promoted by the IMF and backed by 
other international organizations such as the World Bank and WTO. In 
particular, the WTO has systematically attempted to reduce further the 
policy space countries could use to raise their tariffs within the upper-
bound limits.1 In spite of these limitations, some instruments are still 
available to developing countries within GATT. Under special condi-
tions, the “Government Assistance to Economic Development” and the 
“Balance of Payments” provisions allow tariffs to be raised to promote 
specific industries and permit quantitative restrictions to be introduced.

Second, under the SCM multilateral agreement, sector-specific subsi-
dies, especially those for export promotion and those related to local con-
tent in manufacturing, were banned. SCM constrained the use of indirect 
subsidies in the form of intra–private sector transfers and set strong 
enforcement conditions, including the right of the importing country 
(often a developed country) to impose countervailing duties to offset the 
effects of subsidies on the price of products.

Developing countries (in particular LDCs and countries with a per 
capita income of less than $1,000), however, can use subsidies until they 
cause adverse effects, and even when they are challenged, countervailing 
actions might take up to three years to be implemented and may require 
proactive government action. In countries that are potentially hampered, 
corporations would lobby the government to take these actions to protect 
their markets from imports.

The SCM regime does not constrain the use of subsidies to promote 
research and development (R&D), especially in support of depressed 
regions and green technologies. Although these subsidies leave important 
areas for technology policies in developing countries, R&D investments 
are hard to translate into industrial innovation, commercialization, and 
increasing market competitiveness, precisely because these countries lack 
productive industrial organizations. Having said that, targeted R&D sub-
sidies in the form of production and technology services can reduce firms’ 
costs (indirect subsidy) and improve their industrial competitiveness.

Third, TRIMS and GATS have curbed countries’ policy space with 
respect to the imposition of performance requirements and other condi-
tionalities on foreign investors. These include the imposition of export 
requirements, the use of local content policies favoring domestic insourcing 
of locally manufactured inputs and the employment of local workers, and 
foreign exchange or trade balancing measures. As is the case with tariffs, the  
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“development” provision within the GATT leaves some policy space to devel-
oping countries. Also, other regulatory investment measures are allowed, 
including investment policy instruments, such as joint ventures mainte-
nance, technology transfer, and conditions on foreign equity ownership.

All of these instruments are critical for the development of the local 
production system and diffused technical skills (see chapter 9, in this vol-
ume). In fact, they are so critical that all countries make use of them in 
various disguised forms (Andreoni 2016) and exceptions are introduced 
in various preferential and bilateral trade agreements (Chang, Hauge, and 
Irfan 2016). For example, under the U.S. African Growth and Opportu-
nities Act (AGOA) trade regime between Africa (excluding North Africa) 
and the United States, the Rules of Origin requirements are specified in 
such a way that certain products qualify for a certain proportion of local 
contents under preferential treatment.2

Currently, with respect to trade in services regulated under GATS, 
countries have retained significant policy space, including the use of pro-
curement requirements. The fact that trade in goods and manufacturing 
investments have been more severely controlled highlights the fact that 
these are critical sectors, which also are perceived as the main threat to 
developed countries. Given the development of service industries in coun-
tries like India, however, the current WTO Doha Development Round 
has opened the way to further binding regulations under the GATS.

Fourth, technology transfer and IPRs have been framed within the 
TRIPS, with a view toward providing global protection to innovators of 
knowledge. Although a number of ambiguities are inherent in the defini-
tion of “invention,” the TRIPS has been successful in protecting multina-
tional corporations by imposing minimum IPR standards on developing 
countries. In particular, patents and copyrights have given multinational 
corporations powerful tools to protect “their” inventions across WTO 
countries. The latter are bound to protect patents and not to discriminate 
among IPR holders. The use of technologies by third parties is protected 
for twenty years and expensive royalty systems are enforced (Chang 2001, 
Rasiah 2005).

The TRIPS holds significant implications for technology transfer and 
diffusion among developing countries. While emerging economies like 
China have been able to bypass some of these IPR constraints by intro-
ducing creative national legislation and offering access to corporations 
that wish to penetrate the Chinese economy, the majority of African 
countries continue paying significant royalties. The only exception in 
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which developing countries have managed to retain the power to issue 
compulsory licenses for registered patents is related to health emergencies.

Despite these restrictions on industrial policy instruments, unless 
developing countries have signed stringent bilateral agreements with rich 
countries (or RTAs), they still have a certain amount of “policy space,” 
including the following:

• targeted infrastructural investments;
• targeted skills development;
•  worker training requirements;
• the use of public technology intermediaries, R&D disguised subsidies, 

and the promotion of university-industry linkages;
• state-led strategic mergers;
• tax benefits and exemptions;
• accelerated depreciation allowances;
• exemptions of small and medium enterprises (SMEs) from certain regu-

lations (e.g., the U.S. exemption of SMEs from the ban on export cartel; 
the German exemption of SME successors from inheritance tax); and

• preferential treatment of national firms in government procurement.

Within the multilateral WTO system, two types of bilateral agree-
ments are recognized that deviated from the WTO’s MFN principle. 
These are preferential trade agreements (PTAs), such as the Generalized 
System of Preferences (GSP) adopted by the European Union and other 
developed countries or the U.S. AGOA PTA, and the RTAs, such as the 
Common Market for Eastern and Southern Africa (COMESA) and the 
Economic Community of West Africa States (ECOWAS) in Africa.

PTAs are nonreciprocal tariff preferences that developed countries 
(usually donor countries) have unilaterally granted to developing coun-
tries (usually aid recipients) to allow exported products from develop-
ing countries to access markets in developed countries with lower tariffs. 
These preferences are generally MFN plus, that is, the tariffs applied on 
eligible products are lower than the donor country’s applied MFN rates. 
To qualify for such PTAs, developing countries are asked to commit to 
follow various trade and nontrade issues, such as labor standards, techni-
cal standards, environmental regulations, and stricter rules on FDI regu-
lation and protection. They also must commit to liberalization in the 
form of privatization, deregulation, and restrictions on government pref-
erential procurement (Chang, Hauge, and Irfan 2016).
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PTAs might have different impacts on developing countries’ policy 
space. For example, the EU’s GSP Plus (GSP+) extends lower tariffs 
to fifteen vulnerable countries, which implement at least twenty-seven 
international conventions on labor and environmental standards as well 
as good governance. The conditions imposed by the United States on 
developing countries under PTAs are even more pervasive, and they are 
distinctively aimed at protecting U.S. corporations operating in these 
countries (e.g., ownership protection or banning taxes resulting in busi-
nesses expropriation) or at utilizing their tangible and intangible assets 
(e.g., patents, trademarks, or other IPR protection). PTAs might even 
be used to compel developing countries to adhere to other WTO multi-
lateral agreements and to prevent developing country governments from 
using those policy instruments, which are still allowed under WTO (see 
section “Which Policies That Help Enhance the Quality of Growth Are 
Allowed Under the New Global Rules?”).

The use of PTAs has become increasingly common among African 
countries. Given their bilateral nature, combined with a unilateral enforce-
ment of the agreement, developing countries are ultimately trapped in 
binding PTAs without flexibilities or provisions and that depend on con-
ditions settled by the donors. The nonreciprocity of PTAs, while appear-
ing to be benevolent concessions, has been effectively used as a mechanism 
to extort strict conditions far beyond the WTO multilateral setting, in 
which countries are at least equally constrained and can rely on external 
dispute resolution mechanisms. Moreover, when developing countries sign 
a PTA, voluntary exit from a preferential regime might become difficult, 
in particular if governments come under political pressure from domestic 
private business interests.

Until 2016, no country has made a voluntary request to opt out of a 
PTA (Chang, Hauge, and Irfan 2016). Note, however, that in response 
to the mounting criticism against PTAs and a number of controversial 
negotiations, the European Union has moved away from PTAs and has 
advanced a new form of North-South RTA called the economic partner-
ship agreement (EPAs).

Unlike PTAs, RTAs are reciprocal agreements under which countries 
accord the same tariff preferences, either in the form of FTAs or a cus-
toms union (CU). Depending on the countries involved, RTAs can take 
the form of North-North, North-South, and South-South agreements. 
All African countries currently are involved in multiple South-South 
intracontinental RTAs and North-South RTAs with the United States and 
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the European Union. The desperate need for harmonization has pushed 
ahead the idea of a CFTA, the implementation of which raises significant 
challenges, especially with respect to the increased structural imbalances 
that this continental trade arrangement could potentially generate (more 
on this in the fourth section).

North-South RTAs generally are the most constraining, and among 
them, those involving the United States are particularly problematic, 
because they tend to impede the use of duty drawbacks or impose height-
ened patent protection via “pipeline protection” (Thrasher and Gallagher 
2008). The inherent problem of these North-South FTAs is that devel-
oping countries have much lower bargaining power than they have in 
multilateral negotiations. Additionally, the trade benefits for developing 
countries are limited because of their backward industrial structure and 
limited diversification.

In both multilateral and bilateral trade agreements, firms from devel-
oping countries have been asked to comply with increasingly demand-
ing product and process international standards. Standards are critical 
coordination devices along the supply chains as well as important means 
of transmitting information about the products (and processes) to con-
sumers. Standards have become central to the debates on the structure 
and governance of global supply chains. In particular, the way developed 
country governments and corporations are able to control standards 
development, specifically “the scope of specific standards, the manner 
by which compliance is verifiably monitored” (Nadvi 2008, 6) has been 
highlighted. Because developed countries control the standards agenda 
and the enforcement mechanisms, standards tend to reflect the needs and 
interests of their corporations (i.e., the “standard setters”) and can be used 
to exercise control over developing countries (i.e., the “standard takers”)  
or can even create barriers to entry. Indeed, given that the process under 
which standards are settled is not fully accountable and that a number of 
these standards remain opaque and present inconsistencies, developed coun-
tries might use them to protect their domestic markets and companies from 
imports. The fact that no mechanisms are available to resolve conflicts—
buyer companies or countries decide on “standard conformance”—puts 
developing countries in an even less favorable situation.

Alongside these North-South FTAs, a number of developing coun-
tries in Africa recently signed BITs, although several of these countries 
(e.g., South Africa) already have reacted to them by revoking signed BITs. 
Table 4.1 provides an overview of BITs in Africa today.



Table 4.1 Bilateral Investment Treaties in Africa

Partner Economy African Countries Involved

BIT Signed but Not 
Yet in Force or Other 
Type of Investment 
Agreement Signed

United States Cameroon, Congo, DRC, Mozambique, 
Rwanda, Senegal

Ghana—Investment 
Development 
Agreement

Canada Cote d’Ivoire, Mali, Senegal, Nigeria, 
Cameroon, Tanzania, Benin, South 
Africa

European Union Individual European countries have 
signed bilateral agreements with several 
African countries; 271 BITs are in force 
presently that involve European and 
African countries (UNCTAD)

India Mauritius, Mozambique, Senegal Djibouti, Ethiopia, 
Ghana, DRC, 
Seychelles, Sudan, 
Zimbabwe

Japan Mozambique
High-income devel-

oping economies 
(including South 
Korea, China, 
Singapore, 
Taiwan, Malaysia, 
Turkey)

83 bilateral agreements with individual 
African countries are reported with this 
group

Israel South Africa, DRC, Ethiopia
China Benin, Botswana, Cape Verde, Cameroon, 

Chad, DRC, Congo, Cote d’Ivoire, 
Djibouti, Equatorial Guinea, 
Ethiopia, Gabon, Ghana, Guinea, 
Kenya, Madagascar, Mali, Mauritius, 
Mozambique, Namibia, Nigeria, 
Seychelles, Sierra Leone, South Africa, 
Sudan, Tanzania, Uganda, Zambia, 
Zimbabwe

Russia Angola, Equatorial Guinea, Namibia, 
Ethiopia

Brazil 0
African countries 

(excluding North 
Africa)

72 BITs are in force between and among 
African countries (excluding North 
African countries)

Source: Chang, Hauge, and Irfan (2016).

Note: BIT = bilateral investment treaty; DRC = Democratic Republic of Congo; UNCTAD = UN 
Conference on Trade and Development.
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BITs promoted by the United States are aimed primarily at protect-
ing corporations’ interests in countries where investor rights are not fully 
protected, penetrating developing countries’ markets, and pushing for 
the adoption of promarket reforms. These BITs also constrain develop-
ing countries’ policy space far beyond the WTO regime, from macroeco-
nomic policies (e.g., restricting capital controls) to industrial policies. In 
particular, these treaties give corporations increased powers, including the 
right to binding arbitration of disputes related to agreement violations 
and the possibility of demanding and enforcing compensation at the 
World Bank’s International Centre for the Settlement of Investment Dis-
putes (ICSID) (Gallagher 2005). BITs promoted by the European Union, 
Japan, Canada, and China tend to be more flexible and less pervasive. 
For example, they allow for balance-of-payments temporary safeguards or 
some forms of capital controls.

G L O B A L  P O W E R  C O N C E N T R AT I O N ,  E N D O G E N O U S  A S Y M M E T R I E S ,  A N D 

P O L I C Y  S PA C E :  T H E  I N D I R E C T  I M PA C T  O N  Q U A L I T Y  O F  G R O W T H

The political-institutional mechanisms established in global trade and 
investment rules—largely a product of the political lobbying of major 
transnational corporations—have enabled the dominant economic groups 
(i.e., corporations and those who serve them, such as international law 
firms and international consulting companies) to erect barriers to entry 
and appropriate their shares of the value generated in global production 
and exchange, whether or not they have actually produced that value. The 
following four mechanisms have been particularly critical in this respect:

• IPRs and copyrights: acting as mechanisms for extracting rents and as 
barriers to entry

• International standards: acting as increased barriers to entry or as a 
mechanism to control innovation

• Liberalization of trade and capital flows: facilitating the expansion of 
markets for oligopolistic firms and global speculative operations

• ISDS: helping powerful firms to extract resources from developing 
countries

At the same time, the fact that the new global rules have not con-
strained other mechanisms to appropriate value created through the 
use of collectively provided inputs—for example, “tax havens”—further 
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proves the way global rules preserve (and even support) power concentra-
tion in global economic structures, and in turn, how corporations are able 
to control global economic rules setting.

Defining and gathering evidence on global power concentration are 
difficult tasks. At the most fundamental level, defining concentration 
requires a theory of competition beyond the neoclassical “quantity the-
ory of competition” (Weeks 2012). The quantity theory of competition 
is built on (1) a purely theoretical construction of perfect competitive 
markets and (2) the idea that more competition is always associated with 
welfare improvements. In 1967, John Kenneth Galbraith’s New Industrial 
State dismantled both positive and normative pillars of the neoclassical 
theory of competition. He pointed to the complex manifestations and 
processes of power concentration in several kinds of corporations in the 
United States and beyond (point 1) (see Galbraith 1967, chap. 7). He also 
debunked the myth of benign competition, as pointed out by Schum-
peter and Marx before him, by highlighting the role of planning and the 
imperatives of technologies in modern corporations (see Galbraith 1967, 
chaps. 1–3).

In gathering evidence on global power concentration, and building on 
a more historically grounded theory of competition, we must recognize 
how concentration manifests in multiple ways. We also must understand 
that its measurement is made difficult by limited data availability and by 
a number of inherent biases of different concentration indices.

First, global power concentration might manifest as a form of “geo-
graphic concentration” when the big winners in global markets are 
monopolistic and oligopolistic corporations, which almost without excep-
tion are situated in the Global North (Nolan 2001, 2012).

Second, economic sectors might show different levels of “sectoral con-
centration.” For example, the world economy might experience declining 
levels of concentration in certain sectors and increasing levels in others. 
Therefore, if sectoral concentration increases exactly in those sectors 
where developing countries are attempting to build up their industries, 
barriers to entry might be even higher than average concentration indices 
would suggest.

Third, concentration might be increasing within countries or regions 
(let’s say the African continent), while declining at the global level (or vice 
versa), depending on the relevant markets in which companies operate.

Fourth, in measuring concentration, depending on their availability, 
we might use different data (e.g., revenues, value added, employment) as 
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well as different indices (four-firm concentration, eight-firm concentra-
tion, Herfindahl–Hirschman) (Freund and Sidhu 2017). Each of these 
indices presents inherent biases that might lead to over- (or under-) esti-
mations of concentration and may miss qualitative aspects of global pro-
duction organization across different stages of the value chain.

Indeed, fifth, today’s global economic structures are characterized by 
the existence of “endogenous asymmetries” in global production networks 
(Milberg and Winkler 2013, chap. 4). Thus, in many sectoral value chains, 
we have oligopolistic lead firms at the top and competitive markets among 
the lower-tier suppliers, although concentration has been increasing at the 
level of first-tier global suppliers as well. As a result of this concentra-
tion at the top, global lead firms (often system integrators) benefit from a 
high degree of markup pricing power and are able to capture value gener-
ated in long and complex supply chains. At the lower levels of the global 
value chains, there is evidence of persistently high levels of dispersion, 
and increasingly so as developing countries try to enter lower-level tasks 
in manufacturing and services industries (see also chapter 9, in this vol-
ume). Concentration at the top allows lead firms and first-tier suppliers to 
squeeze subcontractors often located in the Global South.

The evidence available on geographic concentration is quite telling. If 
we look at the Fortune Global 500 companies in 2016, they controlled 
37 percent of world GDP, equal to US$27.7 trillion, and around US$1.5 
trillion of profits. They employ sixty-seven million workers and are repre-
sented by thirty-four countries. Among them, the United States hosts 132 
companies (including Walmart, the largest global company with a rev-
enue of US$485 billion in 2016), while in 2016, China saw the number 
of its headquartered companies in the Fortune Global 500 rise to 109. It 
is striking that no company in the Fortune Global 500 is headquartered 
in Africa. According to the Africa Report Top 500 (2016) companies, 
not only is Africa not represented among the Fortune Global 500, but 
the continent also shows intracontinental levels of high geographic con-
centration. On the basis of 2014 company results, more than half of the 
turnover was concentrated among companies in Southern Africa (almost 
exclusively South Africa).

Evidence on sectoral concentration is more difficult to gather and 
different studies show different results, according to the different con-
centration indices used. For example, Furman and Orszag (2015) used 
the fifty-firm concentration ratio in thirteen broad economic sectors 
to find that concentration increased on average by 4 percent between 
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1997 and 2007. More recently, Freund and Sidhu (2017) examined 
how global industrial concentration changed between 2006 and 2014 
with the rise of China. The study analyses change in the top-four firms’ 
shares of total revenues to find that, according to this concentration 
ratio, global concentration has in fact declined on average by 4 percent, 
and that three-quarters of the eighty-four industries have recorded a 
decrease in concentration.

Aside from several acknowledged potential biases in the concentration 
ratios used, this paper highlights two other critical issues. First, the rise 
of China and other emerging markets may have played a critical role in 
increasing global competition, although when Chinese state-owned enter-
prises (SOEs) dominate the sector, industry competition rises from 3 to 6 
percent points. In fact, although Chinese companies have risen dramati-
cally in the ranks of the Fortune Global 500, in certain sectors, disparities 
in business power persist between firms from developed and developing 
countries. In some instances, numerous leading global firms have “gone 
into” China and have retained corporate governance and control over 
technologies (Nolan 2012). In other cases, China has managed to develop 
its own national champions, and its oligopolistic firms have taken control 
of important tradable sectors (Zhou, Lazonick, and Sun 2016).

Second, and more important, sectors in which concentration is declin-
ing most rapidly tend to be the nontradable services (only one manu-
facturing industry—electronics—presents fast-increasing competition 
because of China’s rise). In other sectors, such as mining, civil engineer-
ing, oil, gas, and beverages, concentration has been increasing. These sec-
tors are critical for the African continent, particularly given its resource 
abundance and need for infrastructural development. In all of them, Afri-
can countries are facing powerful oligopolistic corporations whose inter-
ests are increasingly protected by bilateral agreements (see table 4.1).

Since 2005, mergers and acquisitions (M&A) have boomed. Of the 
thirty largest deals in history, almost half occurred in the past ten years, 
including national mergers, such as the one between Dow Chemicals 
and DuPont, and global cross-border mergers, such as the one between 
Anheuser-Busch Inbev and SAB Miller. M&A and takeovers have been 
critical mechanisms leading to increased industrial concentration (Singh 
1971, 2014). In fact, as forcefully pointed out by the late Ajit Singh, “A 
large body of research on mergers indicates that mega-mergers have the 
potential of increasing market dominance and reducing contestability. 
Discouraging such mergers would therefore enhance global contestability, 
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competition, and economic efficiency, while at the same time being dis-
tributionally more equitable” (2014, 3).

S U R F I N G  T H E  N E W  WAV E  O F  G L O B A L I Z AT I O N :  N E W  G L O B A L  R U L E S 

A N D  T H E  P O L I C Y  S PA C E  I N  S U B - S A H A R A N  A F R I C A

In the preceding section, we introduced a theoretical framework for 
thinking about the relationships among global rules, policy space, and 
quality of growth. We now apply the framework to the case of Sub-Saha-
ran Africa. In doing so, we conceptualize quality of growth as a devel-
opment process of “production transformation led by the expansion of 
collective capabilities and resulting in the creation of good quality jobs 
and sustainable structural change” (Andreoni and Chang 2017, 173).

We begin by mapping the relationship between two Sustainable Devel-
opment Goals (SDGs), which we use as proxies for different dimensions 
of “quality of growth,” and the policies required to reach these goals  
(figure 4.2).3 In particular, we focus on SDG8 and SDG9, which are most 
closely related to our definition of quality of growth. Next, we examine 
the extent to which the current regulatory environment allows for the 
implementation of these policies in Sub-Saharan Africa, highlighting the 
limits imposed by new global rules as well as the creative mechanisms that 
can be used to circumvent them.

Figure 4.2 Policy space framework and Sustainable Development Goals

Source: Authors’ creation.
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As discussed, global rules affect quality of growth through “indirect” 
mechanisms in addition to the more direct effect of their curtailment of 
development policy space. These mechanisms facilitate the concentration 
of market power by oligopolistic firms and induce the transfer of value 
from developing to developed countries. These “indirect” mechanisms, 
however, are mediated by sector-, value chain–, and location-specific con-
centration dynamics, so they cannot be discussed in greater detail without 
reference to specific sectors. Therefore, in this section, we focus on the 
“direct” impact of global rules on policy space.

We make the case that any genuine commitment on behalf of the 
international community to improve the quality of growth in Sub-
Saharan Africa, and other developing countries, must include reforms of, 
at the least, certain critical global rules.

Q U A L I T Y  O F  G R O W T H  TA R G E T S  A N D  T H E  P O L I C I E S  

R E Q U I R E D  T O  M E E T  T H E M

An exhaustive mapping of the relationships among the various dimen-
sions of quality of growth and the policies required to attain this quality is 
a large-scale undertaking that falls well outside the scope of this chapter. 
Instead, we present an example of how this essential exercise could be car-
ried out by global or national policy makers seeking to better understand 
the complex relationships between global economic rules and the quality 
of growth.

In our example, we have selected the two SDGs that most directly 
serve as proxies for quality of growth: SDG8 and SDG9. The aim of 
SDG8 is to “promote sustained, inclusive and sustainable economic 
growth, full and productive employment and decent work for all,” 
while SDG9 aims to “build resilient infrastructure, promote inclusive  
and sustainable industrialization and foster innovation” (United 
Nations 2015).4

In the belief that the best way to design policy is on the basis of 
experience, we have constructed a list of policies drawn from success-
ful diversification and industrial upgrading experiences. Note that we 
have omitted many of the effective policies that were implemented by 
early industrializers—namely, Europe and the United States (see the first 
section; also see Chang 2002)—because these fall too far outside the 
spectrum of the politically feasible for today’s developing countries (e.g., 
unbridled theft of intellectual property).
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Of the ten policy measures that we have matched to SDG8 and 
SDG9, all were successfully implemented by at least some of the first-
tier newly industrial economies (NIEs) (i.e., South Korea, Taiwan, 
Singapore, Hong Kong). South Korea and Taiwan used every single 
one of these measures in their productive transformation strategies. 
Singapore also adopted many of these policies and, to this day, has 
one of the largest SOE sectors in the world at 22 percent of GDP 
(Chang 2007). The second-tier NIEs (i.e., Malaysia, Indonesia, Thai-
land, and China) have likewise implemented many of these measures. 
China, for example, protected and supported the industries targeted 
in its five-year plans through tariff and nontariff barriers, including 
local content requirements, and provided them with subsidized loans 
from state “policy banks,” with SOEs receiving the lion’s share of these 
loans. Transnational corporations (TNCs) were induced to form joint 
ventures with domestic companies to promote technology transfer 
(Andreoni 2016).5 Likewise, Malaysia has used sophisticated industrial 
targeting, using a range of mechanisms, from FDI regulation and pro-
tections for import substitution to incentives for exports, R&D, and 
local content incorporation for export products.6 Thailand and Indo-
nesia also have embraced many of these policies, with their own varia-
tions and specificities.7

Policies Required to Achieve Quality of Growth Proxies

SDG8 and SDG9—Sustained Growth and Industrialization 
Dimensions

Selected Targets for SDG8 and SDG9

SDG8. Decent work and economic growth:

• Target 8.1. Sustain [. . .] at least 7 percent gross domestic product 
growth per annum in the least developed countries.

• Target 8.2. Achieve higher levels of economic productivity through 
diversification, technological upgrading and innovation, including 
through a focus on high-value added and labor-intensive sectors.



SDG9. Industry, innovation, and infrastructure:

• Target 9.2. Promote inclusive and sustainable industrialization and, 
by 2030, significantly raise industry’s share of employment and gross 
domestic product, in line with national circumstances, and double its 
share in least developed countries.

• Target 9.5 Enhance scientific research, upgrade the technological 
capabilities of industrial sectors in all countries [. . .].

Policies to Achieve SDG8 and SDG9

Following are some of the key measures that have been effectively used 
historically or that are being used currently to achieve these objectives:

1. Targeted investments in infrastructure, training, educa-
tion, and R&D to increase productivity and promote high-
value-added industries

2. Coordinated investments in complementary sectors to pro-
mote high-value-added industries and government-mediated 
mergers to achieve scale economies and reduce inefficient 
competition

3. Subsidies for key industrial sectors to promote high-value-
added industries and exports

4. Creation of SOEs to kick-start new, high-value added 
industries

5. Infant industry protections, such as tariffs, quotas, and mar-
ket reservations for domestic industrial producers

6. Capital controls and capital outflow taxes to prevent capital 
flight and encourage savings to remain in the country, facili-
tating productive investments, including investments in R&D

7. Government allocation of foreign exchange, giving top 
priority to capital goods imports and least priority to luxury 
consumption goods imports

8. Performance requirements, such as requirements on for-
eign investors to incorporate local content and workers or to 
engage in joint ventures and technology transfer

9. Procurement policy through preferential treatment of domes-
tic firms or of foreign providers willing to transfer technology 
or accept high (and rising) levels of local content
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The success of the NIEs in the use of the policies highlighted in 
the text box strongly suggests that these are useful measures for achiev-
ing sustained per capita economic growth. More critically, these mea-
sures are useful for enhancing the quality of growth, defined in terms 
of structural transformation of the production system and collective 
capabilities development.

Depending on how many of these quality-of-growth dimensions pol-
icy makers aim to address, multiple additional SDGs and their subcom-
ponents could be matched to specific corresponding policies (e.g., one 
related to sustainable structural change, specifically in relation to envi-
ronmental sustainability).

Having mapped some of the dimensions of quality of growth and their 
corresponding policies, we can now begin to analyze how these policies 
are affected by global rules.

W H I C H  P O L I C I E S  T H AT  H E L P  E N H A N C E  T H E  

Q U A L I T Y  O F  G R O W T H  A R E  A L L O W E D  U N D E R  

T H E  N E W  G L O B A L  R U L E S ?

Of the nine key policies that have proven to be effective in fostering sus-
tained per capita growth (Target 8.1), several remain available to policy 
makers, largely unrestricted by the global economic regulatory frame-
work. It is difficult to generalize on this point because countries have 
widely varying commitments under the ever-growing number of trade and 
investment agreements that regulate economic flows and the permitted  
role of the state in their management.

In the case of Sub-Saharan Africa8, all but eight of the forty-seven 
countries in the region are full members of the WTO, whose constitutive 
agreements include the broadest set of global rules on trade and invest-
ment. Under the current set of WTO agreements, countries are largely 
free to use several of the policies corresponding to SDG Target 8.1. They 
are allowed to make investments in R&D, training, and infrastructure; 
to make coordinated investments and government-mediated mergers; 
and, in many cases, to use SOEs and government procurement policies 
to stimulate technology transfer and to kick-start domestic industries 
(see policies 1, 2, 4, and 9). Countries are also free to use less ambitious 
measures, such as tax benefits, worker-training requirements, and export 
taxes, to discourage the export of raw materials and to encourage value-
added production.9
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WTO agreements, however, do impose varying degrees of restrictions 
on several other policies matched to Target 8.1 (table 4.2). Most of these 
policies can be generally considered to be somewhat restricted—namely, 
infant industry protections, capital outflow taxes, certain performance 
requirements, and the use of SOEs—whereas others can be considered 
to be mostly restricted—namely, most subsidies and some other perfor-
mance requirements.

We can think of WTO restrictions as a “baseline” of policy space 
restriction, beyond which additional agreements, such as BITs, the ill-
named FTAs, EPAs, PTAs, and megaregional agreements (e.g., the 
Transpacific Partnership), introduce further restrictions on policy space. 
We will refer to these kinds of agreements collectively as “WTO plus” 
(WTO+) agreements.10

WTO+ agreements have proliferated in the past two decades, partly 
in response to the stagnation of the Doha Round of WTO trade negotia-
tions in the mid-2000s. This stagnation, in turn, was largely the result 
of strong resistance from developing countries to further curtailment of 
their policy autonomy. Faced with this staunch opposition, developed 
countries shifted strategies and began to pursue their goals outside the 
confines of the WTO. Thus, although they have continued to diplomat-
ically pay lip service to the Doha negotiations, they have devoted the 
better part of their energies to the pursuit of even more ambitious agree-
ments of the sort listed previously.

Table 4.211 provides a snapshot of some of the ways in which WTO 
and WTO+ agreements have restricted the policies we have identified as 
useful for advancing sustained growth and the industrialization dimen-
sions of quality of growth. Although it is safe to assume that any WTO+ 
agreement can only be expected to impose additional restrictions to those 
agreed upon within WTO, some agreements do allow for greater flex-
ibilities than others. For example, even though performance requirements 
on foreign investors are tightly restricted in the WTO’s Agreement on 
TRIMS, it is possible to circumvent some of these restrictions in the ser-
vices sector under the WTO’s GATS, as most developing countries have 
made few commitments related to the (restraints on) regulation of FDI. 
Although WTO+ agreements are far less permissive, even countries that 
have made commitments of this sort can carve out policy space in unex-
pected places with some creativity and political courage. For example, 
despite the draconian restrictions on local content requirements, many 
countries still use them and have yet to be challenged in the WTO  



Table 4.2 Impacts of Global Rules on Quality of Growth Proxies
Sustainable Development Goals 8 (SDG8) and 9 (SDG9): Sustained Growth and 

Industrialization Dimensions

Policies to achieve quality 
of growth proxies SDG8 

and SDG9 Global rules that affect policies

1. Targeted investments  
in infrastructure, 
training, education, 
research and  
development 
(R&D)

Not directly affected by World Trade Organization (WTO) 
or WTO+ agreements

2. Coordinated  
investments and 
government-
mediated mergers

Not directly affected by WTO or WTO+ agreements

3. Subsidies for key 
industrial sectors

The WTO’s Agreement on Subsidies and Countervailing 
Measures considers subsidies trade-distorting measures and 
prohibits any sector-specific subsidies, as well as those for 
export promotion and for enforcing the use of local  
content in manufacturing. It also prohibits indirect  
subsidies through intra–private sector transfers brought 
about by government regulation. In practice, however,  
subsidies can be used until they are challenged or 
countervailed.

Subsidies for R&D, regional balances, and environmentally 
friendly technologies are “actionable” but have seldom 
been disputed, in part because developed countries often 
use them. Least developed countries are permitted to use 
export subsidies under certain conditions but are not 
exempted from countervailing measures from trading 
partners.

4. Creation of state-
owned enterprises 
(SOEs)

The use of SOEs is not directly affected by WTO agreements.
However, tariff cuts in the General Agreement on Tariffs and 

Trade (GATT) and market-access and national treatment 
requirements in the General Agreement on the Trade of 
Services (GATS)—Mode 3 (commercial presence) can be 
fatal for SOEs, limiting the potential to use them as  
industrial policy tools (e.g., a state-owned telecom  
company buying from local handset makers) or to supply 
services to locally owned industries at a subsidized rate 
(e.g., state-owned electricity companies giving concessional  
rates to designated industries or “industrial zones”).

Service sector commitments apply only to the sectors that 
countries agree to include, but developing countries are 
being pressured to expand and deepen their commitments 
in the Doha Round of WTO negotiations. WTO+ agree-
ments are effectively used to achieve these aims despite the 
stagnation of the WTO’s Doha Round or negotiation.



5. Infant industry 
protections

WTO member countries are all required to bind at least 
some of their tariffs at an upper limit. In the Doha Round 
of Non-Agricultural Market Access negotiations, industrial 
countries are pushing to bind and slash all unbound tariffs.

The GATT (Art. XVIII) allows developing countries with 
low standards of living to temporarily raise tariffs to  
promote the establishment of a particular industry, but 
this requires difficult negotiations, approval of WTO 
members, and compensation through other tariff  
reductions. Furthermore, the time frame allowed (eight 
years) is very short relative to historically effective time 
frames for infant-industry protections (Chang 2003, 268).

6. Capital controls 
and capital outflow 
taxes

Under the GATS and Trade-Related Investment Measures 
(TRIMS) regulations, restrictions on capital controls exist, 
but violations of the rules can be challenged in a dispute 
only if a member country initiates state-state arbitration.

WTO+ agreements are much more restrictive. U.S. Bilateral 
Investment Treaties, for example, require that U.S. firms 
be allowed to freely transfer payments in and out of host 
countries without delay.

7. Government allo-
cation of foreign 
exchange

Not directly affected by WTO or WTO+ agreements (or 
IMF)

8. Performance 
requirements

The WTO’s TRIMS Agreement constrains local content 
requirements, but not conditions for joint venture and 
transfer of technology. The activities covered by the  
GATS-Mode 3 (services delivered through commercial 
presence) are subject to fewer restrictions than those  
covered by the TRIMS.

WTO+ agreements, increase restrictions on performance 
requirements (e.g., U.S. BITs strictly prohibit all  
performance requirements; signatories in Sub-Saharan 
Africa include Cameroon, Congo, DRC, Mozambique, 
Rwanda, and Senegal).

9. Procurement policy The WTO Agreement on Government Procurement restricts 
these measures, but most developing countries are not 
signatories.

Some WTO+ trade and investment agreements restrict these 
measures (e.g., EU economic partnership agreements 
[EU-EPAs] categorically prohibit them). Cameroon, Côte 
d’Ivoire, Mauritius, Seychelles, and Zimbabwe are among 
the Sub-Saharan African countries that have in force EU-
EPAs or are working toward them.

Table 4.2 (Continued )
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(e.g., Malaysia, Brazil, Trinidad and Tobago, India, Kazakhstan, Nigeria, 
Norway, United Kingdom). Subsidies for R&D, regional balances, and 
environmentally friendly technologies are in theory challengeable (i.e., 
“actionable” in the WTO jargon), but they are seldom disputed, in part 
because they are the subsidies that are often used by developed countries. 
Even tariff and quota restrictions can be circumvented with the strategic 
deployment of such measures as technical regulations and rules of origin, 
which can function as nontariff barriers to imports.

The drastic nature of the policy restrictions encoded in WTO+ agree-
ments and the consequent impacts on quality of growth must not be 
underestimated. Even ostensibly benign agreements, such as PTAs, in 
which developed countries give unilateral tariff preferences to developing 
countries, ironically, are aggressively restrictive of their policy autonomy. 
PTAs are used not only to compel developing countries to make conces-
sions on issues that lack consensus in the WTO (e.g., stricter investor 
rights protections, restrictions on government procurement) but also to 
coerce countries into making commitments that have little or nothing to 
do with trade, such as pursuing privatization and domestic deregulation. 
The U.S. AGOA, for example, requires various standards for qualifica-
tion, including a commitment not to impose any taxes or operational 
conditions that could be interpreted as expropriation or taking control of 
U.S. firms. The act also requires that countries not “fail to work towards 
the provision of adequate and effective provision of intellectual prop-
erty rights” (U.S. Trade Representative 2013; Chang, Hauge, and Irfan 
2016, 131), which requires an enormous dedication of resources. Because 
developing countries are dependent on developed country markets, it is 
hardly an exaggeration to view these agreements as economic blackmail. 
Although it can sometimes be necessary for developing countries to make 
these kinds of concessions in exchange for access to developed country 
markets, they must be careful when evaluating the trade-offs, especially 
when it comes to policy autonomy.

G L O B A L  R U L E S :  P R I O R I T I E S  F O R  R E F O R M

T H E  I M P O RTA N C E  O F  R E V I S I N G  T H E  G L O B A L  R U L E S  TA R G E T S  I N  T H E 

S U S TA I N A B L E  D E V E L O P M E N T  G O A L S

It is encouraging that the Agenda for Sustainable Development rec-
ognizes the need for developing countries to work toward productive 



NEW GLOBAL RULES, POLICY SPACE, AND QUALITY OF GROWTH IN AFRICA  137

transformation, protect worker’s rights, and aim for a host of other objec-
tives that advance the quality of growth. Unfortunately, the few SDGs 
that address the need to reform global rules reveal some misunderstanding 
of the relationship between these global rules and the quality of growth. 
This should be rectified if the SDGs are to guide the reform of the global 
regulatory framework.

Table 4.3 highlights the inconsistency between the stated objectives 
of several SDGs and the reforms to global rules they identify as targets 
and indicators. For example, one of the indicators for SDG17 implic-
itly aims to lower the worldwide tariff average, which is antithetical 
to development if this is achieved at the expense of developing coun-
tries’ tariff autonomy. Similarly, SDG3 Target 3.b correctly affirms the 
right of developing countries to use TRIPS flexibilities on intellectual 
property to achieve good health and well-being, but its indicator mea-
sures only net development assistance for medical research, rendering 
the intellectual property component of the target effectively toothless. 
A revision of these global rules–related targets in the spirit of what we 
propose in table 4.3 is an important task for the international commu-
nity to pursue.

T H E  U R G E N C Y  O F  I P R  R E F O R M

The neglect of intellectual property in the SDGs is especially unfortunate 
when one considers the profound impact of IPRs on quality of growth. 
We have noted the implications of the TRIPS and WTO+ agreements 
for access to life-saving medication and agricultural livelihoods, but IPRs 
have even broader implications for quality of growth. They limit access to 
educational materials—indispensable for building human capabilities—
and make patented technologies prohibitively expensive, hindering pro-
ductivity growth. They also impose unnecessary strains on the limited 
public resources of developing countries, as a result of strong enforce-
ment requirements, and they permeate all policy areas that are relevant 
for industrialization measures. For example, the European Union’s EPAs 
not only include an entire chapter on intellectual property but also intro-
duce IPR-related measures in the chapters on agricultural market access 
(i.e., expanding protection of geographical indications) and government 
procurement. These agreements go as far as forbidding countries from 
applying technological licensing requirements to foreign providers as a 
condition to participate in tendering processes.



Table 4.3 Global Rules in the Agenda for Sustainable Development

SDGs, Targets, and Indicators  
(Quality of Growth Proxies) that Address  

Global Rules Directly

Analysis of Global Rules  
Measures Proposed in the  

Agenda for Sustainable  
Development

2.   End hunger, achieve food security 
and improved nutrition, and promote 
sustainable agriculture

Target 2.b Correct and prevent trade restrictions 
and distortions in world agricultural mar-
kets, including through the parallel elimi-
nation of all forms of agricultural export 
subsidies [. . .] (Indicator 2.b.1 Producer 
Support Estimate; Indicator 2.b.2 Agricul-
tural export subsidies).

Obligations to reduce agricultural 
export subsidies should be 
limited to developed countries, 
which could still be allowed 
to retain some subsidies for 
food sovereignty purposes. 
Developing countries should 
not be subjected to the 
restrictions. The global rules 
identified for SDG8 and SDG9 
(see table 4.3) are far more 
relevant for achieving SDG2.

Alternative indicator: Propor-
tion of trade and investment 
agreements that do not restrict 
policies identified in SDG8 and 
SDG9.

3.   Ensure healthy lives and promote well-
being for all at all ages

Target 3.b Support the research and develop-
ment of vaccines and medicines [. . .] in 
accordance with the Doha Declaration on 
the TRIPS Agreement and Public Health, 
which affirms the right of developing coun-
tries to use to the full the provisions in the 
TRIPS Agreement regarding flexibilities to 
protect public health, and, in particular, 
provide access to medicines for all.

(Indicator 3.b.2 Total net official development 
assistance to medical research and basic 
health sectors).

Target 3.b is consistent in affirming 
the right to developing countries 
to use TRIPS flexibilities. This 
would also imply recommending 
that countries do not sign on to 
WTO+ agreements that restrict 
these flexibilities.

Alternative indicator: A more rel-
evant indicator than 3.b.2 would 
be the number of revoked free 
trade agreements and bilateral 
investment treaties that restrict 
TRIPS flexibilities.

10.  Reduce inequality within and among 
countries

Target 10.a Implement the principle of special 
and differential treatment for developing 
countries [. . .]

(Indicator 10.a.1 Proportion of tariff lines 
applied to imports from [. . .] developing 
countries with zero-tariff).

Target 10.a correctly identifies the 
need to implement the principle 
of special and differential treat-
ment (SDT), but the indicator 
should be revised.

Alternative indicator: proportion 
of trade and investment agree-
ments that apply SDT and do 
not restrict policies identified in 
SDG8 and SDG9.
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Although the broad-ranging implications of IPRs for quality of growth 
render them the single most important priority for reform, the disper-
sion of IPR restrictions over countless agreements and their subcompo-
nents makes this a difficult challenge to tackle. At the very least, countries 
should avoid making additional commitments to those already enshrined 
in the WTO agreements. If developing countries are able to collaborate 
within the framework of the WTO, they also can protect the flexibili-
ties afforded by the TRIPS. In WTO+ agreements, developing countries 
should be especially careful to ensure that additional IPR restrictions are 
not included in new and unexpected places (e.g., government procure-
ment, where they still have autonomy).

E X T E N D I N G  T H E  T I M E  F R A M E  F O R  I N FA N T  I N D U S T RY  P R O T E C T I O N S  T O 

S A F E G U A R D  I N D U S T R I A L  P O L I C Y  M E A S U R E S

Like intellectual property, “infant industry protections” can cover a 
host of policy areas related to quality of growth, from tariffs to sub-
sidies. Rather than trying to reform the plethora of individual rules 
that impinge on the capacity of countries to use tried-and-true indus-
trial policy measures (see the text box and table 4.2), a simple way to 

17.  Strengthen the means of implementation 
and revitalize the global partnership for 
sustainable development

Target 17.10 Promote a universal, rules-based, 
open, nondiscriminatory and equitable 
multilateral trading system [. . .] (Indicator 
17.10.1 Worldwide weighted tariff-average)

Target 17.12 Realize timely implementation of 
duty-free and quota-free market access [. . .] 
for all least developed countries (Indicator 
17.12.1 Average tariffs faced by developing 
countries, least developed countries and 
small island developing states)

Target 17.10 and its corresponding 
indicator are problematic and 
potentially inconsistent with tar-
get 10.a, which endorses special 
and differential treatment rather 
than the nondiscrimination pro-
posed in 17.10.

The objective should not be to lower 
worldwide average tariff, as 
implied by the indicator.

Target 17.10.12 is helpful, but the 
policies and global rules identi-
fied for in SDG8 and SDG9 are 
far more relevant for SDG17.

Alternative indicator: proportion 
of trade and investment agree-
ments that apply SDT and do 
not restrict policies identified in 
SDG8 and SDG9.

Source: Authors. Targets and indicators from United Nations (2015).

Table 4.3 (Continued )



140  STRUCTURAL TRANSFORMATION FOR QUALITY GROWTH

endow developing countries with greater policy autonomy is to extend 
the number of years during which infant industry protections, in gen-
eral, are allowed. With few exceptions, the current WTO allowance of 
eight years pales in comparison to the periods of protection that histori-
cally have been required for the development of new industries (e.g., sev-
eral decades for the Japanese and Korean auto industries and nearly two 
decades for Finland’s Nokia). Developing countries could push for this 
reform within the framework of the WTO, invoking the Agenda for Sus-
tainable Development’s call for the application of the principle of special 
and differential treatment. Should such a scenario fail to materialize, 
individual countries (or blocs, like the African Union) could refrain from 
making further concessions on this front. In so doing, they would ensure 
that any agreement they sign preserves the eight-year infant industry 
period granted by the WTO.

R E F O R M I N G  I N V E S T O R - S TAT E  D I S P U T E  S E T T L E M E N T  T O  F I G H T 

R E G U L AT O RY  C H I L L  A N D  P R O T E C T  S TAT E  S O V E R E I G N T Y

When considering “global rules,” it can be easy to forget the impact of 
how they are enforced. This enforcement can have far-reaching conse-
quences for quality of growth, as evidenced by the outcomes of the rise 
of ISDS in recent decades. Although spaces like the World Bank’s ICSID 
have been around for decades, WTO+ agreements (especially BITs) have 
greatly expanded the capacity of firms to use these spaces.

Aside from the problematic cession of jurisdictional sovereignty, 
ISDS has been particularly detrimental to developing countries, which 
find it difficult to defend themselves in international arbitration 
because of limited resources and weak geopolitical positions. Further-
more, the threat of ISDS has proven effective in inducing “regulatory 
chill,” dissuading countries from implementing even the most com-
monsense quality-of-growth measures. One well-known example is 
Philip Morris’s threats to Togo over proposed plain-packaging regula-
tions for tobacco. Togo, which has a GDP of US$4 billion, received 
a letter from Philip Morris, with revenues of close to US$80 billion, 
warning of an “incalculable amount of trade litigation”12 if the country 
chose to proceed, on the grounds that plain packaging would be con-
sidered a violation of the company’s IPRs. Unsurprisingly, the threat  
was effective.
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L I M I T  B I L AT E R A L  A N D  R E G I O N A L  T R A D E  A G R E E M E N T S

In today’s global economy, bilateral and regional trade and investment 
agreements are among the most powerful threats to developing countries’ 
policy space. We claim that a progressive logic of trade should challenge 
the damaging effects and legitimacy of certain BITs and RTAs within 
the WTO. We should allow developing countries to pull out of the most 
damaging agreements or at least reconsider the terms of these agreements. 
More important, both North-South and South-South regional agree-
ments, like the CFTA, should move away from placing excessive faith 
in the benefits of indiscriminate market integration and instead should 
consider its real impact, especially when integration involves countries 
with extremely unequal productive structures and capabilities.

In the section “Global Power Concentration, Endogenous Asymmetries, 
and Policy Space,” we identified the ways in which FTAs and RTAs like 
EPA can hamper the industrialization of African countries. With respect 
to South-South regional agreements in Africa, the CFTA is the most ambi-
tious plan of continental integration that African countries have under-
taken. The establishment of the CFTA would create a continental market 
of more than a billion people and a GDP of more than US$3 trillion. 
Despite its potential, in its current format, tariff liberalization under the 
CFTA will lead to further structural imbalances between countries in the 
continent and will exacerbate and potentially accelerate existing problems, 
in particular, fiscal revenue imbalances and deindustrialization.

The principle informing the redesign of these agreements should bal-
ance both demand-side pull dynamics (market integration) and supply-
side bottlenecks (lack of industrial capabilities and weak production 
structure). To capture opportunities offered by trade integration, devel-
oping countries should be given more policy space and support in other 
industrial and investment policies (beyond trade policies), which will 
counterbalance the negative impacts of integration during the early stages 
of industrialization.

C O N C L U S I O N

The reform of global rules is undoubtedly a fundamental component of 
any serious agenda to improve quality of growth, whether it is global, 
regional, or national. Global reform, however, is ultimately a geopolitical 



142  STRUCTURAL TRANSFORMATION FOR QUALITY GROWTH

power game and, for developing countries, this means that the reforms 
they require can be achieved only through the cooperation of citizens 
in developed countries (e.g., ISDS reform) or through the formation of 
regional or transregional power blocs capable of countering the pressures 
of the global powers (e.g., in WTO and WTO+ negotiations). In this 
sense, African countries have much to gain from the consolidation of the 
African Union.

Even if regional divisions outstrip the willingness to cooperate for the 
common good, developing countries can benefit from taking a more care-
ful, measured, and courageous approach to the management of policy 
space. Much can be gained from devoting resources to creatively carving 
out policy space, attenuating the most stringent restrictions, and devis-
ing new measures that have effects similar to those that have been pro-
scribed13 as well as from fully exploiting the considerable policy autonomy 
that remains. Many countries neglect to use the policy space available to 
them, not only out of fear of economic retaliation but also as a result of 
an ideological environment that instills in policy makers an instinctive 
distrust in industrial policy, even in the face of the hard evidence pro-
vided by experience. In this sense, it might be said that the most funda-
mental reform that is needed is ideological.

N O T E S

1. For example, in the Doha Development Round, as part of the proposed Non-
Agriculture Market Access agreement, countries were asked to bind all the remaining 
unbound tariffs and then slash them using the so-called Swiss Formula for all prod-
ucts (according to the six-digit Harmonized System of classification); see Ha-Joon 
Chang, Jostein Løre Hauge, and Muhammad Irfan, Transformative Industrial Policy 
for Africa (Addis Ababa, Ethiopia: UN Economic Commission for Africa, 2016, 120).

2. Within the AGOA PTA, textile and apparel manufactured in Africa qualify for 
duty-free access export to the United States. The raw materials used in the produc-
tion of these garments, however, must be insourced domestically or from the United 
States. In the case raw material is imported from third countries, a cap on exports 
applies.

3. These are consistent with the objectives of the African Union’s Agenda 2063.
4. We include only a small selection of the corresponding targets and indicators. 

For a full list, see the UN Economic and Social Council, “Report of the Inter-Agency 
and Expert Group on Sustainable Development Goal Indicators” (New York: UN 
Economic and Social Council, 2016).

5. For further detail on China’s industrial policy, as well as that of Singapore, 
South Korea, and others, see Ha-Joon Chang, Antonio Andreoni and Ming-Leon 
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Kuan, International Industrial Policy Experiences and Lessons for the UK (London: UK 
Government Office for Science, 2013).

6. For further detail on Malaysia see, Ha-Joon Chang, Jostein Løre Hauge, and 
Muhammad Irfan, Transformative Industrial Policy for Africa (Addis Ababa, Ethiopia: 
UN Economic Commission for Africa, 2016).

7. For detail on these experiences of Thailand and Indonesia, see Michael T. Rock, 
“Selective Industrial Policy and Manufacturing Export Success in Thailand” and 
“Making the Case for the Success of Industrial Policy in Indonesia” in Southeast Asia’s 
Industrialization: Industrial Policy, Capabilities and Sustainability, ed. Jomo Kwame 
Sundaram, Studies in the Economies of East and Southeast Asia (Basingstoke, UK: Pal-
grave, 2001).

8. We include all countries in the geographic region of Sub-Saharan Africa, 
including those of North Africa that belong to the Arab League.

9. For more details on both the tariff commitments of Sub-Saharan countries in 
the WTO and the policies allowed under WTO commitments, see Ha-Joon Chang 
et al., Transformative Industrial Policy for Africa.

10. Technically, WTO+ agreements build on those already agreed to in the WTO’s 
multilateral agreements.

11. Further detail on most of these policy restrictions can be found in Ha-Joon 
Chang et al., Transformative Industrial Policy for Africa, 117–142. These tables draw 
heavily on the legal analysis in this report.

12. See Chuck Idelson, “Trade Deals Should Come with Their Own Warnings for Public  
Health,” National Nurses United, February 18, 2015, http://www.nationalnursesunited.
org/blog/entry/trade-deals-should-come-with-their-own-warnings-for-public-health/.

13. For instance, although subsidies are prohibited, development banks can lend 
at preferential rates to nascent industries.
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C H A P T E R  5

What Should Africa Learn from  
East Asian Development?

Jomo Kwame Sundaram

After a quarter century of stagnation from the end of the 1970s, growth 
in many countries in Sub-Saharan Africa (SSA) finally picked up early 
this century. Both internal and external factors—particularly growing 
demand associated with high growth rates in some large Asian emerg-
ing economies, higher commodity prices, and new resource exploitation 
opportunities—contributed to this acceleration. Even with this growth, 
average real per capita income is still barely higher than it was in 1980, 
and compared with other regions, the continent has lost ground on most 
development and welfare indicators.

During this lost quarter century from the late 1970s until 2000, real 
income growth failed to keep pace with population growth in SSA (see 
table 5.1). With trade liberalization, the continent deindustrialized and 
changed from a net exporter of food into a net importer. Despite more 
rapid growth, slowing from 2014, this trend has continued, and the share 
of manufacturing in GDP declined further. Although Asian developing 
countries absorbed growing numbers of workers into booming manufac-
turing sectors, Africa has failed to do so. Consequently, unemployment 
and underemployment are widespread, and low-productivity informal 
sector, including agricultural activities are the primary income sources for 
much of the population in many SSA countries.

Africa’s slow growth in the 1980s and 1990s, and the failure to indus-
trialize its economies are due to economic liberalization and the structural 
adjustment programs adopted from the early 1980s (Jomo, Schwank, and 
von Arnim 2013). In the 1960s, per capita GDP and GDP growth were 
actually higher in Africa than in Asia. The expectations then were that 
African countries would grow faster because of their superior resource 
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endowments (World Bank 2005, 274). Primary commodities dominated 
exports, but many countries also showed strong industrial growth, aver-
aging above 6 percent for more than half the countries for which data 
were available. Governments invested heavily in infrastructure, sometimes 
supported by donors, and pursued import substitution industrialization 
strategies. Growth was fueled by high investment rates, but this growth 
was not matched by domestic savings, which suggested a dependence on 
foreign capital, whether through aid or investment (Lawrence 2010). As 
a result, debt levels increased and made the continent more vulnerable to 
macrofinancial shocks.

In the last two decades of the twentieth century, SSA income growth 
barely kept pace with population growth. After a moderate increase in per 
capita income during the 1970s, SSA growth averaged 2.1 percent per year 
in the 1980s and 2.4 percent in the 1990s. Despite a short-lived recovery 
after the mid-1990s, SSA per capita income at the turn of the century 
was 10 percent below the level two decades earlier. Slow and erratic SSA 
growth was accompanied by more regressive income distribution. The 
drop in average per capita income for the poorest 20 percent in SSA was 
twice the average for everyone between 1980 and 1995 (United Nations 
Conference on Trade and Development [UNCTAD] 2001, 53).

The collapse of the Bretton Woods system, the two oil shocks of the 
1970s, the interest rate hike of the early 1980s, slower world growth, and 
lower primary commodity prices all significantly affected Africa, trigger-
ing vicious downward spirals in many countries (figure 5.1). The neo-
liberal policy response—imposed by the Bretton Woods institutions 
on indebted governments, and subsequently dubbed the Washington 
Consensus—included prioritizing fiscal balance, reducing public expen-
diture in general and subsidies in particular, liberalizing interest rates 
and imports, pursuing privatization, and seeking economic deregula-
tion (Williamson 1990). The Washington Consensus1 is generally seen as 
the basis for the global trend toward greater economic liberalization and 
enhanced property rights since the 1980s. In Africa, liberalization and 
privatization measures sought to integrate countries into global markets 
and to attract private investment, replacing state interventions, notably 
support for infant industries and food production.

The outcomes of this policy shift were ambiguous, however, to say 
the least. Generally, they have increased, rather than reduced, Africa’s 
vulnerability to global economic shocks. Negative average per capita 
income growth from the late 1970s into the early twenty-first century 
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also suggests that the reforms failed, but there is limited consensus over 
the reasons why. The link between the structural adjustments required 
by the Bretton Woods institutions and subsequent economic growth 
is tenuous: of the fifteen countries identified as core adjusters by the 
World Bank in 1993, only three were subsequently classified by the 
International Monetary Fund (IMF) as strong economic performers. 
Mkandawire (2005) has argued that IMF-led “adjustment” in Africa 
put the continent on a slow growth path—a view broadly supported by 
econometric studies of the broader impact of such programs (Barro and 
Lee 2002).

For SSA, the new generation of policies espoused by the Washing-
ton Consensus—first involving “getting prices right,” and then, “getting 

Figure 5.1 Real tropical agricultural price components

Source: Erten and Ocampo (2013).
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institutions right” and “good governance”—are still offered as advice, if 
not imposed as conditionalities. Income levels in much of SSA are still 
too low to generate the domestic resources needed for rapid growth.

L E S S O N S  F R O M  E A S T  A S I A ?

SSA’s development experiences contrast sharply with East Asia’s. This 
study seeks to draw some lessons from the latter experiences, which 
seem crucial for developmental policy in SSA. To do so, it is necessary to 
understand the bases for the unprecedented development performance of 
economies in East Asia as well as some key differences within the region. 
At the heart of its overall growth and transformation has been rapid 
industrialization, and the productivity growth, learning, and adaptation 
of technologies associated with it. The underlying reasons for East Asia’s 
successful catch-up have been much debated. Most important, there have 
been different interpretations of the role of the state and the specific 
nature of the region’s integration into the global economy.

From the 1980s, and especially in the early and mid-1990s, there was 
growing international recognition of the rapid economic growth, struc-
tural change, and industrialization of the East Asian region, including the 
four economies of Southeast Asia, namely Singapore, Malaysia, Thailand, 
and Indonesia. Until the Japanese stagnation from the 1990s and the 

Table 5.1 Per Capita GDP Growth in Developing Countries, 1960–2014
Annual Average 

Compound Growth 
Rates

1960–1969 
(%)

1970–1979 
(%)

1980–1989 
(%)

1990–1999 
(%)

2000–2009 
(%)

2010–2014 
(%)

World 3.1 1.8 1.3 1.0 1.0 0.5
East Asia and 

Pacific
5.9 2.7 3.2 1.8 2.7 1.3

Europe and Central 
Asia

3.5 2.4 1.7 1.2 1.2 0.3

Latin America and 
Caribbean

2.5 3.1 −0.4 1.3 1.4 0.7

Middle East and 
North Africa

4.2 −2.1 1.3 2.4 0.5

Sub-Saharan Africa 1.8 0.7 −1.2 −0.7 2.0 0.6
South Asia 1.7 0.2 2.8 3.0 4.5 1.9
Sources: World Bank, World Development Indicators, and author’s calculations (GDP per capita in 
constant 2005 U.S. dollars).

Note: GDP = gross domestic product.
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1997–1998 Asian financial crises, nine East Asian economies experienced 
rapid growth and structural transformation over several decades (see  
table 5.1). The region achieved greater integration into the world econ-
omy, but it did so in radically different ways than have been sought by 
SSA in recent decades, as it simultaneously increased its shares of both 
exports and manufactures compared with GDP (Palma 2009).

The tendency has also been to see East Asia as much more economically 
homogenous than it actually was, and is, and a corresponding inclination 
to see economic progress in the region as similar in origin and nature. Terms 
such as the “Far East,” “Asia-Pacific,” “Pacific Asia,” “East Asia,” “Asian 
miracle,” “yen bloc,” “flying geese,” “tigers,” and “mini-dragons” have  
encouraged this perception of the region as far more economically inte-
grated and similar than it actually was and is.

Although the World Bank study enhanced international recognition 
of the rapid economic growth, structural change, industrialization, and 
consequent poverty reduction, in the East Asian region, it also promoted 
a tendency to see East Asia as a much more economically coherent region 
than it actually was, and a corresponding tendency to see economic 
progress in the region as similar in origin and nature. Before the region’s 
currency and financial crises of 1997–1998, the World Bank and others 
celebrated Malaysia, Thailand, and Indonesia as new models for emula-
tion by other developing countries, especially in SSA. Similar claims have 
resurfaced more recently as East Asia seemed to have fared better than 
much of the rest of the world during the global economic slowdown fol-
lowing the 2008–2009 financial crises. Once again, it has been claimed 
that East Asian economies generally achieved sustained and equitable 
export-led high growth and rapid industrialization.

Implicit in the World Bank study was the claim that the achievements 
of these three Southeast Asian economies were similar to, and compa-
rable with, the other East Asian economies in terms of growth, structural 
change and industrialization. The industrialization records of Malaysia, 
Thailand, and Indonesia, however, have significantly differed from, and 
been inferior to, those of Japan, South Korea, Taiwan, and Singapore 
(Jomo et al. 1997; Jomo 2001, 2003).

S O U T H E A S T  A S I A N  D E V E L O P M E N T

The most important and influential document recognizing the rapid 
growth, structural change, and industrialization of much of East Asia has 
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been the World Bank’s (1993) The East Asian Miracle. At the behest of the 
Japanese executive director at the World Bank, the study was commis-
sioned with Japanese government funding in recognition of the region’s 
rapid growth and structural change. Sustained East Asian growth, trans-
formation and industrialization sharply contrasted with the dismal expe-
riences with structural adjustment programs (SAPs) in Latin America, 
Africa, and other parts of the world, resulting in recession and stagnation 
in several of these economies as well as in slow and unimpressive growth 
elsewhere. This stagnation resulted in the “lost decade” of the 1980s in 
Latin America and the “lost quarter-century” in SSA.

The study identified eight high-performing Asian economies: Japan; 
the four first-generation newly industrializing economies (NIEs) or 
countries (NICs), dragons or tigers, namely, South Korea, Taiwan, 
Hong Kong, and Singapore; and the three second-generation Southeast 
Asian NICs, namely, Malaysia, Thailand, and Indonesia. Importantly, 
China was deliberately left out. The study recognized that the likelihood 
of eight relatively contiguous economies growing so rapidly for such 
sustained periods of time was less than one in sixty thousand. Unlike 
the later 1997 Emerging Asia study, by the now-defunct Harvard Insti-
tute of International Development (HIID) for the Asian Development 
Bank (ADB 1997), also dominated by the Japanese government with 
U.S. government acquiescence, it did not have anything to say about 
geography.

The Miracle study helped shift the World Bank from its Washington 
Consensus market fundamentalism of the 1980s to acknowledge an 
important developmental role for the state in the 1990s. This impres-
sion has been reinforced by other World Bank publications, especially 
the 1997 World Development Report, which advocated effective—rather 
than minimalist—states (World Bank 1997), its Economic Growth in the 
1990s: Learning from a Decade of Reform report (World Bank 2005), and 
the work of the Growth Commission it sponsored, chaired by Michael 
Spence. The study identified at least seven types of state interventions as 
having been important in East Asia, but it endorsed only four functional 
interventions for emulation by others:

• ensuring macroeconomic discipline and macroeconomic balances
• providing physical and social infrastructure
• providing good governance more generally
• raising savings and investment rates
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These four functional interventions were deemed less distortive of 
markets or desirable to compensate for alleged market failures. However, 
the study was more critical of three identified “strategic” interventions—
that is, directed, subsidized credit; international trade; and industrial pol-
icy interventions—all considered to be more distortive of markets.

It is useful to compare and contrast what actually happened in East 
Asia with the World Bank’s version. There is little disagreement that 
maintaining macroeconomic balances was important in the region. But 
the Bank’s recommended parameters of macroeconomic discipline were 
moot. For instance, inflation was generally kept under 20 percent in the 
high-performing Asian economies (HPAEs; the World Bank study’s pre-
ferred term), but it was certainly not always below 10 percent, as urged by 
the World Bank. Single-digit inflation was neither a policy priority nor 
always ensured in some HPAEs during their high-growth periods.

Similarly, neither the fiscal balance nor the current account of the bal-
ance of payments were always maintained in balance, let alone in sur-
plus. Malaysia and Thailand had relatively high current account surpluses 
throughout the 1990s, while countries with small budgetary deficits or 
even surpluses were not spared the 1997 currency attacks and massive 
depreciations of the Asian financial crisis.

The high level of East Asian savings mainly includes corporate or 
firm savings, rather than household savings. Household savings in 
Southeast Asia are not much higher than in the rest of the world, except 
in Malaysia. The difference in Malaysia is probably the result of manda-
tory or forced savings schemes introduced in Malaysia and Singapore 
during the late colonial period and the relatively high share of wage 
earners in the labor force. This contrasts with the widespread presump-
tion that savings and investment rates are high in the region because 
East Asians are culturally inclined to be thriftier—unlike Africans and 
Latin Americans.

In pursuing the supposedly functional interventions, East Asian gov-
ernments were not just market conforming; rather, they were playing 
important roles, which have been more than merely market augmenting. 
Clearly, such interventions were not in line with the Washington Con-
sensus. As for the more controversial, so-called strategic interventions, 
the World Bank grudgingly claimed that only financial interventions 
were successful in East Asia, particularly in Northeast Asia—that is, in 
Japan, South Korea and Taiwan. The World Bank, however, also implied 
that nobody else was capable of successfully pursuing policies that the 
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Northeast Asians successfully implemented because state capabilities there 
were unique and could be not replicated.

Creating the conditions for attracting foreign direct investment 
(FDI)—rather than liberalizing financial markets—has had much more 
to do with reforming incentives and governance more generally to attract 
such investments. Southeast Asian governments, notably in Singapore 
and Malaysia, have especially sought to attract FDI. The rationale offered 
has been that domestic industrial capabilities are not capable of becoming 
internationally competitive.

Attracting FDI, however, should be distinguished from capital account 
liberalization, which came under renewed consideration after the 1997–
1998 East Asian financial crises. Those crises were precipitated by an 
eventually successful currency attack on the overvalued Thai baht, with 
contagion greatly exacerbated by herd-like panicky withdrawals from the 
entire Southeast Asian region, inducing currency and stock market col-
lapses (Jomo 1998). Because those who control financial assets had come 
to enjoy disproportionate political influence in Southeast Asian econo-
mies, liberalizing financial markets, ostensibly to induce net inflows of 
portfolio investments, enabled easier significant movements in and out  
of the market, especially at moments of crisis when such inflows were 
most needed.

The Miracle study claimed that government interventions were trade-
distortionary and generally unsuccessful in East Asia, with minor excep-
tions. Contrary to the impression given, the Japanese, South Korean, and 
Taiwanese governments successfully pursued import-substituting indus-
trialization from the 1950s, but they also promoted export orientation 
from the 1960s while ensuring that their industries quickly became inter-
nationally competitive by using conditional incentives and performance 
criteria to accelerate industrialization.

For example, infant industries were given effective protection conditional 
on export promotion, which had the effect of forcing firms and industries 
to quickly become internationally competitive. Firms were protected for 
certain periods, depending on the complexity of the products being made 
and assessments of reasonable learning time requirements. Strict disci-
pline was imposed, requiring that firms begin exporting certain output 
shares within specified periods in return for temporary import protection 
and other incentives enjoyed. Such policies forced firms to reduce their 
production costs as quickly as possible, for example, by trying to achieve 
greater economies of scale and to accelerate learning. Requiring exports 
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also meant that producers sought to achieve international quality stan-
dards quickly, imposing pressures to progress technologically in terms of 
both products as well as processes.

The Miracle study claimed that Southeast Asia began to take off only 
after economic liberalization in the mid-1980s, arguing that economic 
recovery, rapid growth, and industrialization were the consequences. This 
sweeping claim ignores the role of the region’s undervalued exchange rates 
and other incentives during that period to relocate manufacturing out-
put from Japan and the first-generation East Asian NIEs into the rest of 
Southeast Asia as well as China. Although exports may rise with greater 
external market access, imports also tend to rise strongly with trade liber-
alization, especially if the domestic currency appreciates as a consequence 
of greater exports. The possibility of increased agricultural exports, how-
ever, does not necessarily ensure stronger domestic economic growth, as 
the collapse of Sub-Saharan African manufacturing and the stagnation 
of Sub-Saharan African food agriculture from the late 1970s make clear. 
Thus, trade liberalization condemned SSA to economic regression by 
undermining, and not supporting, its nascent industries.

Although the World Bank did not really tout an East Asian model as 
such, the Miracle study often has been seen as recommending this. More 
generally, East Asia has been treated as a single entity constituting a flock of 
flying geese or even a yen bloc. Many commentators have discussed generic 
East Asian models, approaches, and ways of doing things. After the end of 
the Japanese boom in the early 1990s, in particular following the 1997–1998 
regional financial crisis, sentiment on East Asia soured. Miracle talk was 
replaced with similarly broad-brushed generalizations about the East Asian 
debacle, crony capitalism, and other regional liabilities and afflictions.

Many lessons can be drawn from East Asian experiences, but they are 
certainly far from constituting variants of a single model. In addition, 
Southeast Asian countries were quite distinct from the rest of East Asia 
in some important respects (e.g., the role of FDI). Some deregulation 
in the mid-1980s was accompanied by some new private sector–oriented 
regulation, more appropriate to the new industrial policy priorities of 
the governments of Singapore, Malaysia, Thailand, and Indonesia (Jomo 
et al. 1997). In contrast, those most successful in developing indigenous 
industrial capacities and capabilities in East Asia then—namely, Japan, 
South Korea, and Taiwan—hardly depended on FDI, which played rela-
tively small roles in the catch-up stage of their industrialization. There 
has also been considerable diversity in the role and performance of public 
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investments, including state-owned enterprises, in Southeast Asia. For 
instance, the single largest Singapore firm investing abroad has been the 
Government Investment Corporation.

R
The World Bank’s Miracle study urged other developing countries to 
emulate Southeast Asia, not Northeast Asia, even though the achieve-
ments of the first-tier East Asian NIEs (including Singapore) were clearly 
superior in economic performance compared with the second-tier South-
east Asian NICs. Thus, until the 1997–1998 financial crises, Singapore, 
Malaysia, Thailand, and Indonesia were presented as having achieved 
rapid, sustained, and equitable export-led growth and industrialization.

Despite Southeast Asia’s much greater resource wealth-based growth, per 
capita income and economic welfare in Northeast Asia have been superior 
over the long term. From the 1960s until the early 1990s, growth rates in 
Northeast Asia averaged about 8 percent, compared with about 6 percent 
for Southeast Asia. This 2 percent difference, compounded over more than 
a quarter century, and lower population growth—except in Hong Kong 
because of immigration from China and, perhaps, Singapore—accounts for 
the growing gap between Northeast Asia and Southeast Asia. Immigration 
into Hong Kong, Malaysia, Singapore, and Thailand accounts for signifi-
cant proportions of the labor forces while it also lowers wage costs, although 
Singapore has increasingly attracted more highly skilled professionals.

Southeast Asia’s achievements have been less impressive in some critical 
ways, causing some to argue that resource wealth is not a blessing, but a 
curse, in so far as it postpones the imperative to develop in a more balanced 
way. Northeast Asia has long had more sophisticated and effective industrial 
policies compared with Southeast Asia, accounting for their important dif-
ferences in industrial and technological capacities and capabilities. Indus-
trialization in Southeast Asia, especially in Singapore and Malaysia, was 
primarily driven by FDI, in contrast with Northeast Asian industrialization.

Clearly, important lessons can be drawn from Southeast Asia, but 
there is no single Southeast Asian model either. For many reasons, it 
does not make much sense for any other country to try to emulate any 
particular economy in the region, let alone Southeast Asia more gener-
ally. Most other developing countries will find it impossible to emulate 
the Southeast Asian region, even if they want to, as the circumstances 
they face are quite different. Lessons to be drawn from Southeast Asian 
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experiences are best drawn from carefully nuanced analysis, rather than 
by making generalizations about a rather diverse region.

The much greater Southeast Asian dependence on FDI raises ques-
tions about the actual nature of industrial and technological capacities 
and capabilities in these economies—in particular, about the region’s sup-
posedly most dynamic and export-oriented sectors. This, in turn, raises 
concerns about the sustainability of their growth and industrialization 
processes, especially if they are later deemed less attractive for further 
FDI—for example, as other more attractive locations become available. 
Dominance by foreign transnationals has often subordinated and margin-
alized domestic industrial capital in the region, allowing finance capital, 
both domestic and foreign, to become more influential in the region. 
Thus, transnational dominance of Southeast Asian industrialization has 
facilitated the ascendance and consolidation of financial interests and 
politically influential rentiers.

The 1997–1998 Southeast Asian debacle can be traced to poorly con-
ceived and sequenced financial liberalization that resulted in attracting 
massive, but easily reversible, capital inflows into the region. Capital 
inflows tended to raise foreign reserves, domestic credit availability, and 
exchange rates. The combination of increased capital inflows, credit 
expansion, and exchange rate appreciation raised aggregate demand more 
rapidly than GDP, further increasing the current account deficit. There 
is no evidence that capital inflows into the region contributed signifi-
cantly to accelerating economic growth, even in the tradable sectors of the 
economy. Instead, these inflows contributed greatly to asset price bubbles, 
whose inevitable collapses were accelerated by currency crises with dev-
astating consequences. Other likely consequences included consumption 
binges as well as poor and excessive investments.

Thus, the Southeast Asian miracle—as represented by Malaysia, Thailand,  
and Indonesia—was inferior to the rest of the region’s economic achieve-
ments in terms of growth, inequality, industrialization, policy formulation 
and implementation, human resource development, and industrial and 
technological development. Although the 1997–1998 financial crises were 
not direct outcomes of these factors, or even of cronyism or poor corpo-
rate governance, as was widely alleged, the fragility and vulnerability of the 
region’s national financial systems were not unrelated (Jomo 1998, 2001, 
2004). The region’s weaknesses were beginning to adversely affect growth 
and industrialization in the region even before the crisis, with some failings 
continuing to limit growth and structural transformation since.
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G O V E R N M E N T  R O L E

The most moot aspect of East Asian growth has been the role of gov-
ernment. At the risk of caricature, there have been three—sometimes 
distinct, sometimes overlapping—characterizations of the role of the state 
in the East Asian economic miracle: a minimal state, a market-friendly 
state, or a developmental state.

The first, essentially laissez-faire view argues for a minimal role for the 
state, asserting that it has been largely irrelevant or actually obstructive 
of the essentially private market forces which have contributed to rapid 
growth and structural transformation, including industrialization. Little, 
Scitovsky, and Scott (1970) first articulated this view, but others have 
as well. Such a view became especially influential from the early 1980s 
in the Anglophone world with the election of Mrs. Thatcher and Mr. 
Reagan, inspiring what John Toye (1987) called the “counter-revolution” 
against development economics led by Peter Bauer and Deepak Lal, and 
reflected, for example, in the World Bank’s World Development Reports of 
the early and mid-1980s.

The second market-friendly state perspective was greatly enhanced by 
the World Bank’s (1993) East Asian Miracle study. Drawing from neoclas-
sical welfare economics, this view made the case for government interven-
tion on the basis of externalities and market failures. The World Bank 
(1993) approved of these “functional” interventions—as opposed to 
“market-unfriendly,” “strategic” interventions, which it did not approve of.

Although largely accepting arguments for state interventions to address 
market failures, advocates of the developmental state perspective argued 
that government interventions in East Asia generally went well beyond the  
market-friendly functional interventions approved of by the World Bank 
study (1993). Although the Miracle study disapproved of so-called stra-
tegic interventions, proponents of the developmental state perspective 
claim that selective industrial policies—involving trade, financial, and 
other interventions—accounted for the “late industrialization” in East Asia 
(Amsden 1989; Chang 1994; Wade 1990).

The key argument is that such interventions have been crucial for 
developing new industrial capabilities that did not previously exist, and 
that would not have spontaneously emerged because of market forces 
alone. Governments used trade protection, subsidized credit, and export 
support to induce desired investments while also monitoring and evaluat-
ing performance with the credible threat of withdrawal of support or even 
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sanctions to ensure compliance. Especially in Northeast Asia, countries 
thus created new capacities and capabilities in industries with prospects 
of “long-term growth in output, profits, and wages” (Wade 1990, 355), 
rather than simply expanding existing export activities.

T R A D E  O P E N N E S S ?

Laissez-faire versions of East Asian experiences claim that market com-
petition, openness, and export orientation were key ingredients of East 
Asia’s impressive economic performance. But such an interpretation 
requires stretching the meaning of laissez faire. For example, East Asian 
governments have not been insistent on market competition at all times. 
This approach was justified as necessary to avoid wasteful, excessive 
competition and to enable firms to achieve economies of scale. Instead 
“contests,” or “managed competition,” as well as incremental exposure 
to foreign markets forced firms to become internationally competitive as 
quickly as possible “within reason.” Specific policies have included licens-
ing entry or conditional entry as well as regulation of capacity expansion.

In terms of economic openness and trade liberalization, there is a criti-
cal difference between free trade, à la Little, Scitovsky and Scott, and the 
juxtaposition of export promotion with import protection, as found in 
Northeast Asia. As many have noted, East Asian governments have not 
been as open to free trade as claimed, for example, by the ADB’s (1997) 
Emerging Asia: Changes and Challenges study. Instead, Bhagwati (1988) 
and others have argued that free trade has only been simulated, with the 
consequences of import protection in East Asia partly offset by export 
subsidies. But this is certainly not free trade as generally understood.

The Emerging Asia study claimed that consistently open economies 
grew by an average of 2 percentage points more than considerably closed 
economies during 1965–1990. This finding relied on the categorization 
of countries as open or closed by Sachs and Warner (1995). They asserted 
that Thailand had been consistently open, that Indonesia had been open 
since 1970, and that the Philippines had been open only since 1988. Such 
an interpretation is based on a “selective reading” of the evidence and 
“creative classification of countries.”2

In summary, East Asian economies did not simply build on their 
existing primary export activities, but instead, proactively promoted 
dynamic new industrial and even agricultural capacities and capabili-
ties, thus transforming their engagement with the world economy—and 
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did so quite differently from Latin America or SSA (Palma 2009). The 
economic histories of Japan, South Korea, and Taiwan suggest that most 
early industries began by producing for protected domestic markets—as 
is typical of import-substituting industrialization. The East Asian differ-
ence has been in effectively requiring and facilitating rapid transitions to 
production for export, often through the creative deployment of trade 
policy, which may be summed up as “effective protection conditional on 
export promotion.”

Requiring exports also meant that producers had to achieve interna-
tional quality standards quickly, which imposed pressures to progress 
technologically in terms of both products as well as processes.

Targeted trade, industrial investment and technology policies have 
been important in achieving structural transformation based on indus-
trialization. Although Northeast Asia developed primarily with domestic 
capital, Southeast Asia has been more externally oriented, in terms of 
reliance on both foreign capital as well as markets. Hence, Southeast Asia 
has been more directly involved in the regionalization of production led 
by Japan, which often is referred to as involving a flying-geese pattern. 
The major Southeast Asian achievement in terms of industrial policy has 
involved the promotion of primary commodity raw material processing, 
for example, food and cut gem exports from Thailand, palm oil refining 
in Malaysia, and Indonesian plywood milling.

All this is not to imply that industrial policy has always been well 
motivated and successfully deployed. Nevertheless, the World Bank’s 
claim of trade policy failure is both erroneous and methodologically 
problematic, and does not distinguish government interventions moti-
vated by different considerations, such as the desire to enrich a politi-
cally influential, or otherwise favored, concessionaire. The Emerging Asia 
study (ADB 1997) cites problems with South Korea’s heavy and chemical 
industrialization drive, but as with the undeniable policy failures attrib-
uted to the Japanese Ministry of International Trade and Industry, such 
selective evidence is not conclusive proof of the inevitable failure of all 
industrial policy.

S A D  T R O P I C S ?

The Emerging Asia study (ADB 1997) suggests that temperate countries 
grew, on average, by 1.3 percentage points more than tropical countries 
during the 1965–1990 period, after controlling for other factors. The study 
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explains this significant shortfall in terms of the greater prevalence of dis-
ease, poorer soils, more frequent typhoons, and other natural calamities in 
the tropics. Surprisingly, the study seems oblivious of W. A. Lewis’s pio-
neering work on economic conditions in the tropics. As Lewis (1978) has 
shown, tropical exports grew faster than temperate-zone exports during 
the last period of global liberalization from the end of the nineteenth cen-
tury. For the period 1883–1913, for example, French Indochina, Thailand, 
British Ceylon, West Africa, and Madagascar all had average annual 
export growth rates of 5 percent or more, whereas Brazil experienced a 4.5 
percent growth rate. The comparable rates for temperate settlements, the 
United States and Northwest Europe, ranged between 4.3 and 3.5 percent.

Although the tropics generally had more modest export bases than the 
temperate zone, they were able to respond to export demand despite the 
disadvantages they faced. Lewis emphasized that not all tropical countries 
were able to seize opportunities from increased export demand. He sug-
gested that the exports in greater demand were largely water intensive; 
hence, they favored water-abundant countries, whereas more arid tropical 
grassland areas could not benefit from the increased demand for tropical 
agricultural products.

As the Southeast Asian newly industrializing countries and some other 
tropical countries have also grown rapidly since the 1960s, it is necessary 
to explain why most tropical countries have fared so poorly in the past two 
centuries. It is not enough to attribute the tropical growth shortfall simply 
to “pests, diseases, typhoons, and other natural calamities,” although such 
factors may not have been unimportant.

Lewis observed that the terms of trade for tropical agricultural exports 
deteriorated badly against temperate exports. In the half century between 
1916 and 1966, the price index for natural rubber fell from 100 to 16. This 
suggests that productivity gains in the tropics were largely lost to wors-
ening terms of trade, and the situation has been even worse in cases in 
which few productivity gains were made. This Lewis thesis holds for the 
subsequent period as well, including during the commodity “super-cycle” 
(Erten and Ocampo 2012).

The Green Revolution of the 1960s and 1970s involved three cereal 
crops, namely rice, wheat, and maize, although subsequent research has 
also focused on other lucrative commercial or cash crops. With agricul-
tural research and development (R&D) largely taken over by agribusiness 
corporations in recent decades, access to the means to raise productivity 
is increasingly determined by farmers’ ability to pay the rising costs of 
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these commercially controlled means for enhancing productivity. Intal 
(1997) argued that higher temperate agricultural productivity has partly 
been due to long, sustained, and larger investments in agricultural R&D, 
which temperate developing countries (e.g., Chile and South Korea) have 
been better able to take advantage of. The tropical Green Revolution 
in rice farming since the 1960s has mainly benefited irrigated farms in 
Southeast and South Asia, whereas dry-crop agricultural practices involv-
ing most food crops in Africa have generally been neglected. The Malay-
sian, Indonesian, and Thai successes with tree crop agriculture do offer 
some hope. In Malaysia, significant investments in tree crop agricultural 
R&D (e.g., rubber, oil palm, and cocoa), as well as rural infrastructure 
expedited significant productivity gains.

Government spending in rural areas and on agriculture in Southeast 
Asia has been motivated by political considerations, especially to secure 
rural political support. Also, except for land settlement schemes for the 
rural poor, most government spending on agriculture has not favored 
the poor. Instead, such public expenditure has tended to benefit the rela-
tively better off, including those who have better access to land, credit, 
and markets. This is also true of improved rural infrastructure or social 
services, including health and schooling, and of agricultural subsidies in 
the form of subsidized fertilizer or other agricultural inputs usually distrib-
uted according to the amount of land owned or cultivated. Likewise, those 
with more land are more likely to increase their output with irrigation, 
improved seeds, and other factors of production. Nevertheless, the poor 
have benefited in so far as the rising tide of greater output lifts all boats.

In Malaysia and Indonesia, agricultural and infrastructure spending 
has benefited plantation, more than peasant or smallholder agriculture. 
As agricultural taxation has been generally proportional to land cultivated 
or to output, government rural and agricultural spending has benefited 
plantations as well as larger smallholders more than smaller smallhold-
ers, let alone tenants or sharecroppers. In the case of the rubber replant-
ing and research funds in Malaysia, for example, total land cultivated 
was a major determinant of ease, and hence, frequency of replanting. 
Thus, larger farmers benefited more from replanting support payments 
and higher productivity from the latest rubber plant clones (Khoo 1980).

The geographic specificities of agriculture imply that for imported agri-
cultural varieties and technologies to be successfully adopted, effective 
adaptive investments in R&D and extension are needed. Unfortunately, 
with the more modest growth of agriculture in recent decades, compared 
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with industry and services, many governments have neglected agriculture, 
or worse, have become biased against it. This has exacerbated the condition 
of small farm agriculture, in turn worsening prospects for rural poverty 
eradication, typically heavily dependent on agricultural productivity gains.

R E S O U R C E  C U R S E ?

In recent decades, many argue that being a natural resource-rich country 
is bad for growth, structural transformation, and development. Curiously, 
the Emerging Asia study (ADB 1997) defines natural resource abundance 
in terms of the ratio of net primary exports to GDP in 1971, without 
distinguishing between extractive natural resources (especially minerals) 
and agricultural products. So-called Dutch Disease mainly involves 
the former, which tends to be capital intensive and involves only a small 
share of the population in resource extraction. Consequently, the added 
income accrues to a few, whereas appreciation of the country’s currency 
affects the entire population.

Agricultural exports generally involve much more of the popula-
tion, and increased income usually accrues to all producers, diffusing 
the adverse consequences of currency appreciation. The Southeast Asian 
high-performing economies have been major agricultural exporters, 
successfully offsetting problems associated with the mineral exports of 
Malaysia and Indonesia—in sharp contrast to, say, Nigeria. Good macro-
economic management has also helped, especially to offset the tendency 
to indulge in expenditure on nontradable goods.

P E R S P I R AT I O N ,  N O T  I N S P I R AT I O N ?

Growth accounting exercises—suggesting little total factor productivity 
(TFP) growth in most of the region—have also been invoked by Paul 
Krugman (1994) and others to suggest that East Asian economic growth 
has not involved much technical progress. The claim is that rapid growth 
in the region has largely been due to massive factor (capital and labor) 
inputs resulting from high savings and investment rates, growth of the 
formal sector labor force, and human resource investments.3 Further fac-
tor inputs were bound to run up against diminishing returns, and rapid 
East Asian growth could not be sustained, at least not at breakneck pace.

Comparing wage rates to labor productivity in manufacturing for 1992, 
Intal (1997, table 4) showed the high proportion of wages and salaries 
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to value addition per worker in economies such as Hong Kong (0.51), 
India (0.39), and Singapore (0.34) compared with Malaysia (0.28), 
South Korea (0.26), Philippines (0.23), Sri Lanka (0.19), Thailand (0.15  
in 1990), and Indonesia (0.14). This comparison suggests that the low 
wages received by Indian workers did not ensure their labor cost competi-
tiveness. The situation in much of Africa suggests that not unlike Indian 
labor, African labor may also not be competitive in such wage and pro-
ductivity comparisons.

Intal (1997) has argued that the marginal labor productivity, and hence 
the opportunity cost of farm labor moving to manufacturing, is higher 
in African economies compared with land-scarce Asian economies, even 
though average labor productivity is usually higher in the latter. Hence, he 
suggested, it is unlikely that the former will be able to compete with the 
latter in labor-intensive manufactures. The Malaysian experience suggests 
that such labor-scarce, land-abundant economies can only be competitive 
in skill-intensive, rather than in unskilled, labor-intensive manufactures, 
requiring considerable prior investments in human development.

S U B R E G I O N A L  C O N T R A S T S

Although many lessons can be drawn from the East Asian experience, they 
certainly are far from constituting a single model. Southeast Asia is quite 
distinct from the rest of the region in many respects. Additionally, income 
inequalities are much lower in South Korea and Taiwan compared with 
Malaysia and Thailand, and most observers believe that inequality is much 
higher in Indonesia than what the published data have suggested. Both 
South Korea and Taiwan achieved this through land reforms in the early 
phase of their development. Conversely, most Southeast Asian countries 
have not addressed such initial asset distribution perpetuating inequality. 
Northeast Asia also ranks higher in terms of human development.

In sum, what Southeast Asia has achieved has been less impressive in 
some critical ways. Improvements in per capita income and economic 
welfare have been much more significant in Northeast Asia compared 
with Southeast Asia (with the exception of Singapore), despite the rela-
tively far greater resource wealth of Southeast Asia. Consequently, some 
now argue that resource wealth is not a blessing, but rather, a curse, inso-
far as it postpones the imperative to develop in a more balanced way. The 
major policy differences between Northeast and Southeast Asia have had 
major consequences for late industrialization. Industrial policy has been 
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far more extensively deployed in Japan, South Korea, and Taiwan than 
in the second-tier Southeast Asian NICs. The success of such industrial 
policy is reflected in the greater industrial and technological capabilities 
of the former compared with the latter.

For a number of other reasons too, it does not make much sense for 
any country to try to emulate any particular economy in the region or 
East Asia more generally. Most developing countries will find it impos-
sible to emulate Southeast Asia, even if they want to. Nevertheless, some 
important lessons can be drawn from East Asian experiences.

I S  T H E  E A S T  A S I A N  E X P E R I E N C E  S T I L L  R E L E VA N T  

F O R  A F R I C A N  D E V E L O P M E N T ?

It remains useful to recall East Asian experiences when considering con-
temporary challenges facing African economic policy makers, especially 
following recent global trends, especially technological developments, 
international trade arrangements, and the changing roles of states. African 
countries had been largely “structurally adjusted” by the late 1990s, with 
major changes in African economic policies and institutions. Africa has  
thus been “liberalized” and opened to globalization. Most African countries 
have experienced currency devaluations, trade liberalization, and privatiza-
tion besides implementing various foreign investor-friendly policies.

Mkandawire (2005) argued that structural adjustment in Africa and 
the deflationary bias of the macroeconomic policies favored by the 
Washington Consensus have put the continent on a “low growth path.”4 
After all, the often-invoked determinants of growth, are themselves 
endogenously determined by growth (McPherson and Goldsmith 2001), 
including the global slowdown of the last two decades of the twentieth 
century (Easterly 2000). Growth was slower in the 1980s and 1990s fol-
lowing liberalization and globalization in most of the developing world, 
especially SSA, compared with the previous two decades (Weisbrot, 
Baker, Naiman, and Neta 2000; Weisbrot, Naiman, and Kim 2000; 
Weisbrot, Baker, Kraev, and Chen 2001). Slower growth can be partly 
attributed to the deflationary bias inherent in the Bretton Woods institu-
tions’ stabilization and structural adjustment programs. From early in the 
new century, investment and growth rates rose in much of the continent 
for more than a decade, although the consequences for human welfare 
varied quite significantly because of the minerals origins of much of the 
recent expansion.
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Economic liberalization has seriously constrained the scope for gov-
ernment policy interventions, especially selective industrial promotion 
efforts. This is especially apparent in international economic relations, 
but it is also true of the domestic policy environment, where policy 
advice and conditionalities as well as World Trade Organization (WTO) 
and other obligations have radically transformed and constrained the 
scope for national economic policy initiatives. The question then 
becomes whether lessons from Asia are still relevant for Africa today, 
especially in the current context. Invariably, the circumstances of such 
policy changes as well as the limited policy capabilities of the govern-
ments concerned have meant that little preparation—in terms of a pro-
active strategy or transitional policies to anticipate and cope with the 
implications of sudden exposure to new international competition—has 
been undertaken.

Only some of the investment policy instruments of the past are viable 
or feasible today, including many used successfully under different cir-
cumstances of Cold War East Asia. Some of the main industrial policy 
tools still available have been used by many advanced industrial econo-
mies, including those that currently reject selective industrial promotion. 
Indeed, most advanced economies have a plethora of policies and institu-
tions involved in R&D, skills training, investment promotion, and infra-
structure provision, including, for example, for the new information and 
communication technologies (ICT).

Such policies are probably necessary, but they certainly are not suf-
ficient for stimulating and sustaining economic growth and structural 
change for developing countries to try to catch up. Additional policies 
are urgently needed to prevent such economies—already at a historical 
disadvantage in various regards—from falling further behind the indus-
trially more developed economies of the North as well as the other newly 
industrializing economies that have emerged in recent decades.

G L O B A L I Z AT I O N

Recent globalization has gone well beyond the mere expansion of trade 
and investment flows. Global production patterns have changed in recent 
decades, particularly since the turn of the millennium, largely driven 
by transnational corporations’ (TNCs) changing global value chains. 
As deepening globalization has been facilitated by changes in trade 
and investment rules, concern is growing that WTO and other trade 
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regulations are limiting the policy space for developing countries, gener-
ally, and Africa, in particular.

Several specific measures adopted by East Asian governments in their 
industrialization strategies are no longer permitted under WTO rules, 
requiring reconsideration of development strategies. Most important, 
under the WTO’s Agreement on Subsidies and Countervailing Measures, 
subsidies conditional on export performance and local content subsidies 
are prohibited, except for the least developed countries (LDCs). Similarly, 
local content, employment, and technology transfer requirements for 
FDI also have been limited (United Nations 2010). Stricter intellectual 
property protection further constrains developing countries from repli-
cating and adapting technologies from abroad, which was a key aspect of 
East Asian development strategies. With nonagricultural market access 
regulations among the requirements set by powerful developed econo-
mies before considering conclusion of the WTO Doha Development 
Round trade negotiations, non-LDC African countries risk further loss of 
flexibility in using tariffs to pursue import-substitution industrialization 
strategies (UNCTAD 2011).

Meanwhile, globalization has deepened, as TNCs increasingly produce 
goods and services involving cross-border value-adding activities. Thus, 
the growth of export-oriented production in East Asia has involved greater 
geographical fragmentation of production. Instead of shallow integration 
characterized by trade in goods and services among corporations, recent 
decades have seen deeper integration, which often occurs within large firms 
or among affiliated business entities. Hence, development strategies involv-
ing industrialization and structural transformation following the East Asian 
experience are said to have become less relevant as global value chains have 
changed, and prices for manufacturing goods typically exported by low-
income countries fell more rapidly with the entry of China into global mar-
kets (Kaplinsky 2006); more recently, this argument has been extended to 
include Vietnam, Bangladesh and more recent manufacturing economies. 
With the ability to industrially upgrade within value chains controlled by 
foreign firms much more difficult, the new international trade specializa-
tion risks consigning SSA countries to primary production of minerals and 
agriculture for export (Kaplinsky and Farooki 2010). Even exemptions and 
other privileges for LDCs have been eroded, exacerbated by the plethora of 
new trade, investment, and intellectual property rights treaties, rules, and 
regulations, including plurilateral and bilateral arrangements that increas-
ingly challenge and undermine multilateralism.
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TNCs are now believed to account for about two-thirds of international 
trade. About 40 percent of such trade takes place within—rather than 
between—companies. Since the 1980s, manufacturing value chains have 
grown faster than other contributions to international trade expansion. 
Thus, new and often-changing specialization or divisions of labor have 
emerged internationally, based on differences in wages, skills, technology, 
and logistics. With the early growth and spread of TNCs, greenfield FDI 
rose rapidly. With financial globalization accelerating in the 1990s, how-
ever, mergers and acquisitions (M&As)—rather than greenfield invest-
ments—came to account for most FDI. Although M&As do not add 
anything to productive capacity in and of themselves, they have contrib-
uted to growing international relocation and integration of production.

Domestic economic and technological capabilities have increasingly 
become important determinants for attracting FDI. Such capabilities may 
be reflected in the form of internationally competitive industrial firms 
or clusters. As Sanjaya Lall (2003) put it, successful globalization for 
host economies requires efficient localization. For investment, growth, 
and structural change to be sustained, it is necessary for the domestic 
investment environment to be attractive, requiring coordinated proactive 
efforts by national and local authorities. There is strong evidence of heavy 
concentration of FDI, particularly in more sophisticated activities involv-
ing greater value addition and worker incomes. With few exceptions, for 
example, mining, there is little reason to believe that such FDI has any 
particular interest in investing in most of Africa in current circumstances.

T E C H N O L O G I C A L  C H A N G E

Advances in transportation as well as ICT have been major drivers of 
globalization. The latter, in particular, is widely seen as the key general-
purpose technology of globalization, driving technical progress in a wide 
range of sectors (Jovanovic and Rousseau 2005). ICT has enabled corpo-
rations to manage complex global supply chains, and thus, it has been a 
precondition for outsourcing and off-shoring production tasks, initially 
in manufacturing, such as apparel and electronics, and gradually, in more 
sectors, including services and knowledge work.

ICTs have eased the diffusion of information and facilitated bet-
ter access to global knowledge for all, including developing countries. 
Because of science and technology’s critical role in addressing the social, 
economic, or environmental challenges that countries face, this wider 
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diffusion of information is contributing to progress in a wide range of 
areas. At the same time, innovative activity and technology development 
continue to be concentrated in a small number of advanced economies, 
with only a few developing countries, such as China, India, and Brazil, 
participating more significantly in recent decades. As core R&D activities 
are rarely outsourced, they tend to be controlled by corporate headquar-
ters in developed countries (Castaldi, Cimoli, Correa, and Dosi 2009).

Given the pervasive and rapid nature of technological change, coordi-
nated proactive efforts are needed. Private agents are not able to respond 
adequately to new situations and challenges, and cannot do so in the 
coordinated fashion needed to address the diverse needs of selective 
investment promotion efforts in the new circumstances. For Lall, some of 
the new circumstances to be considered include the following:

• Compression of space, with declining communications and transport 
costs, as well as faster services.

• Greater information availability, which is likely to grow, rather than 
recede, with more information on a greater range of issues more easily 
available.

• As markets become more integrated, new threats posed by greater com-
petition tend to outweigh the new opportunities offered by greater 
access to larger markets.

• Economic activities have become more technology intensive, offering 
potential new benefits (e.g., more options, technology learning, pro-
ductivity gains, spillover benefits, management flexibility) for those 
adequately prepared, but often placing others at greater disadvantage. 
The new technologies require new skills, management, institutions, and 
infrastructure. Using the new technologies effectively and efficiently 
also requires greater domestic technological capabilities as well as new 
forms of specialization and organization.

In Lall’s (2003) survey of the developing world, East Asia led in terms 
of economic performance, with fastest growth, more exports, and greater 
technology intensity. He also noted significant differences in selective 
investment policy among East Asian countries, and found those in South-
east Asia to be poorer and far more vulnerable. In contrast, although 
some of the more industrialized Latin American countries had developed 
strong industrial capabilities and skills as well as ICT infrastructure, their 
technology and R&D institutions remained weak. FDI has been high in 
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some Latin American countries in recent years, but much of this invest-
ment has involved M&As. Even greenfield FDI has generally not been as 
dynamic in transforming technological structures and capabilities as in 
Singapore or China. There is little evidence suggesting better prospects 
for FDI in Africa. Development prospects for Africa are generally quite 
poor because of inadequate and inappropriate investment-inducing poli-
cies and institutions, due to the influence of the Washington Consensus.

Clearly, industrial development in the new circumstances requires 
international competitiveness. Such competitiveness is increasingly deter-
mined by factors other than wage cost or exchange rate competitiveness, 
as important as these may be. The inability to compete effectively implies 
being by-passed, and ultimately, results in stagnation at the lower end of 
the technology and income ladder. In light of existing African industrial 
capacities and technological capabilities, it is difficult to imagine how 
trade liberalization can enhance African industrial development.

To date, globalization and liberalization have increased industrial and 
technological divergences, which often reflect differences in industrial 
competitiveness. Industrial rationalization at the global level may well 
lead to concentration in a few major production locations, particularly 
for successful first movers with strong technological capabilities and 
industrial agglomerations. But market forces augmented by economic 
liberalization cannot be relied on to check—let alone reverse—such dif-
ferences in international competitiveness. For the few countries that suc-
cessfully participate in such globalized production, sustaining growth will 
increasingly depend on the ability to upgrade industrial skills and indig-
enous technological capabilities, which cannot be ensured by previous 
achievements alone.

C O N C L U S I O N :  A  N E W  R O L E  F O R  T H E  S TAT E ?

For SSA, the past few generations of policies espoused by the Washington 
Consensus—first involving “getting prices right” and then, “getting insti-
tutions right” and “good governance”—are still offered as advice, if not 
imposed as conditionalities. Meanwhile, income levels in much of SSA 
are still considered too low to generate the domestic resources needed for 
rapid growth. Historically, however, the record is clear that raising invest-
ment rates, in turn, raises savings rates, rather than the converse. Thus, 
creating enabling investment conditions will do much more for sustain-
able investments than the current emphasis on attracting FDI, which has 
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met with modest and uneven success. The Northeast Asian experience also 
underscores the notion that ownership matters and that domestic invest-
ments are far more likely than foreign investments to lead to sustainable 
industrialization. The earlier emphasis on trying to raise savings rates with-
out facilitating investment opportunities was also clearly unsuccessful.

The transformations of recent decades have had significant implica-
tions. Although economic liberalization at international and national 
levels undoubtedly constrain and limit investment policy options, cur-
rent circumstances pose new challenges that can be adequately and suc-
cessfully met and overcome only with appropriate proactive investment 
and technology policy measures. These are especially needed to enhance 
competitiveness in the face of pervasive market and institutional failures. 
Although market mechanisms may be efficient for static allocation, the 
main challenge for development remains the dynamic transformation of 
a country’s comparative and competitive advantages.

Thus, economic liberalization, freer markets, and more mobile eco-
nomic resources do not render industrial or investment policy obsolete, 
but they do require new feasible and viable investment policy options. 
The development of better indigenous technological capabilities cannot 
be left to markets, which are not capable of being developmentally proac-
tive. The new investment policy must focus on building technological 
capabilities—in existing activities as well as in more sophisticated activi-
ties characterized by high growth and greater technological and other 
spillover benefits. Although policy space has been reduced, room exists 
to use some policies, which can be combined with remaining industrial 
policy instruments that are still permitted (UNCTAD 2011).

All this is not to suggest that one investment policy formula applies to 
all economies regardless of time and conditions. Instead, precisely the con-
trary is true—that is, context is all-important. For example, the degree of 
reliance on FDI must necessarily vary with circumstances, including per-
ceived inadequacies and the likelihood of such weaknesses being addressed 
by FDI. There is no room for dogma, but instead, strategic pragmatism 
should prevail. Lall argued that appropriate investment policy will require 
selective interventions as well as effective coordination among firms, 
clusters, and factor markets, which should be consistent with a clear and 
coherent vision of the future besides providing a road map for achieving 
policy goals. For this purpose, many useful lessons can be drawn from the 
varied experiences of the East Asian economies, including the more mod-
est and flawed achievements of the Southeast Asian NICs.
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N O T E S

1. The new intellectual and policy environment that emerged during the 1980s—
under U.S. President Reagan and UK Prime Minister Thatcher—culminated in the 
so-called Washington Consensus, which has promoted market liberalizing and prop-
erty rights strengthening policy reform. In recent decades, there has been widespread, 
sweeping, and rapid opening up of trade, investment, finance, and other flows. Very 
often, such liberalization has been externally imposed by the Bretton Woods institu-
tions as part of conditions imposed to secure access to emergency credit during the 
debt crises of the 1980s, and since, in the wake of subsequent currency and financial 
crises. Various policy packages for (price) stabilization in the short term or for struc-
tural adjustment in the medium term have involved such conditionalities.

This has been especially true of much of Latin America and Africa, which expe-
rienced a lost decade of economic growth in the 1980s, following (sovereign) debt 
crises and ensuing stabilization and structural adjustment reforms, usually imposed 
by the international financial institutions. The 1990s were only slightly better, with 
a few spurts of high growth here and there, which have been touted as proof of the 
success of the Washington Consensus, when precisely the opposite has been true. 
Although the Washington Consensus has been challenged, if not discredited by seri-
ous researchers, it continues to provide the ideological basis for economic analysis 
and policy making in developing countries, especially in Africa, Latin America, and 
other economies.

2. Instead, citing Naya (1989, tables 2.8–2.9), Intal (1997, tables 1–3) showed the 
following:

• average import duties in the Philippines in 1982 were slightly lower than for 
Indonesia in 1980 and Thailand in 1983;

• for intermediate and capital goods, import duties for the Philippines in 1982 
were lower, on average, than for Thailand in 1983; and

• quantitative import restrictions and other nontariff barriers in the Philip-
pines in 1983 were lower than in Indonesia in 1980 for crude materials, 
chemicals, basic manufactures, and transport machinery. Seiji Naya et al., 
ASEAN-US Initiative: Assessment and Recommendations for Improved Eco-
nomic Relations: Joint Final Report (Singapore: Institute of Southeast Asian 
Studies, 1989); and Ponciano S. Intal, “Comments on Chapter 2 of the 
Emerging Asia Study: Economic Growth and Transformation’ ” (Emerging 
Asia Seminar, Asian Development Bank, Manila, September 1–2, 1997).

Citing trade-weighted trade control measures from UNCTAD for the mid-1980s, 
he showed that total tariff and quasi-tariff measures were higher in Thailand than in 
the Philippines for all manufactures, as well as for both chemicals and machinery and 
equipment. Meanwhile, all nontariff measures were greater in Indonesia than in the 
Philippines for all manufactures and for chemicals, and only slightly less for machin-
ery and equipment. Then, citing Ariff and Hill (1985, tables 3.3, 3.5, and 3.7), who 
offer comparable figures for Indonesia and the Philippines, Intal showed that the 
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effective rates of protection for intermediate goods in Indonesia in 1975 and 1980 
were much higher than for the Philippines in both 1974 and 1980; the data suggest 
that the converse was true for capital goods. The usual indices of trade openness did 
not allow Sachs and Warner to categorize the Philippines differently from Indonesia 
and Thailand. Claiming that the former was closed and the latter two were open 
most certainly would have affected findings about the alleged relationship between 
trade openness and economic growth because the latter two have performed so much 
better than the former in the past half century. Intal comes close to suggesting that 
their adverse view of the government’s role in agricultural development—as reflected 
by their claim of a “state monopoly of major exports” as a measure of the “closed-
ness” of an economy—affected Sachs and Warner’s categorization and subsequent 
claims. Mohamed Ariff and Hal Hill, Export-Oriented Industrialization: The ASEAN 
Experience (Sydney: Allen and Unwin, 1985); and Jeffrey Sachs and Andrew Warner, 
“Natural Resource Abundance and Economic Growth” (HIID Discussion Paper No. 
517A, Harvard Institute for International Development, Cambridge, MA, 1995).

3. This is not the place to go into an extended discussion of the theoretical as 
well as methodological issues involved. Note, however, Rodrik’s observation (in Col-
lins and Bosworth 1996, 192) that while “the evidence on investment rates is direct 
and speaks for itself, the evidence on TFP is indirect and has to be interpreted with 
care.” Also, Collins and Bosworth (1996) found that, contrary to growth pessimists, 
East Asian economies had greater TFP gains since the 1980s with further develop-
ment. Thus, future growth in the region could be sustained as the educational and 
skill profiles of their labor forces continue to improve. Susan M. Collins and Barry 
P. Bosworth, “Economic Growth in East Asia: Accumulation Versus Assimilation,” 
Brookings Papers on Economic Activity 2 (1996): 135–203.

Many were deeply offended by Krugman’s (1994) comparison of East Asian 
growth with that of the Soviet Union in earlier times, and his insistence that East 
Asian economic performance had not been impressive while slower growth was 
unavoidable and imminent. However, there has been less critical attention to the 
bases of his analysis, namely, the conventional growth accounting exercises by Alwyn 
Young (1995), on one hand, and the slightly more heterodox work by Kim and Lau 
(1994). Paul Krugman, “The Myth of Asia’s Miracle,” Foreign Affairs 73, no. 6 (1994): 
62–78; Alwyn Young in “The Tyranny of Numbers: Confronting the Statistical Reali-
ties of the East Asian Growth Experience,” Quarterly Journal of Economics 110, no. 3 
(1995): 641–680; and Kim Jong-Il and Lawrence Lau, “The Sources of Economic 
Growth of the East Asian Newly Industrialized Countries,” Journal of the Japanese 
and International Economies 8, no. 3 (1994): 235–271.Krugman is probably right 
in claiming that the new endogenous growth theory cannot be invoked against his 
arguments, as even higher TFP residuals would then be expected. If, however, tech-
nological learning becomes important only beyond a certain stage of development, 
or when technological progress requires changes in labor processes more conducive 
to such learning and shopfloor innovation, one would have different expectations of 
TFP growth in East Asia outside of Japan.

But even if we accept the theoretical and methodological bases for Krugman’s 
(not unproblematic) claims, his insistence on lack of technological progress—when 
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considering how differences in price determination in different product markets 
affect growth-accounting exercises—is moot. The important distinction is between 
more technologically sophisticated products, enjoying legally protected monopolis-
tic rents from intellectual property, and other more mass-produced agricultural and 
manufactured commodities in far more competitive markets. Differences in exchange 
rate policies and the nature of labor markets have also had some bearing on product 
price determination. Most East Asian workers outside of Japan have been under-
remunerated because of international labor immobility, among other factors, result-
ing in the relative “underpricing” of East Asian exports.

4. Keynesians argue that the causal chain is from growth to investment, and not 
the other way around. Elbadawi and Mwega (2000) and Mlambo and Oshikoya 
(2001) have found that causality runs from growth to investment in Africa as well. 
Capital needs are essentially determined by expected output, that is, investment 
demand is driven by expected growth. Meanwhile, endogenous growth theories sug-
gest that some of these determinants of growth may themselves be dependent on 
growth. Ibrahim Elbadawi and Francis M. Mwega, “Can Africa’s Saving Collapse Be 
Reversed?” World Bank Economic Review 14, no. 3 (2000): 415–443; and Kupukile 
Mlambo and Temitope Oshikoya, “Macroeconomic Factors and Investment in 
Africa,” Journal of African Economies 10, no. 2 (2001): 12–47.
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Economic Transformation for High-Quality Growth
INSIGHTS FROM INTERNATIONAL COOPERATION

Akio Hosono

The United Nations plan of action, Transforming Our World: The 2030 
Agenda for Sustainable Development,1 states at its beginning: “We envisage 
a world in which every country enjoys sustained, inclusive and sustainable 
economic growth and decent work for all” (United Nations 2015, 4). The 
emphasis on the desired attributes of economic growth expressed in this 
vision of the Sustainable Development Goals (SDGs) coincides with the 
recent growth in attention toward the concept of quality growth. In the 
Asia-Pacific region, Asia Pacific Economic Cooperation (APEC) leaders 
agreed on an “APEC Growth Strategy” in 2010, which stressed that the 
quality of growth needs to be improved to ensure that it will be more 
balanced, inclusive, sustainable, innovative, and secure (APEC 2010).2  
APEC leaders further agreed on the “APEC Strategy for Strengthening 
Quality Growth” in 2015, which “will bring more synergy between the 
APEC Growth Strategy and the Sustainable Development Goals” (APEC 
2015, 1). The “Development Cooperation Charter of Japan,” also released 
in 2015, states that one of the most important challenges for develop-
ment is “quality growth” and “poverty reduction through such growth,” 
in which inclusiveness, sustainability, and resilience are stressed (Cabinet 
Office 2015, 5–6).

Along with this emphasis on quality, increasing attention is being paid 
to the importance of transformation, considered essential for develop-
ment. As the Asian Development Bank (ADB) asserted: development 
is distinct from aggregate growth, which can occur without significant 
transformation, as in some oil rich economies (ADB 2013).

In this chapter, I provide insights on strategies to attain transformation 
with quality growth, along with effective approaches for implementing 
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them. First, I present an overview of recent policy debates related to 
transformation and quality growth. On the basis of this discussion, I pro-
vide an analytical perspective and discuss key issues, identifying seven 
main strategies: three to address endowments and four to catalyze trans-
formation. In subsequent sections, I discuss each specific strategy, draw-
ing insights from relevant effective approaches. In the final section, I offer 
concluding remarks.

K E Y  I S S U E S  F R O M  A N  A N A LY T I C A L  P E R S P E C T I V E

O V E RV I E W  O F  T R A N S F O R M AT I O N  A N D  Q U A L I T Y  O F  G R O W T H  I N  

E A S T  A S I A ,  L AT I N  A M E R I C A ,  A N D  A F R I C A

The Report of the High-Level Panel of Eminent Persons on the Post-
2015 Development Agenda, “A Global Partnership: Eradicate Poverty and 
Transform Economies through Sustainable Development” (2013), con-
cluded that the post-2015 agenda needs to be driven by five transforma-
tional shifts, including a call for the transformation of economies for jobs 
and inclusive growth. The United Nations 2030 Agenda declares that 
“we are determined to take the bold and transformative steps which are 
urgently needed to shift the world on to a sustainable and resilient path” 
(UNGA 2015:2).

Thus, these governing bodies seem to have reached more of a consen-
sus on the importance of quality of growth, on one hand, and transforma-
tion, on the other. This consensus is reflected in the recent publications 
of regional institutions pertaining to their region, including the Asian 
Development Bank (ADB), UN Economic and Social Commission for 
Asia and the Pacific (UNESCAP), Inter-American Development Bank, 
UN Economic Commission for Latin America and the Caribbean  
(UNECLAC), African Development Bank (AfDB), African Union, UN 
Economic Commission for Africa (UNECA), and the African Centre 
for Economic Transformation (ACET).3 After elaborating on this trend 
in Africa, I will discuss this relationship between “quality of growth”  
and “transformation.”

In the African region, heads of state and governments endorsed the 
African Union’s transformation vision for 2063. The AfDB’s long-
term strategy, “At the Center of Africa’s Transformation,” has the goal 
of establishing Africa as the next global emerging market. Moreover,  
UNECA’s Economic Report on Africa 2013 details what will be required 
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to promote competitiveness, reduce dependence on primary commodity 
exports, and enable Africa to emerge as a new global growth pole (ACET 
2014). Therefore, as ACET states, economic transformation is now the 
consensus paradigm for Africa’s development. ACET’s flagship report,  
2014 African Transformation Report: Growth with Depth, is considered  
to be the pioneering comprehensive study on transformation of the  
African economy.4

Behind the recent tendency in each of these three regions to emphasize 
transformation and quality of growth are concerns that growth does not 
necessarily enable development when it is not accompanied by transfor-
mation or by the attributes of the quality of growth. ACET’s 2014 African 
Transformation Report agrees that to “ensure that growth is sustainable 
and continues to improve the lives of many, countries need to vigorously 
promote economic transformation” (ACET 2014, 1).

In short, quality growth needs to be discussed in the context of trans-
formation because it is both a driver of growth5 and affects different attri-
butes of growth.

T R A N S F O R M AT I O N  A N D  C H A N G I N G  E N D O W M E N T S

This section summarizes the basic aspects of economic, industrial, and 
structural transformation on which there has been growing consensus 
in recent years. First, regarding the definition of transformation, a well-
established body of literature affirms that development is about trans-
forming the productive structure of the economy and accumulating the 
capabilities necessary to undertake this process (ADB 2013). This process 
can be best described by ACET’s concept of growth with depth. On the 
basis of various studies, I identify four strategies for transformation.

Second, regarding how transformation can be achieved, consensus 
seems to be growing that structural transformation is closely related to 
changes of endowments or assets and changes in comparative advantage 
as well as to innovation and technological progress (e.g., see Noman and 
Stiglitz 2012; also see Lin 2012a).

Accordingly, endowments are extremely important for transformation 
based on changing or dynamic comparative advantage. In this regard, 
recent studies identified critical endowments for transformation. Along 
with the growing recognition of the importance of inclusiveness and 
innovation in quality growth, discussions on the importance of learning, 
as well as the accumulation of knowledge and capabilities, have deepened. 
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Stiglitz and Greenwald (2014) present a systematic and holistic analy-
sis of what constitutes a learning society, arguing that “the most impor-
tant ‘endowment’ from our perspective, is a society’s learning capacities” 
(26). They further state that a country’s policies have to be shaped to take 
advantage of its comparative advantage in knowledge and learning abili-
ties in relation to its competitors, including its ability to learn and to learn 
to learn, and to support those capacities and capabilities further. Noman 
and Stiglitz (2017) reaffirm the importance of learning capacity, together 
with that of institutions: “Perhaps the most important ‘endowment’  
of a country was assets that were not mobile—institutions and learn-
ing capacities that were embedded in local institutions. It was these that 
countries needed to take into account as they struggled to shape their 
long-term (dynamic) comparative advantage” (13).

Another important endowment could be infrastructure, both hard and 
soft. Lin (2012b) states that “economic development is a dynamic process 
that requires industrial upgrading and diversification along with corre-
sponding improvements in ‘hard’ and ‘soft’ infrastructure at each new 
level.” He further argues: “Such upgrading entails large externalities to 
firm transaction costs and the returns to capital investment. Therefore, in 
addition to an effective market mechanism, the government should coor-
dinate or provide the improvements in infrastructure and compensate for 
the externalities to facilitate industrial upgrading and diversification” (10). 
Hard infrastructure consists of highways, telecommunications networks, 
port facilities, and power supplies, while soft infrastructure is made up of 
institutions, regulations, social capital, value systems, and other social and 
economic arrangements.

These endowments—namely, learning capacities (as defined by 
Stiglitz and Greenwald), infrastructure, and institutions (including other 
soft infrastructure as discussed by Lin)—are not mobile. These three 
essential endowments, along with factor endowments, such as labor, 
land, and capital,6 are critical for the dynamic comparative advantage  
of a country.

These three essential endowments bear a close relation to the elements 
Japan’s Development Cooperation Charter considers important: “Japan 
will attach importance to building the foundations of self-help efforts and 
self-reliant development such as human resources, socio-economic infra-
structure, regulations and institutions” (Cabinet Office 2015, 5).7 This 
view has been incorporated into Japan’s Official Development Assistance 
policies for decades (Ministry of Foreign Affairs [MOFA] 2005).8
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Thus, from the lens of quality growth through transformation, these 
essential endowments need to be enhanced, taking into account inclu-
siveness, sustainability, and resilience. From this, we can derive three 
strategies to enhance each of the essential endowments necessary for 
transformation for quality of growth. The other challenge lies in finding 
ways to catalyze transformation for quality growth. To address this chal-
lenge, we identify four additional strategies.

Transformation agendas differ among countries, such as countries 
with a very high proportion of the population living in rural areas, early 
industrializing countries, urbanizing countries, and countries that need 
to transform from a labor-intensive to a knowledge-intensive economy 
to overcome the middle-income trap. There is no one-size-fits-all model 
for transformation. Each country has its own transformation agenda and 
needs to identify the most appropriate strategies to achieve its goals.

V I RT U O U S  C I R C L E  O F  E N D O W M E N T S ,  T R A N S F O R M AT I O N ,  

A N D  Q U A L I T Y  G R O W T H

Transformation normally generates growth, as it did in East Asia, but 
growth is not always accompanied by transformation. Transformation-
led growth is distinct from, for example, commodity boom-led growth. 
Transformation-led growth could be high-quality growth and could gen-
erate further transformation. This implies that a virtuous circle of trans-
formation and high-quality growth could take place.

Generally speaking, given its attributes, quality growth enhances 
endowments, enabling further transformation. Inclusive growth, for 
example, could take the form of the participation of workers in the pro-
cess of learning. Workers not only contribute to production but at the 
same time learn on the job, improving their learning capacity. Enterprises 
increase production, contribute to growth, and simultaneously achieve 
organizational learning and, often, innovation. Thus, if growth is genu-
inely inclusive and innovative, learning capacity should be strengthened 
through such growth. In this way, the quality of growth enhances the 
most important endowment, learning capacity, for further transformation 
and higher quality growth.

Furthermore, high growth is more likely to be sustained when it is 
inclusive because the strategy for such growth has wide social and politi-
cal support. The report of the Growth Commission emphasizes this: 
“The Commission strongly believes that growth strategies cannot succeed 
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without a commitment to equality of opportunity, giving everyone a 
fair chance to enjoy the fruits of growth” (Commission on Growth and 
Development 2008, 7). On the basis of an analysis of thirteen successful 
countries of long-term high growth (of which nine are East Asian econo-
mies), the report states that policy makers “must be trusted as stewards of 
the economy and their promise of future rewards must be believed. . . . 
Their promise must also be inclusive. . . . Governments forged an implicit 
or explicit social contract in support of growth, offering health, educa-
tion, and sometimes redistribution. . . . Absent this kind of political foun-
dation, sustaining policies that promote growth is very difficult if not 
impossible” (26–27).

Similarly, sustainability—especially in terms of environment (another 
attribute of quality growth)—is indispensable (Hosono 2013a). Out-
comes of high-quality growth, with all its attributes, could enhance essen-
tial endowments and enable further transformation and quality growth, 
generating a virtuous circle. Therefore, a growth strategy and industrial 
strategy with policies pertaining to endowments and transformation are 
vital for high-quality growth.

S T R AT E G I E S  F O R  E N H A N C E M E N T  O F  E S S E N T I A L  E N D O W M E N T S  F O R 

T R A N S F O R M AT I O N  F O R  Q U A L I T Y  G R O W T H

This section identifies three strategies to enhance each of the essential 
endowments.

S T R AT E G Y  F O R  T H E  E N H A N C E M E N T  O F  L E A R N I N G  C A PA C I T Y

Quality growth depends on learning capacity in several ways. Low learn-
ing capacity impedes the creation of new industries that take advantage of 
opportunities for transformation, even if other endowments, such as hard 
infrastructure, exist. If learning capacity is limited to a small part of the 
population of a country, inclusive growth is unlikely to be attained. More 
important, from a learning society perspective, inclusive growth has an 
intrinsic relationship with innovative growth. Growth can be really inclu-
sive and, at the same time, innovative, when it takes full advantage of the 
talents of its entire population. Stiglitz and Greenwald (2014) point out that 
“our argument for why inclusive growth is so important goes beyond the 
standard one that it is a waste of a country’s most valuable resource, human 
talent, to fail to ensure that everyone lives up to his or her abilities” (468).
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Learning contributes to growth through increases in productivity as 
well as innovation. Learning enables the development of innovative, and 
specific, ways to make more efficient use of existing endowments. At the 
same time, learning enhances learning capacity—especially learning to 
learn as the most important endowment. This contributes to dynamic 
comparative advantage, thereby enabling industrial transformation and 
high-quality growth.

Learning and learning to learn are also essential for the green economy, 
which results in improved human well-being and social equity, while 
significantly reducing ecological risks and scarcity. Widespread learning 
capacity facilitates sustainable growth because active participation is nec-
essary for the success of many initiatives in areas such as preserving the 
environment and conservation of ecodiversity. Waste treatment, energy 
saving and efficient use of energy and resources, agroforestry, and manage-
ment of water resources are also helped by inclusive learning. To enhance 
resilience to cope with disaster risks, innovative and inclusive approaches 
are indispensable. Disaster risk management is possible only with the par-
ticipation of all residents and other stakeholders who, through mutual 
learning, have to find locally specific innovative solutions.

To enhance capacity for learning, both quality education and learning 
by doing are key. As Stiglitz and Greenwald note, “One should see for-
mal education and on-the-job training as complements, with the former 
designed to enhance the productivity of the latter” (2014, 57).

To ensure complementarity between quality formal education, on one 
hand, and initiatives to strengthen learning by doing, on the other, is one 
of the crucial challenges to create a learning society.

C A S E  1 :  E F F E C T I V E  A P P R O A C H E S  T O  S T R E N G T H E N I N G  C A PA C I T Y  T O 

L E A R N  T O  L E A R N  B Y  L E A R N I N G  B Y  D O I N G

Hosono (2017a) reviewed several capacity development (CD)–related pro-
grams of international cooperation from the perspective of the enhance-
ment of capacity for learning to learn. In all these programs, individuals 
and organizations learned to learn by learning by doing and by learning 
from others (i.e., mutual learning), and they cocreated innovative solu-
tions to the issues they needed to address.

The aim of the life improvement program is primarily to enable rural 
women to become aware of the numerous problems that exist in daily life 
and to address them as problems to be solved. As such, the objective of 
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this program is learning to learn through learning by doing and making 
efforts to improve quality of life in its multiple dimensions. Rural women 
were encouraged to actively identify problems in their living conditions, 
set the issues, and formulate living improvement plans. As such, this ini-
tiative was not just about life improvement but also was a learning pro-
cess, particularly designed to enhance the capacity for learning to learn.

In the One Village One Product (OVOP) program, participants and 
their groups, taking part in multiple stages along a value chain, includ-
ing production of raw materials, processing, marketing, and servicing, 
can maximize learning opportunities. Such comprehensive knowledge, 
based on these experiences of learning by doing and mutual learning, has 
helped them generate new ideas and innovative products. By enhancing 
learning opportunities in their activities and sharing ideas among mem-
bers of the OVOP group, they work constantly toward reaching a better 
marketing mix (Hosono 2017a).

Through kaizen and related initiatives,9 quality control circles are an 
effective approach for frontline workers to contribute to and receive the 
benefit of mutual learning and to enhance capacity for learning to learn. 
Total quality management also is an effective approach to organizational 
learning. These approaches ensure that everyone lives up to her or his abili-
ties and enables genuine inclusive and innovative growth (Hosono 2017a).

These programs have several common features: (1) easy entry points 
are available to initiate the learning process; (2) the costs and risks are 
low; (3) the focus is on learning by doing and mutual learning to cocreate 
innovative solutions; and (4) learning makes an intrinsic contribution to 
the particular objective being pursued—that is, life improvement, inclu-
sive business, quality and productivity improvement, and incremental 
innovation (Hosono 2017a).

S T R AT E G Y  F O R  I N V E S T I N G  I N  Q U A L I T Y  I N F R A S T R U C T U R E

Regarding the relationship between infrastructure and growth, as Égert 
and Sutherland (2009) emphasize, infrastructure investments can have a 
positive effect on growth that goes beyond the effect of the capital stock 
because of economies of scale, the existence of network externalities, and 
competition-enhancing effects. They conclude that the evidence from 
cross-section regressions suggests that greater provision of infrastructure 
is associated with higher subsequent growth rates and that the link is 
nonlinear, with a potentially higher impact of additional infrastructure 
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in countries with initially lower levels of provision. Infrastructure may 
not only have a positive impact on growth but also on some attributes 
of quality growth. Seneviratne and Sun (2013) found that better infra-
structure, both in quantity and quality, improves income distribution. 
This result, along with the proven role of infrastructure in enhancing 
productivity and growth, suggests that infrastructure development can 
double the effects on poverty reduction and inclusive growth. According 
to Seneviratne and Sun, for the five original member countries of the 
Association of Southeast Asian Nations (the ASEAN-5), removing infra-
structure gaps would not only raise potential growth but also spread the 
benefits of growth more evenly.

As such, from the quality growth perspective, quality infrastructure 
becomes one of the most featured aspects of the recent policy debate. First, 
the SDGs refer to “quality, reliable, sustainable and resilient infrastructure 
to support economic development and human well-being, with a focus 
on affordable and equitable access for all” (SDG9). In keeping with this 
goal, the declaration of APEC leaders meeting in Lima in 2016 under 
the theme of Quality of Growth and Human Development states: “We 
affirm our commitment to promote investment with a focus on infra-
structure in terms of both quantity and quality. We reiterate the impor-
tance of quality infrastructure for sustainable economic growth. . . . ,  
[and] We are committed to translate this concept into actions including 
in ICT, energy and transport” (APEC 2016a, 8).10

In this regard, two APEC reports have identified the basic aspects  
of quality infrastructure (APEC 2014b, 2016b) coinciding with the  
G7 Ise-Shima Principles for Promoting Quality Infrastructure Investment. 
These G7 principles are closely related to attributes of quality growth—
especially inclusiveness, sustainability, and resilience:

Principle 1: Ensuring effective governance, reliable operations and eco-
nomic efficiency in view of life-cycle cost as well as safety and resilience 
against natural disaster, terrorism and cyber-attack risks; Principle 2: 
Ensuring job creation, capacity building and transfer of expertise and 
know-how for local communities; Principle 3: Addressing social and 
environmental impacts; Principle 4: Ensuring alignment with economic 
and development strategies including aspects of climate change and envi-
ronment at the national and regional levels; and Principle 5: Enhanc-
ing effective resource mobilization including through PPP. (G7 Summit 
2016, 1–2)
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On the basis of these five principles, many effective approaches to 
constructing a quality infrastructure can be envisaged. Many of the 
“corridors” programs discussed later (see Case 2) are examples of qual-
ity infrastructure. Numerous outstanding cases of quality infrastruc-
ture in diverse sectors, including railways, roads and bridges, airports 
and ports, energy, traffic systems, and disaster management, have been 
incorporated into the “Quality Infrastructure Investment Casebook” 
(MOFA 2015).

S T R AT E G Y  F O R  S T R E N G T H E N I N G  I N S T I T U T I O N S

Institutions are considered the basic determinants for long-term sus-
tained economic growth (e.g., North 1990). From this perspective, John-
son, Ostry, and Subramanian (2007) define good economic institutions 
as those that create effective property rights for most people, including 
both protection against expropriation by the state (or powerful elites), 
and enforceable contracts between private parties.11 They also state that 
good economic institutions are essential in creating markets and sustain-
ing efficient market transactions. This definition of institutions appears 
to be a narrow interpretation of the quality of growth perspective. They 
recognize that “although this definition is far from requiring full equal-
ity of opportunity in society, it implies that societies where only a small 
fraction of the population have well-enforced property rights do not have 
good economic institutions” (2007, 7–8). De Soto (1989, 2000) asserts 
that a formal legal system is essential for poverty reduction to protect the 
property rights of the poor effectively and to enhance opportunities for 
them to engage in economic activities.

From a broader perspective, institutions matter for the most basic 
aspects of quality growth. For instance, progressive tax regimes as well as 
inclusive education and universal health-care institutions are crucial for 
inclusive growth. Acemoglu and Robinson (2012) made an important 
distinction between inclusive and extractive institutions. This distinc-
tion is useful for analyzing how types of institutions can determine the 
long-term prosperity of a locality, region, or nation. They claim that 
inclusive institutions can cause a virtuous circle of economic activities 
over a long period of time (Iizuka, Hosono, and Katz 2016). In this  
virtuous circle, learning and innovation under inclusive institutions 
could be critical. Needless to say, institutions also matter for sustainability  
and resilience.



ECONOMIC TRANSFORMATION FOR HIGH-QUALITY GROWTH  187

S T R AT E G I E S  T O  C ATA LY Z E  T R A N S F O R M AT I O N  

A N D  Q U A L I T Y  G R O W T H

Given the enhancement of essential endowments, and because of other 
factors, transformation takes place, but it does so along different paths.12 
The strategies of transformation could be different depending on these 
paths. Among others, some of the main paths of transformation could be 
(1) catching-up transformation, (2) transformation through integration 
into regional or global value chains (GVCs), (3) transformation led by 
innovation, and (4) transformation with development of inclusive busi-
ness. The following sections discuss one possible strategy for each of these 
types of transformation.

S T R AT E G Y  F O R  C ATA LY Z I N G  S E Q U E N T I A L  

O R  C AT C H I N G - U P  T R A N S F O R M AT I O N

In East Asia, a sequential or catching-up transformation well known in 
the region as the flying-geese pattern (FGP) has taken place for decades. 
The process was enabled by dynamically changing endowments and com-
parative advantage. The three essential endowments for transformation 
for quality of growth played crucial roles.

Asia has grown faster than any other developing region, and a few of 
its economies have undergone a rapid and remarkable transformation. 
East Asian countries are most outstanding in this aspect. “In the four 
decades from 1956 to 1996, East Asian living standards, as measured by 
real (inflation-adjusted) output per person, rose at a rate faster than has 
ever been sustained anywhere” (ADB 2008, 27). Of the ten economies 
around the world that recorded average increases of 4.5 percent a year 
or more during that period, eight were in East Asia13 (ADB 2008). This 
long-term high growth trend was not limited to East Asia, however. 
Other Asian economies rank in the upper tiers of world growth distribu-
tion: over those four decades, living standards in the sixteen “integrat-
ing Asian economies”14 analyzed in the ADB study (2008) grew at an 
average of 5 percent a year, whereas the world as a whole averaged only  
1.9 percent growth.

The ADB study states that “East Asian economies specialized in sim-
ple, labor-intensive manufactures. As the more advanced among them 
graduated to more sophisticated products, less developed economies filled 
the gap that they left behind. The Japanese economist Akamatsu (1962) 
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famously compared this pattern of development to flying geese” (ADB 
2008, 26). The study elaborates these aspects: “As Japan’s exports shifted 
to more advanced products, East Asia’s newly industrializing economies—
Hong Kong, China; Republic of Korea; Singapore; and Taipei, China—
filled the gap for labor-intensive products. In time, South East Asia and 
the People’s Republic of China (hereafter, PRC) followed the similar 
trajectory” (ADB 2008, 29). These waves produced dramatic spurts of 
growth. Thus, “by the time the East Asian model had become widely 
celebrated (World Bank 1993, hereafter East Asian Miracle study), it had 
been at work for four decades” (ADB 2008, 29).

In the same year that the ADB study was published, the Commission 
on Growth and Development published its report. It identified some of 
the distinctive characteristics of thirteen high-growth economies that 
have been able to grow at more than 7 percent for periods of more than 
twenty-five years since World War II. Of the thirteen economies, nine 
are East Asian economies (high performing Asian economies [HPAEs] 
and China).15 Referring to these economies of the “Growth Report,” Lin 
argues that in East Asia there has been a sequential process of catching-
up. He states that “the newly industrializing East Asian economies, for 
instance, exploited endowment structures similar to Japan’s to follow 
that country’s development in a flying-geese pattern” (Lin 2012b, 94). 
Aoki (2013, 2014) argues that the dynamics of the FGP are accompa-
nied by a change of institutions. He proposes that the complex dynam-
ics of demography, economy, and institutions—which are taking place 
in East Asia—could be conceptualized as FGP version 2.0, compared 
with FGP version 1.0 (based on Aoki’s definition) originally proposed by  
Akamatsu (1962).

Although there has been an accumulation of literature on the FGP 16 
in Asia, the most remarkable fact is that FGP demonstrates the sequence 
of transformation among the economies of East Asia and is intrinsically 
related to the long-term high economic growth of these economies as 
a whole. In terms of public policy, this fact indicates the relevance of 
the strategy and policies of industrial transformation adopted by East 
Asian countries. After almost four decades of high rates of growth, and 
improvement of welfare with inclusive development (to be discussed 
later) in most of the East Asian economies, which account for more 
than 30 percent of the world’s population, this growth was not just 
a coincidence. The East Asian Miracle study confirms this: “If growth 
were randomly distributed, there is roughly one chance in ten thousand 
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that success would have been so regionally concentrated” (World Bank 
1993, 2).17

Asian tigers started to pursue industrial development strategies as early 
as the 1960s, with other Asian countries following. As a Japan Interna-
tional Cooperation Agency/Japan Bank for International Cooperation 
(JICA/JBIC) study (2008) summarizes,

from the 1960s through to the 80s, the Asian countries promoted indus-
trialization in a strategic manner by adopting import substitution policy 
(ISP) and export oriented policy (EOP)18 for light and heavy industry 
at different times and sometimes in a cyclical manner, thus fostering 
domestic productive capacity while promoting export. During the sec-
ond ISP period (for heavy and chemical industry), many countries pur-
sued EOP simultaneously. After this period, most Asian countries shifted 
to EOP in the 1990s. (JICA/JBIC 2008, 33)

In the mid-1980s, ASEAN countries were desperately attempting to trans-
form their primary goods-based export structure to one oriented toward 
labor-intensive light manufacturing goods and further to technology-
intensive manufacturing (Shimomura 2013).

Since the 1980s, this FGP transformation has been reinforced by the 
development of electronics, automobiles, and other related industries, 
based on continuous innovation with consecutive expansion and deepen-
ing of regional and global value chains as well as supply chains. This pro-
cess could be called “FGP + GVC-type transformation.” I will elaborate 
later on this type of transformation.

The major driving force of East Asia’s long-term remarkable growth 
has been industrial transformation from agriculture to labor-intensive 
light industries, and later, to knowledge-intensive industries led by FGP 
and the FGP + GVC process. This growth is affirmed by the fact that the 
reallocation of labor across sectors has been an important driver of pro-
ductivity growth in several fast-growing East Asian economies. In China, 
it contributed 4.1 percent of 7.3 percent annual growth in aggregate labor 
productivity over the past decade (1999–2008); in Vietnam, it accounted 
for 2.6 percent out of 4.2 percent (World Bank 2012).

This sequential and catching-up transformation-led growth is closely 
related to the attributes of quality of growth in East Asia. Asian coun-
tries first promoted agricultural and rural development with the Green 
Revolution of the 1960s and 1970s and then started the intensive process 
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of industrialization. From the end of the 1960s, in just a single decade, 
the introduction of high-yield rice and other primary crops, subsidies 
for fertilizers and other agricultural inputs, and the expansion of invest-
ment in irrigation improved agricultural productivity (JICA/JBIC 2008). 
From 1965 to 1988, growth in both agricultural output and agricultural 
productivity was higher in East Asia than in other regions. The East Asian 
Miracle study highlights that East Asian governments have actively sup-
ported agricultural research and extension services to speed the diffusion 
of agricultural revolution technologies (World Bank 1993). This transfor-
mation has had substantial effects both on inclusive and pro-poor growth 
and on further transformation in these countries.

Increased agricultural output and productivity have direct effects on 
the welfare of rural populations. At the same time, increased produc-
tion normally results in a fall in the real price of food, contributing to 
improvements for both urban and rural populations. Furthermore, higher 
agricultural productivity allows excess rural workers to migrate to urban 
areas, which enables the expansion of labor-intensive industries, generat-
ing further transformation.

The essence of the East Asian miracle was “rapid growth with equity” 
(World Bank 1993, 8) for at least the first three decades of sequential and 
catching-up transformation-led growth.19 Thus, we could say that “trans-
formation with equity,” considered the goal of development by UNE-
CLAC (1990) was achieved in East Asia at least in the period between 
1960 and 1990. The East Asian Miracle study emphasizes that “the HPEAs 
are unique in that they combine this rapid, sustained growth with highly 
equal income distributions” (World Bank 1993, 8).

In contrast, the Growth Commission’s 2008 report highlights the 
reasons why long-term high growth was achieved: the strategy for such 
growth was inclusive and was supported by a wide range of people in 
East Asia.

In spite of transformation-led long-term high growth, challenges 
remain in Asia. Regarding some of its attributes, such as inclusiveness 
and sustainability, certain setbacks can be observed in some economies 
of East Asia. This is why the quality of growth in Asia has been hotly 
debated, according to Haddad, Kato, and Meisel (2015), who explain this 
is understandable because Asia is a region that has achieved remarkable 
economic development. The “APEC Strategy for Strengthening Quality 
Growth,” agreed on in 2015 by APEC leaders, in which most East Asian 
economies participate, articulates that “while APEC as a region has made 
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progress in achieving growth in all its attributes, much still remains to 
be done, particularly in making sure that the gains already achieved are 
further expanded and sustained” (APEC 2015, 1).

C A S E  2 :  E F F E C T I V E  A P P R O A C H E S  T O  FA C I L I TAT E  R E G I O N A L  N E T W O R K S 

A N D  I N T E G R AT I O N  T H R O U G H  D E V E L O P M E N T  C O R R I D O R S

According to JICA, “Urban unipolar concentrations of economic activi-
ties and populations lead to an expansion of regional disparities and a 
reduction of national growth” (2016b, 1–2). The “corridors” approach 
considers a trunk corridor as the key development axis that will stimu-
late and increase economic activity in countries and regions. By combin-
ing the development potential of a region with corridor infrastructure 
improvement, a strategic regional development plan can enable the revi-
talization of an entire region and create a virtuous spiral of investment 
promotion and market expansion.

In Asia, the ADB launched the “Greater Mekong Sub-region (GMS) 
Development Program” in 1992.20 Six countries in the Mekong region—
Thailand, Vietnam, Laos, Cambodia, China, and Myanmar—participated.  
The ADB secretariat functioned as an intermediary between the member 
countries and donors, while also coordinating eleven programs, includ-
ing economic development corridors in the region’s North-South, East-
West, and Southern areas. These programs covered nine priority areas: 
traffic and transportation, energy, communication, tourism, environ-
ment, human resource development, trade, investment, and agriculture. 
These development corridors promoted poverty reduction and economic 
growth by creating a belt that would link impoverished inland areas to 
port cities that had access to world markets. Moreover, electricity and 
communication infrastructure was developed in parallel with roads, 
bridges, and other transport infrastructure. Linkages to agriculture, min-
ing resources, and tourism also were created based on this infrastructure. 
Free trade zones were established in the border areas and industrial parks 
were constructed. Because the success or the failure of the GMS corridor 
depended on collaboration between governments and the private sector, 
the GMS Forum took a number of steps to facilitate this collaboration. 
It sponsored workshops for the private sector, nurtured the development 
of regional resources and processing industries in all countries along the 
corridor, and proposed private investment to form industrial clusters at 
locations along the corridor.
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JICA/JBIC (2008) emphasizes that the GMS program was not origi-
nally launched by drafting and finalizing multilateral cooperative agree-
ments, but rather it was based on a results-oriented approach. It focused 
on the cooperation already established by bilateral agreements in areas 
where something could realistically be achieved. The agencies fur-
ther stress that “as both parties benefited, the framework was gradually 
expanded to other countries and built upon the principle of comparative 
advantages. Such flexible pragmatism was a principle factor behind the 
comprehensive and synthetic GMS framework in the Mekong area devel-
opment” (JICA/JBIC 2008, 55–56).

In Africa, in accordance with the framework of the Tokyo Interna-
tional Conference on African Development VI (2016–2018), as a part 
of the initiative “Quality Africa: Promoting Structural Economic Trans-
formation through Economic Diversification and Industrialization,” cor-
ridor developments are now being promoted. The three priority areas are 
the Northern Corridor of East Africa, the Nacala Corridor, and the West 
Africa Growth Ring. The initiative aims to accelerate trade expansion by 
promoting a corridor development approach to comprehensively inte-
grate industrial development, social sector development, and economic 
infrastructure development, encouraging public-private partnership from 
master planning stage to project implementation stage (JICA 2016b).

S T R AT E G Y  F O R  T R A N S F O R M AT I O N  T H R O U G H  I N T E G R AT I O N  

I N T O  G L O B A L  VA L U E  C H A I N S

East Asian economies have been pioneers in transforming their industrial 
structure through participation in GVCs. East Asia was best able to take 
advantage of the expanding electronics industry. Although the share of 
electric and electronic products in world trade of manufactured goods 
increased from 13.0 percent to 29.7 percent between 1970 and 2000, in 
East Asia, this share increased from 14.3 percent to 48.4 percent over 
the same period. In developing East Asia (i.e., East Asia except Japan), 
the share increased from 14.4 percent to 52.7 percent (to 55.7 percent 
in 2007) (Kumakura 2010). Later, the automobile industry significantly 
deepened GVCs.

This FGP + GVC-type transformation has been facilitated by intra-
regional trade agreements in East Asia since the mid-1990s. Moreover, 
this type of transformation has been extended to other Asian countries. 
In “integrating Asian economies,”21 the share of parts and components 
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trade in manufacturing trade increased from 24.3 percent in 1996 to 
29.4 percent in 2006. The ADB (2008) study considers this a remark-
able rise, because worldwide its share scarcely increased, edging up from  
19.6 percent to 20.2 percent over the same period. Participation in GVCs 
creates opportunities for industrial transformation. The integration of 
small and medium enterprises (SMEs) into global and regional value 
chains is critical to making this transformation inclusive and innova-
tive. A recent study by the Organisation of Economic Co-operation and 
Development (OECD) and the World Bank (2015) focuses on inclusive 
GVCs, highlighting the policy options in trade and complementary areas 
for GVC integration by SMEs. The report states: “Enhancing the integra-
tion into global markets of goods, services, investment, and knowledge 
of small and medium enterprises . . . represents a challenge for growth 
and job creation in all countries, at all levels of economic development” 
(OECD and World Bank 2015, 14).

Regional aspects of inclusive value chains are emphasized in a study 
by UNECLAC (2014), which argues that the rise of value chains in the 
global economy has brought renewed attention to the centrality of the 
regional space. The main global production networks are structured 
around specific regions, largely because of the importance of geographic 
proximity when it comes to organizing production processes that are frag-
mented across a number of countries.

C A S E  3 :  E F F E C T I V E  A P P R O A C H E S  F O R  S M E  PA RT I C I PAT I O N  I N  G V C 

T H R O U G H  E X PA N S I O N  O F  S U P P O RT I N G  I N D U S T R I E S

The automobile industry provides a highly relevant case for exploring 
SME participation and regional aspects of GVCs. Opportunities will be 
increased by investments of automobile companies, which require high-
quality and competitive automobile parts and services. Development of 
an automobile industry requires skilled labor and supporting industries 
to provide up to thirty thousand parts and components. Supporting 
industries and automobile assembly plants are closely related and provide 
mutual externality.

Development of supporting industries, composed mostly of SMEs, is 
essential for a competitive automobile industry. If the industry becomes 
more competitive, production and exports will increase, demanding more 
parts and services. This is a typical case of growth begetting more growth 
when it is accompanied by higher productivity or higher value added, 
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which often is achieved through innovation. Supporting industries are 
structured with supply chains that normally incorporate three or more 
tiers of suppliers in the case of the automobile industry.

The ratio of exported cars to cars produced in Mexico was around 80 
percent in 2014. The increase of production and export of cars from Mex-
ico has been remarkable: from less than 2.0 million cars in 2005 to over  
3.4 million cars in 2014, of which 2.6 million cars were exported. This 
growth was enabled by years of efforts by the Mexican government and 
the private sector in such areas as human resource development, infrastruc-
ture development for highly efficient transport and logistics, automobile 
industry development policies, free trade agreements (North American Free 
Trade Agreement, European Union–Mexico Free Trade Agreement, and 
Japan–Mexico Economic Partnership Agreement), and institution-building 
of public and private entities related to automobile industry.22

These factors have been extremely important for Mexico to receive 
foreign direct investment in support of its automobile industry and to 
enhance opportunities for SMEs to participate in the industry’s develop-
ment. SMEs had to improve their capacity to respond to opportunities 
for industries supporting car production so that they could develop and 
make the country’s car industry competitive. To strengthen SMEs, laws 
on the development of competitiveness of micro, small, and medium 
enterprises were enacted in 2003.

In this context, several joint projects between Mexico and Japan for 
promoting industrial development, strengthening SMEs, and training 
workers have been implemented. This cooperation reflects the priorities 
of Mexico’s industrial policy.23 On the basis of several cooperation proj-
ects, more structured and innovative cooperation to strengthen local sup-
porting industries (i.e., SMEs) of the automobile industry, while adhering 
to the supply chain structure, has been realized. The projects include 
“Support for Formation of Automobile Industry Cluster and Supply 
Chain,” “Technical Support for Universities and Colleges of Engineer-
ing,” “Automotive Supply Chain Development Project,” and “Improve-
ment of Quality and Productivity of Small and Medium Supporting 
Industries for Automobile Production.”

S T R AT E G Y  F O R  I N N O VAT I O N - L E D  T R A N S F O R M AT I O N

Although these cases of transformation (sequential and catching-
up transformation and participation in GVCs) are closely related to 
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technological innovation in many ways, other cases of transformation 
have been led mainly by technological innovation. In these cases, tech-
nological innovation, along with other factors or endowments, was the 
key enabling factor of transformation. Although the former cases often 
are characterized by the adoption and adaptation of foreign technology, 
the latter cases often are characterized by breakthrough innovations or 
incremental innovations, which were normally not available elsewhere in 
the world. An example of this is evident in the tropical agriculture and 
agroindustry, as well as agroforestry in tropical rainforests, for which 
industrial countries cannot provide technological innovation. Because 
the private sector cannot fully take the risk of investment in innova-
tion, they underinvest in innovation activities, especially in developing 
countries (UN Industrial Development Organization [UNIDO] 2016, 
151). To address this situation, governments need to lead or support 
investment in innovation. UNIDO (2016) lists the objectives, source, 
and agents of such support.

Hosono, Magno, and Hongo (2016) have analyzed the case of Cer-
rado agriculture, in which technological innovation produced a profound 
transformation in the Central-West region of Brazil. In effect, agricul-
ture, livestock, and agroindustry transformation in some Latin American 
countries has been outstanding. Brazil was a net importer of grain until 
the 1980s, when the country achieved a major breakthrough to become a 
net exporter of grain after converting its vast barren land into some of the 
most productive agricultural fields in the world. Further transformation 
was achieved by a deepening of the agroindustrial value chains, especially 
of meat and dairy products.

In the case of the Cerrado agriculture, from its inception through 
the early development phases, the public or semipublic sector took the 
initiative and made the necessary investments in research and devel-
opment and in infrastructure. Later, public and private partnerships 
became essential for the formation of clusters and value chains as well as 
learning and innovation ecosystems around clusters. In the case of the 
Brazilian Cerrado, breakthrough innovations enabled the start-up of the 
Cerrado agriculture and continuous and incremental innovation fol-
lowed, allowing agricultural production and agroindustry value chains 
to scale up.

The following case illustrates the transformation enabled by farmers 
and their community with mainly incremental innovations for years of 
learning by doing in the tropical rainforest of the Amazon.
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C A S E  4 :  E F F E C T I V E  A P P R O A C H E S  T O  E S TA B L I S H  S U S TA I N A B L E 

A N D  I N C L U S I V E  A G R O F O R E S T RY  I N  T R O P I C A L  R A I N F O R E S T  W I T H 

T E C H N O L O G I C A L  I N N O VAT I O N  A N D  B E S T  P R A C T I C E S

As natural capital, tropical rainforests are extremely important for a green 
economy. They are rich in biodiversity and function as huge reservoirs of 
carbon dioxide, but they are increasingly becoming endangered. Indeed, 
significant losses have already occurred worldwide. Shifting agricul-
ture was thought to account for about one-third of the deforestation in 
Amazonia, while cattle ranching was responsible for at least half of the 
forest retreat (Smith et al. 1998). It was common practice for illegally 
deforested land to be used for a number of years as pasture for cattle 
ranching and other purposes and for the land then to be abandoned when 
its fertility was almost lost. Therefore, the challenge in the Amazon rain-
forest was not only the establishment of sustainable and inclusive agro-
forestry for small farmers but also for the regeneration of abandoned land 
by agroforestry,

In this context, in Tomé-Açu, in the state of Pará in the Brazilian 
Amazon region, crop diversification and critical production experience 
led to the development of an innovative agroforestry model (hereafter 
referred to as the Tomé-Açu model) that is well suited to the Amazonian 
environment. In the Tomé-Açu model, key factors include a combina-
tion of crops and trees and the sequence for planting them. The model 
is inclusive and sustainable. Using this model, 25 hectares of agroforestry 
produces the same level of income as 1,000 hectares of cattle ranching. 
Therefore, the former’s income from 25 hectares is forty times that of the 
latter from the same extension of land. Moreover, the agroforestry creates 
jobs for ten to twenty workers with 25 hectares, whereas the ranching 
needs 50–75 hectares to create a job for one worker (Yamada 2003).

In one of its recent research projects, the Brazilian Agricultural 
Research Corporation (Embrapa) Eastern Amazon Center found striking 
similarities between the characteristics of agroforest soils of this model 
and those of the natural forest soil of the Amazon rainforest. This may 
imply the resilience of the agroforest ecosystem in terms of not only flora 
but also fauna. In fact, as agroforests have grown over the years, the num-
ber of observed bird species has increased, showing how agroforestry sup-
ports both ecosystem recovery in the Amazon and farmers’ livelihoods. 
In acknowledgment of the establishment of the successful model, on 
December 1, 2010, the Tomé-Açu Multipurpose Agricultural Cooperative 
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was awarded the first Brazil Regional Development Contribution Prize by 
the federal government of Brazil (Hosono 2013b).

S T R AT E G Y  F O R  I N C L U S I V E  B U S I N E S S – L E D  T R A N S F O R M AT I O N

In addition to the strategies discussed thus far, people-centered transforma-
tion strategies deserve special attention. These strategies proactively support 
inclusive and sustainable activities in which the base of the pyramid (BOP) 
can participate. The use of an inclusive business models, as proposed by 
the United Nations Development Programme (UNDP/Growing Inclusive 
Markets 2008), could provide one such strategy. These models include the 
poor on the demand side as clients and customers (first category), and on 
the supply side as employees, producers, and business owners at various 
points in the value chains (second category) [emphasis added].

Inclusive business is an important pathway to realize industrial transfor-
mation and quality growth locally and also to focus on BOP. For the first 
category of inclusive business, it is critical to produce goods at scale to make 
their price affordable for the poor and to expedite delivery. BOP business is 
different from a normal commercial business for a variety of reasons, includ-
ing the limited purchasing power of low-income customers, the required 
innovative technology for consumption needs, the normally high levels of 
upfront investments, awareness and acceptance by users, and the difficulty 
of delivery (Kato and Hosono 2013). A comprehensive approach to address-
ing constraints of inclusive businesses for BOP is needed because (1) an 
affordable price is normally enabled by production at scale, which requires 
finance for scale; (2) delivery at scale is essential to make available new prod-
ucts for BOP; and (3) partnership at scale with governments, NGOs, inter-
national organizations, and other stakeholders is needed as well.

For the second category of inclusive business, it is essential to cre-
ate and commercialize competitive products and services based on local 
resources, to support self-reliance and creativity, and to develop human 
resources . By learning about improvements to their livelihood, commu-
nities and their member will become more conscious of their needs (and 
challenges) and of BOP products to satisfy them. This approach enables 
communities to become involved in “participatory platforms for inclu-
sive products and service design” (Casado Caneque and Hart 2015, 8) 
on the demand side of inclusive business. At the same time, it enables 
and strengthens their capacity on the supply side to become employees, 
producers, and business owners at various points in the value chains by 
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participating in inclusive business. OVOP programs have resulted in a 
promising model of inclusive business from the supply side (i.e., the sec-
ond category) (Hosono 2017a).

C O N C L U S I O N

The strategies and case studies discussed in this chapter show that quality 
growth needs to be discussed in the context of transformation, which is 
the key driver of growth and a determinant of the various attributes of 
growth. As transformation is closely related to changing endowments and 
dynamic comparative advantage, the central theme has to be the rela-
tionships among these essential endowments, transformation paths, and 
attributes of quality growth.

It is clear that the enhancement of endowments and the transforma-
tion do not take place automatically. These processes are normally endog-
enous, but they need to be catalyzed or facilitated by industrial strategies 
and policies. As a corollary, it might be realistic to design policies and 
measures to attain the desired attributes of quality growth alongside the 
development of specific industries and their value chains, as transforma-
tion is taking place, while remembering specific transformation paths and 
quality growth agendas.

Transformation and quality growth need to be considered in a holistic 
manner, as a comprehensive target to be achieved. The APEC Growth 
Strategy could be regarded as a pioneering initiative with a holistic frame-
work for attaining such a target. In developing a distinct transforma-
tion agenda for each country, the nature of quality growth should be 
fully taken into account, bearing in mind the interrelationships, synergy, 
sequences, and trade-offs among them.

As the transformation agenda differs between countries with distinc-
tive characteristics, policies and measures to transform these different 
economies and attain the desired attributes of quality growth also would 
be different. No standard model addresses the challenges of transforma-
tion and quality growth. Each country requires a distinct combination of 
strategies as well as effective approaches toward realizing such strategies. 
The approaches discussed in this chapter may provide some means of 
envisioning alternative strategies.

The interrelationships among endowments, transformation, and qual-
ity growth are highly complex, and this chapter has covered these aspects 
only in part. Therefore, they deserve further in-depth analysis.
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N O T E S

1. This UN plan of action on Sustainable Development Goals (SDGs) was adopted  
by the UN General Assembly in 2015; see United Nations, “Transforming Our World:  
The 2030 Agenda for Sustainable Development,” 2015, https://sustainabledevelopment 
.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20
Development%20web.pdf.

2. The APEC Growth Strategy’s definition of quality of growth, which focused 
on five desired attributes, appears to be one of the most widely agreed-on and most 
comprehensive definitions. It draws on the outcome of discussions on these attributes 
over a decade, and is reviewed in the following sections.

3. See, for example, Asian Development Bank, Key Indicators for Asia and the 
Pacific 2013: Asia’s Economic Transformation: Where to, How, and How Fast? (Manila, 
Philippines: ADB, 2013); UN Economic and Social Commission for Asia and Pacific, 
Shifting from Quantity to Quality: Growth with Equality, Efficiency, Sustainability and 
Dynamism (Bangkok, Thailand: UNESCAP, 2013); UN Economic Commission 
for Latin America and the Caribbean, Structural Change for Equality: An Integrated 
Approach to Development (Santiago, Chile: UNECLAC, 2012); Inter-American 
Development Bank, Rethinking Productive Development: Sound Policies and Institu-
tions for Economic Transformation (Washington, DC: IDB, 2014); UN Economic 
Commission for Africa, Making the Most of Africa’s Commodities: Industrializing for 
Growth, Jobs and Economic Transformation (Addis Ababa, Ethiopia: UNECA, 2013); 
African Center for Economic Transformation, “2014 African Transformation Report: 
Growth with Depth” (Accra, Ghana: ACET, 2014).

4. The report emphasizes that what African countries need is growth with depth: 
“More Diversification, more Export competitiveness, more Productivity increase, more 
Technological upgrading, and more improvements in Human well-being” (the title of 
the ACET report, “Growth with Depth” is itself an acronym drawn from the names of 
the five elements). It states: “Only by doing so can they ensure that growth improves 
human well-being by providing more productive jobs and higher incomes and thus has 
everyone share in the new prosperity” (ACET, “2014 African Transformation Report,” 1).

5. Aggregate productivity increases when the most productive sectors expand. This 
effect, referred to as productivity-enhancing structural change, is well documented 
in the case of labor shifts from agriculture to industry and services. Reallocation of 
labor across sectors has been an important driver of productivity growth in several 
fast-growing East Asian countries; see World Bank, World Development Report 2013: 
Jobs (Washington, DC: World Bank, 2012), 100.

6. Regarding factor endowments, it is essential to take into account mobility of 
capital and highly skilled labor, rapid technological change, and evolving global value 
chains. For a discussion on this aspect, see Akbar Noman and Joseph E. Stiglitz, 
“Learning, Industrial, and Technology Policies: An Overview.” In Efficiency, Finance, 
and Varieties of Industrial Policy: Guiding Resources, Learning, and Technology for  
Sustained Growth, edited by Akbar Noman and Joseph E. Stiglitz (New York: Columbia  
University Press 2017), 12–13. Demographic transition also matters for long-term 
comparative advantage.
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7. This is based on Japan’s view of economic development and its experiences 
(see Hosono 2016, 173). In a similar manner, JICA/JBIC (2008, 17) considers infra-
structure, human resources, and credit markets as fundamental growth-driving func-
tions. Akio Hosono, “Catalyzing Transformation for Inclusive Growth,” in Japan’s 
Development Assistance: Foreign Aid and the Post-2015 Agenda, ed. Hiroshi Kato, John 
Page, and Yasutami Shimomura (New York: Palgrave Macmillan, 2016), 169–187; and 
Japan International Cooperation Agency/Japan Bank for International Cooperation, 
Report of the Stocktaking Work on the Economic Development in Africa and the Asian 
Growth Experience (Tokyo: JICA/JBIC, 2008).

8. Japan’s Official Development Assistance white paper states that achieving eco-
nomic growth requires improving the investment environment, which involves policy 
and institution building, human resources development, strengthening basic infra-
structure, attracting foreign direct investment, and expanding trade. Japan has long 
insisted that economic growth through infrastructure development, etc., is crucial to 
poverty reduction, and has incorporated this viewpoint in its ODA policies. Ministry 
of Foreign Affairs, Japan’s Official Development Assistance 2005 (Part I, Section 2) 
(Tokyo: MOFA, 2005).

9. Kaizen is a management philosophy and know-how system that brings about 
continuous improvement of productivity and quality. It is a philosophy that has con-
tributed to the development of Japan, especially in manufacturing industries. More 
recently, it has proved to be valid for use in other countries, cultures, and sectors. 
Kaizen is a human-centered approach that fosters teamwork, self-reliance, creativity, 
and ingenuity; see JICA, Kaizen: Japan’s Approach Towards Improved Quality and Pro-
ductivity: The Driving Force of Japan’s Rapid Growth (Tokyo: JICA, 2016a).

10. The concept of “quality infrastructure” was first used in the APEC Leaders Dec-
laration in 2013. The APEC Connectivity Blueprint was adopted the following year; see 
APEC, “APEC Connectivity Blueprint for 2015–2025” (Beijing, China: APEC, 2014a).

11. They compared Africa today with countries that were similarly weak in the 
past in terms of their institutional development and yet managed to escape from 
poverty. Inherited institutional weaknesses persist in Africa, and internal conflict 
and societal fractionalization remain concerns. However, the East Asian experience 
demonstrates that some institutional weaknesses can be escaped; see Simon Johnson, 
Jonathan D. Ostry, and Arvind Subramanian, “The Prospect for Sustained Growth in 
Africa: Benchmarking the Constraints” (NBER Working Paper, National Bureau of 
Economic Research, Cambridge, MA 2007), 36–37.

12. The ADB report on transformation explains: (1) countries’ structural trans-
formation (ST) is driven by demand and supply factors; (2) demographic and geo-
graphic variables and country size shape the pattern of ST; (3) good organizational 
capabilities that encompass all of the tacit knowledge necessary to produce a good 
or deliver a service allow faster ST; and (4) specific policies and actions, institutions, 
and politics often work jointly to determine the direction and pace of ST. ADB,  
Key Indicators for Asia and the Pacific 2013: Asia’s Economic Transformation: Where to, 
How, and How Fast? (Manila, Philippines, 2013), 5.

13. The eight economies are the People’s Republic of China, Japan, Malaysia, 
Thailand, and so-called Asian tigers (Hong Kong, Republic of Korea, Singapore, and 
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Chinese Taipei). The eight high-performing Asian economies (HPAEs) of the World 
Bank’s study on the East Asian Miracle (cited later) are the Asian tigers, and Indonesia,  
Japan, Malaysia, and Thailand.

14. The sixteen “integrating Asian economies” are, in addition to the eight econo-
mies, the other ASEAN countries (Brunei Darussalam, Cambodia, Indonesia, Lao 
People’s Democratic Republic, Myanmar, Philippines, and Vietnam) and India.

15. Regarding HPAEs, see footnote 13.
16. FGP is also referred to as flying wild geese (FWG); see Ippei Yamazawa, “Flying  

Wild Geese Pattern in Pacific: Pattern of Industrial Development among Asian 
Countries” (Distinguished speakers program, Asian Development Bank, Manila, 
1990). For literature on FGP, see Akio Hosono, Asia Pacific and Latin America: 
Dynamics of Regional Integration and International Cooperation, International Trade 
Series 132 (Santiago, Chile: UNECLAC, 2017b).

17. In addition, The East Asian Miracle study states that since 1960, the HPAEs 
have grown more than twice as fast as the rest of East Asia, roughly three times as fast 
as Latin America and South Asia, and five times faster than Sub-Sahara Africa. They 
also significantly outperformed the industrial economies and the oil-rich Middle 
East—North Africa region. Between 1960 and 1980, real income per capita increased 
more than four times in Japan and the Four Tigers and more than doubled in the 
Southeast Asian NIEs. World Bank, East Asian Miracle: Economic Growth and Public 
Policy (Washington, DC: World Bank, 1993), 2.

18. IS and EO were used instead of ISP and EOP in the cited document.
19. The East Asian Miracle study classified countries of the world by a com-

bination of the levels of GDP growth rate per capita and income inequality 
between 1965 and 1989: “There are 7 high growth, low-inequality economies. All 
of them are in East Asia,” namely HPAEs except Malaysia (World Bank, East Asian  
Miracle, 30). The HPAEs have also achieved “unusually low and declining levels of 
inequality, contrary to historical experience and contemporary evidence in other 
regions (Kuznets 1955)” (World Bank East Asian Miracle, 29–30). Simon Kuznets,  
“Economic Growth and Income Inequality,” American Economic Review 45, no. 1 
(1955): 1–28.

20. This paragraph draws heavily from JICA/JBIC, Report of the Stocktaking Work 
on the Economic Development in Africa and the Asian Growth Experience. (Tokyo: 
JICA, 2008)

21. See footnote 14 in regard to integrating Asian economies.
22. For further information on Japanese investments and cooperation with the 

Mexican car industry, see IDB, Japan and Latin America and the Caribbean: Building 
a Sustainable Trans-Pacific Relationship (Washington, DC: IDB, 2013), 33–35; and  
A Virtuous Cycle of Integration: The Past, Present, and Future of Japan-Latin America 
and the Caribbean Relations (Washington, DC: IDB, 2016), 25–27.

23. These projects of cooperation are “Study on Promotion and Development 
Plan of Supporting Industries” in 1996–1997, “Study on Technology Transfer” in 
1997–1999, “Press Process Technology Improvement Project” in 2006–2009, “Study 
on SMEs’ Human Resources Development” in 2008–2009, and “Plastic Molding 
Technology Human Resources Development Project” in 2010–2014.
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THE INDUSTRIALIZATION OF FRESHNESS AND THE QUALITY OF GROWTH

Christopher Cramer and John Sender

Despite rapid growth in many African countries in recent years, doubts 
remain about the sustainability and quality of that growth. Its sustain-
ability is questioned on grounds of enduring dependence on primary 
commodities (especially minerals, fuels, and metals) and of the lack of 
structural change. Its quality is questioned on grounds of persistently 
high levels of extreme poverty and rising inequality.

For example, the African Centre for Economic Transformation (ACET 
2014) highlights the fragility of recent African growth by comparing a 
core group of African economies against trends in eight comparator coun-
tries whose economies had many features in common with those of many 
African economies thirty to forty years ago. Production in the comparator 
economies has since grown more diverse and manufactured exports as a 
share of gross domestic product (GDP) as well as technological upgrading 
relative to the ACET–15 economies have increased. Newman et al. (2016, 
loc 159 of 4644 Kindle), highlighting that “only about one in five African 
workers leaving agriculture has moved into the industrial sector,” com-
pare African economies and a benchmark middle-income country whose 
average performance on a number of indicators suggests what might be 
required for African economies to become middle income. The manufac-
turing value added (MVA) and labor share in industry for African econ-
omies are only about half the corresponding levels for the benchmark. 
Industry in Africa takes up about half the share of GDP accounted for on 
average across all developing countries, and that share has been shrinking.

Meanwhile, global comparisons on the share of the population living 
below the international poverty line show that the truly dramatic reduc-
tions in poverty globally in the past thirty years or so have taken place 



210  ECONOMIC TRANSFORMATION

in East Asia. Clear reductions have occurred elsewhere, but a far smaller 
reduction has occurred in Sub-Saharan Africa and its share of global pov-
erty has risen. One World Bank study (2016a) estimated that 50.7 percent 
of the “global poor” lived in Sub-Saharan Africa in 2013.

Available evidence suggests that poverty rates have declined rapidly 
in some Sub-Saharan African countries, and other indicators often show 
marked improvements, including, for example, in life expectancy, basic 
literacy, and infant mortality. Although Sub-Saharan Africa still has the 
highest under-five mortality rate in the world, the annual rate of reduc-
tion in this key mortality rate has been accelerating (from 1.6 percent in 
the 1990s to 4.1 percent between 2000 and 2015); over the past decade, 
Sub-Saharan Africa’s annual rate of reduction in the under-five mortal-
ity rate has been faster than the rates achieved in many other develop-
ing regions, including Southern and Southeast Asia (You et al. 2015). 
Although many African economies have undergone several years of rapid 
growth, this has not been converted into the kinds of widespread dra-
matic poverty reduction anticipated by development economists and 
experienced in other parts of the developing world.

Development economists have not always linked the structure and pat-
terns of production with poverty reduction concerns. For a while, many 
economists were content to assume that “good” macroeconomic policy 
could unleash faster growth and that the rising tide of growth would lift 
all boats. Confidence in that view has faded to some extent, allowing 
space for the revival in attention to the links between structure (and struc-
tural change) and poverty dynamics (Ocampo, Rada, and Taylor 2009). 
Newman et al. write, “Lack of employment-intensive growth, together with 
the absence of progress in transforming traditional agriculture, are largely 
at the root of the region’s slow pace of poverty reduction” (2016, loc 255 
of 4644, Kindle). Wuyts (2011) emphasizes how pro-poor growth depends 
on the extent to which that growth is driven by productivity gains, the 
extent to which rising productivity drives up real wages, and how increasing 
productivity and employment are related. He also revives Kalecki’s (1955) 
emphasis on the significance for poverty reduction, accumulation, and 
political stability of keeping the rate of food price inflation under control.

Concerns about the lack of structural change and the slow pace of pov-
erty reduction in Africa also lie behind the revival in recent years of interest 
in and support for industrial policy (Stiglitz, Lin, and Monga 2013; Oqubay 
2015; United Nations Economic Commission for Africa 2016), although 
there is not necessarily a shared idea of what this actually means and entails. 
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At the same time, there are pessimistic arguments that premature industri-
alization is afflicting African and other relatively low-income economies, 
undermining the scope for industrialization (and by extension industrial 
policy) to act as a powerful engine of growth and especially employment.

This paper contributes to the discussion of the quality of growth by 
showing the importance of disaggregating the category of industry or 
manufacturing. We argue that categorical distinctions among manu-
facturing, agriculture, and services have broken down as these activities 
have seeped across the boundaries of traditional classification systems 
in economics. At the heart of this process are both “servicification” (of 
manufacturing and agriculture) and what we call the industrialization of 
freshness. This matters to low-income (and middle-income) developing 
countries because of the huge scope for productivity growth, export rev-
enue growth, and employment creation in industrial agriculture and also 
because it should lead to a reassessment of the scope of and priorities for 
industrial policy. We show by example how, in particular, export-oriented 
agricultural production increasingly involves the insertion of an intri-
cate nexus of inputs and steps between a crop and the final consumption 
good. We draw on examples from Ethiopia, and to some extent South 
Africa, based on recent and ongoing primary research. And to explore the 
Ethiopian example, and to arrive at some comments on the policy impli-
cations of the analysis, we first discuss the quality of growth in Ethiopia.

E M P L O Y M E N T,  P O V E RT Y,  F O O D  I N F L AT I O N ,  

A N D  T H E  Q U A L I T Y  O F  G R O W T H  I N  E T H I O P I A

In some way, Ethiopia epitomizes all of the themes just raised. There are 
serious questions about the quality of Ethiopia’s recent growth, although 
its policy makers have committed to what amounts to a more coherent 
and determined strategy for structural change than has been adopted in 
many other countries.1 Its economy has grown rapidly in the past fifteen 
years, and it has been one of the fastest growing economies in the world. 
Agricultural growth has been dramatic, even if the official figures over-
state that growth (Gollin 2011). Public spending on infrastructure (e.g., 
a huge road building program, railway construction, and hydropower 
dam building, as well as capital investment to expand primary health-care 
coverage and an impressive lower-middle-income housing condomin-
ium program) has been at the heart of much of this growth (Moller and 
Wacker 2017). The country’s transformation, including the proliferation 
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of light manufacturing, private building, and services, is immediately 
clear to any observer. But Ethiopia remains desperately poor in many 
respects and the efforts of the Growth and Transformation Plan I and II 
are yet to show through in sharp sustained indicators of structural change 
(Ministry of Finance and Economic Development 2010, 2015).

Ethiopia ranks seventeenth out of twenty countries listed in ACET’s 
African Transformation Index, scoring especially low in the subcompo-
nents of productivity and human welfare. A World Bank study of urban 
labor markets (2016b) highlighted the desperately low levels of labor pro-
ductivity in most of the economy. Not so long ago it was possible (see 
Devereux, Teshome, and Sabates-Wheeler 2005) to wonder whether Ethi-
opia’s development was constrained by “too little inequality.” Although 
official data suggest a modest Gini coefficient of a little more than 0.33, 
widening inequality has gathered momentum. The most striking evidence 
(World Bank 2015) suggests that the poorest 15 percent of the population 
suffered declines in living standards between 2005 and 2011. In particu-
lar, falling consumption in rural areas drove the national figure, with a 
smaller share of the poorest urban Ethiopians experiencing consumption 
decline (figure 7.1). From the mid-1990s until around 2003, expenditure 

Figure 7.1 Growth incidence, Household Income Consumption and Expendi-
ture Survey deflator, 2005–2011

Source: Authors’ creation, adapted from World Bank (2015).
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rose for lower-income Ethiopians, but after 2003, the growth of spending 
slowed for the bottom 60 percent, and by 2011, it had come to a stand-
still for the poorest 40 percent and was declining for the poorest 10 per-
cent. At the same time, the official poverty headcount was falling sharply: 
poverty reduction was much faster in 2005–2011 than in 2000–2005, 
“while the well-being of most of the Ethiopian population improved sig-
nificantly, extremely poor households were not as fortunate” (Stifel and 
Woldehanna 2016, 49).

One of the most likely reasons for this decline, and a fundamental 
dimension of the quality of growth, is the recent record of food price 
inflation in Ethiopia. Poorer households spend a larger proportion of 
their incomes on food, so how food prices behave relative to other prices 
(including wages) shapes distributional outcomes. This makes food price 
inflation, as Kalecki (1955) argued, a constraint on growth: if food prices 
are matched by nominal wage increases, investment and accumulation 
may be constrained; if nominal wages do not rise to absorb food price 
inflation, there may be a political constraint on accumulation. The evi-
dence from Ethiopia is that food price inflation has been difficult to 
control. In 2008 and 2011, the country had the highest monthly food 
inflation in the developing world (Bachewe and Heady 2016). Between 
2004 and 2011 food price inflation in Ethiopia was higher in all years bar 
one than in other relatively poor developing countries. More recently, 
aggregate food price inflation nationally was running at lower levels than 
overall inflation in 2013 and 2014; however, through 2015 and into 2016, 
food inflation was higher than general inflation, peaking at more than 
16 percent in late 2015 (World Bank 2016). Disaggregating food infla-
tion may be relevant to understanding the economic experience of the 
poorest Ethiopians, given that “luxury” goods like sugar, jam, honey, and 
chocolate brought the aggregate food price inflation down in 2013–2016 
(World Bank 2016, figure 1.2.2).2

The evidence suggests that wages (both urban and rural) have not 
responded to absorb rising (and often volatile) food prices. The govern-
ment has implemented a range of policies to try to protect welfare in 
this context, but these protection policies are imperfect. They have not 
been able to prevent profoundly political questions about the quality of 
growth from surfacing. Little direct analysis has been made of the role 
of relative prices in recent political instability, but these prices may well 
be part of the causal dynamics. Into 2018, there had been nearly three 
years of protests, clashes with security forces, and outbursts of violence 
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(including against factories and commercial farms), triggered by com-
plaints about the Addis Ababa expansion plan.3 These clashes prompted 
the government to announce a state of emergency; in late 2017, plans 
were announced to release large numbers of people held prisoner after the 
protests; and in February 2018, the prime minister offered his resigna-
tion. Little reliable evidence is known about the scale of violence or the 
detailed dynamics of this political crisis. After years of basking in inter-
national praise and attention for rapid growth and poverty reduction, the 
quality of Ethiopia’s development was once again very much in question.

The poorest Ethiopians, who are less likely to purchase jam and choco-
late (or teff ) and who are most likely to have been left behind by rapid 
growth, are net food buyers. This is so for both urban and rural poor 
households. In the latter, as Stifel and Woldehanna put it, “the detrimental 
effect of food price inflation tends to dominate the effect of rising pro-
ducer prices given that the poor are generally net food buyers” (2016, 57). 
The poorest also are likely to depend on access to wage labor opportunities 
for their survival—ranging from poorly remunerated full-time employ-
ment as domestic servants to casual and seasonal work in agriculture.

Some evidence comes from recent research on coffee growing and 
floriculture production areas in southern Ethiopia. Cramer et al. (2016) 
found that households with at least one person recently engaged in man-
ual (basic, low-skilled) agricultural wage labor were systematically poorer 
than households in their sample that did not depend on wage employ-
ment.4 Whether measured by levels of education or by simple asset own-
ership, these poorest, wage-dependent households were also very poor 
by comparison with the poorest groups in other Ethiopian household 
surveys. The survey found that this experience of wage employment was 
prevalent, including in smallholder coffee-growing areas that often have 
been regarded as paragons of family self-employment and that labor mar-
ket participation was far more significant than found in other surveys. For 
example, the Ethiopian Rural Socio-Economic Survey (Central Statistical 
Agency and World Bank, 2013) estimated that a mere 1 percent or less of 
Ethiopian women engage in wage employment. Our area census results 
show wage labor participation rates of 40 percent in one smallholder cof-
fee-producing research site (Ferro, near Yirga Alem) and 55 percent in 
another (Kochere, farther to the south, and more distant from a sizeable 
town). In research sites, in the southwestern area of Jimma, where there 
are some larger coffee-growing businesses (with 100 hectares and more), 
more than 60 percent of those covered in the area census had worked for 
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wages in the past year, and more than 95 percent had done so in the past 
three years. These figures underestimate how important wage work is to 
the lives of poor rural Ethiopians, because they exclusively detail wage 
work in coffee production, ignoring other forms of paid employment in 
such areas as construction, domestic service, retail, transport, and other 
crops. Estimates for the labor market participation rate in floriculture 
research sites, which tend to be peri-urban, not surprisingly, were higher 
on average.

Wages are key to the ability of net food-buying poor households to 
survive. The evidence suggests that Ethiopian wages have not adjusted 
to reflect food price inflation. Returning a year to a year and a half later to 
interview a sample of the respondents in the original Fairtrade, Employ-
ment and Poverty Reduction in Ethiopia and Uganda (FTEPR) survey, 
we found that wages were stuck. Using the official rural consumer price 
index (CPI) or a regional CPI does not allow for an accurate assessment 
of real wages. Trends in the prices of the basic foods consumed by the 
rural poor are difficult to measure because these prices often vary quite 
sharply not only between urban and rural areas or between agroclimatic 
regions of a country but also over short distances within rural areas. In 
addition to collecting information on nominal wage levels in the original 
and follow-up questionnaires, FTEPR researchers also asked respondents 
about the prices they had paid for food and gathered food price data from 
local stores. In coffee-growing research sites, for example, we found no 
evidence that rural wage workers have any ability to bargain in responses 
to the quite-frequent Ethiopian food price spikes.

Other research confirms this is true for urban and small-town Ethio-
pia. Headey et al. (2012, vi) find that “there is neither descriptive nor 
econometric evidence that wages substantially adjust to higher food 
prices, except in the long run.” Over 2001–2014, urban wages, deflated by 
the overall CPI, rose; however, when deflated only by food prices, “then 
there is no upwards or downwards trend and the shortfalls brought about 
by the two food price hikes [2008 and 2011] are substantial” (Bachewe 
and Headey 2016, 6).

Addressing the quality of growth must surely involve a rapid rate of 
increase in many types of employment opportunities, ideally providing 
not only more jobs, which may generally tighten labor markets, but also 
providing high-productivity jobs, that is, good jobs (World Bank 2013) 
or decent work. Given that the majority of the poorest Ethiopians live 
in rural areas, and given the evidence that the poorest rural Ethiopians 
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depend on access to wage employment, generating a rapid increase in 
rural wage employment must be a high policy priority. Creating wage 
employment will require rural structural transformation and industri-
alization, which implies the need for a more complex process than the 
conventional dualistic narrative of a linear shift from the countryside to 
urban factory employment.

P R E M AT U R E  D E I N D U S T R I A L I Z AT I O N  A N D  T H E  I N D U S T R I A L I Z AT I O N 

O F  F R E S H N E S S :  C AT E G O RY  O V E R L A P

Officially enumerated employment has responded slowly to Ethiopia’s 
phase of rapid growth (as it has in much of Africa). Ethiopia is said to 
have one of the lowest employment elasticities of growth: barely above 
0.3, compared with around 0.7 and 0.85 in slower growing South Africa 
and Senegal, respectively (Page and Shimeles 2015). Less pessimistically, 
the same data also show that the total number of enumerated employees 
in Ethiopia increased dramatically in recent years—from 2.3 million in 
2009 to 4.3 in 2013—although hardly any growth at all was found in the 
total number of enumerated employees in South Africa over the same 
period (ILOSTAT).5

Industrialization, and structural change that shifts people out of low 
productivity, pathetically unrewarding agricultural labor, may hold part 
of the key to a solution. Arguments suggest that industrialization, typi-
cally assumed to mean the growth of urban factory-based manufactur-
ing, is the source of higher quality growth with rising productivity and 
employment. Newman et al. note that “industrial development offers a 
high employment, high productivity path for job creation, and evidence 
suggests it can accelerate the pace of poverty reduction” (2016, loc 256 
of 4644, Kindle). Recent structural trends and sectoral shifts in employ-
ment in Ethiopia are regarded as disappointing: the officially enumerated 
share of total employment in industry remains small (about 7.5 percent 
in 2013). Although this share has risen slightly since 2005, the share of 
employment in agriculture has fallen over the same period (from about 
79 percent to 72 percent). These shifts are underpinned by a more rapid 
decline in the share of total female employment in agriculture (from  
75 percent to 65 percent).

This disappointment is often linked to an essentially pessimistic view 
that the Ethiopian and African governments generally cannot use the 
instruments of industrial policy to secure the radical transformations 
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achieved in, notably, East Asia, and that “premature industrialization” 
(Rodrik 2016) is a kind of life sentence. The implications are particu-
larly distressing for low-skilled labor: “deindustrialization shows up most 
clearly and in its strongest form in employment” (Rodrik 2016, 1), and 
most of the manufacturing employment loss in deindustrializing econo-
mies takes place in low-skilled jobs. Premature deindustrialization means 
that the gains from manufacturing as an engine of growth and catching 
up (from Kaldor’s growth laws to Rodrik’s automatic convergence effect) 
are effectively withdrawn from developing economies. Rodrik concludes 
that African economies will have to get what growth they can from the 
expansion of services, without strong employment generating effects, and 
that they will have to wait patiently for skill levels to rise, echoing earlier, 
factor endowment prognoses by others (e.g., Owens and Wood 1997).

Deindustrialization in other regions of the world has not proceeded 
at the same automatic rate; the pace and depth of deindustrialization in 
Organisation for Economic Co-operation and Development economies 
has varied depending on policy. For example, UK deindustrialization has 
been especially pronounced compared with that in Germany. By the same 
token, scope exists for a coherent policy to make a difference in lower 
income countries, to slow down or put off premature deindustrializa-
tion. Ethiopia, in fact, has seen a rise in its share of industry in GDP 
and in employment, albeit from an exceptionally low base. And evidence 
has pointed to a concerted policy effort to drive forward industrializa-
tion and manufactured exports. Policy makers have sought to overcome 
the disadvantages of landlockedness, of the lack of European settler colo-
nialism and its institutional legacies, and of a so-called bad neighbor-
hood through infrastructure expansion, institutional design, learning by 
doing, and pragmatic adaptation of international experiences. The wider 
evidence confirms that premature deindustrialization is not uniform or 
inevitable. Countries, especially in East Asia, that adopted deliberate 
strategies and succeeded in securing rapid growth through manufacturing 
have shown how important policy is to whether or not a country suc-
cumbs to premature deindustrialization.

This chapter, however, develops a different critique. To make claims 
about the pattern and prospects of industrialization or deindustrializa-
tion, especially across huge and diverse regions, involves a categorical 
fallacy that is growing increasingly problematic for economics. It pre-
sumes unit homogeneity for each of the main distinct sectors economists 
typically work with. But the economic activities within these sectors have 
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become ever more closely intertwined, until the level of categorical imbri-
cation has broken down the distinctions between categories.

All forms of classification involve the imposition of artificial disconti-
nuities on a continuous reality. Therefore, it is always possible to quibble 
over the precision of categorical boundaries or coding rules. Classification 
or analytical taming of the “wild profusion of existing things” (Foucault 
1971, 1), however, is necessary to make sense of the world. Questioning 
coding rules and classification systems becomes more than mere quibbling 
when these rules and systems obscure understanding and produce mis-
leading policy arguments for resource allocation. We suggest that exist-
ing categories for primary commodities and manufactures risk doing just 
that; that they have become too crude to capture and facilitate analysis 
of the underlying reality. This is because of significant changes in global 
capitalism, including what we call the industrialization of freshness.

Herrendorf, Rogerson, and Valentinyi (2014, 929) agree that it would 
be “useful to refine the standard three-sector focus” of the literature on 
growth, production, and structural transformation. Their argument 
focuses on advances in services, such that some services like health care and 
education involve investments and high skill intensity and are character-
ized by high scope for productivity increases, whereas others, such as much 
of retail trade, are quite different. The three-sector classification of agricul-
ture, manufacturing, and services is far too crude to capture this change in 
recent economic developments, especially in advanced economies.

It is not just that, for example, by exploring the World Input Out-
put Database (Timmer et al. 2012), we find increasing interdependency 
between manufacturing and services. It is also, and more significant, that 
a process of “servicification” has emerged—that is, the increasing share of 
the value of final manufactured goods derived from services, including 
logistics, transport, embedded software, branding, and design (Koopman 
et al. 2010; Timmer et al. 2014). Baldwin, Forslid, and Ito (2015) argue 
that services have accounted for an increasing share of final goods value 
since the 1980s, and that in Asia, for example, the pattern of servicifica-
tion is similar for relatively high-tech economies, like Japan and South 
Korea, as well as for lower wage economies like that of the Philippines. An 
important implication is that for development policy, the “classic focus on 
factories can be misleading” (Baldwin, Forslid, and Ito 2015, 26).

Meanwhile, the distinction between primary products, processed pri-
mary products, and manufactured goods has become fuzzier than it argu-
ably already was. Some analytical confusion has always existed, because 
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of the way that trade and production statistics internationally classify 
these sectors—that is, differences between definitions in the Standard 
International Trade Classification (SITC) and International Standard 
Industrial Classification (ISIC) systems. Wood and Mayer (1998) define 
three groups of product: manufactures, processed primary products, and 
unprocessed primary products. Their definition of manufactures is the 
narrow one of SITC categories 5–8 minus nonferrous metals. SITC clas-
sifies everything else as primary products, whether or not it is processed. 
Production and employment statisticians, though, as Wood and Mayer 
point out, use the broader ISIC category of manufactures that includes 
what they consider to be processed primary products—that is, goods that 
are “also produced in factories, but which use large inputs of local raw 
materials—for example, canned tuna, wine, cigarettes, paper and alumin-
ium ingots” (1998, 6).

Wood and Mayer (1998, 11) also break down their initial grouping 
of products to account for high-skill and low-skill manufacturing, for 
agriculture and minerals and fuel, and for a division of agriculture into 
“static” and “dynamic” products. Dynamic products include those for 
which there is a high (greater than one) income elasticity of demand and 
whose expansion has been important to the growth of a number of devel-
oping countries. Their point is that there are unprocessed, but neverthe-
less dynamic, primary commodities.

Despite the different, overlapping, and at times conflicting ways of 
classifying primary, processed primary, and manufactured goods, they all 
share the idea that these types of good require different resource inputs. 
In Wood and Mayer, for example, “the basic difference between the 
resource inputs needed for manufacturing and for primary production is 
that the former requires a much higher ratio of skill to land” (1998, 4),  
with the implication that agricultural production requires little skill 
because it requires little by way of transformation and value addition to 
what nature and some tried-and-true practices provide. Their definition 
of processed primary products is that processing takes place in factories.

Beyond this definition, and alongside the servicification of manu-
facturing, we have seen an industrialization of agriculture. Agriculture, 
particularly globally traded agricultural production, is increasingly not 
merely “like” industry, it is industry. This industrialization of freshness is 
partly a function of the technological inputs into modern global agricul-
ture, which have extended out of the factory and onto the farm, and it is 
partly a function of industrial process and organization.
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Beneath the conventional coding rules that determine the allocation 
of value-producing activities to economic categories are long-running, at 
times shifting and unsteady, arguments about what defines these catego-
ries. A more fruitful way to understand processing and manufacturing 
than by taking a factory focus is to consider the historical evolution of 
manufacturing. Adam Smith (1776) refined the analysis of different types 
of division of labor, including the division of labor in the production of 
specific goods, such as a woolen coat:

The shepherd, the sorter of the wool, the wool-comber or carder, the 
dyer, the scribbler, the spinner, the weaver, the fuller, the dresser, with 
many others, must all join their arts in order to complete . . . this . . . 
production. How many merchants and carriers, besides, must have been 
employed in transporting those materials from some of those workmen 
to others who often live in a very distant part of the country! . . . How 
many ship-builders, sailors, sail-makers, rope-makers, must have been 
employed in order to bring together the different drugs made use of 
by the dyer, which often come from the remotest corners of the world. 
(Smith [1776] 1979, 22–23)

Marx, later ([1867] 1977), was able to describe and analyze the transi-
tion to large-scale industrial capitalism, emphasizing the shift from tools 
to machinery and the implications for the role of human labor in the pro-
duction process. Although Marx may have stressed the tendency toward 
economies of scale within specific firms and the integration of large-scale 
production, later still Young (1928) emphasized the counterbalancing ten-
dency to industrial differentiation, the splitting of complex processes into 
sets or chains of simpler processes. This shift toward more “capitalistic” 
or “roundabout” production processes, sustained by the advance of the 
division of labor and of specialization, is the source of economies of scale. 
Over “a large part of the field of industry,” wrote Young, “an increasingly 
intricate nexus has inserted itself between the producer of raw materials 
and the consumer of the final product” (1928, 538; quoted in Ho 2015). 
From this perspective, what matters less is whether or not production 
takes place in factories and instead what forms of industrial organization 
are at play and how roundabout is production.

Economists from Adam Smith to Albert Hirschman and beyond have 
suggested that there is less scope for the refined division of labor, for 
complex linkage dynamics, or for roundabout production processes in 
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agriculture than in manufacturing. Hirschman argued in The Strategy of 
Economic Development (1958, 109), that “agriculture in general, and sub-
sistence agriculture in particular, are . . . characterized by the scarcity of 
linkage effects.” He later refined this view, accepting that more linkages, 
both backward and forward, are associated with agricultural production 
than he had initially supposed.

But neither Hirschman nor others anticipated the extent to which the 
sophistication of roundabout production processes and complex forms 
of industrial organization might move into agriculture. An “increasingly 
intricate nexus” is currently inserting itself between African (and other) 
rural producers, of a fresh orange, blueberry, avocado, or rose, for exam-
ple, and the consumer of the final product. This makes for what we call 
the industrialization of freshness.

Moreover, the development of more processed products may depend 
on innovation in the agricultural sector. Brazil—a world leader in the 
paper and pulp industry—provides one example. The success of this 
sector is underpinned by state financing of one of the world’s leading cen-
ters of agricultural research, Embrapa (the Brazilian Agricultural Research 
Corporation, Ministry of Agriculture, Livestock, and Food Supply), 
which coordinates a decentralized network of research institutes that have 
been central to the diversity of experimentation that innovation-based 
strategies in agriculture require. For example, the development of new 
seed varieties of eucalyptus trees by Embrapa researchers (more than two 
thousand doctoral graduates among them) has been central to the prod-
uct innovation in Brazilian paper and pulp products (Figueiredo 2016).

Modern food systems are, to a large extent, distinct from agriculture; 
the industrialization of agricultural production means that consumer 
food prices are significantly decoupled from the domestic or international 
prices of agricultural commodities. The farm value share of consumer food 
expenditure in the United States (and elsewhere) has declined rapidly over 
the past fifty years, now amounting to about 15 percent (Gollin and Probst 
2015). Food is now essentially an industrial product, based only loosely on 
agricultural commodities. Most of it is initially produced on large-scale 
units owned by a few farming corporations—the “landless farmers,” as 
some interviewees for a recent study in South Africa conducted by Cramer 
and Sender (2015) described themselves—and distributed by a similarly 
concentrated group of supermarket retailers. Delivering these industrial 
products—processed and prepared foods—to consumers involves scale 
economies and an industrial mode of production. Although this requires 
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continuous research and development (R&D) and inputs of highly skilled 
labor, it also generates a great deal of nonagricultural, low-skill wage 
employment in pack houses, postharvest fruit-management procedures, 
and retailing. The share of total wage employment generated by food and 
beverage processing, as well as by the retailing of processed agricultural 
products and by the food service sector (i.e., restaurants), is often signifi-
cant in poor economies and is significantly higher in more developed than 
in developing countries.

Therefore, it is not clear how to define a processed agricultural com-
modity for policy purposes. Superficially, a carton of orange juice may 
appear more processed, or more like a manufactured good, than a fresh 
orange. But to export cans or cartons of orange juice requires much less 
technological sophistication; R&D; investment in packaging, tempera-
ture, and disease control; and computerized logistics than required to 
deliver a fresh orange (which has to be of much higher quality than an 
orange sent for juicing) to EU or U.S. supermarket shelves—and the 
returns are significantly lower.

This point was graphically illustrated when the managing director of 
Eurafruit, a South African blueberry producer, claimed to be working 
in the pharmaceutical industry (Cramer and Sender 2015). Picking out 
a single, chilled fresh blueberry from a plastic punnet, he described the 
complex industrial processes involved in acquiring the intellectual prop-
erty rights to the planting material, producing, sorting, chilling, and air-
freighting top-quality fresh berries to the European Union, saying that 
the berry should not be thought of as an agricultural product, but rather 
as a pill destined for a vitamin supplement market created through expen-
sive branding and advertising campaigns. A blueberry, in other words, 
embodies industrial organization, manufacturing, and high-tech inputs 
and processes, and servicification. A similarly paradoxical contrast might 
be drawn between a low-value and technologically unsophisticated pro-
cessed product like avocado oil and a fresh export quality avocado, spe-
cifically bred, precooled, chilled, packaged, and processed to ripen (in 
postharvest gaseous ripening facilities) exactly three days after shipment 
to EU supermarkets. “Just-in-time” industrial organization, famously 
developed in Japanese manufacturing, is now fundamental to the com-
petitive success of international agriculture. International agreements, 
such as the Global Gap voluntary standards, widely used in international 
trade and in contracts with the major retail groups, have accelerated these 
trends, imposing requirements for barcoding, traceability, spraying, and 
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residue detection—all part of the increasingly intricate nexus inserting 
itself between increasingly large-scale “farming” and the final product at 
the point of purchase.

E M P L O Y M E N T,  T H E  “ I N T R I C AT E  N E X U S , ”  A N D  P O L I C Y  I N  E T H I O P I A

There is a neglected policy case for concentrating state support in devel-
oping countries on products that have been exported successfully into the 
fastest-growing international markets, rather than on products bureau-
cratically and crudely defined as processed or manufactured. From this 
perspective, the promotion of fresh fruit and vegetables (plump blueber-
ries from South Africa, ready-to-eat avocados, cut flowers, or herbs from 
Ethiopia) is at least as important as subsidizing the production of cars (in 
South Africa) or leather products or textiles and garments (in Ethiopia).

Servicification and the industrialization of freshness together have 
implications for policy efforts to improve the quality of growth in low-
income countries. First, many low-income countries have significant 
scope to derive greater gains from agricultural production and trade. 
Along with the intricate nexus between farm and consumer comes huge 
scope for productivity gains and economies of scale: the benefits that 
structuralist development economists believed would stem from indus-
trialization as an engine of growth may be generated now by high-pro-
ductivity agriculture. Second, the linkages associated with combined 
industrialization and servicification of freshness mean that investment in 
these activities may raise productivity and yield spread effects outside of 
direct farm enterprise production. Third, where industrialization concen-
trated in urban factories appears to offer too slow a rate of absorption of 
low-skilled labor, agroindustrialization has enormous scope for employ-
ment creation.6

Selecting crops, irrigating, fertilizing, investing in on-farm pack 
houses, committing to the highest value output, cleaning bicarbonates 
from water with reverse osmosis machinery, erecting trellis frames for 
plants to grow on, investing in humidity control (€50,000 for fine mist-
ing in a greenhouse on one 12-hectare farm) and the manipulation of 
light (one Dutch farmer in Ethiopia agreed that his production process 
involved “torturing plants by sleep deprivation”), sorting and grading 
output, shifting crates into and out of cold storage rooms, and many 
other components of the intricate nexus all generate employment. Just 
as with urban industrial parks, there are both induced and indirect 
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employment effects with these farmland factories, too. Increasing num-
bers of pack houses and export-quality agricultural output potentially 
makes viable a domestic supply of a new range of packaging materials. 
At the same time, rising rural employment creates rising incomes and 
demand for goods and services beyond just basic foods—construction 
for wage workers sleeping in on-farm dormitories, bars and retail ser-
vices, and transport employment.

One of the most obvious and dramatic examples of the employment 
effects of the industrialization of freshness in Ethiopia is the dramatic 
growth of towns like Ziway, with large inward migration of people from 
quite distant rural areas, attracted by employment opportunities in and 
linked to the town’s floriculture concentration (and more recently wine 
production). The expansion of export flower production has led to direct 
employment in greenhouses and pack houses; in induced employment 
in local supply of materials and services for the flower industry; and in 
indirect employment in construction, hairdressing, bars and restaurants, 
motorized rickshaw enterprises, and guard labor.

The industrialization of freshness may be relatively easy to see in the 
production of blueberries, the manipulation of natural processes in the 
propagation in Ethiopian greenhouses of poinsettia seedlings for Dutch 
garden centers, and the intricate management of the rate of avocado rip-
ening (together with the servicification involved in transport and storage 
logistics, industrial design inputs to improved packaging, and the brand-
ing of “ripe and ready-to-eat” avocados). The employment implications of 
these industrial processes, direct and indirect, are also starting to be clear.

But this intricate nexus of industry is also inserting itself into so-called 
traditional agricultural commodities. One example is coffee. The global 
assembly of a tin of Illy coffee, for example, echoes the assembly of smart-
phones or other more obviously high-tech manufactured goods, again 
with employment implications. Most of the value is added in the innova-
tion of product and process in Trieste, along with the branding and mar-
keting investment. A single Illy “iperEspresso” capsule embodies seven 
patents. Producing a consistent, high-quality espresso blend requires an 
efficient sourcing of beans from a number of different countries. Coffee-
buying strategy is in part determined by technological investment: a spec-
trometer assesses the ratio of ripe to under-ripe, scorched, bruised, moldy, 
or otherwise blemished beans in samples from different suppliers, guiding 
sourcing decisions. Efficiency ultimately turns on direct links with suppli-
ers in developing countries who are able to achieve a consistent supply of 
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high-quality beans. That, in turn, requires close and direct relationships 
between Illy and coffee farmers and washing stations.

Pursuit of reliably high-quality production involves changing patterns 
of coffee varieties, weeding, mulching, picking, and postharvest care, along 
with sifting, washing, demulcification, drying, and packing of coffee beans 
on washing stations. This commitment to quality—as interviewees both at 
Illy and with a number of specialty coffee roasters in the United Kingdom 
and with coffee farmers in Ethiopia confirmed—leads to higher levels of 
employment than the production of lower value coffee.7

In terms of the quality of growth concerns, other gains may be achieved. 
FTEPR research (Cramer et al. 2016) compared wages and working con-
ditions on coffee farms in three different research sites in Ethiopia. One 
such site was a smallholder production area (albeit with high levels of 
heterogeneity among smallholders), defined around a Fairtrade-certified 
producer cooperative. Another site was a smallholder production area, 
but without any Fairtrade-certified producer organization locally. It was, 
however, near a very large private coffee-washing station (perhaps the larg-
est in Africa), and until a recent policy change, it had a close link to a 
major international coffee firm committed to producing for a niche and 
very high-quality market. The third was an area dominated by several 
much larger coffee growers, each with roughly 100 hectares; these farms 
also were producing coffee generally regarded as high quality. FTEPR 
surveys found that wages were higher, and nonwage working conditions 
better, for coffee wage workers in the latter two research sites than on 
the Fairtrade-certified producer research site. The other farms also offered 
more days of work per year. Farm size was certainly correlated (and sig-
nificantly) with higher wages, better conditions, and more days of work. 
But the comparison between the two smallholder sites was striking, not  
least because the non-Fairtrade research site was more remote and had 
fewer nonagricultural economic activities to tighten labor markets. The 
investment over time in producing higher quality coffee as an input to 
the washing station and with the support of the international buyer was 
the most plausible reason for these different labor market conditions.

This may support a hypothesis that the greater the intricacy of the 
nexus between producer and final consumption good in agriculture (or 
between plant and consumer good), the greater the scope for employment 
creation and better jobs. Certainly, other fieldwork in Ethiopia among 
large-scale horticulture and floriculture exporters, and corroborated by 
research in South Africa’s commercial agriculture, confirms the significant 
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contribution that these factors can make to employment. Crop choice, 
quality commitment, and technological sophistication (drip irrigation, 
cold storage, high-care pack houses, on-farm processing) all raise employ-
ment intensity per hectare.

If the industrialization of freshness offers significant scope for employ-
ment creation, “better” jobs, and other gains associated with structural 
transformation, then it becomes critical for policy makers to identify 
the constraints placed on reaping (more of ) these gains and to develop 
interventions to relax those constraints. Drawing on some primary field 
research in Ethiopia (and South Africa), we can sketch briefly some of the 
kinds of constraints that hold back agroindustrialization. These include 
strategies, policies, and institutions poorly geared to the categorical blur-
ring described earlier as well as underinvestment in (public) R&D and in 
relevant infrastructure and a failure adequately to resolve critical conflicts 
of interest over access to and use of land and water.

A classic example of the failure to appreciate how value is derived 
in the specialty coffee market is the Ethiopian Commodities Exchange 
(ECX), which took years to recover from its initial wiping out of trace-
ability. Full traceability of coffee to specific farms is very much a form of 
servicification, because it lies behind the branding narratives that create 
higher prices and raise returns to producers as well as roasters and trad-
ers. Ethiopian coffee policies and institutional reforms also undermined 
value addition in coffee when disallowing commercial farmers from sell-
ing direct rather than through the ECX (only cooperatives could sell 
direct). This meant that sometimes long-established close relationships 
between an international “systems integrator” (Nolan, Zhang, and Liu 
2008), a washing station, and producers, which sustained efficiencies in a 
production chain or an intricate nexus between the coffee plant and final 
consumer good, were erased instantly.

In other ways, too, the significance of industrial agriculture has 
escaped policy frameworks in Ethiopia. Thus, for example, horticulture 
firms (many employing eight hundred to one thousand two hundred 
workers) cannot benefit from the support for soil analysis and fertilizer 
mixes through the well-funded Agricultural Transformation Agency, 
because this is focused exclusively on smallholder farmers. Yet these large-
scale horticultural firms are at the same time not within the domain of 
industrial policy focused on leather and garments. They have not received 
the same attention from government in, for example, setting up sector-
specific institutes (as for leather and textiles) (Oqubay 2015).
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Failure to appreciate the implications of the industrialization of fresh-
ness also lay behind South African decision making. An example is that 
sugar has been treated as industrial, and thus, it is eligible for substantial 
industrial policy support because of its closeness to sugar milling. Other 
agricultural producers, however, were not treated this way, despite evidence 
that producers of many export crops were capable of generating more com-
petitive output, higher value output, and higher employment gains in what 
we have characterized as industrial agriculture. Indeed, the Manufactur-
ing Competitiveness Enhancement Programme in South Africa excludes 
agricultural enterprises despite many of them being tightly integrated into 
a nexus of high-tech inputs, manufacturing processes, industrial organiza-
tion, and complex servicification (Cramer and Sender 2015).

The politics of land and water often undermine the scope for produc-
tive expansion and efficiency in industrial agriculture. A number of veg-
etable producers in Ethiopia (particularly in Oromia state) cast envious 
eyes on Kenyan horticulture, partly because of the ability of Kenyan pro-
ducers to move up the value chain by constructing high-care pack houses 
with special washing facilities and rigorous hygiene regimes, high-speed 
blast chillers, and packaging machines for ready-to-eat small packs of veg-
etables accredited by the British Retail Consortium. Several Ethiopian 
firms wanted to upgrade pack house facilities, but they could not primar-
ily because this option would be viable only if they could acquire more 
land. This political tension between central government strategy and 
regional governments in Ethiopia’s ethnic federal system frustrates output 
growth.8 Again and again interviewees claimed that access to additional 
land was a more serious constraint than access to credit or the inconve-
niences of the foreign exchange and import regime. One technologically 
sophisticated producer of chrysanthemum and poinsettia cuttings wanted 
to expand, but woreda officials refused to allocate him the land, despite 
the fact that the land he had identified remained completely unused. This 
is a farm that employs one thousand two hundred people, 70 percent of 
them women, and 95 percent of them on permanent contracts. Several 
other employment-intensive horticultural exporters raised the same issue. 
Conflicts over water were also for some producers a constraint on yields, 
and for a passion fruit producer, this was one factor behind the juice-
processing plant running seriously below capacity—“under capacity bites 
like a crocodile,” as the farm manager put it.9

Land and water issues are compounded by infrastructure challenges: 
uncertain and uneven power supplies and poor roads, in particular. State 
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infrastructure investments are not always focused on the needs of employ-
ment-intensive and export-orientated agribusiness. Both the Tibila  
africaJUICE passion fruit farm and the Maranque Plants chrysanthemum 
and poinsettia farm along the same road in the Upper Awash Valley have 
been frustrated by broken pledges to grade the road leading from their 
farms to the main road. Because of the poor state of the road, which leads 
to broken packaging and vacuum packs arriving in the Netherlands with 
leaks and fermentation, africaJUICE loses up to 12 percent of the value of 
every trucked container of passion fruit puree.

C O N C L U S I O N

African economies appear to be caught in a bind. Pessimists argue that 
many have experienced rapid growth over a period of years, but with 
limited evidence of lasting structural change and without generating sus-
tained increases in employment.

This chapter has argued that the concerns about the quality of recent 
growth, specifically in Ethiopia, are real enough, but that they may be 
overblown. First, although less the focus of this chapter, there is actu-
ally evidence of policy-driven industrialization, structural change, and 
improvement in children’s mortality in Ethiopia (albeit from an extremely 
low base and, as yet, still limited). Second, there is scope for productivity 
gains, foreign exchange earnings, and rapid employment growth in the 
nexus of economic activities that we label the industrialization of freshness. 
The industrialization (and servicification) of agriculture globally is noth-
ing new, but the extent to which this trend is reaching into globalized pro-
duction of commodities, in which many developing countries have high 
levels of productive potential, has not been sufficiently acknowledged.

A focus on these activities, and on the ways that they confound tradi-
tional statistical and policy-making distinctions among agriculture, man-
ufacturing industry, and services, illuminates the challenges for policy 
makers often trapped in outdated imaginary of a linear transition away 
from primary commodity production in rural areas to urban industrial 
factories. The evidence and analysis in this paper suggests a different set 
of criteria should be applied when policy makers decide on investments 
in infrastructure and R&D. Policy makers need to consider incentives in 
the light of the overall capacity of economic activities—whether in urban 
factories or on farms—to generate productive dynamism, technical learn-
ing and change, and employment.
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This approach, in turn, requires the development of analytical capacity 
in policy-making institutions, with the ability and resources to identify 
potential gains from industrial agriculture and the constraints on further 
investment in “roundabout” production. Although this requirement may 
signal a limited scope for intervention where capabilities remain weak, 
arguably (and in the spirit of Albert Hirschman) the key is whether there 
is a sufficient compulsion at strategic levels to advance structural change. 
If there is, there is no reason to believe that states cannot acquire capabili-
ties through a policy of learning by doing, even if this involves learning 
by failing.
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1. Arguably, Ethiopia’s government and its policies, labeled by the late–prime 
minister Meles Zenawi a “democratic developmental state” (de Waal 2013, 148), has 
resembled a developmental state more closely than any other in Africa; see Alex de 
Waal, “Review Article: The Theory and Practice of Meles Zenawi,” African Affairs 112, 
no. 446 (2013): 148–155.

2. Stifel and Woldehanna (2016, 57) warn that poverty has probably declined 
by less than thought in Ethiopia, because Household Income, Consumption and 
Expenditure Survey (HICES) data could not fully deflate for food price inflation; 
see David Stifel and Tassew Woldehanna, “Poverty in Ethiopia, 2000–2011: Welfare 
Improvements in a Changing Economic Landscape,” in Growth and Poverty in Sub-
Saharan Africa, ed. Channing Ardnt, Andy McKay, and Finn Tarp, 57 (Oxford: 
Oxford University Press, 2016).

3. Clapham (2017) neatly summarizes the fundamental challenges of political 
cohesion in Ethiopia in terms of a long history of political power being concentrated 
in the highland core, while the source of economic reproduction has been in the 
lowland “periphery.”

4. Data were collected for the Fairtrade, Employment and Poverty Reduction in 
Ethiopia and Uganda (FTEPR) project funded by the UK Department for Interna-
tional Development. The paper-based questionnaire survey included 1,700 respon-
dents (928 of them in Ethiopia) and was carried out in Ethiopia in coffee-producing 
and floriculture sites. This survey collected information on a total population (deter-
mined for research sites by a Global Positioning System census) of a little more than 
5,000 Ethiopians (and 3,200 Ugandans). It was supplemented by a short initial 
survey conducted with handheld personal assistant devices that gathered summary 
evidence from 4,700 respondents (2,470 in Ethiopia, 2,270 in Uganda). A separate, 
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follow-up survey of four hundred respondents was carried out a year and a half later. 
FTEPR researchers did around one hundred oral history interviews.

5. ILO data do not provide a reliable indicator of labor market trends in Sub-
Saharan Africa (Sender, Cramer, and Oya 2005).

6. It also has high potential for addressing the balance-of-payments constraint on 
growth.

7. For a summary of the roundabout process involved in producing high-quality 
coffee, see Schäfer (2016). Schäfer also points out that the level of mechanization in 
Ethiopian coffee is not a good indicator of the degree of dynamism of a given pro-
ducer, given high levels of heterogeneity among large-scale coffee producers.

8. Fieldwork carried out in mid-2016 revealed signs of the tensions that were to fuel 
the protests and clashes that led to a state of emergency later in the year. One farmer 
told us at the time about how much of his savings he had invested and how “if they put 
a light to it, it goes boom!” Another—the manager of a large passion fruit farm—was 
sure that local police were turning a blind eye when rival midsize water users sabotaged 
his irrigation equipment. And indeed this farm was burned down in October 2016.

9. These concerns echoed similar ones raised by South African producers of high-
value, high-employment export crops, such as citrus producers in the Eastern Cape; 
see Christopher Cramer and John Sender, “Agro-Processing, Wage Employment and 
Export Revenue: Opportunities for Strategic Intervention” (Trade and Industrial 
Policy Strategies working paper, Department of Trade and Industry, Johannesburg, 
South Africa, 2015).
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Sub-Saharan Africa’s Manufacturing Sector
BUILDING COMPLEXITY

Haroon Bhorat, Ravi Kanbur, Christopher Rooney, and François Steenkamp

Before 2000, Africa’s economic growth prospects were viewed with wide-
spread pessimism. An over-reliance on mineral exports, civil war, and 
chronic corruption had ruined many of Africa’s economies, culminat-
ing in The Economist labeling it the “hopeless continent” (The Economist 
2000). Since the turn of the millennium, however, the narrative has 
changed. Pessimism has changed to optimism, buoyed by the growth of 
an African middle class (Shimeles and Ncube 2015) and increasing for-
eign direct investment, which reached $60 billion in 2013—five times its 
2000 level (Diop et al. 2015).

This optimism, however, has been tempered by unemployment— 
especially among young people—that has accompanied high levels of eco-
nomic growth. Between 2000 and 2008, the African working-age popu-
lation (fifteen to sixty-four years old) increased from 443 million to 550 
million, but only 73 million jobs were created over the same period (Organ-
isation for Economic Co-operation and Development [OECD] 2012; Spar-
reboom and Albee 2011). The youth only obtained 16 million or 22 percent 
of those jobs (Sparreboom and Albee 2011). Indeed, the Sub-Saharan African 
(SSA) youth unemployment rate decreased by only 1 percent over the past 
twenty years—from 13.4 percent (1991–2000) to 12.3 percent (2001–2012) 
(International Labour Organization 2014). In effect, the high growth rates 
have not generated a sufficient quantum of jobs to match the expansion in 
the labor force. The challenge is further exacerbated by estimates that state 
that each year between 2015 and 2035, five hundred thousand people in 
SSA will turn fifteen years old (Filmer and Fox 2014).

In the context of a growing labor force, debate continues over the pros-
pects of Africa following in the economic footsteps of East and South Asia  
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and the pursuit of manufacturing-led structural transformation, thereby 
creating jobs for a young and growing labor force (McMillan, Rodrik, 
and Verduzco-Gallo 2014; Rodrik 2014; Page 2012). This chapter con-
tributes to this debate, which typically views manufacturing at the aggre-
gate level, by providing a more granular product-level analysis of SSA’s 
evolving manufacturing sector, with the Asian experience serving as a 
counterpoint. The analysis is aided by the tools of complexity analysis, 
specifically those derived from The Atlas of Economic Complexity (see 
Hausmann et al. 2014).

S U B - S A H A R A N  A F R I C A’ S  D E M O G R A P H I C  D I V I D E N D  

A N D  S T R U C T U R A L  T R A N S F O R M AT I O N

Over the next century, SSA is predicted to account for the majority share 
of world population growth. The world population is expected to grow by  
3.9 billion by 2100, of which 2.9 billion or 75 percent will be from SSA (see 
table 8.1).1 As a result, SSA’s share of the world’s population will increase 
from 14 percent to 35 percent. SSA’s working-age population will increase 
by 2 billion, whereas in many other continents, that population will shrink 
as a result of aging. Nearly 40 percent of the world’s working-age popula-
tion is expected to reside in SSA by 2100—up from 10 percent in 2015.

The predicted growth of SSA’s population on aggregate and, impor-
tantly, the growth in the working-age population, mask considerable 
country-level heterogeneity across the continent (Drummond, Thakoor, 
and Yu 2014; Bhorat et al. 2017). Considering the extent to which African 
countries have undergone their demographic transition, four groups have 
emerged. First, three countries have already hit the peak of their share 
of the working-age population: Mauritius, Seychelles, and Réunion. 
Second, five countries are relatively close to reaching their peak working- 
age population: Cabo Verde, South Africa, Botswana, Djibouti, and 

Table 8.1 World and Sub-Saharan African Population Projections, 2015–2100
Total Population (Billion) Working-Age Population (Billion)

2015 2100 Change 2015 2100 Change
Sub-Saharan Africa 1.0 3.9 2.9 0.5 2.5 2
World 7.3 11.2 3.9 4.8 6.7 1.9
SSA proportion (%) 13.7 34.8 — 10.4 37.3 —
Source: Authors’ calculations using the UN World Population Database.
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Namibia). Third, approximately eighteen countries are expected to expe-
rience a 6 to 10 percentage point rise in the working-age share of their 
population. Fourth, twenty-four countries are expecting an 11 and 18 per-
centage point rise in the working-age share of their population. Notably, 
this group includes Nigeria, Ethiopia, the Democratic Republic of the 
Congo, and Tanzania—four of the top six most populous countries in 
Africa. Hence, the predicted working-age population growth for the con-
tinent is expected to be concentrated in a few countries—that is, just 
ten SSA countries will account for nearly 70 percent of the population 
growth in the region (Bhorat et al. 2017).

The rapid growth of Africa’s working-age population presents both 
opportunities and risks. A growing labor force is an opportunity to 
increase the productive capacity of a country, thereby generating eco-
nomic growth and increasing living standards—along with the promise 
of a large and growing consumer market. In contrast, a failure to utilize 
the economic potential of new jobseekers through absorption in the labor 
market will lead to rising unemployment and escalate the risk of social 
unrest. Ultimately, countries need to experience both economic growth 
and high levels of job creation to realize the dividends that come with an 
expansion of the labor force.

The region has experienced economic growth over the past one and a 
half decades. In the 1980s and 1990s, SSA’s gross domestic product (GDP) 
per capita was falling by 1.1 percent per year, on average. When compared 
with other developing country blocs which experienced GDP per capita  
growth—such as those in East Asia (6.3 percent) and Latin America and 
the Caribbean (0.4 percent)—it was the worst-performing region by 
some distance. Since 2000, however, annual GDP per capita growth in 
SSA has averaged 2.3 percent, and it has outperformed not only Latin 
America and the Caribbean (1.6 percent) but also high-income countries 
(1.2 percent) as well. The global downturn caused by the 2007–2008  
financial crisis, however, has raised questions about the sustainability of 
SSA’s recent growth performance.

In particular, the OECD and others have raised concerns about the lack 
of structural transformation, defined as “the reallocation of economic activity 
away from the least productive sectors of the economy to more productive 
ones” (OECD 2013, 114), that is taking place across the region (McMillan 
and Rodrik 2011; United Nations Economic Commission for Africa 2014). 
Much of the growth has come from either large oil exporters (e.g., Nigeria) or 
from a large expansion of their services sector (e.g., Rwanda) (Rodrik 2013).
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Figure 8.1 provides an overview of the degree of structural transforma-
tion in SSA between 1975 and 2010, depicting the shifts in employment 
across sectors in terms of productivity. We plotted the relative productivity 
across ten sectors in 2010 against the change in employment within these 
sectors, over the period from 1975 to 2010, for an SSA regional aggregate. 
In essence, the graph shows whether shifts in the structure of the economy, 
in terms of shifts in employment across sectors, have been toward pro-
ductive or unproductive activities. A positively sloped fitted line indicates 
productivity-enhancing, and hence growth-inducing, structural change. 
Conversely, a negatively sloped fitted line indicates productivity-reducing, 
and hence growth-reducing, structural change.

Figure 8.1 Sectoral productivity and employment changes in Africa, 
1975–2010

Note: African countries include Botswana, Ethiopia, Ghana, Kenya, Malawi, Mauritius, Nigeria, Senegal, South 
Africa, Tanzania, and Zambia.

AGR = Agriculture; MIN = Mining; MAN = Manufacturing; UTI = Utilities; CONT = Construction;  
WRT = Trade Services; TRS = Transport Services; BUS = Business Services; GOS = Government Services;  
PES = Personal Services.

Size of circles represents employment shares in 2010.

Source: Authors’ calculations using Groningen Growth and Development Centre ten-sector database (see Timmer, 
de Vries, and de Vries 2014).
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Looking at figure 8.1, we see evidence of growth-inducing structural 
transformation in SSA over the period from 1975 to 2010.2 Although the 
low-productivity agriculture sector remained the largest employer, it has 
incurred the highest employment losses over this thirty-five-year period.

Employment levels in the high-productivity manufacturing sector 
have remained stagnant. The biggest beneficiaries of SSA’s growth have 
evidently been services, with government, transport, business, and trade 
services increasing their share of employment over the period. Unfor-
tunately, the most productive sectors (mining and utilities) have not 
recorded employment growth. This is indicative of the high level of 
capital intensity associated with these industries. Ultimately, the African 
growth experience over the past thirty-five years, in general, can be char-
acterized as having manifested in the growth of capital-intensive resource- 
and energy-based industries, which in turn have not generated a sufficient 
number of jobs. As a result, Africa’s manufacturing sector has stagnated in 
terms of output and employment.

In contrast, the East and South Asian regional aggregate (now known as 
the Asian regional aggregate) illustrates the more typical manufacturing-
led pattern of structural transformation (see figure 8.2). It is evident that 
employment has shifted from low-productivity agricultural activities to 
high-productivity activities, particularly in manufacturing.

In the aggregate, Asia has seen a dramatic decline in agricultural 
employment—approximately 30 percent. As in SSA, however, agriculture 
remains the dominant source of employment. Services, while showing 
employment growth, is minor compared with that of SSA, although it is 
off a bigger base. The most significant difference between SSA and Asia is 
driven by the differential outcomes in the manufacturing sector. Manu-
facturing is relatively more productive in Asia than in SSA; it not only 
has grown substantially between 1975 and 2010 but also accounts for the 
second largest share of employment (15.8 percent) after agriculture (40.1 
percent).3 This increase in employment is consistent with the view that 
manufacturing has been an engine of growth for the Asian region.

Comparing the SSA aggregate to the Asian aggregate, it is evident that 
both regions have experienced growth-inducing structural transformation 
over the period, but the nature of this transformation has been different. 
The Asian experience points to a shift from the low-productivity agri-
cultural sector to the high-productivity manufacturing sector. The SSA 
experience points to a shift from the low-productivity agricultural sector 
(but to a lesser degree than in Asia) to the services sector. In particular, 
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SSA has experienced a shift to wholesale and retail trade services, which 
typically has taken place within the informal sector. Therefore, in the 
context of a young and growing labor force in most countries in the SSA 
region, questions about which sectors are going to create jobs is front and 
center in the policy debate.

Stagnation in the manufacturing sector, however, is not solely due 
to Africa-specific factors. Recent evidence indicates that it is becom-
ing increasingly difficult to industrialize. Considering cross-country 
patterns of industrialization, Rodrik (2016) shows that relative to early 

Figure 8.2 Sectoral productivity and employment changes in Asia, 1975–2010

Note: Asian markets include East Asia and South Asia, specifically China, Hong Kong, India, Indonesia, Japan, 
South Korea, Malaysia, Philippines, Singapore, Taiwan, and Thailand.

AGR = Agriculture; MIN = Mining; MAN = Manufacturing; UTI = Utilities; CONT = Construction;  
WRT = Trade Services; TRS = Transport Services; BUS = Business Services; GOS = Government Services;  
PES = Personal Services.

The estimated regression line, measuring the relationship between productivity and changes in employment share 
by sector, is not statistically significant.

Size of circles represents employment shares in 2010.

Source: Authors’ calculations using Groningen Growth and Development Centre ten-sector database (see Timmer, 
de Vries, and de Vries 2014).
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industrializers, developing countries are reaching peak manufacturing 
employment both earlier at a lower level of development and also at a 
lower level. For example, Nigeria and Zambia both experienced dein-
dustrialization before manufacturing even reached 10 percent of total  
employment. Rodrik (2016) terms this “premature deindustrialization”.

Rodrik (2014, 2016) attributes this phenomenon mainly to trade 
and globalization. As part of their membership of the World Trade 
Organization, developing countries were forced to liberalize many of their 
markets. At the time, many African countries had nascent manufacturing 
sectors and thus, when exposed to world markets, they became importers 
of manufactured goods. In addition, the relative decline in prices of man-
ufactured goods in industrial countries threatened the economic viability 
of manufacturing sectors, especially in countries where the manufactur-
ing sector was not well established. In contrast, Asian economies were 
not subject to the same trends because of their comparative advantage  
in manufacturing.

It is indisputable that it has become harder to industrialize. When 
developed countries and Asia industrialized, they did so under protec-
tionist regimes, which allowed them to build a significant manufactur-
ing base (Rodrik 2016). In contrast, SSA has had to compete in the 
world market with established manufacturing exporters. In addition, 
Asian exporters have successfully penetrated the domestic markets of 
SSA countries, making it even more challenging for these countries to 
build a productive manufacturing sector. Regardless of these hurdles, 
however, manufacturing remains the best hope for SSA to generate a 
large number of good jobs and reduce the prospects of political and 
social instability.

McMillan, Rodrik, and Verduzco-Gallo (2014), Rodrik (2016), and 
others provide insight into the extent to which African countries can 
industrialize and thereby create manufacturing jobs in the face of a growing  
labor force. These analyses, however, have sought to examine the evo-
lution of the manufacturing sector across countries at the aggregate 
level, focusing on the manufacturing sector as a homogenous entity. 
The following analysis provides product-level insights into the evolu-
tion of the manufacturing sector in SSA, applying the Eastern and 
Southern Asian regions as counterpoints. The expansion of the manu-
facturing sector is not simply the expansion of a single aggregate entity 
but rather an evolution of heterogeneous productive activities within 
this aggregate. An evolving manufacturing sector is one that shifts 
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production toward increasingly sophisticated forms of manufacturing 
activity. This shift requires a combination of embedded knowledge and 
capabilities, thereby ultimately building economic complexity. The aim 
is to provide nuance to the existing debate through a granular method 
of analysis.

E M P L O Y M E N T,  M A N U FA C T U R I N G ,  A N D  I N C R E A S I N G  C O M P L E X I T Y

This section applies economic complexity analytics to provide product-
level insights into SSA’s development path in comparison with that of the 
Eastern and Southern Asian regions. Specific emphasis is placed on the 
evolution of the manufacturing sector within these regions. The Eastern 
and Southern Asian regions provide an example of a manufacturing suc-
cess story, and thus act as useful counterpoints from which to compare 
the evolution of manufacturing in SSA. The section concludes by exam-
ining how the evolving manufacturing sectors across these regions act as 
a source of employment.

C O N C E P T U A L I Z I N G  C O M P L E X I T Y  A N D  C O N N E C T E D N E S S

Hausmann et al. (2014) argue that the process of economic development 
involves the accumulation and mobilization of productive knowledge 
(i.e., capabilities). The amount of productive capabilities that a country 
is able to mobilize is reflected in its diversity of firms, the diversity of 
occupations that these firms require, and the level of interactions among 
these networks of firms. These productive capabilities are described as 
nontradable networks of collective know-how, such as logistics, finance, 
supply, and knowledge networks (Hidalgo, Hausmann, and Dasgupta 
2009). The accumulation and mobilization of these productive capabili-
ties is embodied in the measure of economic complexity, as developed by 
Hidalgo, Hausmann, and Dasgupta (2009).4

To measure the productive knowledge or capabilities embedded in a 
country, Hidalgo, Hausmann, and Dasgupta (2009) use international 
trade data to examine what products countries make, and from this, to 
infer their productive capabilities. Two components inform the construc-
tion of a measure of economic complexity for a country: First, countries 
with individuals and firms that possess more productive knowledge can 
produce a more diverse set of products. Second, products that require 
large amounts of productive knowledge are produced in only a few 
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countries where this knowledge is available. Therefore, the more diverse 
a country’s export portfolio and the less ubiquitous the products that 
make up its export portfolio, the more productive knowledge embedded 
in its economy.

Figure 8.3 illustrates how the dual measures of diversity and ubiq-
uity can be used to measure economic and product complexity. One 
observes that Holland has the most diverse export basket (five prod-
ucts), whereas Ghana has the least diverse export basket (one product). 
This provides the first iteration of productive capabilities data, which 
suggest that Holland has more productive capabilities than Ghana. One 
also observes that Holland exports all five products, but interestingly, 
it exports the two least ubiquitous products (X-ray machines and phar-
maceuticals), suggesting in part some form of specialized capability in 
the production and export of these goods. Holland also exports cream, 
cheese, and frozen fish, which are exported by Ghana and Argen-
tina, and thus are relatively more ubiquitous. This second iteration 
of information reinforces the first, and the combination of diversity 
and ubiquity measures suggests that Holland has the most productive 
capabilities. The relative ubiquity of these products (cream, cheese, 
and frozen fish) suggests that the productive capabilities embedded in 
them are common across the three countries. This is even truer in the 
case of frozen fish, which is produced in all three countries. Only Hol-
land, however, can produce X-ray machines and pharmaceuticals, which 

Figure 8.3 Example of country-product network used in method of reflections

Source: Authors’ creation.
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suggests that the productive capabilities embedded in these products are 
relatively more specialized and specific to Holland.

More formally, and informed by Hidalgo, Hausmann, and Dasgupta 
(2009), using bilateral trade data, diversity and ubiquity are defined  
as follows:

 ∑= =k Mc
p

cpDiversity ,0 , and (8.1)

 ∑= =k Mp
c

cpUbiquity ,0 , (8.2)

where Mcp is a matrix that is 1 if country c produces product p, and 0 
otherwise. Diversity and ubiquity are measured by summing the rows and 
columns of the matrix, respectively. Hidalgo, Hausmann, and Dasgupta 
(2009) employ an iterative calculation, called the method of reflections, 
to generate measures of complexity. Each iteration of the calculation cor-
rects information from the previous iteration, until the process converges. 
In the case of countries, one calculates the average ubiquity of the prod-
ucts that each country exports, the average diversity of the countries that 
make those products, and so forth. In the case of products, one calculates 
the average diversity of countries that export these products and the aver-
age ubiquity of the products that these countries make. Formally, this is 
expressed as follows:

 ∑= −k
k

M kc N
c p

cp p N
1

.,
,0

, 1, and (8.3)

 ∑= −k
k

M kp N
p c

cp c N
1

.,
,0

, 1. (8.4)

Therefore, diversity is used to correct for information carried by ubiq-
uity, and ubiquity is used to correct for information carried by diver-
sity. Furthermore, ubiquity can be corrected by taking information from 
diversity that has already been corrected for by ubiquity, and so on. This 
mathematical process converges after a few iterations and generates mea-
sures of complexity for countries (i.e., economic complexity) and mea-
sures of complexity for products (i.e., product complexity).5 The former 
measures the productive capabilities specific to each country, while the 
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latter measures the productive capabilities needed to produce a product. 
Formally, this is presented by manipulating equations (8.3) and (8.4) to 
arrive at the following:

 ∑= −k M kc N
c

cc c N,
'

' ', 2, (8.5)

where 'Mcc  corresponds to the eigenvector capturing the largest eigenvalue 
in the system. Eigenvalues are a measure of economic complexity. More 
formally, this is represented as follows:

 [ ]
( )

= −
ECI

K K
stdev K

, (8.6)

where [] and stdev represent average and standard deviation, respectively; 
K  represents the eigenvector of 'Mcc  associated with the second largest 
eigenvalue.6

The connectedness of a country’s productive structure, measured as 
the opportunity value index, using The Atlas of Economic Complexity mea-
sures (Hausmann et al. 2014), provides a value of “nearby” productive 
opportunities associated with a country’s current export structure. Higher 
opportunity value indices indicate more connected productive structures, 
or productive structures that include a number of products that are rela-
tively proximate (i.e., connected) to a large number of products that a 
country does not currently produce. In terms of capabilities, this means 
that the capabilities embedded in this connected productive structure are 
relatively proximate to those needed for products that are not currently 
produced. Conversely, the capabilities embedded in a less connected pro-
ductive structure are relatively distant from those needed for products 
that are not currently produced.

Hausmann et al. (2014) show that increasingly complex products, 
which typically are manufactured products, are connected and proxi-
mate to more products than less complex primary products that are 
distant and less connected. Put differently, the capabilities needed to 
produce manufactured products are relatively similar to those needed to 
produce other manufactured products. Therefore, if a country already 
has an established manufacturing sector, it is better positioned to 
expand and diversify this sector than a country with a marginal manu-
facturing sector.
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E C O N O M I C  C O M P L E X I T Y  A N D  M A N U FA C T U R I N G

Hidalgo, Hausmann, and Dasgupta (2009) show that economic com-
plexity is correlated with a country’s current level of income and that 
deviations from this relationship predict future economic growth. As 
such, figure 8.4 shows the relationship between economic complexity and 
GDP per capita across a sample of countries varying in terms of level of 
development and region. The accumulation and mobilization of produc-
tive capabilities is associated with higher levels of economic development.

For this analysis, it is interesting to consider the position of SSA coun-
tries (black square markers) relative to developing economies in Eastern 
and Southern Asia (gray triangle markers) and to developed economies 
in East Asia (circle gray markers). It is evident that SSA countries are 

Figure 8.4 Economic complexity and the log of GDP per capita by analytical 
group, 2013

Note: The sample of countries is reduced to those for which complexity measures are estimated. OECD = Organisa-
tion for Economic Co-operation and Development.

Source: Authors’ calculations using trade data from the BACI International Trade Database (HS six-digit revision 
1992) and GDP per capita data from the World Development Indicators.
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clustered in the southwest corner of the graph and thus are associated 
with lower levels of economic complexity and economic development. 
For the sample of SSA countries, South Africa (see acronym ZAF in  
figure 8.4) is an outlier with an economic complexity level in line with 
other middle-income countries.

As with their levels of economic development, economic complexity 
levels for the sample of Asian economies is distributed across countries. 
High-income Asian economies, including Japan (JPN), South Korea 
(KOR), and Singapore (SGP), have high levels of productive capabilities. 
A number of Asian economies have low levels of economic complexity, 
similar to or lower than the cluster of SSA countries, but with higher 
levels of economic development, including Sri Lanka (LKA), Papua New 
Guinea (PNG), and Indonesia (IDN). These Asian economies may be 
better able to exploit their productive capabilities than their SSA peers. 
A number of middle-income Asian economies, including China (CHN), 
India (IND), Malaysia (MYS), Philippines (PHL), and Thailand (THA), 
have relatively high levels of economic complexity.

Therefore, this sample of Asian economies, with some variation, tends 
to be characterized by higher levels of productive knowledge (or capa-
bilities) than their SSA counterparts. This characterization may explain 
the relative differences in the manufacturing sectors across countries 
located within these two regions. Economic growth and development 
is about the accumulation of capabilities that allows firms within a 
country to produce increasingly complex products, which are typically 
manufactured products. This idea is taken further by considering the 
link between economic complexity and the number of manufacturing 
products a country produces.

Figure 8.5 shows the relationship between a country’s productive 
capabilities, measured as economic complexity, and the number of 
manufacturing products that it produces. First, it is observed that coun-
tries with more productive capabilities produce a greater diversity of 
manufacturing products. In addition, figure 8.5 shows clearly that the 
SSA countries (excluding South Africa) are clustered at low levels of 
economic complexity and produce a relatively low number of manufac-
tured products.

Second, the sample of Asian economies is spread across levels of eco-
nomic complexity with varying numbers of manufacturing products. For 
example, Lao (LAO) and Papua New Guinea (PNG) have low levels of 
economic complexity and produce relatively few manufactured products. 
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Conversely, India (IND), Thailand (THA), China (CHN), Malaysia 
(MYS), South Korea (KOR), and Japan (JPN) are increasingly complex 
and produce a greater diversity of manufactured products. Developing 
countries in East and South Asia produce 2,545 different manufactured 
products at a standard deviation of 1,329 (at the six-digit level of the 
Harmonized System). In comparison, SSA countries produce, on average, 
1,357 different manufactured products at a standard deviation of 803. 
Comparing SSA, this is consistent with the Asian region’s composition of 
countries with a greater range of complexity. This translates into a greater 
range of manufacturing products being produced. Therefore, the Asian 
region, relative to SSA, is characterized by greater heterogeneity in eco-
nomic complexity, which corresponds with a greater cross-country range 
of manufacturing exports.

Figure 8.5 Economic complexity and number of manufactured products 
exported (HS6), 2013

Note: The sample of countries is reduced to those for which complexity measures are estimated. Determination 
of whether a manufactured product is exported by a country is not based on revealed comparative advantage.  
OECD = Organisation for Economic Co-operation and Development.

Source: Authors’ calculations using trade data from BACI International Trade Database (HS six-digit, revision 1992).
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Third, in several instances, for the same level of economic complexity, 
SSA countries produce relatively fewer manufactured products than their 
Asian peers, including Sri Lanka (LKA) versus Nigeria (NGA) and Viet-
nam (VNM) versus Mauritius (MUS). This might suggest that despite 
having similar levels of complexity, the capabilities embedded in the Asian 
economies, as revealed in their export baskets, are better aligned with 
manufacturing than the capabilities embedded in the SSA economies.

A final point worth considering is the extent to which there are 
regional spillovers of productive capabilities, and hence shifts in the 
production of manufactured products across the region (Bahar, Haus-
mann, and Hidalgo 2014). For example, surely it is easier for a coun-
try to develop manufacturing capabilities (e.g., Vietnam) if its neighbor 
(e.g., China) already has these productive capabilities (e.g., firms shifting 
production across the border to take advantage of lower input prices). 
Conversely, in SSA, fewer economies are clustered within a subregion that 
possess strong manufacturing capabilities, thus further constraining the 
potential to drive growth through regional spillovers.

Therefore, relative to their East and South Asian counterparts, SSA 
countries typically are characterized by lower amounts of productive 
capabilities, and this is reflected in less diverse and developed manufac-
turing sectors.

E V O LV I N G  D E V E L O P M E N T  PAT H S  A N D  M A N U FA C T U R I N G

This section provides a comparative product-level analysis of the evo-
lution of export structures for SSA and Eastern and Southern Asia for 
the period from 1995 to 2013.7 This snapshot of these regions’ respective 
development paths lends a specific focus on the transformation of their 
manufacturing sectors. These evolving export structures are examined 
along two product-level dimensions: the complexity of the product, and 
the capital-intensity associated with the production of the product. This 
allows us to (1) examine the notion that structural transformation is the 
process of shifting to increasingly complex products, and (2) consider the 
employment effects associated with such process.

With the use of scatterplots (see figures 8.6–8.10), the product-level 
evolution of the productive structures of these regional aggregates is 
shown within the product complexity and revealed physical capital 
intensity space.8 This space is defined by a horizontal axis showing 
the level of product complexity for each manufacturing product and 



SUB-SAHARAN AFRICA’S MANUFACTURING SECTOR  249

a vertical axis showing the revealed physical capital intensity for each 
manufacturing product.

The approach taken is as follows: manufacturing products are cate-
gorized according to whether they are entries into the regional export 
portfolio (i.e., products not exported in 1995 but exported in 2013) or 
whether they are existing exports (i.e., products exported in both 1995 
and 2013). The former provides insight into the type of manufacturing 
products that countries within the regions are diversifying into, and the 
latter provides insight into the products that make up the existing man-
ufacturing sector across countries within these regions. Separate graphs 
are provided for each product grouping in each regional grouping. The 

Figure 8.6 Evolution of Sub-Saharan Africa’s export portfolio—existing 
products, 1995–2013

Note: Traded products are classified at the four-digit level of the Harmonised System, Revision 1992, with each 
bubble representing a four-digit product line. The size of each bubble represents the share of that product in total 
exports in the final period, 2013. Trade flows are restricted to products in which at least one country within a region 
has a revealed comparative advantage.

Source: Authors’ calculations using trade data from BACI International Trade Database to create product complex-
ity measure and revealed factor intensity data developed by Shirotori, Tumurchudur, and Cadot (2010).
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dashed horizontal and vertical lines in each scatterplot represent the 
mean revealed physical capital intensity and the mean product complex-
ity for products classified as low-technology manufactures falling within 
the fashion cluster of the Lall (2000) classification—i.e. products falling 
within the relatively labor-intensive clothing and textiles industry. These 
lines provide a reference point for the capital intensity and product com-
plexity associated with these labor-intensive products.

These scatterplots present the different stages of manufacturing export 
development over time, at the product level in the complexity-capital inten-
sity space. An evolving export structure associated with both higher income 
levels and higher levels of employment would be expected to evolve and be 

Figure 8.7 Evolution of East and South Asia’s export portfolio—existing 
products, 1995–2013

Note: Traded products are classified at the four-digit level of the Harmonised System, Revision 1992, with each 
bubble representing a four-digit product line. The size of each bubble represents the share of that product in total 
exports in the final period, 2013. Trade flows are restricted to products in which at least one country within a region 
has a revealed comparative advantage.

Source: Authors’ calculations using trade data from BACI International Trade Database to create product complex-
ity measure and revealed factor intensity data developed by Shirotori, Tumurchudur, and Cadot (2010).
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depicted as such: first, one would observe a large and dominant distribu-
tion of products in the southwest-west corner of the scatterplot, which are 
characterized by low complexity and high levels of labor intensity. Examples 
of clusters of products include clothing, textiles, and processed foods. Sec-
ond, over time, one should observe a shift toward the northeast area of the 
scatterplot into more complex products—thereby generating an economic 
pathway to higher levels of income. Such complex products would include, 
for example, electronics, machinery, and chemicals.

Figures 8.6 and 8.7 present the export structure pertaining to exist-
ing products for the SSA and the Eastern and Southern Asian regions, 
respectively.9

Figure 8.8 Evolution of Sub-Saharan Africa’s export portfolio—entry into 
new products, 2013

Note: Traded products are classified at the four-digit level of the Harmonised System, Revision 1992, with each 
bubble representing a four-digit product line. The size of each bubble represents the share of that product in total 
exports in the final period, 2013. Trade flows are restricted to products in which at least one country within a region 
has a revealed comparative advantage.

Source: Authors’ calculations using trade data from BACI International Trade Database to create product complex-
ity measure and revealed factor intensity data developed by Shirotori, Tumurchudur, and Cadot (2010).
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The clustering of bubbles in the southwest corner of figure 8.6 sug-
gests that exports from SSA countries typically possess low levels of prod-
uct complexity. The cluster of products to the left of the dashed vertical 
line have complexity levels below the average complexity for clothing 
and textile products, showing that a large share of SSA manufacturing 
exports are characterized by low levels of complexity (i.e., products below 
the horizontal line, such as raw sugar, manganese ore, aluminum ore, 
precious metal ore, knit sweaters, palm oil, and knit t-shirts).10 Existing 
manufacturing exports to the right of the dashed vertical line have com-
plexity levels above the average for clothing and textiles and are not job 
generators. This is seen most predominantly for the two products, refined 

Figure 8.9 Evolution of East and South Asia’s export portfolio—entry into 
new products, 2013

Note: Traded products are classified at the four-digit level of the Harmonised System, Revision 1992, with each 
bubble representing a four-digit product line. The size of each bubble represents the share of that product in total 
exports in the final period, 2013. Trade flows are restricted to products in which at least one country within a region 
has a revealed comparative advantage.

Source: Authors’ calculations using trade data from BACI International Trade Database to create product 
complexity measure and revealed factor intensity data developed by Shirotori, Tumurchudur, and Cadot (2010).
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petroleum and special purpose ships, depicted as the largest bubbles 
above the dashed horizontal line.

A number of existing exports clustered in the northeast corner of  
figure 8.6 are associated with higher levels of product complexity and 
capital intensity. The number of such products is limited, however, and 
their share of trade is small. The scatterplot points to a relatively underde-
veloped manufacturing sector across the region.

Figure 8.6 also provides insight into the path dependency of the SSA 
export basket. Hausmann et al. (2014) show that a country’s existing 
export basket influences its subsequent diversification. The more proxi-
mate the productive capabilities embodied in a country’s existing export 
basket are to the productive capabilities associated with products that it 
does not currently produce, the more easily it can shift to these products. 
Hausmann et al. (2014) also show that more complex products, typically 

Figure 8.10 Distribution of entries by region

Note: Trade flows are restricted to products in which at least one country within a region has a revealed comparative 
advantage.

Source: Authors’ calculations using trade data from BACI International Trade Database (HS six-digit, revision 1992) 
to create product complexity measure and revealed factor intensity data developed by Shirotori, Tumurchudur, and 
Cadot (2010).

0.35

0.3

0.25

0.15D
en

si
ty

0.1

0.05

–4 –3 –2 –1

Entry, Sub-Saharan Africa Entry, Asia

0

Product complexity of traded product (HS6)

1 2 3 4 5

0

0.2



254  ECONOMIC TRANSFORMATION

manufacturing products, are more proximate to other manufacturing  
products. Thus, it is easier to shift to these other complex manufactured 
products if you already produce a number of complex manufactured 
products. The implication of the SSA export basket being concentrated 
in products characterized by low levels of complexity and low levels of 
connectedness, is that it is harder for countries within the region to diver-
sify into more complex manufacturing products.

In contrast, the East and South Asian export structure, observed in 
figure 8.7, points to an established and integrated manufacturing sector. 
The region’s export structure is spread relatively evenly across this product 
complexity-revealed capital intensity space. The Asian export structure 
provides a number of insights. First, an integrated chain of products is 
evident in this product complexity-revealed capital intensity space, which 
suggests (much in the spirit of the product space approach) that Asian 
economies are taking advantage of proximate products and building capa-
bilities in them fairly efficiently. Second, this is clearly not the case in 
SSA, where the product complexity-revealed capital intensity space is far 
more “lumpy” and disjointed.

Third, the thick cluster of low-complexity and low-capital-intensity 
products depicted in the southwest corner (typically textile and cloth-
ing products, such as nonknit women’s suits, nonknit men’s suits, knit 
sweaters, leather footwear, knit t-shirts, and nonretail pure cotton yarn) 
suggests consistent job creation in these established labor-intensive indus-
tries over time. This is in contrast with SSA where its cluster of products 
depicted in the southwest corner is relatively small in comparison, and it 
is concentrated in resource-based manufactures, such as raw sugar, man-
ganese ore, aluminum ore, and precious metal ore.

Fourth, the cluster of products depicted in the northeast corner is 
relatively more complex and capital intensive (e.g., integrated circuits, 
computers, broadcasting equipment, telephones, office machine parts, 
semiconductor parts, rubber tires, video displays, air conditioners, and 
cyclic hydrocarbons). The magnitude and diversity of these complex 
machinery, electronic, and chemical products stand in contrast to the 
marginal nature of the types of complex products in the SSA export bas-
ket. This has implications on subsequent diversification, because com-
plex products are associated with higher levels of connectedness. Thus, 
by already producing these types of products, Asian economies are bet-
ter placed to diversify into increasingly complex products (observed in 
figure 8.9.)
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Figure 8.8 depicts the manufacturing products to which SSA coun-
tries have shifted their focus, which illustrates the way in which export 
structures within these regions have evolved. Correspondingly, figure 8.9 
depicts how the East and South Asian export portfolio has evolved over 
the period from 1995 to 2013.

The pattern of entry into new manufacturing products in the SSA 
region provides a number of insights. First, SSA appears to be stuck in 
some sort of low-complexity trap that is associated with both low (e.g., 
copper ore, nickel mattes, and titanium ore) and high (e.g., passenger and 
cargo ships) capital-intensity products.11 Certainly, in terms of trade vol-
umes, entry is concentrated in a handful of low-complexity products. These 
entries depicted in the southwest corner of the figure are concentrated in 
resource-based activities, which is unlike the light-manufacturing activities 
in clothing and textiles that drove employment growth in Asia.

Second, although entry into relatively more complex manufactured 
products is depicted in the northeast corner (e.g., broadcasting equip-
ment, saturated acyclic monocarboxylic acids, and construction vehicles), 
the share of exports accounted for by these products, and hence the scale, 
is relatively small. In particular, the scale of these entries is too small to 
create a platform for global expansion. The marginal nature of the entries 
into more complex products stands in stark contrast to the East and 
South Asian experience over the same period.

SSA’s existing export basket, as depicted in figure 8.8, which is associ-
ated with low levels of complexity and connectedness, has affected its 
subsequent pattern of diversification. The productive capabilities embod-
ied in its existing export structure are distant from those needed to suc-
cessfully shift into relatively more complex manufacturing products. 
As such, SSA countries have not accumulated the necessary capabilities  
needed for this shift, and hence, their manufacturing sectors have experi-
enced relative stagnation.

The East and South Asian pattern of entry and hence diversification, 
depicted in figure 8.9, stands in stark contrast to that evident in SSA. 
This region’s evolving export structure is biased toward increasingly com-
plex and capital-intensive products (e.g., packaged medicaments, delivery 
trucks, vehicle parts, ethylene polymers, and industrial printers). Further-
more, the magnitude of these entries is relatively large, thus indicating 
that these manufacturing industries have experienced scale economies. 
Furthermore, a growth-inducing path dependency is associated with the 
pattern of development evident in the Asian picture.
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The extent to which Asian firms have been able to shift into increas-
ingly complex manufactured products, relative to the SSA region, is 
depicted in figure 8.10. The figure shows the distribution of product 
entries according to the level of complexity associated with the new prod-
uct. On average, diversification in the Asian region is characterized by 
entries into more complex products relative to the SSA region. This is 
visible in the distribution of entries for Asia falling to the right of the 
distribution of entries for SSA.

A question worth considering is why Asian firms have been able 
to shift more easily into these increasingly complex manufactured 
products. Complexity analytics offers an explanation for this varying 
pattern of diversification across the two regions. In a recent working 
paper, Bhorat, Steenkamp, and Rooney (2016) use complexity analytics 
to explain manufacturing performance in Africa. Informed by Hidalgo 
et al. (2007), they argue that the process of structural transformation 
is a path-dependent process, whereby countries accumulate productive 
capabilities and thereby shift production toward increasingly complex 
and proximate manufacturing products. The ability to shift produc-
tion is based on existing levels of capabilities. Hidalgo et al. (2007) 
find that the extent to which a country can diversify its export struc-
ture toward an increasing number of proximate manufactured products 
depends on the connectedness of its initial productive structure. If the 
capability set exists, these products can be expanded into. The dynamic 
process of growing a new productive structure, and hence export bas-
ket, revolves around the ability to upgrade a country’s capability set 
over time.

This clarifies the observations from figures 8.6–8.9. Asian economies 
are better able to enter new manufacturing product markets because the 
required capabilities are similar or close to those they currently possess. 
For instance, if a firm in a country is able to assemble motor vehicles for 
the international market, a lot of the inputs needed to enter the interna-
tional car parts market are already in place, including logistics networks, 
supply networks, port infrastructure, and the like. This supports the shift 
into new complex product markets depicted in the northeast corner of 
figure 8.9. Conversely, SSA’s productive structure is concentrated in less 
complex resource-based products in which the embedded capabilities are 
relatively distant from those needed to produce complex manufactured 
products. This supports the SSA export structure remaining stagnant in 
the southwest corners of figure 8.7 and 8.9.
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This analysis provides the following key points: First, the East and 
South Asian export structure and profile are more diverse and, conse-
quently, more complex than its SSA counterpart. In Asia, a greater num-
ber of existing products and new products associated with higher levels 
of economic complexity are observed in the northeast corners of the scat-
terplots. In addition, the sheer scale of exports in these relatively com-
plex products suggests established and integrated manufacturing sectors 
in Asia. In the SSA case, existing products as well as new products are 
typically located in the low-complexity southwest corners of the scatter-
plots. In addition, the share of exports is concentrated in a few of these 
products, thus suggesting a less diverse export basket. Second, and more 
important, during this period, East and South Asian firms not only found 
it easier to shift into increasingly complex manufactured products than 
their SSA counterparts, but also experienced substantial diversification. 
The integrated structure of the Asian export basket points to the produc-
tive capabilities embedded in its existing export basket being relatively 
proximate to those needed to shift into more complex manufactured 
products. The relatively disconnected and patchy export basket for SSA 
points to the productive capabilities embedded in its existing export bas-
ket being distant from those needed to successfully shift into more com-
plex manufacturing products.

E M P L O Y M E N T  A N D  M A N U FA C T U R I N G

In light of the discussion on the development trajectories pertaining to 
each of these regions, we turn to a discussion about how these evolving 
productive structures relate to employment. The manufacturing sector 
in the Asian region, particularly the East Asian region, has been a major 
source of employment for the countries in this region. Hopefully, SSA 
countries will undergo similar manufacturing-led economic growth and 
thus will be able to employ a young and growing labor force.

The argument is that growing a manufacturing sector, and hence gen-
erating manufacturing jobs, is about shifting to a multitude of complex 
manufacturing activities and thereby building complexity within an econ-
omy. Therefore, we next consider the link between economic complexity 
and employment across the two regions over time. Table 8.2 shows the 
aggregate levels of employment in manufacturing and the mean economic 
complexity score for the two regions in 1995 and 2010. These data reveal 
trends in manufacturing employment growth in relation to economic 
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complexity growth. A simple elasticity measure is included, which shows 
the percentage change in manufacturing employment in response to a 
percentage change in economic complexity.

The employment data evident in table 8.2, in conjunction with the 
previous export data analysis, indicate the sheer scale of the manufactur-
ing sector in the Eastern and Southern Asian regions, and thus identify 
it as a major source of employment. The manufacturing sector provided  
61 million jobs in 1995 and this grew by 17 million to 78 million jobs in 
2010. In comparison, the manufacturing sector in SSA is substantially 
smaller: the sector provided 4 million jobs in 1995, but notably, it more 
than doubled to 9 million in 2010. These data illustrate that the manufac-
turing sector in Asia is larger and more diverse than its SSA counterpart, 
and thus it is able to employ more workers. The Asian manufacturing 
sector is spread more evenly across products varying in complexity and 
capital intensity, and hence, it is able to offer more employment opportu-
nities for a greater range of workers across the manufacturing spectrum. 
The SSA manufacturing sector, in contrast, is relatively small and concen-
trated, and thus, it offers substantially fewer employment opportunities 
to a smaller range of workers.

The export data analysis revealed that, relative to their SSA counter-
parts, Asian economies have been better able to shift production into 
increasingly complex manufactured products. Furthermore, the sheer 
scale of entry into these new product markets in Asia is again substantially 
greater than that achieved by its SSA counterpart. This is reflected in a 

Table 8.2 Economic Complexity and Employment

Region
Total Employment in  

Manufacturing (Thousands) Economic Complexity Elasticity

1995 2010 Δ 1995 2010 Δ

Southeast Asia 61,059 78,291 17,232 −0.06 0.28 0.34 0.05
Sub-Saharan Africa 4,023 9,221 5,198 −1.05 −0.92 0.13 10.42
Source: Authors’ calculations using Groningen Growth and Development Centre ten-sector database 
(see Timmer et al., 2014) and BACI International Trade Database data (Harmonized System six-digit, 
revision 1992) to create economic complexity measure.

Note: South and East Asian countries include India, Indonesia, Malaysia, Philippines, and Thailand. 
SSA countries include Ethiopia, Ghana, Kenya, Malawi, Mauritius, Nigeria, Senegal, Tanzania, and 
Zambia.

Elasticity is measured as follows: 
%

%

Δ

Δ

Manufacturing Job

ECI Score
.
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greater increase in the Asian region’s economic complexity index (0.34) 
relative to that experienced in SSA (0.13). Part of the explanation for the 
Asian region’s ability to shift easily into relatively more complex manufac-
tured products relates to the complexity of its existing export basket and 
the associated connectedness of this relatively more complex export basket. 
This is reflected in the economic complexity levels for the region, which 
have shifted from −0.06 to 0.28. Conversely, although shifting upward, 
the economic complexity levels in SSA are substantially lower (−1.05 to 
−0.92). The lower levels of connectedness associated with less complex 
export baskets provide insight into the region’s inability to grow its pro-
ductive capabilities and shift to more complex manufacturing products.

Finally, the elasticity of manufacturing employment in relation to a 
percentage change in economic complexity is substantially higher for 
SSA (10.42) than for Asia (0.05). This is perhaps unsurprising because 
employment growth in manufacturing in SSA is occurring off a relatively 
low base. This may suggest the potential for more rapid manufactur-
ing-led employment growth within the SSA region, which offers hope 
to countries within the region that are faced, as noted previously, with 
young and growing labor forces.

C O N C L U S I O N

The major challenge facing the countries that make up SSA is a young 
and growing labor force. This challenge can be viewed as an opportunity, 
because an expanded labor force, if employed, can increase output and 
thereby generate economic growth. The question of key importance con-
cerns where these jobs will be generated. The Asian story is one in which 
industrialization and the growth of manufacturing activities acted as a source 
of growth and employment. As such, the question arises whether countries  
within SSA can experience a similar manufacturing-led growth path.

The analysis shows an SSA productive structure that is disconnected 
and that is characterized by products with low levels of economic com-
plexity. Inherent in a productive structure characterized by lower levels 
of economic complexity is the notion of limited productive capabilities. 
Furthermore, as revealed in a previous study, these productive capa-
bilities are distant from those needed to produce increasingly complex 
manufacture products (Bhorat et al. 2016). This stands in contrast to 
the productive structure in the East and South Asian region that is con-
nected and complex. East and South Asian economies are able to shift 
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into increasingly complex manufactured products because the productive 
capabilities imbedded in their existing productive structure are similar to 
those required to shift into these products.

This ability to shift has implications for the extent to which the manu-
facturing sector can generate employment. The sheer scale and diversity of 
the manufacturing sector in Asia allows for the generation of a large num-
ber and diversity of employment opportunities. Conversely, the marginal 
nature of the SSA manufacturing sector points to limited employment 
opportunities. The relatively high employment relative to the economic 
complexity elasticity for SSA offers hope. By growing complexity, coun-
tries within the region may be able to undergo relatively rapid employ-
ment growth if they grow their manufacturing sectors. Nevertheless, if 
SSA is to generate jobs through manufacturing-led industrialization, it 
needs to accumulate the productive capabilities that will allow it to do so.

N O T E S

1. All projections beyond 2015 use the UN Population Division’s medium variant 
projections.

2. Note that the estimated regression line, measuring the relationship between pro-
ductivity and changes in employment share by sector, is not statistically significant.

3. In comparison, the employment shares in manufacturing and agriculture in 
2010 in SSA were 6.6 and 58.9 percent, respectively.

4. Notably, a number of other researchers have developed alternative methods for 
measuring economic and product complexity; see Andrea Tacchella, Matthieu Cristelli,  
Guido Caldarelli, Andrea Gabrielli, and Luciano Pietronero, “A New Metrics for 
Countries’ Fitness and Products’ Complexity,” Scientific Reports 2, no. 723 (2012): 
1–4. We employ the methodology outlined in The Atlas of Economic Complexity  
(http://atlas.cid.harvard.edu), developed by a team of researchers at the Centre of 
International Development at Harvard University.

5. We generate measures of economic and product complexity using trade data 
from the BACI International Trade Database, made available by CEPII, and the 
Stata Programme—ecomplexity—developed by Sebastian Bustos and Muhammed 
Yildirim (Hidalgo, Hausmann & Dasgupta 2009; Hausmann et al. 2014 ).

6. A limitation of the complexity analytics described earlier is that the data set 
considers only products and not services. This is concerning in the face of the rising 
share of services in international trade. The inclusion of services into the complexity 
analytics is constrained by the relative scarcity of services trade data.

7. The proceeding analysis compares the evolving export structures of the SSA 
and Eastern and Southern Asian regions. For comparative purposes, export structures 
across countries within these regional groupings are aggregated into regional export 
structures. SSA includes a sample of countries within the region, excluding South 
Africa, and the Asian regional aggregate includes a sample of developing Eastern and 
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Southern Asian economies, excluding China. The sample across each region is deter-
mined by which economies are included in the complexity analytics.

8. Revealed physical capital intensity is a measure developed by Miho Shiro-
tori, Bolormaa Tumurchudur, and Olivier Cadot, “Revealed Factor Intensity Indi-
ces,” Policy Issues in International Trade and Commodities Study Series No. 44 (New 
York: United Nations, 2010), https://unctad.org/en/Pages/DITC/Trade-Analysis/
TAB-Data-and-Statistics.aspx.

9. South Africa and China are excluded from the SSA and East and South Asian 
aggregates, respectively. The figures do not change substantially.

10. Products with larger export shares (i.e., larger bubbles) are reported in brackets 
in the following discussion.

11. Resource-based manufacturing products are included; thus, products such as 
copper ore and titanium ore appear in the sample of manufacturing products. The 
same set of scatterplots for the sample of manufacturing products excluding resource-
based manufactures provides qualitatively similar depictions of the SSA and Asian 
export structures.
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A Generalized Linkage Approach to Local Production 
Systems Development in the Era of Global Value 

Chains, with Special Reference to Africa

Antonio Andreoni

Since the mid-1990s, the African continent has experienced an increasing 
integration into global value chains (GVCs), mainly led by the penetra-
tion (i.e., investment and value extraction) of transnational corporations 
(TNCs) in the continent. Within the new global production setting, 
particular attention has been given to the learning and industrialization 
opportunities offered by the integration of domestic companies into 
GVCs and their specialization in specific tasks (instead of sectoral devel-
opment, both in the import substitution or export-oriented industrializa-
tion models).

In the majority of the African economies, this new industrialization 
model (i.e., integration into GVCs) has not led to increasing domestic 
value addition—in particular, it is lacking in manufacturing. It has also 
failed to create any significant transformation of the local production sys-
tems (LPS) whose structure remains quite dualistic in all African coun-
tries. In fact, a number of African economies have experienced premature 
deindustrialization and their dependence on primary commodity exports 
has even increased (Andreoni and Tregenna 2018).

This chapter refocuses the industrial policy debate in Africa from GVC 
integration to LPS development. It argues that the quality of growth in 
Africa critically depends on the cumulative processes of increasing value 
addition, collective learning, and linkage development in the LPSs. These 
processes must be coupled with strategic integration into regional value 
chains and GVCs.

Despite the increasing research on GVC functioning and typologies 
(e.g., buyer versus producer led or vertically specialized versus additive), 
we still have a limited understanding of the different types of LPSs in 
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African economies. This chapter addresses this gap by developing the 
generalized linkage approach of Albert Hirschman (1977) and, in particu-
lar, by disentangling the set of production, technology, consumption, and 
fiscal linkages constituting a LPS. The Hirschmanian linkage taxonomy 
is used to develop a new LPS framework for Africa. Within this frame-
work, this chapter develops a stylized analysis of the different types of 
bottlenecks and specific factors, including political economic factors that  
affect technological learning, production diversification, and expansion of 
local or regional production networks.

The chapter concludes by focusing on industrial policy for LPS devel-
opment in Africa. The development of LPSs requires focusing on the 
provision of production and technology services for improving firm-level 
organizational capabilities and technical skills; nurturing domestic mid-
size companies, which are critical nodes between LPSs and GVCs; and 
governing learning rents and rent chains that exist both across LPSs and 
along GVCs.

G V C S  I N T E G R AT I O N  I N  A F R I C A :  S O M E  E V I D E N C E

The global business revolution and the emergence of global and regional 
value chains since the early 1990s have been made possible by a num-
ber of technological advances (e.g., falling transport costs, and more 
interconnectedness via information and communication technology), 
cost-reduction opportunities associated with offshoring labor-intensive 
manufacturing processes, and increasing openness in global markets for 
trade and investments (Nolan, Liu and Zhang 2001; Milberg and Win-
kler 2013; Neilson, Pritchard, and Wai-chung Yeung 2014; Gereffi 2014; 
Kaplinsky and Morris 2015).

From 1990 to 2013, foreign direct investment (FDI) inflows in devel-
oping countries upsurged from $35 billion to $778 billion (from 17 per-
cent to 54 percent of world FDI inflows). In Africa, FDI inflows have 
increased nearly twenty-fold in the same period, from $3 billion to $57 
billion (from 1.4 percent to 4 percent of world FDI inflows), although 
this increase has been concentrated mainly in a few sectors (e.g., services 
and mining) and countries (e.g., South Africa, Nigeria, and Egypt among 
the major economies; and Ethiopia, Tanzania, Mozambique, and Congo 
among the least developed countries). As shown in figure 9.1, between 
2014 and 2016 developing economies registered a decline in FDI inflows 
(from $704 to $646 billion), with Africa moving from $71 to $59 billion, 
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but projections suggest a recovery in the coming years (United Nations 
Conference on Trade and Development 2017).

During the trade boom from 1990 to 2013, the world trade depen-
dence ratio increased from 19.5 to 30 percent, whereas in economies like 
the United States, firms that export and import accounted for almost 
90 percent of known value (World Bank 2017). For a number of fast-
catching-up economies, the internationalization of TNCs and the result-
ing global segmentation of production tasks have created opportunities to 
enter technology-based markets and capture value from advanced manu-
facturing technology.

Late industrializers, including China as well as South Korea and 
Taiwan (specifically between 1970 and 1980), began industrialization by 
linking (backward) to global supply chains and adding value (forward) 
in electronics and other sectors, starting from those characterized by 

Figure 9.1 Foreign direct investment inflows—global and by group of 
economies (2005–2017, and projections)

Source: ©UNCTAD, FMI/MNE database (www.unctad.org/fdistatistics).
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short-technology cycles (Amsden 1985, 1989; Wade 1990; Chang 1993; 
Milberg and Winkler 2013; Lee 2013).

During the same period (1970–1980) and in the following two decades 
(1990–2010), in particular, African countries experienced another type of 
GVC integration. As shown by Foster-McGregor, Kaulich, and Stehrer 
(2015), although the value of world imports more than doubled during the 
2000s, with intermediate goods accounting for 65 percent of world imports 
in 2011, African countries mainly have been experiencing “upstream inte-
gration.” Specifically, much of Africa’s participation in GVCs has developed 
in upstream production, with firms in Africa almost exclusively providing 
primary products to firms in countries further down the value chain where 
value addition is concentrated (figure 9.2). In addition, since 1995, Africa’s 
downstream integration has weakened (figure 9.3).

For the majority of countries in Africa, as well as for some middle-
income countries outside of Africa, such as the Philippines or Mexico, the 

Figure 9.2 Global value chain upstream integration

Source: UNCOMTRADE Eora GVC Data.
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globalization of production has not resulted in greater long-term domes-
tic investments, capital accumulation, domestic value creation, or inter-
national value capture in manufacturing industries. Figure 9.4 shows the 
extent to which GVC development has contributed to changes in domes-
tic value addition for all African countries and for different industrial sec-
tors. Interestingly, mining and quarrying and financial intermediation are 
the sectors that have picked up the most alongside transport, wholesale 
trade, and utilities.

Given the limited impact that GVCs have had over the past decade 
or so in production transformation in Africa, we also wonder whether or 
not economic upgrading has resulted in social upgrading. In this regard, 
recent studies (Goger et al. 2014; Cramer and Chang 2015; Bernhardt 
and Pollack 2016) have raised several concerns and shown mixed results. 
At the global level, GVC integration has led to some form of economic 
upgrading in certain sectors (e.g., horticulture) in a limited number of 

Figure 9.3 Global value chain downstream integration

Source: UNCOMTRADE Eora GVC Data.
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countries in Africa. Even among successful country and sector cases, 
however, these economic upgrades have not necessarily translated into 
social upgrades.

A  C R I T I C A L  A P P R A I S A L  O F  T H E  G L O B A L  VA L U E  C H A I N – L E D 

I N D U S T R I A L I Z AT I O N  M O D E L

Today’s global production system is made of complex and dynamic 
interdependencies spanning various industries and sectors as well as 
countries and regions. These interdependencies unfold in a wide range 
of technological, organizational, and institutional dimensions, and 
involve different actors. These include business organizations both 
competing and cooperating in multitiered and “glo-cal” production 

Figure 9.4 Global value chain–led increase in value addition in Africa 
between 1995 and 2010

Source: UNCOMTRADE Eora GVC Data.
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systems as well as various types of public and public-private technology 
intermediaries and multilevel public policy actors (Milberg and Winkler 
2013; Andreoni 2018).

Over the past two decades, the GVC approach has gained increasing 
momentum in the business and development economics literature, espe-
cially with respect to (1) the analysis of the governance and distribution 
of production functions (or tasks) among different networked produc-
tion units located in different countries (multitier organizational struc-
ture) and (2) the value creation and capture dynamics related to different 
governance structures and the impact of manufacturing relocation across 
countries (Milberg and Winkler 2013; Gereffi 2014).

Studies adopting a GVC approach tend to go beyond the sector as the 
main unit of analysis, which is replaced by the one of “task” and “chain 
or network.” A production task is linked to a certain functional stage of 
the production process or the production of a finite intermediate product 
component. The network is multicountry (often more regionally con-
fined than truly global) and is composed of multiple productive organiza-
tions involved in different stages of production and potentially operating 
in multiple sectors.

The GVC framework stresses the opportunities for companies (and 
countries) to specialize in specific production tasks or components, pref-
erably high-value niches, while avoiding a build-up of vertically inte-
grated industrial sectors or blocks of industries. In developed countries, 
the idea of a selective form of specialization in tasks, driven by capturing 
value opportunities, encourages companies to focus on activities such as 
research and development, design, and downstream post-sale services, 
while dismissing more traditional (at least perceived so) low-value manu-
facturing processes.

As for developing countries, the opportunities offered by a GVC-led 
industrialization model have been articulated in different ways. Among 
neoliberal scholars, under the mantra, “you need to import if you want 
to export,” GVCs have been used to reemphasize the benefits of interna-
tional trade and, thus, the need for more trade liberalization. Building 
on the same premise, although with more nuanced and articulated argu-
ments, the opportunities that GVCs offer for economic growth also have 
been stressed increasingly in flagship reports and studies—for example, 
see the recent World Bank report by Farole and Winkler (2014) and the 
joint World Trade Organization, Organisation for Economic Co-opera-
tion and Development, and World Bank report on GVCs (2017).
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Surprisingly, the majority of the developmentalist scholars have high-
lighted the opportunity offered to developing countries by the GVC-led 
industrialization model to overcome the highly uncertain and capital-
demanding task of developing entirely new sectors. This model has been 
proposed as a way to move beyond more traditional import-substitution 
industrialization and as a new way to frame the successful export-led 
model of development of the Asian tigers and today’s emerging econo-
mies. According to these scholars, GVC-led industrialization opens up 
opportunities to access regional and global markets and also to diversify 
and upgrade specific tasks and new products.

We need to carefully analyze the conditions required for countries and 
companies to benefit from GVC integration as well as the potential risks 
associated with this new GVC-led industrialization model. This is especially 
important when dealing with countries in Africa that have been experienc-
ing deindustrialization, dramatic import penetration, and increasing com-
petitiveness from emerging industrial giants like China and India.

Understanding the potential fallacies in the GVC-led model of indus-
trialization is critical when assessing whether or not this model is going to 
be able to deliver quality of growth in Africa. The following six arguments 
provide a critical perspective on the GVC-led industrialization model 
from both an ontological (factual fallacies) and epistemological (theo-
retical premises) perspective. Following this critique, we propose a more 
systemic framework for industrialization in Africa, focusing on LPSs and 
different types of linkages.

T N C  P O W E R  A N D  E N D O G E N O U S  A S Y M M E T RY  A R G U M E N T

TNCs in command of regional and GVCs are extremely powerful orga-
nizations, whose internal economy can be comparable to the GDP of 
many developing countries. These TNCs exercise their power in global 
oligopolistic markets and command enormous global market shares. 
Nolan, Liu, and Zhang (2007) estimated that since 2000, in the majority 
of global industries, a handful of TNCs had controlled the market. This 
power is exercised in a systematic and strategic manner to capture value 
in the market by creating entry barriers in the forms of patents, quality 
standards, copyrights, and trademarks (what Kaldor [1960] understood 
as “institutional monopolies”) and by squeezing supply chains. This is 
particularly true with commodity-based GVCs, in which big companies 
capture value by controlling the retail stage or production. It is also the 
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case with low-tech manufacturing GVCs, in which TNCs squeeze value 
by inducing suppliers to increase scale and product quality, and then, 
when resources are committed, exercising downward pressures on prices 
(so-called hostage situations; see Williamson 1985).

The power of these TNCs is strictly related to the existence of endog-
enous asymmetries in multitiered international production networks. This 
industry concentration can be realized at different levels of the value chain 
(Milberg and Winkler 2013; see also chapter 4, in this volume). For exam-
ple, we find strong lead firms (often operating as product system integra-
tors) squeezing the entire value chain of the components they command. 
In other cases, we have powerful first-tier suppliers orchestrating (while 
squeezing) long supply chains for global lead firms. Finally, we have buyer-
led supply chains in which players, such as supermarkets and retailers in 
the food industry, set up high markups while squeezing the supply chain.

D I F F E R E N C E S  I N  S E C T O R A L  VA L U E  C H A I N  O P P O RT U N I T I E S  A R G U M E N T

Although GVCs offer opportunities for production and trade integration, 
it still matters which sectoral value chains countries are integrating with 
and under what conditions they become part of them. Given the struc-
tural heterogeneity characterizing industries, in particular, manufacturing 
sectors (Andreoni and Chang 2017), we expect that the value creation and 
capture opportunities are distributed in different ways across value chains 
in different sectors. In the context of Africa, GVC integration has mainly 
involved upstream resource-based sectors. The ability to create and cap-
ture value in these types of sectoral value chains require domestic com-
panies in developing countries to master production technologies whose 
application in beneficiation processes and industrial agriculture adds 
value. Unfortunately, African economies are not integrating in resource-
based industries in this manner. Although there are some encouraging 
examples of successful integration in sectoral value chains (e.g., the flower 
and leather industry in Ethiopia, fruit industry in South Africa; see Cra-
mer and Sander 2015; Andreoni and Tregenna 2018), without developing 
a number of key manufacturing industries delivering production tech-
nologies for the other sectoral value chains, these efforts will not be suf-
ficient to transform these economies and trigger cumulative processes of 
intersectoral learning (Andreoni 2011, 2014).

From an analytical perspective, the fact that the GVC approach has 
increasingly become “a-sectoral”—that is, it has led to undermining 
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a number of specificities of industrial sectors (or groups of industrial 
sectors)—is problematic. Although vertically integrated sectors are poor 
heuristics to understand the modern network–value chain mode of pro-
duction, these networks and value chains are fundamentally heteroge-
neous. They present specific structural features in terms of their vertical 
disintegration and modularity potential, their length and value distribu-
tion, and the underpinning set of technological capabilities. In particular, 
the shape and length of different sectoral value chains will depend on mul-
tiple factors, including specific technological and organizational features, 
as well as a combination of complementary capabilities (i.e., technology 
platform) required to execute tasks in different stages of the chain. In addi-
tion, these tasks tend to be different across sectors (Andreoni 2014, 2018).

P R O D U C T I O N  L O C K - I N  A N D  VA L U E - C H A I N  D E L I N K I N G  A R G U M E N T

From a learning perspective, the risk of committing scarce resources in 
specific assets to perform relatively unsophisticated activities (basic pro-
cessing or assembling) can lead to a situation of “production lock-in” or 
“value-chain delinking” in the case of unmet technology and quality stan-
dard requirements or emerging competitors, respectively (Kaplinsky and 
Morris 2015). As a result of these processes, industrial systems in devel-
oping economies that are in the early stages of economic transformation 
are characterized by similar features. Foreign-owned companies create few 
backward and forward linkages to perform relatively unsophisticated activ-
ities because of limited supplier and processor capacities in the host econ-
omy. Existing small enterprises lack the scale and skills to provide reliable 
intermediate products, as well as the resources to invest in technological 
upgrading. Particularly problematic is the lack of midsize manufacturing 
firms that can do those things—the so-called missing-middle phenom-
enon. The few domestic companies engaged in large-scale production face 
the same constraints and rely on imports of semiprocessed raw materials 
and capital goods, as well as on the re-export of assembled products, rather 
than being successful in creating backward and forward linkages.

C O M P L E M E N TA R I T I E S  I N  L E A R N I N G  A R G U M E N T

Related to the previous argument, to capture high-value-niche opportuni-
ties along the value chain through task specialization, companies often have 
to develop multiple sets of complementary production capabilities cutting 
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across multiple stages of the value chain and different technology domains 
(figure 9.5). This is increasingly true in the case of complex high-tech, high-
value products or components (Andreoni 2018). For example, the task spe-
cialization in design often requires direct access (often in the same location) 
to specific production capabilities for prototyping and manufacturing to 
scale up products and processes. Figure 9.5 presents close complementari-
ties among the capabilities underpinning three sets of tasks—standardiza-
tion, component innovation design, and product system integration. Task 
specialization requires the identification of complementary sets of capabili-
ties, which constitute the technology platform underpinning the task or 
set of related tasks (Andreoni 2014). Countries whose companies specialize 
only on limited or isolated sets of tasks and capabilities will have reduced 
their learning and diversification opportunities.

In today’s industrial economies, these sets of complementary capa-
bilities were developed within vertically integrated firms (Penrose 1959), 
within so-called development blocks (Dahmen 1989), or to use a more 
recent theoretical framework, within industrial ecosystems (Andreoni 
2018). According to Dahmen (1989), the development block “refers to 
a sequence of complementarities which by way of a series of structural 
tensions, i.e., disequilibria, may result in a balanced situation” (32).  

Figure 9.5 Capturing high-value niches and the need for multiple sets of 
complementary capabilities

Source: Author’s creation.
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In the process of structural change, the emergence of development blocks 
in an industrializing country may be the result of (1) ex post gap filling, 
whereby a structural tension or bottleneck is solved; or (2) ex ante cre-
ation of markets through coordinated entrepreneurial activities or eco-
nomic planning by government institutions. In today’s develop countries, 
successful industrial ecosystems, like the Boston route (Best 2018) and 
the Emilia Romagna region (Andreoni et al. 2017; Andreoni 2018), have 
developed complementary capabilities through different cycles of indus-
trial transformation and renewal of vertically integrated firms. A dense 
network of local specialized suppliers and contractors have supported 
these efforts.

In sum, the possibility for firms in a certain location to develop a com-
petitive advantage in a certain task or stage of a sectoral value chain, and 
thus capture a high-value niche, will depend on a set of different but 
complementary capabilities. More than one stage of development might 
require the involvement of the same or other sectoral value chains (both 
directly or indirectly with colocated firms).

T H E  I N D U S T RY  W I T H O U T  I N D U S T R I A L I Z AT I O N  A R G U M E N T

The industry without industrializing argument is strictly related to the 
previous argument and points to the excessive (in some cases almost 
exclusive) emphasis on the GVC-led industrialization model. This 
emphasis has been given to the creation of vertical linkages along value 
chain, while ignoring the important role of horizontal linkages among 
different firms positioned at each node along the value chain. Even 
more critically, many of these “horizontal linkages” cut across multiple 
sectoral value chains (see Andreoni 2018 in the context of the analy-
sis of the architecture of industrial ecosystems). The narrow focus on 
building an industry through vertical supply chain relationships and 
international market access has been acknowledged by Gereffi and Lee 
(2016): “Global value chains and industrial clusters have been chang-
ing in significant ways in recent years. While the researchers who study 
these phenomena tend to focus on different levels of analysis—global 
and local, respectively—there is a need for more integrated frameworks 
that show how GVCs and clusters are connected through a variety of 
globalization processes” (35).1

From a policy perspective, the emphasis of the GVC-led industrializa-
tion model on the vertical supply chain relationship and international 
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market access, instead of horizontal linkages development in the domestic 
economy, also reveals a fundamental misunderstanding of the relationship 
between import-substitution and export-led industrialization. As stressed 
by Chang (2010), “In East Asia, free trade, export promotion (which is, 
of course, not free trade), and infant industry protection were organi-
cally integrated, both in cross-section terms (so there always will be some 
industries subject to each category of policy, sometimes more than one 
at the same time) and over time (so, the same industry may be subject to 
more than one of the three over time)” (100). Export-led industrializa-
tion and GVC integration in East Asia developed hand in hand with the 
development of horizontal cross-sectoral linkages in the domestic econ-
omy and the resulting incremental domestic value addition in trade.

Along the same lines, Lee, Szapiro, and Mao (2017) suggest how suc-
cessful catching-up economies followed an “in-out-in again” model of 
integration into GVC. They point out that

at the initial stage of growth by a latecomer, increased participation in 
the GVC is necessary to learn foreign knowledge and production skills, 
functional upgrading at middle-income stage requires effort to seek sepa-
ration and independence from existing foreign-dominated GVCs, and 
that latecomer firms and economies might have to seek reintegration 
back into the GVC after establishing their own local value chains. (Lee, 
Szapiro, and Mao 2017, abstract)

P O L I T I C A L  E C O N O M Y  A N D  “ R E N T S  C H A I N ”  A R G U M E N T

The final argument in this critical appraisal of the GVC-led industrializa-
tion model is related to the fact that within this model, context-specific 
political economy dynamics are not addressed. Power dynamics in the 
GVC framework are very much acknowledged within the value chain and 
among the firms involved in the chain (i.e., GVC governance literature).2

At early and intermediate stages of industrialization, however, more 
fundamental context-specific political economy factors affect the compet-
itiveness, upgrading, and value-added opportunities of firms. These fac-
tors are related to the conflicts and power struggles arising in the process 
of structural transformation of the economy (Andreoni and Chang 2019). 
These political economy factors set countries along different industrial-
ization trajectories by shaping the sector-specific incentives structure and, 
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thus, affecting industrial policy-rent allocations from the state. In addi-
tion, these factors create value-capture opportunities—what we call “rent 
chains”—beyond those opportunities strictly determined by the power 
distribution among firms along the value chains.

We define rent chains as the value that companies can capture as a 
result of political and regulatory arrangements favoring certain com-
panies against others along the same chain. Thus, rent chains refer to 
value-capture opportunities that are politically or institutionally deter-
mined beyond the power distribution already linking companies along 
value chains. Examples of these rent chains might be related to a lack 
of enforcement of competition laws upstream in the value chain, or the 
political allocation of import or market licenses downstream the chain.

Despite historical and context specificities, across all countries in 
the African continent, these political economy forces and dynamics are 
intrinsically intertwined with the technological and organizational fac-
tors recognized in the GVC approach. Firms and farms in countries 
across Africa tend to be adversely affected by the existing distribution of 
organizational power in both the public and private sectors—thus, the 
countries’ political settlement (Khan 2010; Whitfiled et al. 2015; Khan, 
Andreoni, and Roy 2016; Behuria, Buur, and Gray 2017; Khan 2018). 
This structure is typical of a nonindustrialized and nondiversified econ-
omy in which power remains highly concentrated in a few antagonis-
tic factions. In particular, the concentration of power in upstream value 
chains and among traders through domestic manufacturers is a major 
political economy factor in Africa’s industrialization—for example stud-
ies on Tanzania, see Andreoni (2017); South Africa, see Makhaya and 
Roberts (2013) and Andreoni and Tregenna (2018); and Ghana, Tanzania, 
Uganda, and Mozambique, see Whitfield et al. (2015).

In sum, while presenting a number of potential opportunities, the 
GVC-led industrialization model (especially in the way in which it 
has been articulated and implemented thus far with pro-GVC integra-
tion policies) might not be capable of delivering quality of growth in 
Africa for the following reasons: (1) the produced value might be con-
centrated and retained by TNCs (i.e., TNC power and endogenous 
asymmetry argument); (2) the sectoral value chains LDCs tend to be 
integrated with (or the GVC stages in which they are plugged in) are 
not those with high-value opportunities or margins for manufacturing 
development (i.e., differences in sectoral value chain opportunities argu-
ment); (3) production lock-in in low-value segments of the value chain  
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(i.e., production lock-in and value chain delinking argument); (4) spe-
cialization in limited and isolated tasks and, thus underpinning capabili-
ties might not be sufficient to trigger cross-segment and cross-sectoral 
learning dynamics (i.e., complementarities in learning argument); (5) 
developing vertical linkages in silos without horizontal linkages at each 
stage of the GVC does not allow for the transformation of the domestic 
production matrix(i.e., industry-without-industrialization argument); 
and (6) integration in GVCs given a certain political economy context 
might lead to entrenching power even more upstream and to consolidat-
ing an incentive structure biased toward importers more than producers 
(i.e., political economy and rents chain argument).

Building on these critical perspectives, and acknowledging the fact that 
regional value chains and GVCs are pervasive in today’s manufacturing 
and trade landscapes, the question becomes how to make the GVC-led 
industrialization model more developmentalist. In addressing this ques-
tion, the next section returns to the roots of the GVCs approach and its 
grounding in the classical economic development debate (Toner 1999; 
Andreoni and Chang 2017). In particular, contributions focusing on inter-
national trade, dependent development (Evans 1979; Gereffi 1984), link-
ages development (Hirschman 1954, 1958, 1977; Humphrey and Schmitz 
2000), and microfirm and local-level research on learning and productive 
capabilities development (Richardson 1972; Lall 1992; Andreoni 2014). 
These streams of research—in particular Hirschman’s contribution—offer 
important insights because they provide more systemic and learning-cen-
tered perspectives on industrialization, including, in some cases, an aware-
ness of the political economy dynamics of development.

A  G E N E R A L I Z E D  L I N K A G E  A P P R O A C H  T O  L O C A L  

P R O D U C T I O N  S Y S T E M  D E V E L O P M E N T

In an article published in 1977, Hirschman reviewed the key analytical 
concept of “linkage”—that is, “how one thing leads to another”—intro-
duced in his classical Strategy of Economic Development (1958, 98). In 
the 1977 contribution, he advanced a “generalized linkage approach to 
development, with special reference to staples.” The original concept of 
linkage suggested that “development is accelerated through investment 
in projects and industries with strong forward and backward linkage 
effects” (Hirschman 1977, 159). Although this idea can be traced back 
to Quesnay’s Tableau Economique and, later, to Leontief ’s input–output 
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models and the debate on balanced and unbalanced growth animated 
by Rosestain-Rodan, Perroux, and Hirschman in the late 1940s and 
1950s (for a review, see Toner 1999), the idea of an economy made up 
of linkages represented a powerful breakthrough in development think-
ing. Unlike the dominant macro-growth models (Harrod-Domar) and 
international trade theory (Samuelson), Hirschman focused on meso-
level interdependencies in the production structure of a country and, 
specifically, how by acting on these structural interdependencies through 
targeted industrial policies, countries could be pushed toward different 
development pathways.

Hirschman defined the “linkage effect” of a given product line as 
“investment generating forces that are set in motion, through input– 
output relations, when productive facilities that supply inputs to that line 
or utilize its outputs are inadequate or not existent. Backward linkages 
lead to new investment in input-supplying facilities and forward linkages 
to investment in output-using facilities” (Hirschman 1977, 160). These 
backward and forward linkages in a country’s input–output matrix are 
synchronic representations of structural interdependencies at a certain 
point in time. Changes over time are triggered by induced investments 
in domestic production—that is, the “production linkage effect.” In con-
sidering the specific case of so-called staple economies, that is, countries 
that depend on resource extraction and primary industries, Hirschman 
introduced two additional concepts of linkages: “consumption linkage” 
and “fiscal linkage” (see also Andreoni 2015).

Building on Harold Innis’s staple thesis, Hirschman advanced the idea 
of consumption linkages by focusing on the inducement mechanisms 
associated with staples. According to Hirschman, “the new incomes 
earned in the process of staple production and export may be spent origi-
nally on imports, but these imports, once grown to a sufficient volume, 
could eventually be substituted by domestic industries. The somewhat 
roundabout mechanism through which certain import-substituting 
industries are called into life by the staple in this manner has been aptly 
called consumption linkage” (1977, 161). The fact that this process is not 
automatic, and in fact that consumption linkages can be “outright nega-
tive rather than merely weak or non-existent” (Hirschman 1977) is also 
acknowledged as a distinctive feature of the first phases of export expan-
sion in countries on the periphery. Imported goods can easily destroy 
existing handicraft and artisan activities and related capabilities, and in so 
doing, can leave the country worse off.
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The concept of fiscal linkage is derived directly from a second-order 
effect of staples production in underdeveloped countries. Quoting 
Hirschman, if the state is “able to tap the income stream accruing from 
the staple to various parties, particularly to the owners of the mines and 
plantations” and if the state “levies taxes on these incomes and channels 
the proceeds into productive investment, it is possible to speak of fiscal 
linkages of the staple” (1977, 162). Like the problems associated with con-
sumption linkages, Hirschman acknowledged how industries such as min-
ing and petroleum tend to develop as enclaves and are controlled either by 
politically linked domestic private organizations or by foreign firms.

According to Hirschman, “fiscal linkage has a better chance to emerge 
if the enclave resource are owned by foreigners, for the same reason that 
an enclave is taxed more readily than an activity with a dense linkage 
network: taxing a foreign company comes more easily than assessing 
nationals who, besides owning the resources, are likely to run or ‘own’ 
the government as well” (1977, 163). This point recognized the fact that 
political economy forces and dynamics determine the incentives struc-
ture and the allocation of rents and rent-capture opportunities within and 
beyond sectoral value chains. Even if the state manages to allocate rents 
associated with fiscal linkages in the right direction (thus avoiding unpro-
ductive rent-seeking and capture), in many underdeveloped countries, the 
lack of the ability to invest productively might mean that these rents do 
not translate into productive investments.

Although Hirschman does not explicitly introduce a concept of tech-
nological linkages, technological interdependencies and their degree of 
strangeness (i.e., technology leap) are considered to be as potential factors 
opening up productive opportunities or slowing or closing down technol-
ogy adoption, respectively. In particular, Hirschman stressed how

some of the linkages, such as the backward and forward ones [produc-
tion linkages], are directly tied to the technical conditions of produc-
tion of the staple. Technological change will of course affect the number 
and kinds of such linkages, but they are invariant to social and political 
change. If attention is focused instead on, say, the fiscal linkages, the 
importance of the political context is immediately manifest. [However] 
it is after all possible to trace influences that go from the product and its 
technology—that is, from the “productive forces”—to a specific shape 
of economic development and to certain socio-political happenings, like 
nationalism and taxation, which define that shape. (1977, 180–81)
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The expanded linkage taxonomy proposed by Hirschman suggests the 
need to understand production transformation from a multilinkages 
generalized perspective, with a focus on both the international value 
chain as well as—and more critically—the system of linkages in the 
domestic economy, that is, the LPS. More specifically, an LPS can be 
defined as the structural configuration of multiple types of linkages in a 
given economy.

A generalized linkage approach to LPS development must consider 
four key aspects: (1) the different types of linkages; (2) their different 
hierarchical form; (3) the different linkage effects, that is, the inducement 
and constraining mechanisms with a focus on those related to learning 
dynamics; (4) the relationship between political economy factors and 
linkage effects, that is, the way in which power distribution affect rents 
distribution and allocation as well as value creation dynamics.

T Y P E S  O F  L I N K A G E S

Building and expanding on Hirschman’s taxonomy, we can distinguish 
four types of linkages (the political economy networks and thus power 
relationships are considered separately). Alongside production, con-
sumption, and fiscal linkages (discussed above), technological linkages 
are another important set of interdependencies to consider in the LPS. 
Although input–output tables provide a good idea of the backward and 
forward linkages connecting different sectors in a production matrix, 
technological linkages capture the underlying direct and indirect transfer 
of technological capabilities from both within and across sectoral value 
chains. Technological linkages exist between firms operating at different 
tiers of the same sectoral value chains, say, from agriculture to agropro-
cessing, as well as firms operating at the same stage of the sectoral value 
chain, say, farmers supplying the same agroprocessors.

Technological linkages also exist between productive organizations 
operating across different sectoral value chains, for example, between 
farms and firms manufacturing production technologies and inputs 
such as fertilizers for agroprocessing (Andreoni 2011, 2014) or between 
extractive and mining equipment manufacturing (Andreoni 2015). 
These technological linkages are particularly important as they are 
the main channels through which intersectoral learning may occur. At 
times, technological linkages across sectoral value chains are so criti-
cal (e.g., the link between electronics components and mechanical 
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equipment manufacturing) that even though the sectoral value chains 
may be separate (e.g., going from iron ore and metal/steel or going 
from chemical and electronics), they are, in fact, intrinsically con-
nected by several technological linkages.

H I E R A R C H I C A L  F O R M  O F  L I N K A G E S

In an LPS, different types of linkages may involve vertical linkages 
and horizontal linkages. Vertical linkages are those linking players 
hierarchically to each other along sectoral value chains (i.e., system 
integrator, multitier suppliers). Horizontal linkages are those connect-
ing players operating at the same stage of the sectoral value chain 
or across different sectors in the LPS. Although the GVC literature 
emphasizes the governance and power relationships along the chain, 
from an LPS perspective, multiple horizontal linkages are determined, 
for example, by production relationships (i.e., intermediate and final 
goods demand and supply) and by technological linkages. Given the 
different length of the sectoral value chains as well as the overall pro-
duction matrix in a certain country, we might have a dominance of 
either vertical or horizontal linkages.

Typically, staple economies or countries that have experienced 
upstream GVC integration are characterized by enclaves in which vertical 
linkages are dominant and by a limited number of players and sectors 
in which horizontal linkages are constrained. Industrialization opens up 
these enclaves by shifting the balance between vertical and horizontal 
linkages in favor of the latter. Industrialization changes the structural 
configuration of the LPS and is accompanied by local value creation and 
distribution. GVC-led industrialization has often left the structural con-
figuration of the LPS unchanged, which affects the potential for domestic 
value addition and diversification.

Building on these first two considerations, figure 9.6 provides a 
stylized representation of an LPS that includes multiple types of linkages 
and involves players related by both horizontal and vertical linkages.

L I N K A G E  E F F E C T S :  I N D U C E M E N T  A N D  C O N S T R A I N I N G  M E C H A N I S M S

The structural configuration of linkages—what we call LPS—is critical 
to understanding production transformation and how to achieve quality 
of growth. Alongside incentives and political economy forces, linkages 



A GENERALIZED LINKAGE APPROACH TO LOCAL PRODUCTION SYSTEMS DEVELOPMENT 283

and their country-specific structural configuration are responsible for a 
number of inducement and constraint mechanisms. A number of linkage 
effects noted by Hirschman have been discussed, including production, 
consumption, and fiscal linkages and their impact on investments (see the 
previous section).

As for technological linkages, at the micro (firms) and meso (sec-
toral value chain) levels, learning dynamics are structurally triggered by 
similarities, complementarities, and bottlenecks in production—that is, 
structural learning (Rosenberg 1969; Andreoni 2014, 2018; Andreoni 
et al. 2017). Not only technological linkages but also production and 
consumption linkages can induce learning and diversification dynamics, 
improvements in process efficiency, and scaling-up as well as improve 
product quality, standards, and functionalities. At the same time, the 
lack of these linkages—production and consumption, in particular—
might make scale-efficient investment impossible and may result in pro-
duction-related interlocking bottlenecks within and across value chains. 
For example, investment bottlenecks upstream might make it unprof-
itable to invest downstream in the sectoral value chain, whereas the 
lack of technological linkages might undermine technological upgrades 
in sectors that rely on manufacturing production technologies (e.g., 
agriculture and mining).

Figure 9.6 An analytical map of the local production system

Source: Author’s creation.
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P O L I T I C A L  E C O N O M Y  O F  P R O D U C T I O N  T R A N S F O R M AT I O N

Despite historical and context specificities, linkage effects are intrinsically 
intertwined with political economy forces and dynamics. The distribu-
tion of organizational power in both the public and private sectors—thus, 
the countries’ “political settlement” (Khan 2010)—and the relationship 
between these powerful organizations (including elites and intermediate 
groups) affect rents and value-creation dynamics. Kahn defines the politi-
cal settlement as “a combination of power and institutions that is mutu-
ally compatible and also sustainable in terms of economic and political 
viability” (2010, 4).

The reasons political settlement determines rent distribution and value 
creation are strictly connected. The allocation of rents by the state in the 
form of distribution of subsidies, licenses, and other forms of political 
income affects the extent to which productive organizations can respond 
(or not) to the inducement mechanisms arising from an LPS in trans-
formation. Moreover, in setting up the institutional boundaries of the 
market through regulations, incentives, and rent allocation, the state will 
respond to multiple internal and external conflicting claims from dif-
ferent powerful organizations. With specific reference to sectoral value 
chains, these political economy forces and dynamics will result in rent 
chains, that is, opportunities for rentieristic behavior and value extraction 
in the LPS. For example, the concentration of power in upstream value 
chains as well as among traders by way of domestic manufacturers can 
hamper productive transformation in the LPS.

With changes in the political settlement, political economy forces 
and dynamics can also turn constraints into opportunities for produc-
tive investments. So, for example, the reduction in rent chains might 
reduce industrial and agricultural raw material costs, say, metals and 
sugar, and open the space to scale up downstream manufacturer pro-
ducers of machine tools or agroprocessors in confectionary industries. 
Figure 9.7 stylizes the resulting changes in the LPS, in particular, the 
intensification of horizontal linkages. The reduction in rent capture 
might allow some firms to capture opportunities for diversification 
across sectoral value chains, too, for example, from production of metal 
pipes to plastic tubes and pipes. Industrial policies are thus critical in 
changing the political economy of production and unlocking the pro-
ductive opportunities in the LPS in African countries (Mkandawire 
2001; Andreoni and Chang 2019).
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T H E  L P S  I N  A F R I C A :  S T Y L I Z E D  FA C T S

If we look at African countries through the lenses of the generalized link-
ages approach to LPS, a number of stylized facts emerge clearly.

First, with respect to production and consumption linkages, all coun-
tries, including the two major economies, Nigeria and South Africa, have 
been deindustrializing and are overdependent on imported final and inter-
mediate goods, including agricultural and industrial raw materials. The 
importation of final and intermediate goods (in some cases, also available 
in the country) is driven by an incentive structure favoring traders as well 
as by a negative perception of domestically produced goods among con-
sumers. Import dependence problems are exacerbated by the vast unre-
corded trade that occurs within the continent and internationally, with 
smuggling and customs manipulation activities being fundamental threats 
to LPS development and the price competitiveness of its firms.

Second, limited improvements in agricultural productivity make 
downstream activities unfeasible or extremely uncompetitive given low 
quality standards and unreliable supply. The limited development of 
irrigation systems and low-quality seeds and fertilizers have affected 
production levels in countries with immense agricultural potential, 

Figure 9.7 Linkage effects and political economy of production

Note: Production linkages are represented by continuous lines, technological linkages by dotted lines.

Source: Author’s creation.
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like Tanzania, and have constrained the development of agroindustries 
(Andreoni 2017).

Third, LPSs are characterized by a structurally disarticulated config-
uration of linkages. The distribution of firms in the LPS is extremely 
skewed, with a few big players and myriads of micro- and small-scale 
companies producing mainly for the local market. The existence of so 
many micro-firms has been misinterpreted. In countries like Uganda, 
for example, where levels of youth unemployment are threatening the 
social sustainability of the current regime, the presence of many micro-
enterprises has been read as a sign of great and diffused entrepreneurial 
capabilities, whereas, in fact, it is the manifestation of survival entrepre-
neurship and the lack of alternatives and occupational opportunities in 
industries.

Fourth, and connected to the third point, the lack of midsize compa-
nies is another key problematic feature—the so-called missing middle. 
This issue is particularly critical because midsize firms are in a better posi-
tion to connect small-scale and large-scale firms, thus making the LPS 
more articulated and integrated. The missing-middle phenomenon has a 
direct impact on value creation and distribution. For example, as exten-
sively documented by Andreoni (2017a, 2017b), in the case of Tanzania, 
80 percent of manufacturing value addition is generated by two hundred 
establishments employing at least one hundred employees. If we look at 
manufacturing value added in export, the same group of companies con-
tributes 87 percent of the total value exported (figures 9.8 and 9.9).

Fifth, firms’ technological capabilities and linkages are limited, par-
ticularly given the chronic lack of investments in technology absorption, 
manufacturing extension services, engineering skills, and vocational train-
ing (Andreoni, 2018b). Many companies rely on the very old generation 
of domestic engineers, and they import specialized technicians from India 
and other major players in Southeast Asia. The upgrading of many voca-
tional training institutions and polytechnics in universities has followed 
a detrimental tendency to produce non-STEM (science, technology, 
engineering, and math) graduates, leading to a workforce made of many 
generals aspiring to be managers (often with no relevant competencies) 
and a thin army of technicians. With some notable exceptions (e.g., see 
Ethiopia’s industrial research center for leather), public technology inter-
mediaries and extension services are largely underfunded and often have 
been replaced by ineffective incubators and other initiatives disconnected 
from potential production activities in the LPS. As a result, productivity 
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has stagnated across the majority of sectors, undercapacity utilization is 
common, and process and quality standards are often not met.

Sixth, as for fiscal linkages, given the political settlement and the lim-
ited enforcement capabilities of the state, tax, royalties, and duty collec-
tions are limited. This means that the state has no resources to allocate for 
productive investments. Underreporting of extracted value and transfer 
pricing in the mining sectoral value chain, tax elusion in the tourism 
industry, and the overall dominance of the informal economy are critical 
dynamics diverting potential resources for LPS development.

Seventh, given the lack of industrial competitiveness, firms tend to 
rely on political connections to extract rents from the economy. This lack 
of competitiveness mixed with rent seeking in the private sector delin-
eates a complex configuration of interests and power dynamics. Although 
conflicts between the traders (better to say importers) and local produc-
ers are widespread, it is often unclear who is who. Indeed, quite often, 

Figure 9.8 Manufacturing value added performances in Tanzania by establish-
ment types and sectors, 2013

Source: Andreoni, 2017b.
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the same powerful person is at the same time a trader and a producer, a 
businessman and a politician, and someone with domestic and foreign 
vested interests. This makes unpacking these conflicts and allocating rents 
through industrial policy particularly challenging.

Industrialization challenges and opportunities are structurally deter-
mined in a certain LPS and in the overall political economy of the coun-
try, in particular, in its political settlement. The last section sketches an 
industrial policy agenda to support LPS development in Africa.

I M P L I C AT I O N S  F O R  I N D U S T R I A L  P O L I C Y  F O R  A F R I C A

The GVC-led industrialization model has gained significant support over 
the past few years, especially with reference to Africa. We have shown 
how GVC-integration has delivered, at best, limited quality of growth 
in Africa to date. We also proposed a critical appraisal of the theory 
behind this industrialization model and discussed some of its current 

Figure 9.9 Export performances in Tanzania by establishment types and  
sectors, 2013

Source: Andreoni, 2017b.
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shortcomings. Although GVC and regional value chains might offer some 
opportunities, it is the ways in which countries make strategic use of these 
GVCs that matter.

Therefore, in light of a more strategic and ultimately beneficial GVC 
integration in Africa, we proposed a move from a GVC-led industrializa-
tion model to a generalized linkage approach to LPS development. This 
approach stands on two fundamental ideas. First, the incremental and 
cumulative process of increasing value addition and linkage development 
in the LPS, coupled with strategic integration into regional and global 
value chains, can deliver the necessary quality of growth. Second, the LPS 
will never develop without shifting incentives from importers and rentiers 
to productive organizations, while also disciplining rents allocation and 
reducing rent chains and power concentration.

We have shown how this approach will allow us to get closer to the 
factual micro and institutional dynamics constraining industrialization in 
Africa, while pointing toward areas and opportunities for change through 
industrial policy. The effectiveness of industrial policy in Africa criti-
cally depends on targeting critical nodes and bottlenecks, organizations, 
and linkages in the LPS. First, this effort includes supporting midsize 
enterprises to make them cornerstone of LPS linkages development and 
supporting small enterprises to help them reach scale efficiency. Second, 
but related, increasing productivity not only is a function of investments 
and scale but also depends on how these scale-expanding investments 
are managed. Targeting organizational capabilities development to make 
more effective use of resources is a critical crosscutting area for inter-
vention. Third, to trigger collective learning and technological linkages 
in the LPS, public technology intermediaries should be restructured and 
integrated with effective manufacturing and agriculture extension ser-
vices. Fourth, the development of horizontal linkages across sectoral value 
chains in the LPS requires both reducing costs upstream and expanding 
market access downstream. Without productivity and surplus produc-
tion in agriculture and other upstream primary industries, manufactur-
ing development cannot pick up and, in turn, it cannot contribute to 
the transformation of the primary upstream sectors. To trigger a positive 
circular and cumulative causation dynamics across these sectors, strategic 
integration in regional value-chain and trade policies supporting trade 
complementarities are also critical. Finally, given the natural wealth in 
Africa, fiscal linkages should be targeted and linked to specific beneficia-
tion activities in view of developing downstream industries.
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Providing a detailed account of each of these policy areas goes far 
beyond the scope of this chapter, and would not be effective without con-
sidering country-specific aspects. Along the lines proposed by Hirschman, 
“the system laid out here makes it possible to translate technical infor-
mation into a language that points directly toward development pos-
sibilities” (1977, 177). The generalized approach to LPS development 
identifies structurally feasible opportunities for production transforma-
tion and technological change, which would result in the necessary qual-
ity of growth. The structural feasibility of any policy intervention is the 
first benchmark against which policy proposals should be assessed. As 
suggested by the political settlement framework, political feasibility is 
the second test against which any industrial policy proposal should be 
considered. Thus, rather than simply look for unsustainable shortcuts, 
which might postpone production transformation and frustrate the cur-
rent generations prospects across the continent, a new industrial policy 
for countries in Africa aiming at quality of growth should engage with the 
industrialization process—that is, the development of a LPS.
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(Re)Shaping Markets for Inclusive Economic Activity
COMPETITION AND INDUSTRIAL POLICIES RELATING TO FOOD  

PRODUCTION IN SOUTHERN AFRICA

Simon Roberts

M A R K E T S  A N D  C H A N G E S  I N  F O O D  P R O D U C T I O N  I N  S O U T H E R N  A F R I C A

The workings of markets depend on who are the participants and the 
extent of their power. In other words, the nature and extent of competi-
tive rivalry is central to market outcomes. This needs to be understood in 
dynamic terms, including whether competition relates to improving capa-
bilities and allows opportunities for new local participants, or whether 
incumbents are able to evolve strategies to entrench their historical posi-
tions. A key challenge in economic development is to generate competi-
tion and competitors. This relates to a wider set of concerns about how 
markets are constructed and governed, in essence, what the rules are and 
how they are determined. Markets are shaped by regulations, previous 
industrial policies, and the dominant firms.

This chapter considers the shaping of markets and competition con-
cerns through the example of food production in southern Africa. Food 
and agroprocessing, more broadly, also have been identified as critical 
for broader-based African industrialization (African Centre for Eco-
nomic Transformation [ACET] 2017; Jayne, Chamberlin, and Benfica 
2018). Agroprocessing is a substantial sector in manufacturing, and it 
brings together services in logistics, distribution, and retail, along with 
primary agricultural production. Developing the sector requires build-
ing linked industrial capabilities along with services and efficient testing 
and certification.

Rapid urbanization is leading to changes in consumption patterns 
across African countries to more processed and packaged foods (United 
Nations Economic Commission for Africa 2017). The growing demand 
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from urban food markets means that these markets account for up to 70 
percent of the food supply, even in countries with large rural popula-
tions. The value of urban food markets in Sub-Saharan African (SSA) is 
projected to treble from 2010 to 2030 (Food and Agriculture Organisa-
tion [FAO] 2018). This in turn is associated with changes in the ways in 
which food products are sold, with a rapid spread of supermarkets across 
the continent taking place. Meeting growing demand for food in African 
cities is one of the most critical industrial development challenges facing 
African countries. Imports of food have supported urbanization in the 
absence of a domestic agricultural surplus; however, food in African cities 
has been found to be around 35 percent more expensive than in compara-
tor countries (Nakamura et al. 2016).

The fact that Africa is a net food importer and has low yields and poor 
agricultural productivity, while generally having good conditions for agri-
cultural production, has been widely observed (ACET 2017; Suttie and 
Benfica 2016). A turning point in some countries, however, is apparent 
from 2005, with some improvements in agricultural productivity (Jayne 
and Ameyaw 2016). An important factor in low agricultural yields is 
the extremely low fertilizer usage. The supply and pricing of fertilizer is 
assessed below in the section on this product.

Although improved levels of agricultural production may be attained, 
there will be a rapidly growing trade deficit in Africa in processed food 
products without a substantially improved performance in the manufac-
turing of the food products (Jayne and Ameyaw 2016). Southern African 
Development Community (SADC) countries collectively recorded per-
sistent trade deficits in many categories of processed food products from 
2011 to 2016 (figure 10.1).

Given South Africa’s more advanced industrial base as well as the 
spread of supermarkets, the changes in demand in southern Africa have 
further changed trade flows within the region, as South Africa’s exports 
of food products to other SADC countries increased strongly from 2007 
(Arndt and Roberts 2018).

There have been extensive policy reforms across African countries. 
Markets and international trade have been liberalized, although sensi-
tive crops, such as maize, are still protected in many countries. Rapid 
integration into the global economy has included the expansion of major 
multinational traders, such as Cargill, Louis Dreyfus, and Bunge, across 
southern Africa, as well as ETG, which originated in Kenya. Cargill and 
Louis Dreyfus handle 70 percent of all the maize trading in South Africa 



(RE)SHAPING MARKETS FOR INCLUSIVE ECONOMIC ACTIVITY  297

(Greenberg 2017). In South Africa, the two largest agroconglomerate 
groups, Afgri and Senwes, both of which evolved out of the former coop-
eratives supported under Apartheid, have been bought by or joint-ven-
tured with international finance and trading companies (Makhaya and 
Roberts 2013). Afgri has been bought by Agrigroupe (with ownership in 
Mauritius and the Cayman Islands and a controlling shareholder based in 
Canada). Bunge and Senwes formed a joint venture in 2012. Louis Drey-
fus is a joint shareholder in an operation of a smaller company, NWK.

To understand the issues raised, this chapter draws on a range of 
research on regional value chains and markets in southern Africa under-
taken in recent years covering inputs, food processing, and retail.1 A num-
ber of competition cases, especially in South Africa, also shed light on 
issues of market power and corporate conduct across southern Africa. 
The findings reflect a need to change the rules if markets are to support 
wider participation and long-term investment and hope to realize a dif-
ferent quality of growth. The need to make changes is even more critical 

Figure 10.1 Southern African Development Community trade balance in 
processed food

Source: Adapted from data sourced in 2017 from ITC Trademap.
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given the evident effects of climate change on agricultural production 
(Brahmbhatt et al. 2016).

The chapter is structured as follows. The second section assesses 
developments in fertilizer, as a key input; sugar, as an important agricul-
tural crop; animal feed to poultry, as a value chain from maize and soya 
through to poultry products; and the spread of supermarkets. The third 
section considers the implications for how markets have been shaped in 
terms of regional linkages, governance and market power, and discusses 
the implications for industrial policies and the role of the state. The 
fourth section concludes.

D E V E L O P M E N T S  I N  M A J O R  I N P U T S  A N D  VA L U E  C H A I N S

F E RT I L I Z E R 2

There are three key plant nutrients provided by chemical fertilizers: nitro-
gen, potassium (in the form of potash), and phosphate. Nitrogenous 
fertilizers are the most important with the main product being urea, fol-
lowed by ammonium nitrate–based fertilizers. Their production requires 
large, energy-intensive industrial plants, and these fertilizers normally are 
manufactured near sources of cheap natural gas. Phosphate and potash 
are mineral products with production depending on a country’s natural 
resource endowment.

SSA countries rely on imports to meet local demand, even in the case 
of South Africa, which locally produces both ammonium nitrate and 
phosphate fertilizers.3 Although sourcing fertilizer should be relatively 
easy, in practice, it appears that outcomes have been far from competitive. 
The scale required for economic shipping and the logistics and transport 
infrastructure for local distribution mean that, as a matter of fact, each 
country has only a few major suppliers. The prices of fertilizer in African 
countries have been significantly above benchmark world prices (see also 
World Bank 2016). Fertilizer prices directly affect its use by farmers and 
hence impact on food production (ACET 2017).

An assessment for Malawi, Tanzania, and Zambia reflects fertilizer 
prices that have become marked up over international prices by an even 
higher margin from 2012. Figure 10.2 compares the free-on-board (FOB) 
price of urea in the Arabian Gulf4 with the average retail prices of urea 
sold to farmers across Malawi, Tanzania, and Zambia.5 The direct costs 
of sea and land transport did not increase in this period. In 2012 through 
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to 2014, fertilizer retail prices in all three countries were around US$400 
per ton higher than the FOB prices and, in the case of Malawi, for some 
of the time, prices were substantially higher.

The high prices of fertilizer are due to a number of international and 
local factors. First, it appears international prices were increased by collu-
sion. Price increases from 2008 onward in all three main fertilizers were 
greater than explained by costs and, according to economic analysis were 
likely the result of collusion in nitrogenous fertilizers (Taylor and Moss 
2013; Gnutzmann and Spiewanowski 2016). Higher levels of concentra-
tion have been found to be associated with higher prices for urea (Hernan-
dez and Torero 2013). There are also government sanctioned export cartels 
in potash and phosphates (World Bank 2016). In potash, Canpotex is the 
marketing organization for the three largest North American potash pro-
ducers, and BPC is a joint venture of the three largest Russian and Belar-
usian potash producers. Between them, Canada and Russia account for  
80 percent of the global potash reserves. For the period from 2008 to 2012,  

Figure 10.2 Urea prices across countries

Note: Prices in Malawi, Tanzania, and Zambia are average prices reported monthly to AMITSA by agrodealers.

Source: Adapted from data sourced from AMITSA in 2016.
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price mark-ups from the collusion in potash have been estimated at 
around 50 percent to 63 percent (Jenny 2012; Gnutzmann and Spie-
wanowski 2016). In phosphates, PhosChem is a U.S. Webb-Pomerene 
export cartel whose members include PotashCorp and Mosaic, which are 
also members of Canpotex (World Bank 2016). The other major source 
of phosphate fertilizer is OCP of Morocco, which is a government-owned 
monopoly over phosphate mining in that country.

Second, suppliers have formed national and regional collusive arrange-
ments (Vilakazi and Roberts 2018). These include arrangements in South 
Africa, likely extending to neighboring countries, which ran until the 
mid-2000s. Market participants used various arrangements to coordinate 
the sharing of information and implement collusive agreements, includ-
ing a Nitrogen Balance Committee, Import Planning Committee, and 
Export Club (das Nair and Mncube 2012). An agreement on how list 
prices would be determined used agreed-on costs added to the interna-
tional benchmark prices to get local prices in different regions. Cartel 
conduct was separately uncovered in Zambia in 2012 by the Competition 
and Consumer Protection Commission (CCPC 2013).

After the cartel enforcement in Zambia and alongside a new entrant, 
prices fell in Zambia relative to its neighbors in 2014 and 2015, such that 
Zambia, as a landlocked country, recorded prices in line with Tanzania 
(figure 10.2). Observed prices in Tanzania in 2013 and 2014 were some 
20 percent higher than the prices calculated from cost and margin build-
ups (including actual transport costs and reported trading margins), and 
in Malawi, by an even higher percentage (Ncube, Roberts, and Vilakazi 
2016, tables 5.3 and 5.4).

Third, a combination of restrictions on transport, storage, and trading 
have supported incumbents and underpinned the higher prices in Malawi 
and Tanzania. A few large firms dominate bulk fertilizer supply in these 
countries, led by Yara. In this regard, Yara has been at the forefront of 
initiatives at the ports of Beira and Dar es Salaam (see also Vilakazi and 
Roberts 2018). In addition, when a smaller rival, Greenbelt, established 
a blending facility in Beira and became a major supplier in Mozam-
bique, Malawi, and Zambia, Yara acquired it in 2016, removing a mav-
erick regional competitor.6 In addition, the fertilizer subsidy program in 
Malawi provided an effective floor price above the competitive price level.

The uncompetitive markets therefore are the result of a combination 
of factors. Although anticompetitive conduct is part of the picture, it 
is unclear how effective the enforcement by national authorities can be 
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against regional and international arrangements. Identifying cartels of 
multinational suppliers is extremely difficult if not impossible for national 
authorities. The available margins and rents to be earned also mean that 
businesses have a strong incentive to lobby for rules and regulations that 
bolster their position and keep out rivals.

S U G A R  A N D  C O N F E C T I O N A RY 7

The sugar industry in SADC is highly concentrated with two multination-
als, Illovo and Tongaat-Hulett, accounting for the majority of production. 
Illovo, controlled since 2006 by Associated British Foods, has its origins 
in Tate & Lyle. It has sugar mills in Malawi, Mozambique, South Africa, 
Swaziland, Tanzania, and Zambia. In 1996, it acquired Lonrho’s sugar inter-
ests in South Africa, Mauritius, Swaziland, and Malawi and, in 1998, it 
acquired Kilombero Sugar in Tanzania (Chisanga et al. 2016). In 2013, it 
accounted for close to 100 percent of production in Malawi and Zambia 
and for between 30 percent and 40 percent in South Africa, Swaziland, and 
Tanzania. The second-largest producer, Tongaat Hulett is historically part 
of the Anglo-American group and has sugar mills in Mozambique, South 
Africa, Swaziland, and Zimbabwe. The third South African producer, TSB, 
is part of the Remgro group and also has operations in Mozambique.

The history of the sugar industry illustrates the intertwining of Brit-
ish and South African big business, from the colonial era onward. The 
main producers bring together Tate & Lyle, Lonrho, Anglo-American, 
and Remgro. Anglo and Remgro are historically the two largest South 
African family-controlled conglomerates (respectively, the Oppenheimer 
and Rupert families; see Chabane et al. 2006).

Countries such as Zambia and Malawi have excellent conditions for 
growing sugar and are among the lowest-cost producers in the world. 
This is reflected in a net trade surplus for SADC (das Nair et al. 2017). 
The prices charged in the domestic markets of many sugar-producing 
countries, however, are extremely high by international comparison, as 
also reflected in the margins of the leading producers in countries such as 
Zambia and Malawi (Chisanga et al. 2016). At the same time, the region 
has a net trade deficit in sugar confectionary and baked goods (in which 
sugar is an important input; das Nair et al. 2017).

Zambia and Malawi therefore have a single dominant firm, which 
effectively has unilateral pricing power. In addition, mergers have 
yielded greater regional concentration, such as through the acquisition of 
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Lonrho’s interests in Malawi by Illovo. This means that the closest major 
rival across a border may be a related entity, which would not engage 
in head-to-head competition. Concerns also have been raised about tax 
avoidance (Lewis 2013).

The market power of producers over domestic markets is reinforced by 
regulation of international trade. For example, Zambia has required vita-
min A fortification of household sugar, which effectively blocks imports 
from neighboring countries that do not have such a provision. In addi-
tion, importers, including of sugar for industrial use in food product 
manufacturing, require a license (Chisanga et al. 2016).

The SADC Sugar Cooperation Agreement is meant to facilitate trade 
within the region and to encourage development of the industry. The 
agreement provides for partial access to the Southern Africa Customs 
Union (SACU), which includes Botswana, Lesotho, Namibia, South 
Africa, and Swaziland, market for SADC surplus sugar producers in the 
form of import quotas. This process is managed by the Technical Com-
mittee on Sugar (TCS), which is made up of government and industry 
representatives. The sugar producers meet in their own forum, the Sugar 
Producers Consultative Forum, before the TCS (das Nair et al. 2017). 
Tanzania and Mozambique also have industry arrangements that are 
managed by business together with the government.

SACU has a system of regulation governing pricing and trade, with 
provisions under the Sugar Act of South Africa (das Nair et al. 2017). 
Under this system the South African Sugar Association has allocated 
each mill a quota for both the local and export markets and for managed 
exports through a special export corporation (das Nair et al. 2017). This 
has supported local prices above export prices, although prices in SACU 
have not been as high as in countries in which a quasi-monopoly pro-
ducer has been able to exert its market power without oversight.

Although the high local sugar prices support cane farmers and profits 
of the millers, they undermine downstream manufacturers of food prod-
ucts, such as confectionary and baked goods. Some food-processing firms 
have relocated production from Zambia to South Africa, at least in part, 
because of the sugar price (das Nair et al. 2017).

P O U LT RY  A N D  A N I M A L  F E E D

The animal feed to poultry value chain highlights the critical challenges 
that need to be met for local industrialization to satisfy the demand from 
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growing urban populations, for whom poultry is the main source of pro-
tein. The competitiveness of the overall value chain depends on the pric-
ing and supply of the feed components (of maize and soy, which depend 
in part on fertilizer), through the efficient production of poultry in 
breeding, broiler production, processing, and distribution arrangements. 
Linked investments at each level and overall coordination are essential 
(Ncube 2018).

Although almost all countries in southern African remain net import-
ers, poultry production across the region has increased substantially 
(Bagopi et al. 2016). The growth in the poultry sector has been especially 
rapid in countries such as Zambia that have the potential to substantially 
expand production of maize and soy. This can lower the cost base of the 
region as a whole with the appropriate enabling framework and linked 
investments at different levels of production. Indeed, Zambia moved to 
being a net exporter in 2013–14, mainly to the Democratic Republic of 
Congo, Zimbabwe, and Malawi and, in 2017, Zambia exported animal 
feed and soy to South Africa (Paremoer 2018).

Animal feed and poultry production in the region is dominated by large 
vertically integrated firms, which hold the rights to breeding stock, typi-
cally on an exclusive basis, from European and North American multina-
tional corporations (Ncube 2018). The regional producers are associated 
with three main companies, Rainbow (RCL Foods), Astral, and Country 
Bird Holdings. Their operations cover the two main inputs to poultry 
meat production—that is, feed and breeding stock which make up 58 
percent and 13 percent, respectively, of the cost of a processed chicken.8 
Breeding operations produce parent stock and supply the day-old chicks 
for broiler production. Feed requires processing facilities, such as those for 
crushing soybeans and milling maize. The chickens have to be slaughtered, 
processed, and supplied to retail outlets and the fast food industry, which 
requires investments in abattoirs and the cold chain for distribution.

South Africa, by far the largest producer and consumer of poultry 
in SSA, is also a major net importer from Europe, North America, and 
South America, with imports having accounted for around 20 percent of 
local demand (Ncube et al. 2017). In addition to poultry, South Africa 
has been a large net importer of soybeans and oilcake (from Argentina 
and Brazil), much of which is destined for animal feed. Soy prices in 
South Africa are thus set at import prices.

By comparison, in years without drought conditions, maize supply in 
South Africa is in surplus, and the prices on the South African Futures 
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Exchange reflect this, being close to export parity prices. In drought years 
in South Africa, as in 2015 and 2016, the yellow maize price jumped by 
40 to 50 percent, toward and even beyond import levels. Along with the 
import prices for soy, this placed further pressure on the poultry sector.

As a result of increased rainfall variability with climate change, and 
coupled with growing local demand, the poultry industry in South Africa 
will be affected by these shocks more frequently. By comparison, Zambia 
is not necessarily subject to the same rainfall variability as South Africa 
and, indeed, it had good harvests in 2015–16 when South Africa experi-
enced a drought. As a result, maize prices in U.S. dollar declined in Zam-
bia in 2015 and 2016, and Zambia allowed substantial exports in 2016 
after ensuring that its local stocks were maintained. In Zambia, however, 
maize prices also have been sustained by a price floor decided by the gov-
ernment, at which the Food Reserve Agency will buy from small farmers.

Investments in expanding soy production in Zambia led to relative 
prices falling significantly from 2012, when supply exceeded demand 
and the country became a net exporter to its neighbors. For Zambia to 
be competitive in the largest regional source of demand, in the greater 
Johannesburg urban area in South Africa, it must be able to beat the price 
of Argentina oilcake in South Africa. As production in Zambia more than 
trebled in the five years to 2016, Zambia prices dipped below those in 
South Africa in 2016 (figure 10.3). Transport costs, at around US$100 per 
ton from Zambian producers to Johannesburg, placed Zambian farmers 
at a substantial disadvantage. In early 2017, however, transport costs from 
Zambia to South Africa for soy and animal feed fell to around US$40 per 
ton as Zambian exporters benefited from backhauls from the transport of 
consumer goods from South Africa to Zambia. This made Zambian soy 
and feed delivered in South Africa competitive.9

A more competitive regional value chain therefore requires cheaper ani-
mal feed, which in turn depends largely on the prices of soy and maize, 
combined with coordinated investments along the value chain to achieve 
economies of scale and throughput. The basis for the value chain lies in the 
ability to expand production from the best land for agriculture, such as in 
Zambia, to supply the major sources of consumption, such as in the big 
cities (led by Johannesburg). In Brazil, the distance from the center of the 
largest soy-production region of Mato Grosso state to Sao Paulo, the largest 
city, is around 1,800 kilometers. This is about the same as from the agri-
cultural producers in Zambia to Johannesburg, South Africa. The United 
States transports grain across similar distances from Iowa and Illinois to the 
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large East Coast urban conurbations. In southern Africa, coordination of 
investment and production along the value chain demands companies to 
work together across borders. This is the challenge of the colonial legacy 
and requires country cooperation as part of regional integration that is  
fostered by a joint industrial policy and not simply by liberalization.

The major companies in the region already have operations stretch-
ing across borders. Their vertical integration can support the large linked 
capital investments required at different levels of the value chain, but the 
concentration of these companies raises concerns about market power 
and anticompetitive conduct. This has been evident in the number of 
competition cases in South Africa and Zambia involving poultry produc-
ers. The effects of concentration were apparent in the pricing of day-
old chicks in Zambia, which were more than twice that in South Africa 
in 2012. In subsequent years, increased investment in production and 
competition in breeding stock halved chick prices in Zambia, ensuring 
that this level of the value chain was competitive (Ncube, Roberts, and 
Zengeni 2016).

Figure 10.3 Soybean prices

Note: RSA: Republic of South Africa.

Sources: FAO, World Bank commodity prices, IAPRI (2017); Chapoto, Kabisa, and Chisanga (2018); Regional 
Network of Agricultural Policy Research Institutes (2018).
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T H E  S P R E A D  O F  S U P E R M A R K E T S 1 0

Southern African countries have experienced strong growth in the num-
ber and spread of supermarkets over the past two decades, part of what 
has been identified as a fourth international wave of expansion (Rear-
don and Hopkins 2006). Alongside rapid urbanization, supermarkets are 
changing food systems, driving trade flows in food and consumer goods, 
and promoting related services such as transport (Reardon, Timmer, and 
Berdegue 2004). At the same time, supermarkets have moved away from 
serving the traditional high-end affluent consumers in urban areas and 
are successfully penetrating new markets in lower-income communities 
(Tschirley et al. 2015). The diversity of offerings includes wholesalers 
extending into retail and buying groups that support independent super-
markets with purchasing and logistics.

The two main South African chains (Shoprite and Pick n Pay) have 
rapidly spread across southern Africa. In 2016, these groups had thirty-
eight stores in Zambia up from just a handful ten years earlier (das Nair 
2018). Zimbabwe has an established supermarket presence with the 
TM–Pick n Pay joint venture, Spar, and OK chains accounting for one 
hundred forty stores. Other chains are reaching across SSA countries, 
including Choppies of Botswana, Food Lovers Market, Game (Walmart), 
and Woolworths. The extension of stores in different countries remains 
small compared with the penetration of supermarkets in South Africa, 
and points to the continued expansion underway.

The routes to market of supermarkets are oriented toward processed 
and packaged food products, a large proportion of which are imported by 
SADC countries (other than South Africa). For example, it is estimated 
that more than 80 percent of the products sold in supermarkets in Zam-
bia are imported, mostly from South Africa, even as local food processing 
has been growing in that country (das Nair, Chisoro, and Ziba 2018). The 
food, beverages, and tobacco sector accounts for more than 70 percent of 
manufacturing value added in Zambia.

Supplying supermarkets means meeting the private standards and 
requirements of supermarket chains in terms of costs, quality, packaging, 
delivery schedules, and quantities. These require significant investments 
in plant and capabilities. In some instances, obstacles also include charges 
for shelf space and long payment periods to suppliers. The results of a sur-
vey of supermarkets and suppliers in Zambia revealed that the perceptions 
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of the capabilities of local suppliers deviated substantially from that of the 
supermarkets across a range of price and nonprice dimensions. The gap 
was most notable in terms of volume, lead times, and condition of the 
processing plant (das Nair et al. 2018).

The supermarkets have invested heavily in regional distribution centers 
and logistics to lower the costs of regional sourcing. Although this has 
led South African exports into other countries in the region, it also has 
opened the possibility of increased trade in the other direction, if the local 
producers can meet supermarket expectations.

For consumers, the growth of supermarkets in the region has improved 
competitive pricing and accessibility to a broader range of products and 
services in different countries. It also has imposed challenges on the abil-
ity of suppliers (specifically small farmers, food processing, and manufac-
turing firms) to enter the supermarkets’ supply chains. These obstacles 
include meeting supermarkets’ standards and packaging, investing in 
productive capabilities, cost-competitiveness in sourcing, and processing 
agricultural produce. The importance of investment in productive capa-
bilities is highlighted by the association between investment in machinery 
and systems (such as barcoding) and supply to supermarkets. The supply 
by Zambian producers to the international supermarket chains in Zam-
bia is also associated with exporting, as the spread of supermarkets across 
the region means they have effectively become key governors of routes to 
market (das Nair et al. 2018).

The largest supermarket groups are linked with property developers 
and secure space in shopping malls on an exclusive basis. This under-
mines the ability of local stores to access prime retail space and, given the 
concentration of supermarkets, raises competition issues. These issues can 
be addressed in different ways, including through urban planning.

Supermarkets are integrating the region through their investment in 
transport and logistics but are not necessarily doing this in ways that sup-
port local producers. This lack of support has exacerbated unbalanced 
trade and raised challenges for the adoption of regional strategies, espe-
cially when countries perceive that they are losing out from integration. 
The issue, therefore, is how supermarkets can be partners in regional 
industrial development for increased trade so that they may build capa-
bilities across countries. This possibility holds the prospect of mov-
ing the southern African region as a whole from being a net processed 
food importer to being a net exporter of food products. A combination 
of supplier development initiatives with targets for local sourcing and 
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agroprocessing policies are required to build the industrial capabilities of 
suppliers, with supermarkets serving as key routes to market.

Toward this effort, a code of conduct can ensure that the retail space 
is open, such that shelf space is available to smaller brands and anticom-
petitive arrangements are not employed to restrict rivalry. Such codes of 
conduct or similar quasi-regulatory measures have been used in European 
countries, including Ireland and Spain (das Nair et al. 2018). Supplier 
development initiatives combine advice by supermarkets on standards 
and supply requirements with commitments to stock products. These 
initiatives enable supermarkets to take on a critical role in fostering local 
supplier capabilities to meet concrete targets for local and regional sourc-
ing. Without these expectations, individual supermarket chains do not 
have the incentive to develop suppliers who can also sell to their rivals. As 
such, there is a positive externality effect in supporting suppliers, which 
means the buyers underinvest in their upgrading. An alternative is for 
supermarkets to have exclusive arrangements with suppliers. Although 
this is a possible solution to a limited extent, suppliers need to achieve 
scale economies (and supply a wider range of customers). In addition, a 
buyer with market power can abuse these exclusive arrangements.

Initiatives to support local procurement by supermarkets can induce 
local production in food products (as well as other consumer goods) and 
regional trade. In the absence of such interventions, trade and produc-
tion likely will be increasingly skewed to South Africa as well as toward 
deep-sea imports. In countries such as Zambia, soft interventions have 
induced supermarkets to increase local procurement of dairy, processed 
grains, edible oil, and household products over 2012 to 2017. For exam-
ple, Shoprite committed to local procurement and has signed memoranda 
of understanding to work with the Zambian Development Agency and 
a private enterprise development program. Namibia has a formalized 
voluntary retail sector charter, which has led supermarkets to work to 
upgrade suppliers (das Nair 2019).

M A R K E T S  A N D  I N D U S T R I A L  D E V E L O P M E N T  I N  A F R I C A

The importance of developing more sophisticated and diversified capa-
bilities in industrial production has been widely identified (see Cimoli, 
Dosi, and Stiglitz 2009). This diversification involves incremental learn-
ing processes, consistent with observations about the way capabilities 
can evolve across product space (Hidalgo et al. 2007). The ability to 
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upgrade capabilities depends on (1) how firms are located in regional and 
international value chains in terms of the nature of the processes they 
undertake; (2) the differentiated product lines manufactured (in terms of 
quality and sophistication); (3) the functions, including design, research 
and development, and branding in which they are engaged; and (4) the 
ability to leverage capabilities to move to different sectors (Humphrey 
and Schmitz 2004).

The growth and increased trade in manufacturing across African coun-
tries from the mid-1990s onward has been from a very low base, and 
improvements in productivity have been relatively poor compared with 
other regions, raising concerns about development of manufacturing 
capabilities (Balchin et al. 2016; Diao, McMillan, and Rodrik 2017). The 
following discussion draws on the issues related to agriculture and food 
production to consider three main implications. First, what are the nature 
of regional and international linkages? Second, how do value chain gov-
ernance and market power interact, and what is the role for competition 
policy? Third, what are the implications for industrial policy and the role 
of the state?

R E G I O N A L  A N D  I N T E R N AT I O N A L  L I N K A G E S

There has undoubtedly been greater international integration of food 
production in the economies of southern Africa. The question remains 
whether this integration has been accompanied by local investment and 
capabilities development. Inputs such as fertilizer and seed (not covered 
in this discussion) are supplied by a very few multinational corporations. 
African countries appear to be exposed to the market power of global 
companies, as discussed with reference to fertilizer, with no development 
of local production.

By comparison, in the production and retail of food, significant 
regional linkages have evolved to serve the main markets in the growing 
urban centers. The cases of sugar and poultry, however, are quite dif-
ferent. The sugar sector has seen production for export into deep-sea 
markets, while high prices are imposed on local buyers even as this under-
mines local industrialization through downstream processing.

In poultry, coordination and expanded production of animal feed, as 
part of the regional organization of production, is linked to the observed 
growth in trade. As highlighted in the studies drawn on in this chapter, 
international firms operate across the southern African region and make 
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linked investments at different levels of processing, with trade in inter-
mediate and final products to supply regional markets. A regional value 
chain approach recognizes the increasing organization of production 
within and between firms across borders and the potential for building 
strong regional production systems.

Supermarkets are making regional linkages through investments in 
distribution centers, logistics, and transport. The sector is highly con-
centrated, with a small number of mainly South African groups shaping 
routes to market for suppliers. The fact that the supermarkets are region-
ally rooted, however, means that there is scope to engage them to support 
local upgrading by suppliers to meet first regional and then international 
standards. In this way, the potential exists for firms to seek insertion into 
regional value chains to gain the capabilities required to then participate 
successfully in global value chains. This can be facilitated by supplier 
development programs.

Notwithstanding the somewhat-mixed picture, regional value chains 
in southern Africa remain relatively underdeveloped. Governments have 
not taken a coherent approach to support regional linkages associated 
with capabilities development and industrialization or to engage with 
regional business groups. The failure to develop coherent strategies is 
partly because of the regional spread of businesses and also because the 
importance of linkages across countries in developing competitive food 
value chains has largely been ignored.

G O V E R N A N C E  A N D  M A R K E T  P O W E R

Governance is at the heart of the value chain approach in describing the 
“process by which particular players in the chain exert control over other 
participants and how these lead firms appropriate or distribute the value 
that is created along the chain” (Bair 2009, 9). The lead firms are there-
fore critical in driving the coordination of activities across countries, gen-
erating and controlling the division of the returns. These economic forces 
at work are not new, nor, in many ways, are the challenges they pose to 
industrial policy in African countries. What is new is the much greater 
potential that coordination through value chains opensup for the func-
tional integration of internationally dispersed activities and their control. 
This potential can be achieved through advances in logistics, design, 
branding, and marketing with the use of information and communica-
tion technology.
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The nature of the coordination is a second important dimension to the 
role of the lead firm (Ponte and Sturgeon 2014). Possible coordination 
arrangements span a spectrum ranging from arm’s-length market rela-
tions to modular, relational, captive, and hierarchical organization. These 
arrangements vary in terms of the balance of power between parties in 
the value chain, and with the specificity of assets, the ability to switch 
suppliers, the extent of collaboration on product development, and the 
tolerance of distance. In relational arrangements, a third level of gover-
nance can be identified in terms of setting the norms and conventions 
that establish the orders of worth or value (Ponte and Sturgeon 2014). For 
example, these may be values set by supermarkets as buyers, in terms of 
the uniformity of products, or they may be influenced by taste to impose 
standards related to the conditions under which production takes place, 
such as organic or free-range production.

These lead firms and complex governance structures influence the 
evolving nature of production and trade networks, including trajectories 
of upgrading and patterns of access or exclusion (Gereffi 2014). The value 
chain framework also enables identification of pressure points at which 
government interventions can influence the outcomes.

The studies of food production and retailing in southern Africa drawn 
on in this chapter emphasize the importance of understanding regional 
power relations in governing the location of economic activities and the 
returns to different parties. The spread of supermarkets is very much 
about regional investments and control across borders, where the major 
chains have bargaining power over suppliers and govern the supply chain. 
This has important implications for suppliers, for example, those in Zam-
bia seeking to supply urban consumers in South Africa. Walmart, which 
has entered the market through an acquisition of a smaller South Afri-
can chain, has failed to have the impact that was predicted by global 
value chain analysis. Instead, through the control over urban retail space 
(including exclusive arrangements with property developers), together 
with their investment in logistics and distribution, regional supermarket 
chains led by Shoprite have governed this activity (das Nair et al. 2018).

International studies have generally overlooked the importance of 
logistics (Coe 2014). For example, arrangements regarding port facilities, 
storage, warehousing, and transport are critical to the power exerted by 
suppliers of fertilizer as well as grain traders. Although notionally mar-
kets appear to be contestable, the mark-ups that are applied along the 
supply chain reflect the importance of control over these facilities. This 
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also points to the rationale of large multinationals, such as Yara in fertil-
izer, promoting corridor initiatives alongside donors, to governments. For 
example, the Beira Agricultural Growth Corridor and the Southern Agri-
cultural Growth Corridor of Tanzania, announced with much fanfare at 
the World Economic Forum, appear to be partly associated with control 
over the mundane activities of warehousing and bagging fertilizer at the 
ports of Beira and Dar es Salaam in the context of the very high fertilizer 
prices being earned.11

The ability of rivals such as ETG, which expanded operations from 
East Africa, and Greenbelt, from South Africa, to exert competitive 
pressure has depended partly on logistics. ETG’s expansion was aided 
by being able to acquire Kynoch in 2014 with its blending and storage 
facilities (Greenberg 2017).12 Greenbelt established a blending facility in 
Beira and became a major supplier in Mozambique, Malawi, and Zambia.  
Yara, however, neutralized the competitive threat it posed when it subse-
quently acquired Greenbelt.

In some markets, it is necessary to understand governance and mar-
ket power in a global context. The influence of international cartels over 
prices and supplies has major effects on food production in Africa, most 
notably in the case of fertilizer. In sugar, the high levels of regional con-
centration and control over markets by subsidiaries of multinational com-
panies have been reinforced by trade barriers and regulatory restrictions 
heavily influenced by the main industry participants. Although sugar 
production has grown, the high prices charged in many national markets 
have undermined downstream industrialization in food processing (das 
Nair et al. 2017), which has effectively reinforced southern Africa as an 
exporter of agricultural commodities and importer of manufactures.

These are examples of dominant firms and tight-knit oligopolies that 
have been able to entrench their positions and earn supracompetitive 
rents, creating long-term problems in the performance of the economic 
system. Global consolidation in agriculture and food production at dif-
ferent levels, from inputs through to retail, has been mirrored in southern 
Africa (Greenberg 2017).

These industries raise questions about the role for competition policy 
in setting rules for the market economy to encourage local investment 
and capabilities. It is evident that competition law cannot create local 
competitors or support linkages and collaboration as part of the ability 
to upgrade firms’ capabilities. Competition policy must, therefore, extend 
beyond addressing cartels and be considered as part of a wider policy 
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framework for markets (see Roberts 2010). For example, proactive inter-
vention to lower transport costs and provide support services to poultry 
can promote a more integrated and competitive poultry industry. Simi-
larly, regulatory provisions can mitigate supermarkets’ buyer power over 
local suppliers and instead encourage supplier development.

I N S T I T U T I O N S  O F  I N D U S T R I A L  P O L I C Y,  R E G U L AT I O N ,  

A N D  T H E  R O L E  O F  T H E  S TAT E

The analyses of value chain upgrading, the importance of developing 
more diverse and sophisticated export capabilities, and the need to rec-
ognize processes of learning and capabilities formation have not led to a 
consensus on the appropriate policies to be followed. At one extreme are 
recommendations that countries should lower labor and other costs and 
aggressively market themselves to foreign direct investors to compete to 
insert themselves into global value chains (e.g., see Morris, Kaplinsky, 
and Kaplan 2012). This may work well in attracting cut-flower exporters, 
but it is not evident how this suggestion would address the challenges of 
market power and ensure meaningful participation in value addition.

These challenges require effective regional institutions to regulate mar-
ket power and support more competitive markets through value-chain 
upgrades with investments across borders, as has been seen to an extent 
in the poultry sector. These investments require productive rents as an 
incentive (Khan 2010). The credibility of government commitments in  
this regard is obviously important and does not need to be established 
through formal institutions (e.g., see Sen and te Velde 2012; Sen 2013). 
If the arrangements to which governments commit allow businesses sim-
ply to capture rents, however, then there will be little, if any, value from 
these deals for the host country. These arrangements will be at risk under a 
change of regime, no matter what formal backing they have. Instead insti-
tutional collaborations that support the provision of limited public goods, 
such as infrastructure and targeted skills, along with measures to address 
coordination failures, are important components to generate shared pro-
ductive rents and facilitate learning (Khan 2010; Noman and Stiglitz 2012).

Institutional collaborations to support competitive food manufactur-
ing, for example, could be set up on a regional basis, across countries 
in which the companies are located. A supermarket strategy for supplier 
development will be more effective if adopted by neighboring countries. 
Similarly, the development of the animal feed to poultry value chain 
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requires regional arrangements to grow production in Zambia. It also 
requires efficient processing and supply across two borders to meet the 
largest demand in the region in the greater Johannesburg area.

Effective regional institutions are required for competition enforce-
ment to discipline market power, including to identify regional cartels 
and adjudicate on mergers. Evidence of the regional nature of cartels in 
southern Africa was demonstrated by cartel cases uncovered by the South 
African authorities. Settlements revealed the regional extent of the con-
duct, including in fertilizer and cement (Kaira 2017).

If expectations are to be set for performance-based support, then the 
credibility of governments must relate not only to keeping commitments 
made to investors but also to disciplining abuses of market power. These 
are part of Amsden’s (2001) reciprocal control mechanisms. In addition, 
industrial policies are important to foster competitive markets by support-
ing potentially efficient local participants. South Korea and Japan have used 
competition policy as part of a wider industrial policy to ensure effective 
rivalry (Amsden and Singh 1994). The Korean Fair Trade Commission also 
monitored subcontracting arrangements by the large chaebols to ensure 
that collaboration supported the development of subcontractor capabili-
ties (Roberts 2010). Competition authorities can be understood as wider 
regulatory bodies for markets, generating competition, rather than simply as 
enforcers operating on the underlying mistaken premise that, in the absence 
of discrete conduct, competition will prevail (Budzinski and Beigi 2015).

It is essential to build regional industrial policy institutions across 
southern Africa. These include (1) development banks; (2) institutions 
supporting the adoption and adaptation of improved technologies; and 
(3) facilities for testing and certification of products to lower the costs of 
meeting standards as imposed, for example, by supermarkets as well as in 
export markets.

( R E ) S H A P I N G  M A R K E T S ?

The agriculture and food-processing activities explored in this chapter 
illustrate the dimensions of regional and global integration, the ways in 
which power is entrenched and exerted, and the key challenges for the 
state. The regional spread of businesses, the linkages of production sys-
tems and value chains across borders, and the implications for industri-
alization require much greater attention in southern Africa. Businesses, 
including, notably, supermarkets, are integrating the region.
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The analysis also has highlighted the impact of international and 
regional arrangements to exert market power in fertilizer and sugar. The 
high cost of fertilizer undermines agricultural production and is partially 
responsible for the high food prices in African cities. High sugar prices 
have undermined downstream processed food producers. The pricing and 
availability of agricultural products has affected the ability to expand the 
manufacturing of processed food products as part of industrialization.

By comparison, developments in the poultry sector demonstrate the 
potential to build regional value chains with linked investments across 
countries. The agricultural potential in Zambia has increased the supply 
of, and lowered prices for, animal feed. This effort has been supported by 
more efficient intraregional transport. Although growth in Zambia has 
been substantial, to achieve a significant regional impact on the competi-
tiveness of poultry production in order to replace deep-sea imports, this 
growth needs to be sustained. In addition, coordinated actions along the 
value chain are necessary to ensure efficient processing of the required 
inputs for the supply of poultry products.

Ultimately, this analysis points to the challenge of moving the compe-
tition discourse from one of enforcement, which assumes that by address-
ing discrete anticompetitive conduct local competition will flourish, to 
the integration of competition policy with the development of local pro-
ductive capabilities. It is important to address international cartels and this 
poses important challenges for the development of international regulatory 
regimes. We need to go further, however, to frame the agenda in terms of the 
ways in which industrial policy and economic regulation can reshape markets 
to generate competition within local and regional markets in southern Africa.

Three key areas are identified for this agenda. First, the regional scope 
of actual and potential linkages needs to be better understood. Big busi-
nesses are integrating their activities across the region, but they are not 
necessarily doing so to build productive capabilities for competitive pro-
duction across borders. Second, we need to understand how the regional 
value chains are governed and the extent of market power and its exertion 
by large firms. The regional reach of businesses can reinforce cartels and 
the unilateral exertion of market power to earn rents and exclude local 
rivals, which in turn undermines industrialization. A competition policy 
agenda that links to industrial policy is essential to generate competitive 
markets and stimulate dynamic rivalry built on investments in improved 
capabilities. Third, effective regional institutions are required to simulta-
neously discipline market power and support industrialization.
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Climate Change and the Quality of Growth in Africa

Ben Orlove

This chapter examines the effects of climate change on the quality of 
growth in Africa. It reviews the consequences observed since the last 
two decades of the previous century and examines the projections of 
future impacts.

The chapter opens with a review of the different assessments, which 
evaluate these effects. These assessments concur across broad outlines, 
agreeing that climate change threatens to limit growth and human well-
being in a variety of ways; the assessments also disagree on the relative 
vulnerability of different nations. The second section of the chapter 
reviews the impacts of climate change on growth, emphasizing that 
it slows growth, exposes it to shocks, reduces the continent’s stock of 
natural capital, and limits its ability to meet basic human needs, includ-
ing physical security. This section also discusses the way climate change 
impacts create cascading risks that spill over from sectors that are directly 
affected (such as health) to others that are indirectly affected (such as 
education and employment).

The third section of the chapter reviews past, current, and projected 
adaptation efforts in Africa. Like the first section, it identifies some areas 
of consensus, noting agreement on the urgency of adaptation activity and 
on the obstacles to their planning, financing, and implementation, and it 
also identifies a number of differences, with a variety of disparate activi-
ties being presented under the rubric of adaptation. The final section pro-
vides a brief overview of a large subject, the place of energy in the future 
of economic growth in Africa; it reports on the potential of low-carbon 
and renewable energy resources to sustain growth.
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O V E R V I E W  O F  C L I M AT E  A S S E S S M E N T S  I N  A F R I C A

Experts agree that Sub-Saharan Africa has already experienced significant 
climate change and is likely to experience additional impacts, many of 
them even more severe, during this century. These views are stated in a 
number of different reports dating back to the 1990s.

T H E  I N T E R G O V E R N M E N TA L  PA N E L  O N  C L I M AT E  C H A N G E

The Intergovernmental Panel on Climate Change (IPCC) included a 
chapter on Africa in its most recent Fifth Assessment Report, known as 
AR5 (Niang et al. 2014). The report reflects significant input from the 
continent, as six of the seven lead authors are African. The AR5 notes a 
warming trend across the continent over the past fifty to one hundred 
years and that this trend will continue, with particularly strong rises in 
the more arid regions. The precise level of warming will depend on future 
global emissions, which are subject to policy decisions and other human 
actions, and that reflect physical as well as social uncertainties. There is 
very strong agreement, however, that temperature will increase by more 
than 2°C over much of Africa by the last decades of this century under 
medium-emissions scenarios. Under high-emissions scenarios, this warm-
ing could reach between 3°C and 6°C. The warming already has affected 
ecosystems and will exacerbate existing stresses on water availability, 
undermining sustainable economic growth (Nyantakyi-Frimpong and 
Bezner-Kerr 2015).

The AR5 traces a number of links of climate change to agriculture. 
The productivity of cereal crops is very likely to fall, and high-value 
perennial crops, such as cacao and coffee, could be adversely affected. 
Pests, weeds, and diseases will become more severe. Because African food 
systems are increasingly linked to regional and global supply chains, they 
are exposed to new vulnerabilities, as a result of fragilities in transporta-
tion networks, financial institutions, and other systems. Although some 
progress has been made in addressing short-term climate fluctuations, the 
long-term impacts of climate change on food supplies and export crops 
will be more severe, requiring new solutions.

In addition to food security, the AR5 discusses several other areas of 
human well-being. It notes that the impacts on health are harder to trace, 
because of the diversity of disease transmission systems and the lack of 
adequate health data, and that malnutrition could become more severe. It 
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states that climate change could increase the frequency and spatial range 
of epidemics of several major diseases, including malaria, meningitis, and 
leishmaniasis. It also comments that food, health, and economic insecurity 
could lead to conflicts over the distribution of resources and could serve as 
drivers of urbanization and migration, in turn leading to political conflict.

The AR5 finds a few positive elements in the response to current and 
projected climate change. Governments are conducting planning pro-
cesses, and autonomous adaptations, undertaken by local communities, 
have often been effective. Conservation agriculture (agroforestry, low-
impact tillage, and the like) has generated positive results. Moreover, 
strong possibilities to develop adaptation pathways could incorporate 
other goals, such as economic growth and social inclusivity. Nonethe-
less, the report notes many challenges, above all the persistent nature of 
poverty and vulnerability. In addition, institutional frameworks are weak, 
underfinanced, and uncoordinated; technological support is inadequate; 
and financing is insufficient and often heavily constrained by donor 
requirements, which impede effective implementation of adaptation 
efforts. The report also identifies data and research gaps on climate and 
other environmental systems, and on key economic and social variables, 
which make planning more difficult.

This IPCC assessment is the most significant global assessment, but 
not the only one. To review these other assessments, which have generally 
adopted a sectoral focus, a simple code was developed to examine a set of 
prominent and widely cited assessments by the World Bank, the United 
Nations Development Programme (UNDP), the IPCC, and the Network 
of African Science Academies, as well as an international think-tank, 
the Centre for International Governance Innovation. The discussion 
of individual sectors in these reports was ranked on a three-point scale, 
with two for extensive discussion, one for some discussion, and zero for  
no discussion.

As table 11.1 shows, these assessments agree on areas of coverage, with 
all giving at least some treatment to a large number of sectors, with agri-
culture, including food security, being the topic most often discussed, 
followed closely by water, health, economic performance, and energy. 
Extreme events and conflict and migration receive a lower level of atten-
tion. There is no trend of increasing attention to sectors over this period, 
with the mean score per sector varying around 1.5 throughout the period 
of the reports. This high degree of agreement across the assessments could 
reflect shared concerns. It also might reflect the high degree of uncertainty 
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about impacts, which would create a reluctance to exclude any subject, 
or a recognition of the changing fashions of international funding. As a 
result, any topic that might provide the basis for a request for financing 
could be included. Finally, in this area, as in many others, there could be 
a tendency to base assessments on earlier assessments.

The issues in these assessments overlap with the priorities established 
by African countries, as reported in the Nationally Determined Contri-
butions (NDCs) pursuant to the Paris Agreement of 2015. The primary 
goal is to bring concentrations of greenhouse gases to levels that will keep 
the increase in global average temperature to well below 2°C, and, ideally, 
to 1.5°C. Some NDCs also discuss steps to adapt to climate change, cli-
mate finance, and technology transfer. In this way, the NDCs are national 
assessments of climate change priorities, pointing toward nation-specific 
areas of vulnerability and preparedness. In total, forty-seven Sub-Saharan 
countries provided NDCs.

As with the sectoral assessments, there is a high degree of overlap. All 
forty-seven countries have promised concrete actions in mitigation, which 
is the key focus of the NDCs. They also indicated they have made at least 
some statements about reducing emissions in a large number of sectors. 
Six sectors appear regularly. Listed in order of frequency, they are energy, 
forestry, agriculture, waste, transportation, and industry, with the first 

Table 11.1 Ranking of Sectors in Climate Change Assessments of Africa

UNDP
World  
Bank CIGI

Schelln- 
huber

IPCC 
5AR NASAC

World  
Bank

Average2008 2009 2009 2013 2014 2015 2016

Water 2 2 1 2 1 2 2 1.71
Agriculture 1 2 2 2 2 2 2 1.86
Health 2 2 2 1 2 2 1 1.71
Economics 2 2 2 1 2 1 2 1.71
Extreme 

events
1 1 1 1 2 1 1 1.14

Conflict and 
migration

1 1 2 1 1 0 2 1.14

Energy 1 2 2 2 1 2 2 1.71
Forests 2 2 1 1 1 1 1 1.29
Mitigation 2 2 1 1 2 1 2 1.57
Average 1.50 1.75 1.63 1.33 1.50 1.33 1.67 1.54
Note: UNDP = United Nations Development Programme; CIGI = Center for International 
Governance Innovation; IPCC 5AR = Intergovernmental Panel on Climate Change Fifth Assessment 
Report; NASAC = Network of African Science Academies.



CLIMATE CHANGE AND THE QUALITY OF GROWTH IN AFRICA  329

four mentioned in forty or more plans, and the latter two mentioned in 
about twenty plans. The striking homogeneity of NDCs could reflect 
the newness of the instrument, with countries drawing on models and 
guidelines offered by nongovernmental organizations (NGOs) (Climate 
and Development Knowledge Network 2015; Holdaway et al. 2015). It 
might also reflect the wish to increase the possibility of external financing 
by increasing the number of areas that could be supported; all forty-seven 
countries refer to the need for external financing.

There is also agreement that African countries vary in their vulnerabil-
ity and preparedness (Hulme et al. 2001). The AR5, for example, notes 
that agricultural impacts are more severe in semi-arid regions (Niang et al. 
2014). Moreover, information on relative vulnerability and preparedness 
could be of great importance, as nations seek to determine the relation of 
climate change adaptation to other goals, and as international organiza-
tions and donors face decisions about the allocation of their resources. 
Several efforts to assess a number of African countries on these variables 
come up with somewhat-divergent rankings, indicating the challenges of 
gathering data and of judging the likelihood of suffering impacts and 
of responding to them—or perhaps the different goals of the different 
assessment efforts.

Since 1995, the Notre Dame Global Adaptation Initiative (ND-GAIN) 
has conducted the largest and most substantial of these annual rankings. 
The ND-GAIN Country Index uses annual country-level data to con-
struct a number of indices for more than one hundred seventy countries 
around the world. It compiles these indices to establish metrics for two 
key dimensions of preparedness: vulnerability and readiness.

Vulnerability measures a country’s exposure, sensitivity, and capacity 
to adapt to the negative effects of climate change. ND-GAIN measures 
overall vulnerability by considering six life-supporting sectors: food, water, 
health, ecosystem service, human habitat, and infrastructure. Readiness 
measures a country’s ability to leverage investments and convert them to 
adaptation actions. ND-GAIN measures overall readiness by considering 
three components: economic readiness, governance readiness, and social 
readiness. Both of these dimensions range from 0 to 1. As their names sug-
gest, countries are better off with lower vulnerability and higher readiness 
scores. The ND-GAIN score is computed through the following formula:

 ND-GAIN = (Readiness index − Vulnerability index + 1) × 50 (11.1)

This formula generates scores ranging from 0 to 100.
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The index provides data on 176 countries, 49 of which are in Sub-
Saharan Africa. None of them are among the countries that score highest 
on preparedness. The country that scores as the most prepared in the 
region in 2016 is Mauritius, with a score of 55.7, ranked fifty. It ranks well 
below the top three countries—Norway, New Zealand, and Finland— 
with scores of 76.0, 73.8, and 72.3, respectively. The second-highest-
ranked African country, the Seychelles, is also an island. It appears down 
the list, at ninety-one, followed by Botswana, at ninety-three. The bottom  
seven countries—Niger, Sudan, the Democratic Republic of the Congo, 
the Central African Republic, Eritrea, Chad, and Somalia—are all in Sub-
Saharan Africa. Figure 11.1 shows trends in ND-GAIN scores across Sub-
Saharan Africa for 1995 to 2005.

Two other major assessments of the preparedness of African countries 
have been produced by international organizations and draw on extensive 
sets of reports. In contrast to the data-driven work of ND-GAIN, these 
two assessments reflect a close familiarity with the countries and often 
have direct experience with them.

The first of these is the Climate Adaptation Country Profiles, pro-
duced by the World Bank. Written in a standardized format, these pro-
files are operational tools for practitioners in climate adaptation, disaster 
risk reduction, and economic development. They provide information to 
support the integration of climate resilience into planning and operations. 

Figure 11.1 ND-GAIN of regions in Sub-Saharan Africa, 1995–2005

Source: World Bank, Notre Dame Global Adaptation Initiative.
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Of the ninety-four countries for which the World Bank has prepared pro-
files, thirty-two are in Sub-Saharan Africa.

Of particular importance is the narrative section in each profile. These 
overviews summarize challenges and opportunities as well as efforts to 
address them.

The second set of country profiles comes from the UNDP. Some of 
these profiles are prepared in association with the Africa Adaptation Pro-
gramme (AAP). The AAP ran from 2008 to 2012 and was launched with 
$92 million support from the government of Japan. This portal served 
two Sub-Saharan countries, providing narrative summaries of vulnerabili-
ties and adaptation activities as well as quantitative data. The UNDP also 
prepared climate change country profiles for twenty-four other nations in 
Sub-Saharan Africa.

To establish quantitative scores from the qualitative verbal summaries 
in these profiles, a textual analysis was conducted. Each term or phrase 
that contained an evaluation was scored, with 1 for positive statements 
and −1 for negative statements. The mean score of these statements was 
calculated, and termed the sentiment score, which could range from  
1 to −1. The negative correlation between the two (ß = −0.033; R2 = 0.19, 
F(1,42) = 9.274, p <0.005) is striking. In other words, ND-GAIN and 
the UNDP differed in their assessments (see figure 11.2). The results are 

Figure 11.2 ND-GAIN scores and UNDP narrative assessment scores by 
country, 2015

Source: Notre Dame Global Adaptation Initiative, UNDP Climate Change Country Profiles.
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similar for a comparison of the ND-GAIN and World Bank assessments. 
Several reasons could account for this difference between ND-GAIN 
scores and these qualitative assessments, beyond the matter of the latter’s 
subjectivity. First, the values for the African countries in the ND-GAIN 
cluster in the lowest quartile, with relatively little spread; the small differ-
ences at this extreme end could have a disproportionate weight in the cor-
relation, without reflecting the overall validity of the ND-GAIN index. 
Second, UNDP staff may have sugarcoated their negative assessments, 
providing a greater number of positive comments to offset the negative 
comments. Nonetheless, this discrepancy does suggest that it is difficult 
to reach agreement on the level of preparedness of different countries to 
address climate change. These difficulties, in turn, could stem from the 
relative newness of climate change as a policy area.

E F F E C T S  O F  C L I M AT E  C H A N G E  O N  T H E  Q U A L I T Y  

O F  G R O W T H  I N  A F R I C A

A broad examination of the effects of climate change on the quality  
of growth in Africa reveals five areas of importance: reduced rates of 
growth, shocks, deterioration of natural capital, inadequate provision 
of basic needs, and cascading impacts. The effect of climate change on 
inequality is another area of importance, but little research has been done 
on this topic.

R E D U C E D  R AT E S  O F  G R O W T H

A number of researchers have indicated that advancing climate change is 
likely to present challenges to Africa’s economic growth (Ford et al. 2015; 
Alagidede et al. 2016; Serdeczny et al. 2017). A representative example is 
this description of Southern Africa, applicable to the continent as a whole:

Meaningful efforts to promote sustainable development in Sub-Saharan 
Africa in general and in Southern Africa in particular need to account for 
the probable impacts of global climate change. Its regional consequences 
are already observable and exacerbate the trends of desertification 
and biodiversity loss that are . . . diluting vital ecosystem services and 
thereby adverse to sustainable human development. . . . African states 
and societies will be severely affected by climate change, even if global 
warming is . . . stabilized at a global average of 2°C. . . . this implies 
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greater competition for scarce land and water resources, more humani-
tarian emergencies resulting from food insecurity, natural disasters and 
local conflicts, and frequently recurring extreme weather events, notably 
prolonged droughts and sudden flooding . . . Against this background, 
opportunities to attract economic investment and improve production 
in the crucial agricultural sector are also likely to diminish. . . . global 
warming of 2°C is expected to lead to an increased risk of crop failure 
and subsequent malnutrition and hunger. (Bauer and Scholz 2010, 87)

The IPCC’s most recent overview of Africa concurs with this grim fore-
cast, placing particular importance on agriculture and water resources 
(Niang et al. 2014).

Figure 11.3 illustrates the associations between climate change and eco-
nomic growth. It shows the relations between per capita gross domestic 
product (GDP), GDP growth, and the ND-GAIN score for 2015. As is 
often the case, the highest growth rates are found among relatively poorer 
countries, and the rates of growth that are close to zero or negative are 
found either in countries dependent on a single export commodity or in 
countries that have faced political turmoil, epidemics, or both.

Figure 11.3 ND-GAIN scores, GDP growth rates, and per capita GDP of  
Sub-Saharan Africa, 2015

Source: World Bank, Notre Dame Global Adaptation Initiative.
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An association also exists between per capita GDP and ND-GAIN 
scores, as was found in a study covering middle- and high-income coun-
tries worldwide (Lo and Chow 2015). The African countries in the lower 
tercile of ND-GAIN scores are concentrated among the poorest coun-
tries, whereas the richest countries primarily have high scores, with the 
exception of Angola. Although the ND-GAIN index was designed delib-
erately to exclude per capita GDP and other closely related measures from 
its set of components, it nonetheless does include some measures that are 
linked with per capita GDP, such as infrastructure elements like access 
to improved sanitation and paved roads. It includes other measures that 
are less correlated with per capita GDP, such as income inequality and 
percentage of land within protected areas (McKinney 2002). This associa-
tion may indicate that higher levels of economic growth support adaptive 
capacity and reduce vulnerability; it also may indicate that climate pre-
paredness favors economic growth (Kula et al. 2015).

Figure 11.4 displays information on economic growth that clarifies the 
relationship between climate and economic growth. It shows growth rates 
for different regions within Africa and indicates the timing of major El 
Niño and La Niña events, which tend to bring either unusually heavy or 
unusually scanty rains to certain areas. (These events often straddle two 

Figure 11.4 GDP growth rates by region of Sub-Saharan Africa, 1975–2016

Source: World Bank, NOAA Climate Prediction Center; NOAA Earth System Research Laboratory, Physical 
Sciences Division.
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calendar years; for this figure, events were assigned to years if they were 
ranked high in strength for six or more months by the U.S. National 
Oceanic and Atmospheric Administration.) These events can serve as 
proxies for the shocks that are increasingly common with climate change. 
They have strong effects in East Africa and Southern Africa and have 
significant effects in the northern semi-arid Sahel of West Africa; they do 
not affect Central Africa (Mason and Goddard 2001; Lewis et al. 2016).

During the forty-year period from 1975–2015, there were strong El 
Niño events (1982–83, 1997–98, 2014–15) and La Niña events (1975, 
1988–89, 2010–11). In years of such events, there would be a larger impact 
on economic growth—either immediately or with a short lag—in East and 
Southern Africa, a smaller one in West Africa, and none in Central Africa; 
the sensitivity of growth of economies, particularly in the developing 
world, to such shocks is well-established (Easterly et al. 1993). This climate 
signal would not be the only or main factor to influence economic growth 
in Africa, but its spatial and temporal specificity should allow it to be seen. 
Thus, one could recognize that the early 1980s was a period of economic 
crisis in Africa, when commodity prices were low and neoliberal policies 
were strongly enforced, whereas the late 1990s were a time of growth, with 
higher commodity prices and changes in some policy regimes. The cli-
mate shocks, if they are important, should appear differentially in different 
regions as short-term fluctuations against these trends.

Although a full analysis of the effects of these events on growth would 
require extensive econometric analysis beyond the scope of this paper (cf. 
Dell, Jones, and Olken 2008), this figure is suggestive. The spatially and 
temporally specific impacts of these events on growth do not appear to be 
present, even recognizing that the timing and level of decline and recov-
ery might vary from one event or one region to another (Hsiang and Jina 
2014). The trends do not show a consistent pattern of declines, either 
with all El Niño and La Niña events, or with the events associated most 
strongly with drought (i.e., El Niño in West Africa and Southern Africa; 
La Niña in East Africa). To be sure, there are some drops in GDP growth, 
as in Southern Africa in the year after the 1997–98 El Niño, but there are 
cases of increases as well (Funk et al. 2015).

This lack of association does not mean that climate change does not 
pose a significant threat to economic growth in Africa. The effects of 
climate on economic growth may have been swamped by other factors 
related to global economic conditions or policies. Moreover, there are 
signs that the most recent climate events have had particularly strong 
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negative effects, as shown by the drought in South Africa, which severely 
affected agricultural exports, food security, and employment (Hlalele, 
Mokhatle, and Motlogeloa 2016) and created an unprecedented water 
crisis in Cape Town (Wolski, Hewitson, and Jack 2017). With this pos-
sibility in mind, we turn to the next two areas in which climate change 
has important impacts on the quality of growth in Africa.

S H O C K S

Extreme events associated with climate change can sharply reduce eco-
nomic growth in particular years. Of particular importance are droughts 
and floods (Niang et al. 2014).

Cases of such shocks abound. Floods in western Uganda in 2016 were 
associated with unusually heavy rainfall, which is increasing in frequency 
with climate change. These flood led to the temporary displacement of 
one thousand eight hundred people, and the destruction of seventy build-
ings, five bridges, and two pipelines as well as water and electricity lines. 
These floods were exacerbated by recent deforestation in this area (Jacobs 
et al. 2016).

On a larger scale, Kenya’s GDP declined 10–16 percent in the late 
1990s as a result of El Niño flooding and La Niña drought from 1998 
to 2000. Although agriculture was strongly affected, more than 80 per-
cent of the economic losses in both events occurred in other sectors, with 
losses in transport resulting from floods that interrupted road travel and 
losses in hydropower and industrial production resulting from drought 
(World Bank 2004). A multicountry study, which included forty-two 
countries from Sub-Saharan Africa, constructed a country-level panel 
data set for the period 1975 to 2003 and showed that even moderate 
droughts had negative effects on growth (Brown et al. 2011).

Moreover, these effects of shocks can be long lasting. A study in 
Mali examined the recovery after a dry period that extended from 1970 
through 2000. The rains returned, improving agriculture and incomes 
in some areas, but not all. Even after the rains returned, productivity 
and incomes remained low in drier areas in the northern portion of the 
country’s agricultural zone (Giannini et al. 2017). The long drought led 
people in these areas to sell off their livestock, an important source of 
capital, leaving them less able to take advantage of the rains when they 
did come. They also lacked other income sources that are more available 
to farmers elsewhere in the country. Because variability in rainfall in this 



CLIMATE CHANGE AND THE QUALITY OF GROWTH IN AFRICA  337

region is likely to increase with climate change, long-term declines such as 
this may well become a more serious problem (Giannini et al. 2013; Lewis 
and Buontempo 2016).

D E T E R I O R AT I O N  O F  N AT U R A L  C A P I TA L

Climate change threatens to weaken the natural environment, which is 
crucial for sustained economic growth and human well-being. Deforesta-
tion leads to the loss of soil capacity to retain water, exacerbating both 
flood and drought; it also contributes to erosion (Kadyampakeni 2014). 
A variety of adaptive measures are known to improve soil quality, such 
as low or zero tillage and incorporation of agricultural wastes (Kassam  
et al. 2012), water harvesting through the construction of bunds and 
other techniques (Larwanou and Saadou 2011), and incorporation of 
nitrogen-fixing trees into cropping systems (Garrity et al. 2010). Many 
of these techniques, however, require conditions that are often absent, 
particularly sustained support from governments and investment.

Infrastructure is highly vulnerable to climate change. Research has 
shown the impact of flooding on road networks and the effects of sea-
level rise on buildings, seawalls, and other structures in coastal zones  
(Satterthwaite et al. 2009).

I N A D E Q U AT E  P R O V I S I O N  O F  B A S I C  N E E D S

Climate change can threaten human well-being by affecting food security, 
health, and physical security. The discussion of agriculture has already 
shown the threats to food security (Connolly-Boutin and Smit 2016). 
A number of health impacts are also becoming apparent. A metastudy 
by Amegah, Rezza, and Jaakkola (2016) reviewed twenty-three studies 
that linked temperature variability—a correlate of climate change—with 
morbidity and mortality across Sub-Saharan Africa. It finds moderate 
evidence to link temperature variability with several health conditions, 
including cholera epidemics and increased rates of cardiovascular disease 
(Amegah, Rezza, and Jaakkola 2016).

Other health risks are likely to grow in coming years. Coastal West 
Africa is one of the regions of the world most threatened by the increas-
ing risk of heat waves, in which rising temperatures in areas of high 
humidity cause not only discomfort but also mortality (Farrell 2014). 
Many people work outdoors and lack access to services (e.g., air 
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conditioning, clean drinking water, medical facilities), which could mod-
erate these risks. In addition, rapid urbanization in this region places an 
increasing proportion of the population in areas that experience an urban 
heat island effect, exacerbating the problem further (Coffel, Horton,  
and de Sherbinin 2018).

A number of studies have linked climate change to political conflict 
and violence in Sub-Saharan Africa. Hendrix and Salehyan (2012) draw 
on the Social Conflict in Africa Database, which contains six thousand 
instances of social conflict in forty-seven countries in the period from 
1990 to 2008. By linking this data set with precipitation data, they find 
that both unusually wet and unusually dry years are associated with 
social conflict and violence. These results hold for both large-scale and 
small-scale events. Extreme deviations in rainfall—particularly dry and 
wet years—are associated with all types of social conflict (e.g., violent 
and nonviolent, government-targeted and non-government-targeted 
violence), although the relationship is strongest with respect to violent 
events, which are more responsive to abundant rather than scarce rainfall.

An analysis of a second database gives broadly similar results. The 
Uppsala Conflict Data Program reports communal conflict, excluding 
nonstate violence from rebel groups, civil wars, or groups with long-term 
military-like organizations. The database includes 286 instances of such 
conflict in Sub-Saharan Africa for the same period (1990–2008). The 
researchers find that communal conflict is more common in years of pre-
cipitation anomalies, particularly in dry years. Some governance variables, 
particularly political exclusion, are also associated with such conflict, but 
poverty is not (Fjelde and von Uexkull 2012).

This association of climate change, instability, and violence in Sub-
Saharan Africa has been the subject of discussion in major international 
fora. In 2017, the United Nations Security Council issued Resolution 
2349, which discussed “the situation in the Lake Chad Basin region.” 
The resolution states that the Security Council “recognizes the adverse 
effects of climate change and ecological changes among other factors on 
the stability of the Region.” A presidential statement in 2018 extends the 
area of concern. It states that “the Security Council recognizes the adverse 
effects of climate change and ecological changes among other factors on 
the stability of West Africa and the Sahel region”(United Nations Security 
Council 2018).

A recent study opens a new avenue of research into the relation-
ship between climate change and physical security. It examines asylum 



CLIMATE CHANGE AND THE QUALITY OF GROWTH IN AFRICA  339

applications into the European Union in the period from 2000 to 2014. 
These applications average about 351,000 per year, of which 94,000 are 
from Sub-Saharan Africa. The researchers find that temperatures devia-
tions from a moderate optimum of around 20°C lead to an increase in 
asylum applications. This relationship is nonlinear, increasing sharply 
with larger deviations (Missirian and Schlenker 2017).

C A S C A D I N G  I M PA C T S

The impacts discussed thus far can compound one another. A recent 
review of the 1986 meningitis epidemic in Niger examines the effects of 
this climate-related health shock in Niger on gender differences in educa-
tional attainment, tracing its implications for inequality. Using data with 
fine-grained spatial resolution, the study shows that meningitis exposure 
is associated with reduced school attendance and reduced rates of comple-
tion of primary education years for girls of school age, but not for boys. 
This difference is likely due to parental investment; it is also likely to be 
associated with earlier ages of marriage and higher birth rates for the girls 
(Archibong and Annan 2017). Because meningitis in Niger is associated 
with climate variability (Garcia-Pando et al. 2014), it may well be exacer-
bated by climate change.

A study in Ethiopia, drawing on rural household surveys, also links 
climate variability with educational outcomes. Using fine-scaled tem-
perature and precipitation data, it shows that children who grow up in 
years with normal temperatures and with above-average rainfall during 
the summer growing season are more likely to have completed at least one 
year of school. No gender effects were found in this case. In Ethiopia as 
in Niger, education is associated with higher incomes (Randell and Gray 
2016). A recent study from Malawi finds similar patterns. Yields of plan-
tain, a key staple in the region, underwent a decline of 43 percent in the 
period from 1991 to 2011, with yields tightly linked to temperature. There 
was also a decline of about half a year in the length of time for which stu-
dents attended school. The study projects further declines in yields and 
decreases in education as warming continues (Fuller et al. 2018).

A D A P TAT I O N  A C T I V I T I E S

Although adaptation often has been promoted as a means of ameliorating 
the negative impacts of climate change, it face significant challenges in 
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Africa. The most recent IPCC assessment report offers a frank judgment 
on this topic:

Since 2007, Africa has gained experience in conceptualizing, planning, 
and beginning to implement and support adaptation activities, from 
local to national levels and across a growing range of sectors. However, 
across the continent, most of the adaptation to climate variability and 
change is reactive in response to short-term motivations, is occurring 
autonomously at the individual/household level, and lacks support from 
government stakeholders and policies . . . A complex web of interact-
ing barriers to local-level adaptation, manifesting from national to local 
scales, both constrains and highlights potential limits to adaptation. 
(Niang et al. 2014, 1225–1226)

The report mentions a few potential strengths, including abundance 
of some natural resources, strong social capital, and long traditions of 
crop and livelihood diversification, migration, and small-scale enter-
prises, although these may not be sufficient to overcome the obstacles 
to adaptation. These weaknesses point to the urgency of increasing sup-
port for adaptation, both from national governments and from interna-
tional sources.

Some initial efforts have been limited. The much-discussed National 
Adaptation Plans of Action, which were launched in the mid-2000s, 
form one context in which adaptation measures have been discussed. 
Recent reviews find that they tend to focus narrowly on single sectors 
(agriculture, water, disaster risk reduction) and on short- and medium-
term projects, rather than on more integrated planning, and that they 
address root causes of poverty that impede adaptation (Dinku 2010). 
Other studies point to a tendency to define adaptation so broadly that 
many activities of limited effectiveness or relevance to climate impacts 
are included. One review of thirteen countries in the Sahel and East 
Africa finds a number of adaptation activities, focusing largely on off-
farm employment as a form of income diversification and on simple 
water-harnessing techniques, such as borehole drilling and the use of 
water pumps (Epule et al. 2017). Although these simple efforts may off-
set some of the impacts of drought and flooding, their consequences are 
small scale and often short term.

Other efforts are more substantial. In South Africa, a country 
that has both larger climate change impacts and greater scientific and 
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organizational capacity than others, significant efforts have been com-
pleted: a National Climate Change Response White Paper in 2011 led to 
a set of Long-Term Adaptation Scenarios in 2013. These scenarios have 
resulted in a number of concrete activities in commercial agriculture 
(apple orchards, vineyards, rooibos farms, pasture production) and to the 
development of new organizational tools, such as insurance, to promote 
adaptation activities (Ziervogel et al. 2014).

For the Sahel, one of the poorest and most drought-prone areas, a 
recent study (Stith et al. 2016) traces the effects of adaptation projects 
on the recovery from the droughts of the late-twentieth century. The 
researchers examined 309 donor-funded interventions for the period 
from 1979 to 2001, many of which drew on sustainable land management 
practices (soil and water conservation, agroforestry, farmer-managed nat-
ural regeneration) in conjunction with precipitation records and sources 
on vegetation, which documented the “regreening” of the Sahel. They 
found that the combined effects of increased precipitation and of the 
adaptation projects could explain this revegetation.

A longitudinal panel study in Malawi traces the effects on 2,200 
households of participation in an adaptation project. This project allowed 
farmers to experiment with a variety of techniques to manage crops, soil, 
and water, and to exchange information with other farmers. Participation 
in the project significantly increased household wealth and reduced food 
insecurity (Kangmennaang et al. 2017).

The International Red Cross/Red Crescent has developed forecast-
based financing, a mechanism through which it provides funding, not 
once a disaster has occurred but rather well in advance. It uses forecasts 
to support planned efforts at risk reduction and preparedness. Pilot pro-
grams took place in Uganda and Togo, with distribution of relief supplies 
and construction of shelters in both countries. Activities included pro-
moting the construction of trenches to manage floodwaters in the former 
and coordination with reservoir managers to facilitate releases in the lat-
ter. As climate change advances and extreme events increase in frequency 
and intensity, such preparatory efforts could constitute a significant adap-
tation (Red Cross/Red Crescent Climate Centre 2017).

E N E R G Y,  C L I M AT E  M I T I G AT I O N ,  A N D  A D A P TAT I O N - M I T I G AT I O N  L I N K S

This section offers a brief overview of an extensive subject: the role of 
energy in growth and sustainable development in Africa. It complements 
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the previous section on adaptation, by focusing on mitigation, which 
addresses the root cause of climate change, principally by reducing emis-
sions and secondarily by increasing uptake of carbon in terrestrial and 
marine ecosystems. The relation of adaptation and mitigation is expressed 
in the often-repeated phrase, which compares them, respectively, to “man-
aging the unavoidable and avoiding the unmanageable.”

Although many have expressed the view that mitigation is largely the 
responsibility of the developed and emerging countries that have been 
the major emitters, Africa has reasons to weigh mitigation seriously; the 
continent’s emissions are growing and low-carbon energy sources repre-
sent major opportunities. Note as well that some agricultural adaptations 
reduce emissions, because traditional forms of agriculture, particularly 
those associated with burning savannahs, release significant amounts of 
greenhouse gases (Kim et al. 2016).

The scale of energy needs in Africa has sometimes led to hasty moves 
on opportunities to increase energy supply, without attending to potential 
climate impacts. Even though Africa lags the rest of the world in energy 
use, it has reasons to weigh its energy sources carefully, too (Baptista and 
Plananska 2017). Moreover, African governments are highly cognizant of 
the existence of a range of alternative energy pathways, as reflected by the 
inclusion of renewables in National Adaptation Programmes of Action 
and NDCs.

Given the deficits of grids and other energy infrastructure in Africa, 
large investments are needed for energy transmission as well as for genera-
tion. Official development assistance and other official flows for energy 
have more than tripled between 2005 and 2015, with the largest amounts 
coming from the World Bank, the European Union, and the African 
Development Bank (Tagliapietra and Bazilian 2017). China’s contribu-
tions through its state-owned enterprises are rapidly growing, and rep-
resented 30 percent of the additions to Africa’s energy capacity between 
2010 and 2015 (International Energy Agency [IEA] 2016).

These sources of energy financing can promote attentiveness to 
renewable energy. The World Bank announced in 2017 that it would 
stop financing upstream oil and gas after 2019, making only occasional 
exceptions for upstream gas in the poorest countries, if such develop-
ments improve equity of energy access, and if they fit within the coun-
tries’ NDCs. This move follows on its 2013 decision to limit financing 
of coal projects to highly exceptional cases. By contrast, the World Bank 
supports hydropower projects, although it includes a series of safeguards 
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to protect local populations against displacement and to avoid harm to 
natural ecosystems. The World Bank (2017) notes that hydropower not 
only mitigates climate change because it displaces fossil fuels but also 
provides adaptation benefits by reducing disaster risks (both floods and 
droughts), improving water security, and supporting irrigation.

Hydropower has great potential in Africa, where more than 90 percent 
of the potential remains untapped (IEA 2014). Although environmen-
tal and social issues surround hydropower, particularly megaprojects, 
such as the Grand Inga Project in the Democratic Republic of the 
Congo, this source should not be neglected. Solar power also has great 
potential, particularly for the large rural populations living far from  
national grids.

Integrating energy planning with economic and social planning is crit-
ical in all areas. Significant opportunities exist in Africa’s rapidly grow-
ing cities, where urban transport could involve electric vehicles, and the 
design of residences, workplaces, and institutions could aim to reduce 
energy needs for heating and cooling.

A variety of other opportunities exist for low-carbon energy sources. 
Chinese firms and agencies have supported solar power in Africa (Shen 
and Power 2017), in settings ranging from cities and economic develop-
ment zones to remote rural areas. The performance in these recent proj-
ects has also varied, but some elements that contribute to success in rural 
minigrids are emerging. One study, based on expert interviews and visits 
to rural grids in Kenya, points to the value of participatory decision mak-
ing and the establishment of property rights in overcoming obstacles that 
these systems have faced (Gollwitzer et al. 2018). These grids not only 
reduce the use of fossil fuels in generators, lanterns, and other uses but 
also contribute to improving equity, supporting education and health-
care delivery, and improving communications.

Other new forms of low-carbon energy sources are emerging as well. 
For example, China is investing in biomass and waste-generation capacity 
in Ethiopia, including projects that can handle more than two thousand 
metric tons per day (IEA 2016). These projects can address waste disposal 
issues and offer health benefits.

In sum, renewable energy sources, particularly hydropower and solar, 
merit close attention not only as means to reduce emissions but also as 
viable components of Africa’s efforts to increase energy supply. The avail-
ability of international financing and the provision of adaptation coben-
efits make renewables attractive.
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C O N C L U S I O N

Africa urgently needs to address climate change impacts. Assessments vary 
in their details, but they concur on the importance of this topic and on its 
broad outlines. The risks to the quality of growth are substantial, including 
lower rates of growth overall, vulnerability to shocks, loss of natural capital, 
and the decline of the ability of economies to address the basic needs of 
people. A number of adaptation programs are already underway, and others  
are being planned; the obstacles to such programs have been identified, 
and to varying degrees, are being addressed as well. In this way, addressing 
climate change links closely with other aspects of the quality of growth in 
Africa, including equity, basic needs, and sustainability. Growth that recog-
nizes the urgency of addressing climate change is high-quality growth that 
will make progress on meeting the Sustainable Development Goals.
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Does Environmental Policy Make African Industry 
Less Competitive?

THE POSSIBILITIES IN GREEN INDUSTRIAL POLICY

Go Shimada

The consensus is that Africa needs structural transformation for eco-
nomic development and to reduce extreme poverty. This situation pres-
ents challenges and opportunities. The challenge is that Africa also needs 
to cope with environmental issues, such as climate change, which it is 
not responsible for. Although Africa is a only minor emitter of green gas 
pollution globally, it will be greatly affected by climate change because 
of its dependence on agriculture for production and for employment.1 
It is likely that environmental issues will affect Africa more severely than 
other continents. Although the continent is still experiencing economic 
growth, the adverse consequences of environmental degradation (e.g., air 
pollution) are already apparent. Africa also has an opportunity, however, 
to utilize technologies to their advantage as latecomers.

Therefore, the question for Africa today is not only how to make a 
structural transformation in its economy but also how to make that trans-
formation process sustainable. This transformation is in line with the 
ninth Sustainable Development Goal (SDG), which states: “build resil-
ient infrastructure, promote inclusive and sustainable industrialization 
and foster innovation”(UN 2015, 20). As Africa needs to both achieve 
economic growth and protect its environment, “sustainable industrializa-
tion” is a critical but daunting task.

The challenges and opportunities for Africa in this area lead to the 
three questions that this chapter tackles.

First, is environmental conservation a new threat to the economic 
growth of Africa? To answer this question, the chapter takes up two aspects 
of the environment: climate change and pollution. Regarding climate 
change, this chapter focuses on natural disasters, such as droughts and 
floods, because these have huge impacts on people’s lives in Africa.
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Second, if environmental protection is needed, will the required envi-
ronmental policy make the African economy less competitive? If environ-
mental protection and economic growth are alternative choices, it may not 
be possible to achieve both goals at the same time. Porter (1991), however, 
argued that strict environmental regulations do not hinder competitiveness; 
rather, they enhance it because tougher standards promote innovation in a 
country (the Porter hypothesis). He argued this concept using data mainly 
from the United States and other developed economies. When considering 
Africa, tougher environment governance may stifle economic activities (the 
second section of this chapter discusses this concept).

Third, how does the international community need to support Africa 
to maximize its latecomer’s advantage, utilizing available technologies? 
Considering this question, policy implications may be derived.

A R E  N AT U R A L  D I S A S T E R S  A  N E W  T H R E AT  

T O  T H E  E C O N O M I C  G R O W T H  O F  A F R I C A ?

Regarding the impact of climate change on Africa, another question 
comes to mind: is this an agenda for developed countries, and not for 
Africa? It may be too early to discuss environmental issues for Africa. 
Considering the continent’s development stage, it has more important 
issues to deal with, such as poverty and unemployment. The quick answer 
to these doubts about the priority of environmental concerns is that 
despite Africa’s early stage of development, environmental issue is impor-
tant. The reasons are twofold: (1) as we see in the next section, natural 
disasters have been increasing in Africa, and they affect the lives of farm-
ers and pastoralists because agriculture and livestock depend on climatic 
conditions; and (2) as economies develop, they often face increased air 
and water pollution, a situation that has a huge impact on human health 
conditions. The pollution level in Africa has already begun to increase, 
and it ultimately could have huge social impacts.

N AT U R A L  D I S A S T E R S

Environmental change is one issue that the Washington consensus has 
long neglected. The impact of climate change in Africa has already been 
enormous; and natural disasters have been one of its most important 
manifestations (The Intergovernmental Panel on Climate Change [IPCC] 
2018). The number of natural disasters has increased rapidly since the 
1990s. Figure 12.1 shows that a clear trend in Africa based on the EM-DAT 
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database, which contains data on the location and impact of more than 
twenty-two thousand mass-impact natural disasters that occurred across 
the world between 1900 and 2019.2 Natural disasters in Africa gradually 
increased in the 1990s, becoming even more frequent from 2000. In the 
past, such natural disasters were rare, but this rising trend indicates that all 
plans to implement development and environmental policies should take 
into account the increased likelihood of natural disasters.

Among the types of natural disasters African communities typically 
endure, drought and flooding are the most common and severe (Shimada 
and Motomura 2017). In some parts of Africa, it rains too little; in oth-
ers, it rains too much. Both are climate-related disasters, and a primary 
reason for this increase in natural disasters likely is climate change. Africa 
has already been severely affected, and a consequence of climate change 
is that the rapid increase in natural disasters has meant that scarce natural 
resources are even more difficult to find (e.g., drinking water and for-
est resources). It has affected land conditions as well: in Africa, usable 
land was never abundant, but previously scarce arable land has become 
increasingly less available because of climate-based natural disasters. The 
adverse impacts of this situation on agriculture and livestock rearing have 
huge implications for the lives of farmers as well as pastoralists.

As Figure 12.2 shows, the number of people displaced by natural disas-
ters has been increasing. The absolute number is huge, but many others 

Figure 12.2 Number of displaced persons from natural disasters

Source: Author’s creation based on the Internal Displacement Monitoring Centre data set (IDMC `2016).
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remain in country as internally displaced persons (IDPs), while others 
are displaced across borders. This situation could become a destabilizing 
factor for Africa in the future, which will further hinder sound economic 
growth. The international community needs to extend humanitarian 
assistance to the people affected, but beyond this, the root cause of these 
natural disasters (i.e., climate change) needs to be effectively tackled.

P O L L U T I O N

As we have seen, climate-based natural disasters are a new type of threat 
to the economic growth of Africa. This section discusses another aspect 
of the environmental issue: air and water pollution. Figure 12.3 shows 
the present situation relating to air quality in major African cities. The 
two vertical lines in the figures are the World Health Organization  
(WHO) guideline levels for particulate matter PM10 (upper line) and 
PM1.5 (bottom line), respectively. It is clear that the air quality in those 
cities is much worse than allowed by the WHO guidelines. Of course, 
as economies grow, the quality of air is usually worsened by economic 
activities, such as factory operations and car exhausts, but if this situa-
tion is not addressed, air pollution in African cities will further worsen 
and also will have huge repercussions on health, as was the case in Japan 
in the 1960s and in China more recently.

Water pollution also could cause additional illnesses. For instance in 
the process of Japan’s economic growth, industrial mercury pollution 
caused Minamata disease, a type of poisoning. Comprehensive water pol-
lution data, however, are not available for Africa (except for South Africa). 
Thus, given the impacts on water quality in past economic growth history 
globally, a monitoring mechanism should be built, and donor countries 
should support Africa in developing measures to tackle these environ-
mental issues.

W I L L  E N V I R O N M E N TA L  C O N S E R VAT I O N  P O L I C Y  M A K E  

T H E  A F R I C A N  E C O N O M Y  L E S S  C O M P E T I T I V E ?

What are the implications of these environment issues for economic 
growth? First, agricultural production will be affected, because farmers 
will at least be required to switch to drought-resilient crops and to diver-
sify crops to hedge the risk of further disasters. In the long run, this could 
change the comparative advantage of agriculture in Africa.
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Higuchi and Shimada (2019) show how economic structures, using 
sectoral gross domestic product (GDP) per capita in log scale, changed 
in Asia and Africa (figure 12.4). Both regions were at a similar level in 
1970, but they have since diverged. The difference is the industrial sector. 
In Asia, the industrial sector was the driver of economic growth, but the 
sector has been stagnant in Africa.3

Investment by private firms in Africa is less than optimal. This is 
because the return from their investment is often uncertain. This is a type 
of market failures due to asymmetry of information problem. It hinders 
desirable economic transformation, resulting in underdevelopment (Shi-
mada 2015c; 2016).

The problem, however, does not just stop there; the adoption of new 
green technologies is also lower than the optimal level. If introduced, new 
technologies will generate positive spillovers, but it is difficult for private 
firms to see their benefits, particularly given the asymmetry of informa-
tion. Another type of market failure is that the price of natural resources 
(e.g., water and air) is greatly distorted and difficult to measure. In partic-
ular, in the early stages of economic growth, the cost to the environment 
is often neglected by the government and by private firms.

To make economic growth green, “green industrial policy” is required 
(Rodrik 2014). Green industrial policy in developed economies promotes 
environmentally friendly technologies, which require technological inno-
vation. Conversely, in developing economies, green industrial policy 
focuses on how to deploy existing technologies to prevent environmental 
damage. The international community has an important role to play in 
the promotion and introduction of such technologies in developing coun-
tries. As Stiglitz (2007) observes, it is the responsibility of past polluters 
to support efficient technologies that produce less pollution in developing 
countries. This point will be discussed in the last section of this chapter.

Are environmental regulations and standards useful as a tool of green 
industrial policy in developing countries? Considering the trade-off 
between economic growth and environmental protection, would such 
regulations and standards make African industry less competitive? Thus 
far, only a few studies have used regression analysis to analyze the trade-
off between economic activities and environmental policies. For instance, 
contrary to the conventional view on the environment–economic activi-
ties trade-off, Esty and Porter (2005) find that strong environmental 
policy and governance has a positive correlation with competitiveness. 
Their paper mainly focused on developed economies, however, rather 



Figure 12.4 (a) Changes in sectoral GDP per capita in emerging Asia;  
(b) Changes in sectoral GDP per capital in Sub-Saharan Africa (excluding 
South Africa)

Note: GDP per capita is in U.S. dollars (in purchasing power parity–adjusted 2011 constant price) and is presented 
in log scale. Panel A presents weighted averages (weight by population) of BGD, CHN, IDN, IND, KOR, LKA, 
MYS, NPL, PAK, PHL, and THA. Japan is not included because Japan’s economic development started much 
earlier than other Asian countries in the 1950s. Similarly, Panel B presents weighted averages of BDI, BEN, BFA, 
CAF, CIV, CMR, COG, GHA, GNB, KEN, LSO, MDG, MLI, MRT, MWI, NER, RWA, SDN, SLE, SWZ, 
TCD, TGO, UGA, ZMB, and ZWE. South Africa is not included because it is exceptional compared with other 
Sub-Saharan Africa countries.

Source: Higuchi and Shimada (2019, 200–201).
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than developing countries, including Africa. This section aims to fill this 
knowledge gap with a view toward making green industrial policy more 
practical, by providing more evidence that green industrial policy can 
have a positive impact.

To investigate whether or not environmental policy makes a country’s 
industry less competitive, this section will approach this issue from the 
following two perspectives: (1) how the environmental governance of each 
country affects the competitiveness of its industry; and (2) whether envi-
ronmental policy makes a country less attractive to foreign direct invest-
ment (FDI).

D O E S  E N V I R O N M E N TA L  G O V E R N A N C E  A F F E C T  T H E  

C O M P E T I T I V E N E S S  O F  I N D U S T RY ?

If environmental policy and economic activities are not compatible, it 
will be difficult for developing countries to put greater emphasis on envi-
ronmental protection over poverty reduction and job creation. If it is 
compatible, against the conventional belief surrounding the trade-off, 
then it is desirable to make industrial policy greener.

To examine whether environmental and economic activities are 
compatible, this study used the Environmental Governance Indicator 
from the 2005 Environmental Sustainability Index (ESI) developed by 
the World Economic Forum. The ESI is a measure of overall progress 
toward environmental sustainability, developed for 146 countries. It has 
twenty-one indicators, and the environmental governance indicator is 
one of these.4 The governance indicator measures the performance of 
environmental policies and their implementation by each country. It 
consists of data on the structure of environmental regulations covering 
the following: air pollution regulations; chemical waste regulations; the 
clarity and stability of regulations; the flexibility of regulations; envi-
ronmental regulatory innovation; leadership in environmental policy; 
consistency in regulation enforcement; environmental regulatory strin-
gency; effective toxic waste disposal regulations; and effective water 
pollution regulations. For the measurement of competitiveness, this 
chapter used the total factor productivity (TFP) data produced by Penn 
World Figure (version 9.0).

Because the data used are cross-sectional, and not panel data, causal 
linkages cannot be definitively established. As shown in figures 12.5 and 
12.6, however, even given this limitation, the simplified analysis produced 



Figure 12.6 Environmental governance and total factor productivity

Source: Author’s creation based on the 2005 Environmental Sustainability Index (ESI) by the Yale Center for  
Environmental Law and Policy et al.; and Penn World Figure, version 9.0 by Feenstra et al. 2015.
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(all countries)

Source: Author’s creation based on the 2005 Environmental Sustainability Index (ESI) by the Yale Center for  
Environmental Law and Policy et al.; and Penn World Figure, version 9.0 by Feenstra et al. 2015.
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interesting results. Figure 12.5 illustrates the correlation between 
environmental governance (vertical axis) and TFP (horizontal axis).  
As the fitted line shows, the correlation is positive. This means that 
stronger environmental regulations and their enforcement make indus-
try more competitive.

This result is in line with the experience of Japan’s car manufacturing 
firms. In the 1970s, Japan’s auto industry was not as competitive as it is 
today. The major market was the domestic market, and the producer’s 
reputation was for “low-priced goods of poor quality.” This situation 
changed after the introduction of the so-called Muskie Act (an extension 
of the U.S. Clean Air Act) in 1970, under which the automobile industry 
needed to reduce the emissions of carbon monoxide and hydrocarbons to 
90 percent of 1970–1971 levels after 1975. The Muskie Act stated that if 
a company could not comply with the law, it would not be permitted to 
sell any cars in the American market.5

The U.S. and Japanese auto industries’ reaction to this Act con-
trasted sharply. The big three U.S. car firms were against this Act, and 
requested that the U.S. government postpone its implementation. This 
request was initially rejected, but after long negotiations, the Act was 
watered down in 1974. The oil crisis of 1973 greatly changed the situa-
tion for U.S. producers, however, stimulating them to consider produc-
ing less gasoline-hungry vehicles. Conversely, in Japan, environmental 
issues were the biggest political item on the national agenda at that 
time (e.g., air pollution). The environment agency, established in 1971, 
introduced air pollution regulations in 1972, following the example of 
the Muskie Act. Immediately after their adoption, then-president of 
Honda Soichiro Honda announced that his company would meet the 
required environment standards by inventing new technologies (Shi-
mada forthcoming).

Even if no plan to invent such technologies existed at the time of 
Honda’s announcement, the compound vortex controlled combustion 
(CVCC) engine was invented the following year. The CVCC was the first 
engine in the world that could meet the requirements of the Muskie Act. 
The Civic model, which Honda sold with the CVCC engine, became a 
worldwide hit. Not only was the exhaust gas clean, it also could realize 
low fuel consumption through lean burn. After Honda, other Japanese 
companies also invented new technologies to comply with the Muskie 
Act. With these technologies, Japanese cars gained a worldwide reputa-
tion for fuel efficiency and good quality.
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This technological breakthrough was achieved in a climate of strong 
criticisms against the air pollution regulations of 1972, inside and outside 
Japan. The United States and the European Union criticized these envi-
ronmental standards as a form of nontariff barriers to trade. In Japan, the 
Industrial Bank of Japan criticized the regulations and published a report in 
1975 analyzing their economic impact (Suwa 1975). This report stated that 
the regulations would raise automobile prices and that demand for domes-
tic passenger cars would decline as a result. It concluded that employment 
would be lost because of the projected reduction in car sales compared with 
the previous year, which was estimated at six hundred thousand units.

Even if the air pollution regulations were condemned, however, public 
opinion was critical of the car industry over air pollution and its health 
impacts. The domestic car industry therefore had no choice but to abide 
by the regulations. Hirofumi Uzawa, an economics professor at the Uni-
versity of Tokyo, led this social movement. After returning to Tokyo from 
Chicago University, he wrote a book on the social cost of automobiles. 
The book quickly became a bestseller in Japan, launching a social move-
ment against pollution (Uzawa 1974).

The case of the Japanese auto industry shows that environmental pol-
icy can make industry more competitive, as Japan’s industry went on to 
dominate the world production of automobiles within a few years. Thus, 
this example demonstrates that stricter environmental policy and eco-
nomic activities can be compatible, and no trade-off is needed.

It is still not clear, however, whether this situation applies only to 
developed countries. To test this theory, figure 12.6 disaggregates Africa 
from the rest of world. Although the sample size for African countries 
is limited, positive correlations can indeed be observed. In other words, 
even in Africa, stricter environmental policies and wider economic activi-
ties could be compatible. It is possible to say that environmental policy 
does not necessarily make industry less competitive. Instead, as these 
positive correlations and Japan’s case show, stricter environmental policies 
can make industry more competitive.

Environmental policy, however, still may have a negative impact on 
economic activities, thus making the local economy less attractive to for-
eign investors. For African countries, FDI is important to the promotion 
of industrial development. If environmental policy has a negative impact 
in this area, it will be difficult for African countries to adopt stronger 
environmental regulations and standards. The next section discusses the 
correlation between environmental policy and FDI.
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D O E S  E N V I R O N M E N TA L  P O L I C Y  M A K E  A  C O U N T RY  L E S S  AT T R A C T I V E  

T O  F O R E I G N  D I R E C T  I N V E S T M E N T ?

To analyze the correlation between environmental policy and FDI, this 
section uses the World Bank’s Policy and Institutions for Environmental 
Sustainability Rating of the Country Policy and Institutional Assessment 
(CPIA; see figure 12.7), and the Environment Performance Index (EPI; 
see figure 12.8). The FDI growth data comes from the Penn World Figure 
(version 9.0).

Figure 12.7 shows the correlation between the CPIA and FDI growth. 
The CPIA exercise of the World Bank was carried out to assess the quality 
of a country’s policies and its institutional arrangements, mainly focusing 
on the elements under the country’s control rather than the outcome, 
which can be affected by exogenous factors. The CPIA rating on policy 
and institutions for environmental sustainability measures the ability of 
the environmental policies of each government to foster the protection 
and sustainable use of natural resources and the management of pollution 
(World Bank 2017).6 The horizontal axis shows the CPIA rating. The rat-
ing goes from 6 (high) to 1 (low) and is rated to the number of digits after 
the decimal point. As a dot moves from left to right, it means the rating 
improves. The gray circles mark Sub-Sahara African countries; the black 

Figure 12.7 Country Policy and Institutional Assessment rating and foreign 
direct investment

Source: Author’s creation based on CPIA by the World Bank (2017) and Penn World Figure, version 9.0 by Feenstra 
et al. 2015.
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dots are for the rest of the world. The figure shows two almost identical 
fitted lines: one is for Sub-Saharan Africa, and the other is for the rest of 
the world. These are almost identical, which indicates that the correlation 
is similar between Africa and the rest of the world. Furthermore, the fit-
ted line is horizontal, which means that CPIA ratings do not affect the 
growth of FDI. Thus, this analysis does not confirm that stronger envi-
ronmental policies affect FDI flows.

To double-check this link, figure 12.8 shows the correlation between 
FDI growth and the EPI. The vertical axis shows FDI growth and the 
horizontal axis shows the EPI. The EPI measures how well countries 
perform on the protection of human health from environmental harm 
and on the protection of ecosystems.7 The gray circles are for Africa and 
the black dots are for the rest of the world. As this figure shows, even 
if environmental performance improves (moving from left to right), the 
relationship remains almost flat, implying that there is almost no impact. 
The relationship is similar for Africa and for the rest of the world. Even 
if the data have limitations, this analysis shows that environmental poli-
cies do not have negative impacts on FDI growth. In other words, lower 

Figure 12.8 Environment performance index and foreign direct investment

Note: The Environmental Performance Index (EPI) is constructed through the calculation and aggregation of 20 indi-
cators reflecting national-level environmental data. For technical details see http://archive.epi.yale.edu/our-methods.

Source: Author’s creation based on the 2005 Environmental Sustainability Index (ESI) by the Yale Center for Envi-
ronmental Law and Policy et al.; and Penn World Figure, version 9.0 by Feenstra et al. 2015.
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environmental (or pollution) costs are not necessary the most important 
factor for foreign companies as they decide where to invest.

A possible reason for this is that environmental policies and regula-
tions require strong institutional setups for their implementation and 
enforcement. For instance, governments need to inspect factories to 
enforce water pollution standards, which is not necessarily an easy task. 
Nevertheless, if a government has strong institutional capability over the 
environment, it also would be strong in other areas, such as promoting 
investment, providing business support, and establishing infrastructure 
and investment.

As noted, environmental policy does not necessarily undermine the 
competitiveness of African industry, and it does not have negative impacts 
on FDI. Rather, it has positive impacts in the long run, promoting inno-
vation and continuous improvement within private firms. Above all, it 
will prevent negative health impacts through environmental pollution, 
which many Asian countries, including Japan (e.g., Minamata disease 
from methyl mercury; Yokkaishi asthma from sulfur dioxide; and Itai-itai 
disease from Cadmium poisoning), and China (air pollution), have suf-
fered from.

Africa needs not just industrial policy but also green industrial policy 
that balances economic growth and environmental impact. Given this find-
ing, what role can the international community play in support of green 
industrial policy? We next discuss this aspect to draw policy implications.

P O L I C Y  O P T I O N S  F O R  T H E  I N T E R N AT I O N A L  C O M M U N I T Y  T O  

M A X I M I Z E  T H E  L AT E C O M E R ’ S  A D VA N TA G E  O F  A F R I C A

The remaining question to tackle is how the international community 
should support Africa to maximize its latecomer’s advantage, utiliz-
ing available technologies. The budget and capacity of African admin-
istrations to tackle adaptation and mitigation are limited; therefore, 
international donors have room to support these countries. Regarding 
environmental issues, Africa is not responsible for climate change, and the 
discussion often turns to blaming developed countries. As Stiglitz (2007) 
observes, we have but one planet, so blaming developed countries will not 
solve our shared problem. Both developed and developing countries need 
to take steps to tackle environment problems, because this is a global 
issue. Thus, the principles of action need to be fair and efficient—that is, 
common but differentiated responsibilities.
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Three types of economic countermeasures can be used to mitigate 
environmental problems: (1) the price instrument; (2) the quantity instru-
ment (e.g., carbon trading); and (3) adoption of existing technologies 
that may be found in developed countries.8 So, which measures should 
donor countries support?

E N V I R O N M E N TA L  TA X

The price instrument is an environmental tax (e.g., carbon tax, water 
tax). As Stiglitz (2016) discussed, if we can set an environmental protec-
tion price (e.g., carbon price) reflecting the social cost of carbon diox-
ide (CO2) emissions, this would stimulate investment as part of green 
industrial policy, even if environmental pricing increases the prices of 
goods and services. Environmental taxes are expected to make the market 
work for both development and the environment by signaling appropri-
ate prices for environmental protection, which would shift the economy 
toward a green economy. In the twenty-first century, many governments 
have incorporated carbon-pricing policies into their mitigation strategies. 
This environmental tax will ensure a level playing field with developed 
economies for Africa. Environmental taxes will also contribute to raising 
the funds necessary to finance public involvement.

From January 1, 2017, South Africa introduced a carbon tax, the first 
country in Africa to do so.9 It is planned that the tax will be gradually 
raised and fully implemented by 2020 (Phase 1). The price will be R120 
(US$11.20) per ton of CO2e (Carbon dioxide equivalent) for 2017, which 
will be increased by 10 percent annually until December 31, 2019. This 
will cover approximately 80 percent of total emissions (World Bank 2015). 
After 2020, Phase 2 is planed from January 1, 2020, to December 31,  
2024.10

Q U A N T I T Y  I N S T R U M E N T

The quantity instrument is emission trading. Environmental taxes set a 
price for environmental impact (e.g., greenhouse gas [GHG] emissions), 
forcing polluters or emitters to face the full cost of their pollution and 
emissions. The emitters, therefore, need to consider the emission cost of 
their business activities. Conversely, emission trading establishes a cap 
on trade quantity, and emitters can trade their emission allowance (indi-
rect price on GHG emissions). As Collier, Conway, and Venables (2008) 
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argue, under an ideal cap-and-trade emission-trading scheme, each per-
son would be endowed with the same emission rights. The financial 
results from sales of carbon rights would then be much larger than the 
current level of international aid. This could become attractive for both 
Africa and the donors of international aid.

So far, consensus has not been reached as to the preferred instrument 
because this depends on the situation, assumptions, and the time frame 
(long term or short term, where capital stock and technology are fixed) 
of each type. Some economists argue that a quantity-based instrument 
is better because we cannot know the true cost of climate change, and 
any other method might eventually lead to catastrophic consequences for 
the economy. Other economists, such as Nordhaus (2007), argue that a 
price instrument is better because the marginal cost of emissions depends 
on the flow of emissions, whereas the benefit depends on the stock of 
the emissions. When the U.S. Government Accountability Office (2008) 
examined policy options upon a request from the U.S. Congress, the 
opinions of the eighteen-member expert panel were divided.

In the case of developing countries, given the limited capacity of their 
administrative resources, an environmental tax is the easiest method to 
implement. This raises two issues: First, the efficiency of the tax instrument 
depends on the energy demand curve (and price elasticity). Under an envi-
ronmental tax, the price is certain, but it is not clear by how much the tax 
can reduce emissions. Under emission trading, however, the quantity of the 
reduction is certain, but the price is not. This is the difference between the 
two schemes. Second, an environmental tax would be politically difficult to 
introduce. Any tax is difficult to introduce, but environmental taxes often 
are viewed as undermining economic activities. Making an environment 
tax a policy priority for African countries therefore would be difficult.

A D O P T I O N  O F  E X I S T I N G  T E C H N O L O G I E S

It would be better to start assisting African countries with this third 
option, and then move on to the others. An asymmetry of information 
exists not only for African private firms but also for African administra-
tions. It is not clear how existing environmental technologies affect their 
economies, for example. As the traditional view of a trade-off between 
environment–economic activities persists, investment in green technolo-
gies will be likely much lower than optimal, resulting in the undermining 
of environmental policy.
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One example of these existing technologies is desulfurization, which 
prevents the release of harmful sulfur oxides (SOx) from manufacturing 
factories into the atmosphere. SOx problems occur when fossil fuels con-
taining sulfur, such as petroleum and coal, are burned, and cause air pol-
lution leading to asthma and acid rain. In Japan, the development of flue 
gas desulfurization equipment began in the early 1960s, when environ-
mental pollution problems started to emerge. So far, Japan International 
Cooperation Agency (JICA) has supported the introduction of desulfur-
ization mainly in Asia, including in China and Thailand. Desulfurization 
is just one example of the existing technologies available in developed 
countries. African countries must be subsidized to introduce these tech-
nologies through official development assistance.

For example, the World Bank Country Survey of 2012 in Kenya 
showed that environmental protection is not the policy priority for 
Kenyan opinion leaders. A total of 373 opinion leaders participated in 
that survey.11 The survey results showed instead that agricultural develop-
ment was the first priority, with 19.7 percent of opinion leaders consider-
ing it the most important issue to tackle. This was followed by education 
(11.6 percent), poverty reduction (8.1 percent), transport (7.8 percent), 
governance (6.3 percent), and job creation (6.3 percent). Environment 
ranked 21st with 0.625 percent. This result is not surprising, but the envi-
ronment should be more highly prioritized before it becomes too late, 
because one of the characteristics of environmental damage is irrevers-
ibility. Once impacts have begun, recovery ex post is difficult. The health 
impact is the most severe, and a typical example of this irreversibility. 
Japan suffered from pollution that caused diseases on a large scale during 
the 1950s and 1960s. Those people affected are still suffering some fifty to 
sixty years after the pollution was cleaned up.

C O N C L U S I O N

As the African economy has been growing and transforming, environ-
mental problems have begun to adversely affect its development. Natu-
ral disasters have been rising dramatically on the continent. Also, the air 
pollution in major cities in Africa is much worse than the recommended 
WHO standards, although we do not know its true cost. This chapter did 
not look at other types of pollution, such as water, because data are not 
available, but the water situation should be monitored as soon as possible. 
Sooner or later, as is the case in other regions of the world, Africa will face 
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environmental problems. The environment and the economy in Africa, 
however, are not necessarily in conflict; protection of the environment 
and economic development can be compatible if handled competently. 
African countries need to implement green industrial policies and priori-
tize environmental protection. At the same time, donor countries have a 
responsibility to help African countries to introduce existing environmen-
tal technologies to maximize their latecomer’s advantage.

N O T E S
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Institution, 2015). This is against Petty-Clark’s law, which says that the main driver of 
sector has changed over time from primary industry to secondary, and to the tertiary 
sector. The major reason for this premature shift was the Dutch disease effect; see 
Go Shimada, “The Economic Implications of Comprehensive Approach to Learning 
on Industrial Development (Policy and Managerial Capability Learning): A Case 
of Ethiopia,” in Industrial Policy and Economic Transformation in Africa, ed. Akbar 
Noman and Joseph Stiglitz (New York: Columbia University Press, 2015) and “Inside 
the Black Box of Japan’s Institution for Industrial Policy—An Institutional Analysis 
of Development Bank, Private Sector and Labor,” in Industrial Policy and Economic 
Transformation in Africa, ed. Akbar Noman and Joseph Stiglitz (New York: Columbia 
University Press, 2016c). Because Africa is rich in natural resources, currencies tend to 
be overvalued, and this makes imports cheaper and exports more expensive.

4. The index was unveiled at the World Economic Forum’s annual meeting, 
January 2005, Davos, Switzerland. The 2005 ESI is a joint product of the Yale 
Center for Environmental Law and Policy and the Columbia University Center for 
International Earth Science Information Network, in collaboration with the World 
Economic Forum and the Joint Research Centre of the European Commission.



DOES ENVIRONMENTAL POLICY MAKE AFRICAN INDUSTRY LESS COMPETITIVE?  369

5. The Muskie Act was named after Maine Senator Edmund Muskie who drafted 
the law.

6. For technical details, see World Bank, “CPIA Policy and Institutions for 
Environmental Sustainability Rating,” accessed March 24, 2017, http://data.worldbank 
.org/indicator/IQ.CPA.ENVR.XQ.

7. The Environmental Performance Index (EPI) is constructed through the cal-
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.yale.edu/.

8. Since January 2017, a carbon tax has been implemented in countries such as Japan, 
Denmark, Finland, Ireland, the Netherland, Norway, Slovenia, Sweden, Switzerland,  
the United Kingdom, Canada, India, Costa Rica, China, and South Africa.

9. The administration of the carbon tax will be jointly undertaken by the South 
African Revenue Service and the Department of Environment Affairs, supported by 
the Department of Energy, and with the Designated National Authority responsible 
for the administration of the carbon offset mechanism.

10. The tax rate for Phase 2 has not yet been fixed.
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P A R T  V

Urbanization





Africa’s economies have been experiencing sustained growth in terms of 
gross domestic product (GDP). Doubts remain, however, as to the quality 
of growth given its limited impact on inclusive and sustainable develop-
ment outcomes. Encapsulated in the continent’s long-term development 
blue print, the African Union’s Agenda 2063, the consensus now is on the 
need for structural transformation to translate Africa’s economic growth 
into shared prosperity and well-being for its citizens (African Union 
2015a). The aim is to improve the quality of economic growth through 
economic diversification and value addition in higher productivity sectors 
such as modern manufacturing and services.

As Africa pursues structural transformation to enhance the quality of 
growth, it does so in the midst of a major continental shift toward an 
urban future. Africa’s urban population is projected to reach 50.9 percent 
by 2035, and at 3.58 percent, the continent’s urban growth rate is the 
highest globally (United Nations Department of Economic and Social 
Affairs [UNDESA] 2018). By 2050, 1.48 billion Africans will be living in 
urban areas. Strong evidence, both theoretical and historical, associates 
urbanization and structural transformation (African Development Bank 
[AfDB] and Organisation for Economic Co-operation and Development 
[OECD] 2016; United Nations Economic Commission [UNECA] 2017). 
In addition, the significance of the urban shift for sustainable develop-
ment at global and regional levels is widely recognized (see box). Africa 
must acknowledge the social, economic, and environmental implications 
of rapid urban growth, and its potential power to reshape the quality of 
growth. Only when economic growth is supported by well-planned and 
well-managed urbanization can structural transformation be achieved for 
inclusive and sustainable outcomes.

C H A P T E R  1 3

Urbanization and the Quality of Growth in Africa

Takyiwaa Manuh and Edlam Abera Yemeru
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This chapter argues that the manner in which urbanization is planned 
and managed today will play a critical role in the quality of growth in 
Africa over the coming decades, and in particular the achievement of 
structural transformation through industrialization. In this respect, 
although Africa’s urbanization offers possibilities to advance key eco-
nomic, social, and environmental policy priorities, its current trajectory 
poses significant risks for the quality of growth.

The chapter is organized as follows: The first section considers the fac-
tors constraining the quality of growth in Africa, why Africa’s economic 
growth has not been inclusive or sustainable thus far, and the need for 

Recognition of Urbanization’s Potential for Inclusive and 
Sustainable Development

“We are still far from adequately addressing these and other existing 
and emerging challenges, and there is a need to take advantage of the 
opportunities presented by urbanization as an engine of sustained and 
inclusive economic growth, social and cultural development, and envi-
ronmental protection, and of its potential contributions to the achieve-
ment of transformative and sustainable development.”—New Urban 
Agenda (United Nations 2017, 3)

“Africa must therefore, consolidate the positive turn around, using 
the opportunities of demographics, natural resources, urbanization, 
technology and trade as a springboard to ensure its transformation and 
renaissance to meet the people’s aspirations.”—Agenda 2063 (African 
Union 2015a, 11)

“Rapid urbanization has brought enormous challenges, including 
growing numbers of slum dwellers, increased air pollution, inadequate 
basic services and infrastructure, and unplanned urban sprawl, which 
also make cities more vulnerable to disasters. Better urban planning 
and management are needed to make the world’s urban spaces more 
inclusive, safe, resilient and sustainable.”—Sustainable Development 
Knowledge Platform Progress of Goal 11 in 2017 (United Nations 2017)

“Support positive economic, social and environmental links 
between urban, peri-urban and rural areas by strengthening national 
and regional development planning”—SDGs Targets and Indicators of 
Goal 11 (United Nations 2015)
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structural transformation to address this. The second section outlines 
key trends, patterns, and conditions of Africa’s urban transition, and 
the associated risks they pose if not deliberately linked to growth pri-
orities. The third section critically examines why urbanization is impor-
tant for the quality of growth in Africa, with a particular focus on the 
social, economic, and environmental opportunities that the urban tran-
sition presents, specifically for industrialization as a key vehicle for the 
desired structural change in the region. The fourth section suggests policy 
anchors for an integrated approach to urbanization at national, regional, 
and local levels, concluding that spatial and economic planning needs to 
be linked at various levels through a multisectoral approach.

S T R U C T U R A L  T R A N S F O R M AT I O N  F O R  Q U A L I T Y  

O F  G R O W T H  I N  A F R I C A

In spite of the slowdown witnessed in 2016, in comparison with several 
other regions, Africa’s economic growth has been steady since the begin-
ning of this decade. The average rate of growth between 2010 and 2016 
was estimated to be 4 percent (United Nations 2017). In 2018 and 2019, 
the GDP of African economies grew by a reported 3.2 percent (UNECA 
2019). Naturally, significant variations exist within Africa, with some  
subregions—such as East Africa, which had a growth rate of 6.2 percent  
in 2018—outgrowing others (UNECA 2019). Despite this impressive 
economic performance, the continent has not seen a corresponding 
reduction in poverty and an improvement in its social indicators.

Africa continues to register low levels of human and social develop-
ment. The number of poor people in Africa has stagnated to 2002 levels 
in absolute terms (around 390 million). This stagnation, coupled with 
impressive poverty reduction in Asia, has resulted in Africa being home 
to 50 percent of the world’s total poor in 2013, up from 15 percent in 
1990 (World Bank 2016). In terms of employment, in 2015, North Africa 
had the highest unemployment rates among all regions in the world at  
12.1 percent. Although the unemployment rate in the rest of Africa was 
a lot lower at 7.1 percent, an estimated 70 percent of the total employed 
were in vulnerable employment, compared with the global average of 
46.3 percent (International Labour Organization [ILO] 2016a). The situ-
ation is particularly dire for the continent’s young people, with youth 
unemployment rates for North Africa and the rest of Africa registering at 
29.3 percent and 10.9 percent, respectively, in 2016 (ILO 2016b).
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Moreover, income inequality is highest in Africa (excluding North 
Africa) compared with all other world regions, with the exception of 
Latin America and the Caribbean (International Monetary Fund 2015). 
Similarly, Africa’s gender inequality index is also the highest. This index is 
calculated according to the maternal mortality ratio, adolescent birth rate, 
female share of seats in parliament, the differential in male and female 
education attainment, and labor force participation (United Nations 
Development Programme [UNDP] 2016).

The limited impact of Africa’s economic growth on welfare has been 
linked to the drivers of growth. The traditional path to economic devel-
opment entails a transition from less productive to more productive  
economic activities, namely, agriculture to manufacturing and eventu-
ally to services, signifying an economy-wide transition to high productiv-
ity (e.g., Herrendorf, Rogerson, and Akos Valentinyi. 2014). Experience 
shows that it is rare for a country to move to high-income status with-
out a sectoral transition that sees economic output and employment shift 
from agriculture to manufacturing and services.

In contrast, Africa’s growth has been driven by its dependence on com-
modities and a transition to low-productivity informal sector services 
(UNECA 2015). Although the agricultural sector has diminished in its 
contribution to net value added from 23.4 percent of GDP in 1990 to 
17.9 percent in 2016 (World Bank 2017), it still accounts for some 50 per-
cent of employment (UNECA 2017). These trends mean that growth is 
not translating into inclusive and sustainable improvements for the lives 
of most of its inhabitants, and thus it is not of adequate quality.

High levels of inequality limit the ability of economic growth to allevi-
ate poverty and disseminate positive social externalities, thus perpetuating 
the vicious circle generated by the inadequacy of the quality of growth in 
Africa. Economic growth results in weaker poverty reduction in countries 
suffering from high initial inequality because, for the bottom quintiles, 
the absolute increases in income associated with rising average incomes 
are less significant (Chandy 2015). In Africa, because the bottom quintiles 
start further down the poverty line than other regions of the world, the 
effects of high inequality and noninclusive growth are even more pro-
nounced for poverty alleviation (UNECA 2017).

In addition, Africa is characterized by specific demographic realities 
that have critical implications in terms of both economic growth and 
social development. First, the continent has an age structure that is 
skewed toward youth. Africa has the youngest population in the world, 
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with around two hundred million youth between the ages of fifteen and 
twenty-four years old. This figure is predicted to double by 2045 (AfDB, 
OECD, and UNDP 2012). Second, unlike other developing regions, 
which have been experiencing a declining population growth level over 
the past twenty-five years, the annual population growth rate in Africa 
has been fluctuating close to the rate of 2.5 percent (UNDESA 2013). In 
2025–2030, Africa will account for fourteen of the fifteen countries1 that 
have the highest fertility rates (Overseas Development Institute 2016). 
These demographic trends necessitate inclusive and robust economic 
growth to ensure that young people contribute to development and that 
the economic growth rate can offset the effects of population growth.

Through Agenda 2063, African countries have clearly prioritized 
structural transformation to foster inclusive, poverty-alleviating, and 
employment-centric economic growth (African Union 2015a). It becomes 
important to consider the implications of key megatrends in the region 
for the pursuit of this agenda. Africa’s rapid urban transition is one 
such shift among many others that have profound consequences for the 
region’s efforts to achieve quality growth. The growing concentration of 
people, resources, and economic activities in and around urban areas in 
Africa means that the quality of urbanization will without doubt affect 
the quality of growth in the coming decades.

T H E  U R B A N  T R A N S I T I O N  I N  A F R I C A

Africa’s future is unquestionably urban. Studies have suggested that 
no country has leaped to middle-income status without significant 
urban population growth (World Bank 2009), highlighting the eco-
nomic potential that cities possess. The simultaneous progression of the 
urban and demographic transitions in Africa calls for deliberate policy 
responses to fully exploit the productive advantages these transitions 
offer and to do so before the economic and social implications are too 
advanced to reverse.

The current form of largely unplanned urban transition in Africa 
means that countries are not taking advantage of the potential socioeco-
nomic benefits of urban growth. If this growth continues to be poorly 
planned and managed, the urban transition will pose significant risks for 
the quality of growth in Africa. This section examines the key trends, 
patterns, and conditions of the urban transition in Africa in light of this 
evaluation to consider the related implications.
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D E M O G R A P H I C  D I M E N S I O N S

Africa is the region with the highest rate of urban growth globally, with 
an average annual rate of 3.58 percent between 2010 and 2015 (UNDESA 
2018). In less than twenty years (i.e., by 2035), the majority of the conti-
nent’s population will be living in urban areas, and by 2050, an estimated 
1.48 billion Africans will live in urban areas (UNDESA 2018).

This urbanization is driven increasingly less by rural-to-urban migra-
tion, which previously accounted for less than 30 percent of Africa’s 
urban growth (UNDESA 2014). Natural population growth is now a 
major driver of urban growth, with the top-ten countries2 having the 
highest urban fertility rates being in Africa (Mo Ibrahim Foundation 
2015). Because of this high urban fertility rate, Africa has the youngest 
population in the world.In addition to these 1.48 billion urban dwellers 
by 2050, Africa also will have 1 billion rural dwellers (UNDESA 2018), as 
shown in figure 13.1. Thus, urban development in Africa must be consid-
ered in the context of rural transformation, especially in terms of estab-
lishing productive linkages between rural and urban economies.

Figure 13.2 shows the significant regional- and country-level variations 
in Africa’s urban transition. For instance, the fastest-urbanizing countries 
are those countries that are the least urbanized, and the already urbanized 
countries have slower rates of urbanization. In countries that are more 

Figure 13.1 Urban and rural population, Africa, 1950–2050

Source: UNDESA (2018).
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than 60 percent urbanized, the annual rate of growth in urban population 
is only 2.23 percent, which is less than half of the rate in countries with 
an urbanization level below 30 percent (UNDP 2015). The general trend 
is that the countries with the fastest rate of urban growth (and by exten-
sion also the lowest levels of urbanization) are situated in East Africa, 
whereas the opposite is true for Southern Africa. Rwanda, in East Africa, 
for example, has the second-fastest urban growth rate in the world, at  
6.4 percent (Mo Ibrahim Foundation 2015).

A large number of African countries are still characterized by urban 
primacy, which invariably entails the concentration of population and 
economic activity in one large city, which is frequently the capital. Urban 
growth in Africa still follows the remnants of the colonial past—in forty-
six countries, the urban primacy is manifested in the form of a dominant 
colonial capital, main port, or port capital. This is true for twenty-eight 
of the fifty largest cities in Africa (Mo Ibrahim Foundation 2015).

The fast growth of secondary cities provides potential for economic 
growth as these cities have complementary functions to support the pri-
mary cities. The potential these cities hold includes hosting smaller or 
input-based industries, such as agriculture or natural resources, and allow-
ing for the division of functions. In addition, a diverse national system 

Figure 13.2 Urban populations, Africa by subregion, 1940–2050

Source: UNDESA (2018).
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of cities is advantageous, allowing firms the flexibility to choose optimal 
locations according to their requirements (UNECA 2017). As the primary 
city becomes the center of knowledge and innovation, the secondary cit-
ies will accommodate specialized industrial clusters and labor-intensive 
industries. Malawi and Mozambique are two of the countries that are 
experiencing this fast growth of secondary cities. In the former, twenty-
five urban centers are growing faster than the overall population growth, 
and in the latter, sixteen urban centers have exceeded the growth rate of 
the primary city (Potts 2014).

E C O N O M I C  D I M E N S I O N S

Africa is urbanizing under lower levels of income than the rest of the 
world, which has been described as “urbanization without growth” 
(World Bank 2001; Fay and Opal 2000). For instance, out of the fifteen 
African countries with income levels above US$6,000, only five countries 
(Angola, Egypt, Equatorial Guinea, Mauritius, and Namibia) reached this 
income level before becoming more than 50 percent urbanized (UNDP 
2015). When urbanization is delinked from economic growth and coun-
tries urbanize at low levels of GDP per capita, it also becomes discon-
nected from the desired structural change from lower productivity sectors 
toward higher productivity urban-based sectors (such as manufacturing 
and modern services).

Delinked from high productivity and job-intensive activities, such as 
manufacturing, African cities face high unemployment, underemployment, 
and the prevalence of informal employment. For example, 66 percent  
of nonagricultural employment in Sub-Saharan Africa is informal (Vanek 
et al. 2014). The dominance of informal services in the economy has been 
widely recognized, with statistics demonstrating that these services have 
permeated to the principal sectors as a substantial part of core workers and 
enterprises in cities (Budlender 2011a, 2011b, 2011c). Despite the draw-
backs of the informal sector dominance, a massive opportunity exists if 
informal sector firms are facilitated in their ability to increase productivity 
and advance and if links are established between formal and informal sec-
tor enterprises.

African cities are major drivers of national economies. In quantita-
tive terms, cities account for an estimated 55 percent of Africa’s GDP 
(AfDB 2012), which affirms that urbanization can play a fundamental 
role in unleashing the latent economic potential of regions and countries. 
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Although the contribution of cities to GDP in Africa varies by country, in 
a number of cases, the urban contribution to GDP forms the lion’s share 
of the total, despite the population of the continent still being predomi-
nantly rural (see Table 13.1).

S O C I A L  D I M E N S I O N S

The trajectory of urbanization in Africa thus far has been accompanied 
by rising poverty, inequality, and informality, partly because of the dis-
juncture between urban and industrial development. Currently, more 
than half of Sub-Saharan Africa’s urban population (55.9 percent) lives 
in slums (UN-Habitat 2016). It is further estimated that 26 percent of 
the urban population make up the urban poor, and inequality in African  
cities is the second highest in the world (Mo Ibrahim Foundation 2015). 
More than half of the African population lives in countries with high or 
very high levels of inequality (UNECA 2017). The average daily con-
sumption of the poor in Africa (excluding North Africa) is $1.16 a day 
(2011 purchasing power parity), which is far below the international pov-
erty line of $1.90 (Beegle et al. 2016).

In terms of basic services and infrastructure, the urban population with 
access to piped water connection declined from 40 percent in 2000 to  
33 percent in 2015 (WHO and UNICEF 2015). Except for North Africa, 
all regions of Africa have below 50 percent access to electricity, and less 
than 60 percent of classified paved roads are recorded to be in “good 

Table 13.1 Urban Contribution to GDP in Selected African Countries
Countries GDP Contribution of Cities (%)

Ethiopia 57.6
Kenya 70
Madagascar 65
Malawi 50
Nigeria 70
Sudan 72.6
Tanzania 50
Tunisia 85
Uganda 70
Source: Extracted from national reports prepared for the Third United Nations Conference on Hous-
ing and Sustainable Urban Development (unpublished).

Note: GDP = gross domestic product.
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condition” (UNECA 2017). Only around 4 percent of Africa’s GDP is 
invested in infrastructure (Gutman, Sy, and Chattopadhyay 2015), which, 
although close to the global average of 3.8 percent (Woetzel et al. 2016), 
is far below the demands of growing urban populations in the continent.

E N V I R O N M E N TA L  D I M E N S I O N S

Unmanaged urban growth is also putting a strain on the environment. 
Because of inadequate infrastructure, access to electricity in some African 
countries depends on private generators fueled by diesel or gasoline, or 
solid fuels like biomass, leading to increased mortality from pneumo-
nia and other acute respiratory diseases among children, which cause 
six hundred thousand preventable deaths a year in Africa (Mo Ibrahim 
Foundation 2015). Some 90 percent of the poorest fifth in Africa use 
solid fuels for cooking, which is a major contributor to indoor air pollu-
tion (World Health Organization [WHO] 2016). In addition, the lack of 
solid waste management has left two options for waste disposal: unsani-
tary landfill or open dumping. Open dumping usually occurs adjacent 
to the informal settlements, resulting in serious health consequences. 
Evidence shows that less than half of the solid waste generated in Africa 
is collected, with most of that neither containerized nor recycled (Mo 
Ibrahim Foundation 2015). Gases generated from uncontained waste, 
such as methane and chlorofluorocarbons, damage the atmosphere and 
add to climate change.

Slums, lack of fresh water supply, and high-density settlements increase 
risks of infectious diseases spreading. In particular, noncommunicable 
diseases (NCDs), such as cardiovascular diseases, cancer, chronic respira-
tory conditions, and diabetes, have been the main health challenges of 
cities. The WHO has estimated that the prevalence of NCDs will increase 
by 27 percent in Africa in the coming decades. HIV/AIDS epidemic is 
also concentrated in urban settings, and nearly half of those with HIV 
live in urban areas of Sub-Saharan Africa, with those living in informal 
settlements facing greater exposure to infections. For example, almost  
75 percent of adult deaths between 2003 and 2012 in slums in Nairobi 
have been attributed to HIV/AIDS, tuberculosis, injuries, and cardiovas-
cular diseases (WHO 2016).

Despite the growing dangers of climate change and environmental 
issues in the urban setting, until recently, urban environmental issues 
in Africa generally have been neglected (United Nations 2017). Urban 
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regions, despite their contribution and vulnerability to environmental 
issues, are better equipped to apply sustainable interventions, includ-
ing the development and implementation of new technology, waste- 
management systems, power generation, and transportation. These 
efforts, however, have been lacking in urban planning in Africa because 
of insufficient political will or inadequate climate change knowledge. 
Cities are becoming more vulnerable to disasters as a result of a combi-
nation of factors, such as hazardous locations (usually port cities), poor 
local governance, environmental degradation, poor infrastructure, and 
overstretching of resources (UNDP 2010). Additionally, thirty-seven 
cities of Africa with populations exceeding one million are within low-
elevation, coastal zones, which will expose them to ensuing sea-level rise, 
coastal erosion, storms, and floods (United Nations Office for Disaster 
Risk Reduction 2014).

Q U A L I T Y  U R B A N I Z AT I O N  F O R  Q U A L I T Y  G R O W T H

The rapid urban transition that Africa is undergoing can propel the conti-
nent along the path of quality growth so that it can achieve sustained and 
inclusive outcomes, not only in the economic but also in the social and 
environmental realms (figure 13.3). Although considerable challenges are 
associated with urbanization in Africa, especially in terms of inequality, 
unplanned expansion, environmental degradation, slums, and pressure 
on infrastructure, with the right planning and foresight, urbanization 
can deliver profound dividends for all three dimensions of sustainable 
development.

U R B A N I Z AT I O N  A N D  E C O N O M I C  G R O W T H

Urbanization has a particularly important role to play in ensuring the 
quality of economic growth through structural transformation because 
of the productivity benefits that may be accrued as a result of the spa-
tial concentration of labor, resources, and knowledge that cities permit. 
Urbanization offers opportunities for the shift to higher productivity sec-
tors mainly by virtue of agglomeration economies, which can have strong 
positive social outcomes, in particular through the creation of decent jobs 
at scale. Agglomeration economies refer to the benefits accrued from the 
spatial concentration of a variety of firms in an area that possesses req-
uisite the soft and hard infrastructure needed to support local economic 
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activity. The benefits of agglomeration economies are encapsulated by 
three main functions: sharing, matching, and learning (Duranton and 
Puga 2004). First, the growth of cities enables firms to share infrastruc-
ture, institutions, and ancillary services required to support activities in 
a more efficient and economical manner than places with low popula-
tion density. Second, because of larger markets, cities facilitate match-
ing of labor, inputs, and space according to the specific requirements 
of firms. Last, proximity and face-to-face interactions permit learning 
through the exchange of immobile and tacit knowledge between firms 
and suppliers, which can be critical for spurring innovation and mov-
ing up the productivity ladder (Turok and McGranahan 2013). As cities 
grow and these three forces gain momentum, competitive advantage for 

Figure 13.3 Urbanization and the quality of growth—opportunities and risks

Source: Author’s creation.
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firms increase, resulting in the acceleration of both the transition toward 
more productive sectors, as well as intrasectoral increases in productiv-
ity. These productivity advantages ultimately translate into the creation 
of decent employment opportunities at a magnitude sufficient to absorb 
the growing urban population in a city’s economy. In doing so, these 
employment opportunities can result in a swift improvement in the lives 
of citizens and have positive multiplier effects that manifest in multiple 
dimensions. As more firms locate in a spatial entity because of the pull of 
agglomeration economies, the countervailing forces of urbanization also 
gain momentum. These negative externalities can be especially influential 
if the form and pattern of urbanization are far from optimal.

In addition, with changing patterns in consumption resulting from 
a growing middle class and urban populations, major opportunities 
for industrialization, especially in manufactured and processed goods, 
become available. It is estimated that the middle class (defined as those 
earning between US$4 and US$20 per day) in Africa will grow from 
355 million in 2010 to 1.1 billion in 2060 (AfDB 2011). In addition, 
household consumption is expected to grow by 3.8 percent each year, 
reaching $2.1 trillion by 2025 (Bughin et al. 2016). One particular entry 
point, which to date has yet to be tapped sufficiently to meet consumer 
demand in Africa, is the processed food industry. The import of con-
sumer-oriented food products in Sub-Saharan Africa has grown by almost 
70 percent between 2010 and 2015 (USDA 2015). This growth points to 
the significant opportunities for promoting food value chains as well as 
rural-urban linkages to meet urban consumer demands by value addi-
tion to Africa’s agriculture commodities. Africa’s rapid urbanization can 
thus enable agricultural modernization, which is a top policy priority for 
the region. Rising demand for urban housing and infrastructure can also 
generate jobs in construction and services sectors and stimulate the indus-
trialization process. For example, in Morocco the government has focused 
on several housing programs, which has resulted in fifty-one of its eight-
five townships and urban centers becoming slum free between 2004 and 
2014 (UNECA 2017), has led to the creation of employment, and has 
supported the domestic construction industry.

Despite the potential for urban growth to accelerate job-rich economic 
growth and for poverty reduction and the alleviation of inequality, these 
benefits have not yet been realized in Africa. Industrialization in the con-
tinent has not corresponded to rapid urban growth as in other developing 
regions. Manufacturing productivity growth in Africa has been dropping 
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since the 2000s, from an average of 7.4 percent between 2000 and 2008 
to an average of 3.5 percent between 2009 and 2014. Growth in agri-
cultural productivity has been decreasing from an average of 9.9 percent 
between 2000 and 2008 to 4.0 percent between 2009 and 2014. Produc-
tivity growth in the services sector was negative in the first three years of 
the twenty-first century, and after rising to approximate the growth rate 
of manufacturing during 2004–2008, it declined sharply to virtually no 
growth during 2012–2014 (UNECA 2017). It has thus been asserted that 
many African countries are seeing “premature urbanization,” in which 
urbanization is being driven by consumption fueled by natural resource 
use, rather than by industrialization (Gollin, Jedwab, and Vollrath 2014). 
This is one of the key missing links for structural transformation and 
inclusive economic growth in the continent.

U R B A N I Z AT I O N  A N D  I M P R O V E D  S O C I A L  O U T C O M E S

In addition to enacting social development in the long run on account 
of structural transformation inducing economic growth, urbanization 
also has the potential to facilitate positive social outcomes by virtue of 
enhancing access to essential basic services and infrastructure. Cities offer 
economies of scale for local planning authorities in terms of providing 
access to education, health, vocational training, electricity, sanitation, 
and housing, which can be critical for improving social indicators. The 
potential of urban areas to enhance access to essential services is espe-
cially crucial in the context of Africa where governments are often con-
stricted in terms of resources, but where large populations need to be 
served. The transition of populations to cities also has been correlated 
with lower fertility rates.

Although 74 percent of the rural population in Sub-Saharan Africa suf-
fers multidimensional poverty, the rate for the same indicator in urban 
areas is only 31 percent (UNDP 2016). Rural–urban social disparities are 
manifested explicitly for specific social outcomes. For instance, in Nigeria, 
the under-five mortality rate in urban areas is one hundred per one thou-
sand live births, but in rural areas, this mortality rate is significantly higher 
(167 per 1,000 live births) (National Population Commission 2014). With 
regards to education, Tanzania’s 2012 census revealed that 29.73 percent of 
rural children five years old or older had never attended school, compared 
with only 8.84 percent of children five years or older in urban areas (United 
Republic of Tanzania 2014). In terms of child stunting in Africa, when 
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countries are grouped by rates of urbanization, a clear difference emerges 
when comparing countries with low urbanization with highly urbanized 
countries. Indeed, the rate of child stunting for the fourteen countries 
in the continent with less than 30 percent urbanization is 41.9 percent, 
whereas in the ten countries that have an urbanization rate in excess of  
60 percent, the rate of child stunting is almost half, at 26.3 percent (Sinha 
and Assefa 2017). Similarly, Gabon, which is a highly urbanized (87 percent 
urbanized) country according to African standards, also has social indica-
tors that far exceed the averages on the continent. For example, the country 
has a youth literacy rate of approximately 98 percent and an estimated  
88 percent of its population has access to improved sources of drinking 
water (United Nations Children's Fund 2015). These urban–rural dispari-
ties have many and varied causes and correlates, including the association 
between incomes per capita and rates of urbanization.

Nonetheless, urbanization offers significant opportunities to acceler-
ate the alleviation of poverty and reduction of inequality, including gen-
der inequalities. At present, however, basic services and infrastructure in 
many African cities cannot adequately meet the needs of populations in 
an equitable manner. Inequality in African cities is high, with the expan-
sion of slums and informal housing becoming widespread. There is a clear 
and imminent risk that urbanization in Africa, instead of resulting in the 
amelioration of poverty and inequality, could lead to cities becoming cen-
ters of impoverishment, disparities, and social strife.

U R B A N I Z AT I O N  A N D  E N V I R O N M E N TA L  S U S TA I N A B I L I T Y

Africa’s rapid ongoing urbanization also has the potential to direct the 
continent on the course of environmental sustainability and green growth 
(UNECA 2016). Urban areas with adequate planning and a prescient 
approach to future expansion can be the engines of efficiency in terms 
of transportation, energy, infrastructure, construction, and consumption. 
This may be achieved not only because of the economies of scale that 
cities enable but also because of the knowledge spillovers and innovation 
that cities can generate. For Africa in particular, knowledge spillovers with 
regards to urban efficiency, coupled with local innovation and solutions 
for the continent’s peculiar circumstances, can deliver powerful and last-
ing environmental dividends. In doing so, significant economic benefits 
can be accrued with the quality of growth contributing to inclusiveness 
and the amelioration of economic and social disparities.
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Current pathways of urbanization in Africa, which are by and large 
characterized by continuous sprawl, lack of public transportation and 
dependence on cars, fossil fuel-based energy consumption, unsustainable 
construction methods, and inefficient infrastructure, are exacerbating 
environmental degradation and are undermining economic development 
and structural transformation. Instead of enabling sustainability and 
green growth, such unplanned urban growth can adversely affect the envi-
ronment, compromise climate change mitigation, and place hundreds of 
millions of people at increased risk of natural disasters.

U R B A N I Z AT I O N  F O R  Q U A L I T Y  G R O W T H :  P O L I C Y  A N C H O R S

The immense potential that urbanization has to enact quality growth 
in Africa needs to be harnessed by prudent and prescient policy making 
that acknowledges the impacts of urbanization at all geographical scales. 
Specifically, economic and urban or spatial planning need to be linked 
at the national, regional, and local levels through an approach that com-
bines subsector targeting and industrial policies with spatial targeting and 
urban and regional policies.

R E G I O N A L  P O L I C I E S

Because Africa is predominantly rural, urbanization can be used to har-
ness regional development and uplift rural as well as peri-urban areas. 
This can happen only when a harmonized rural-urban perspective does 
not view urban and rural development as mutually exclusive. It is of para-
mount importance to have regional-level targets that promote forward 
and backward linkages among cities, towns, and villages to optimize syn-
ergies between urban and rural areas. Specific importance should be given 
to taking maximum benefit from Africa’s natural resource endowments 
by using urbanization for agricultural transformation. Under the frame-
work of the broader national development policy, regional policies that 
promote specialization and trade-based complementary functions within 
subregions based on the comparative advantages of cities as well as rural 
areas are also essential. This specialization can be critical in optimizing 
synergies among geographical entities at the regional level to drive quality 
growth for entire regions and subregions in an equitable, inclusive, and 
sustainable manner.
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Another important consideration at the regional level is the promo-
tion of regional integration. This integration can entail targeted and stra-
tegic investments in infrastructure to make trade and transportation at 
the regional and subregional levels fast, cheap, and convenient. This is 
particularly critical when granting access to regional markets for farm-
ers. At present, African farmers are to a large degree cut off from markets 
and transportation channels because of poor infrastructure, thus severely 
limiting their ability to harvest and market economically advantageous 
crops. For example, the African Union’s Programme for Infrastructure 
Development in Africa has immense potential for unlocking synergies 
in Africa and promoting equitable growth by enhancing trade links at 
all levels in the continent (African Union 2015b). Regional integration 
not only should not be limited to physical infrastructure but also should 
promote knowledge sharing and network connections.

N AT I O N A L  P O L I C I E S

Considering the fact that the impacts of urbanization transcend sec-
toral boundaries, it is imperative for African governments to incorporate 
urbanization in national development planning as a cross-sectoral issue 
in the overall development strategy, instead of taking a narrow, sectoral, 
and functional approach. For example, Ethiopia’s Second Growth and 
Transformation Plan explicitly targets the harnessing of urbanization for 
economic growth and identifies specific coordination and strategic mech-
anisms to facilitate this growth (Federal Democratic Republic of Ethiopia 
2015). To enhance the benefits of urbanization for structural transfor-
mation, it is fundamental to coordinate its various facets and outcomes 
from an integrated perspective. This coordination can only be achieved 
when cross-sectoral mechanisms are created, which enable comprehensive 
and multidimensional planning of urbanization that is synchronized with 
broader development objectives.

Also critical is ensuring a balanced and well-connected national urban 
system. Currently, urbanization in Africa is characterized by excessive pri-
macy, with the concentration of economic activity and population in one 
large city, often the capital. Although large cities offer significant agglom-
eration benefits, to ensure that urbanization drives inclusive and quality 
growth for all citizens, states should seek to promote well-functioning sys-
tems of cities that also include efficient and viable secondary cities. The 
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promotion of secondary cities can offer some firms competitive advan-
tages, as a result of lower costs and a means to avoid diseconomies of scale 
that might affect primary cities. For example, Rwanda, through its Vision 
2020, has focused Kigali as well as six secondary cities as key drivers of 
urbanization to achieve middle-income status.

It is also important to strengthen the planning capacity for urbaniza-
tion with a particular focus on the compilation of data from a multidi-
mensional perspective. At present, the focus on urban data is mainly on 
demographic and social indicators, which is useful for matters of urban 
functionality (UNECA 2017). To realize the potential of urbanization for 
structural transformation from a national perspective, however, the avail-
ability of multidimensional data is necessary. The particular paucity of 
data on the economic dimensions of urbanization in Africa has limited 
the extent to which national development planning can strategically inte-
grate the related implications.

L O C A L  P O L I C I E S

At the local level, it is essential for city administrators to proactively maxi-
mize the agglomeration effects of cities and minimize the negative external-
ities and diseconomies of scale by nurturing well-functioning and efficient 
cities. Specific measures are needed to address barriers to the economic 
efficiency of cities, including facilitating regulatory frameworks for firms; 
ensuring adequate services and infrastructure; enhancing connectivity and 
compactness; and eliminating spatial, social, and gender segregation.

Economies of scale that urbanization enables should be harnessed 
for the efficient provision of public services, with a particular emphasis 
on health, education, and skills development. These services can result 
in multifaceted and sustained dividends for structural transformation in 
the long run. Uplifting human capital is directly linked to the transition 
of economies toward more productive sectors as well as in intrasectoral 
enhancements of productivity.

The urban transition that Africa is undergoing is also coinciding with 
a demographic transition that is resulting in a rapid increase in the popu-
lation of young people in the continent. To ensure an adequate utilization 
of this youth bulge for structural transformation and quality growth, it is 
of paramount importance for young people to be given sufficient educa-
tional and employment opportunities. The role of cities in this regard can 
be crucial. Targeted and timely interventions to involve young people in 
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urban economies through practical and employment-oriented skills devel-
opment training can deliver profound dividends. The involvement of the 
private sector in such initiatives can be of critical importance and lead 
to tangible results. In addition, a dedicated effort needs to be made to 
enhance opportunities for girls and young women with a view to making 
use of their potential and offering them equal opportunities.

Revenue generation at the local level can be significantly important in 
enabling cities to finance essential development programs, infrastructure, 
and services. At present, most African cities are dependent on transfers 
from national governments. Local revenue generation through a variety 
of instruments, in a way that does not adversely affect citizens and busi-
nesses, can be significant in financing initiatives based on urgent require-
ments and local preferences. Harnessing the value of public land can be a 
major source of financing for a sustainable urban infrastructure if done in 
a transparent and prudent manner. For instance, in 2007, the public auc-
tion of land designated for a new city outside Cairo raised US$3.12 bil-
lion, which was the equivalent of one hundred times the annual property 
tax revenues of all local governments in Egypt (Peterson 2009).

C O N C L U S I O N

Urbanization in Africa is an inevitable and irreversible process, and the 
future of the continent will largely be determined in its growing cities. 
Therefore, the way in which urbanization unfolds will have a profound 
impact on the quality of growth in Africa as well as on the future of its 
citizens. The swift urbanization that the continent is experiencing com-
bined with the demographic dynamic of an immensely youthful popula-
tion profile present the continent not only with a challenge but also with 
an unprecedented opportunity to usher in a period of rapid, inclusive, 
and sustained growth. This opportunity, to a large degree, remains unhar-
nessed. The reasons for this are multiple and vary in the context of differ-
ent countries. Overall, policy responses to urbanization and its associated 
dynamics remain weak, compartmentalized, and fragmented. Moreover, 
appreciation for the potential of urbanization is not proportionate to its 
wide-ranging implications for economic growth, social development, and 
environmental sustainability. Thus, it is imperative for African states to 
unleash the potential of their cities by fusing economic and urban policy 
in a holistic manner, thereby reaping synergies that can uplift their entire 
countries in a swift, equitable, and sustainable manner.
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1. These fourteen countries in order of projected fertility by 2025–2030 are as fol-
lows: Niger, Somalia, Mali, Angola, Burundi, Gambia, Chad, Democratic Republic 
of Congo, Nigeria, Uganda, Zambia, Burkina Faso, Mozambique, and Tanzania.

2. The countries are Niger, Democratic Republic Congo, Mali, Burundi, Nigeria, 
Mozambique, Benin, Congo, Malawi, and Senegal.
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L O O K I N G  B E Y O N D  U R B A N  A G G R E G AT E S

By 2030, almost 60 percent of the world will live in urban areas, with 
urbanization concentrating in Asia and Africa (United Nations 2015) and 
occurring at an unprecedented pace. Although it took Industrial Europe 
one hundred ten years (1800–1910) to increase its rate of urbanization 
from 15 to 40 percent, Asia and Africa did so in just fifty (1960–2010) 
(Jedwab, Christiaensen, and Gindelsky 2017).

Not surprisingly, urbanization is widely studied. It also remains hotly 
debated, including the two-way causal relationship between urbanization 
and growth; the associations among unemployment, poverty reduction, 
and urbanization; and whether or not urbanization is delivering the ben-
efits of agglomeration.

In these debates the national rate of urbanization is usually the variable 
to be explained or the variable doing the explaining.1 And the opportunities 
and challenges posed by urbanization are often taken to be synonymous 
with those offered and experienced by the main urban centers (i.e., the 
political or commercial capitals, or the big cities). 

Take the case of Tanzania. According to the 2012 census, around 10 
percent of the population lived in Dar es Salaam, the political capital. At 
around 4.5 million, this was the largest urban agglomeration in Tanzania 
by a huge margin. The population of Dar grew dramatically over the past 
fifty years, and the bulk of this growth was accounted for by in-migration 
(Wenban-Smith 2015).

Facts such as these, seen in this way, have colored much of the urban-
ization discourse both in Tanzania and in the rest of the world. They lead 
to a focus on investment in large cities in response to in-migration. And 
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because these are migrants from poor rural areas, the argument goes, pub-
lic investment in countries’ metropoles is also of primordial importance 
to address poverty.

Consider, however, the following perspective, also taken from Wenban-
Smith (2015). In 2012, Dar accounted for about one-third of the urban 
population. But it also accounted for about one-third of the urban popu-
lation in 2002, in 1988, in 1978, and so on back. Thus, non-Dar urban 
areas have grown as fast as Dar in Tanzania’s history. If we further divide 
non-Dar urban areas into regional capitals (with an average population 
of around two hundred thousand) and small towns (with an average 
population of around twenty thousand), an even more interesting trend 
appears—small towns are forming an ever-increasing proportion of the 
urban population of Tanzania (figure 14.1).

Clearly, a lot of urbanization action is going on in small towns. The 
movement out of rural areas, which is undeniable as a major trend, is 
as much to small towns as to Dar. In fact, in Africa, the distribution of 
urban agglomerations by population size is bimodal. Two-fifths of the 
urban population are living in cities larger than one million people, but 
two-fifths are also living in towns of less than a quarter million people 
(Dorosh and Thurlow 2013).2 Nonetheless, the literature and the policy 
discourse seldom go beyond the dichotomous rural–urban distinction.

Figure 14.1 The evolution of urban composition in Tanzania

Source: Compiled from Wenban-Smith (2015).
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Our central contention is that the composition of urbanization could 
be as important for employment generation and poverty reduction as the 
overall aggregate national rate. It is certainly an important policy question 
faced by any African government—at the margin, should the government 
of Tanzania tilt toward public investment in small towns rather than the 
capital city? To address this question, it is important to understand why 
the composition of urbanization matters for the speed of poverty reduction 
and thus for the creation of employment and poverty-reducing policies.

Three interdependent forces are at play: (1) intra-urban agglomera-
tion effects and congestion costs, (2) economic linkages between urban 
and rural areas, and (3) rural–urban migration flows.3 The new economic 
geography literature emphasizes the importance that urban size plays in 
fostering economies of scale and agglomeration, which are found to pro-
pel economic growth (Overman and Venables 2010). There is, however, 
a tipping point beyond which returns to size may start to decline and 
congestion may set in (Henderson 2003). And the positive effect of aver-
age city size on economic growth may not hold up to the same degree in 
developing countries as it did in developed countries. Indications are that 
it may even be negative (Frick and Rodriguez-Pose 2016).

Positive spillovers of urban centers on the rural hinterlands also accrue 
through consumption linkages, urban–rural remittances, upward pressure 
on agricultural wages, and the generation of rural nonfarm employment 
(Cali 2013). It is unclear whether, in the aggregate, spillovers are larger 
when the urban population is concentrated in few large urban centers, 
or when it is more spread out across a greater number of smaller urban 
centers. For Mexico, Berdegué and Soloaga (2018) find that cities with 
populations in the three hundred fifty thousand to five hundred thousand 
range have more positive effects on rural areas than smaller or larger cit-
ies. But more evidence is needed.

Finally, because of a series of migration barriers, rural people may find 
it easier to connect to growth and jobs in and around smaller urban cen-
ters nearby than when these jobs are created farther away in the limited 
number of large cities. A larger share of the rural population lives within 
the hinterlands of smaller towns than within the hinterlands of cities 
(Food and Agriculture Organization 2017) and most of the poor are rural 
(Beegle et al. 2016). From this perspective, the finding from India that the 
rural poor benefit more from growth of towns than from growth of cities 
does not surprise (Gibson et al. 2017).

Ultimately it is a matter for empirical investigation and resolution. The 
variety of forces can go in opposite way. But the investigation cannot begin 



MIGRANTS, TOWNS, POVERTY, AND JOBS  401

if we stick with the conventional rural–urban dichotomy. The objective of 
this chapter is to provide such an empirical exploration, considering a range 
of issues and methods linking migration, small towns, poverty, and jobs for 
one country.

In particular, we review the different insights from our body of work of 
the past couple of years in the context of Tanzania addressing the question 
of whether the composition of urbanization matters for poverty reduction. 
This work has drawn heavily on the remarkable, two-decadal database from 
Kagera, northwestern Tanzania (De Weerdt et al. 2012) and looks at the 
question from different methodological angles (theoretical and empirical, 
quantitative and qualitative).4

To the extent that the findings from these different approaches point in 
the same direction, they can at least demonstrate the need for a more dis-
aggregated perspective to the questions of urbanization and development, 
and raise recognition that secondary towns may well be particularly condu-
cive to poverty reduction.

The chapter proceeds as follows. Through novel decomposition, draw-
ing on the peculiar features of individual panel data, the second section 
documents the empirical contributions of towns and cities to growth and 
poverty reduction in Tanzania. This is followed in the third section by a 
basic theoretical framework, building on the Harris-Todaro framework 
(H-T; 1970), to identify some of the potential mechanisms behind the 
observed contributions.

Although the higher earning potential in cities has been considered 
a common feature of the urban landscape (Ferré, Ferreira, and Lanjouw 
2012), greater proximity of the rural population to towns than to cit-
ies emerges as an important additional factor to understand why many 
more rural citizens (many of them poor) end up in (nearby) towns rather 
than in the city, thereby making towns in Tanzania even more important 
contributors to poverty reduction than its cities. To examine this more 
rigorously, the fourth section presents the findings of an econometric test, 
confirming the importance of distance in determining migrant destina-
tion choice. The econometric results are probed further in the fifth sec-
tion through qualitative analysis (life histories), with a subset of migrants 
from the Kagera panel. The last section concludes.

M I G R AT I O N ,  T O W N S ,  A N D  P O V E RT Y  R E D U C T I O N  I N  TA N Z A N I A

To get a handle on the effect of the composition of urbanization on 
growth and poverty reduction, consider the following: Suppose we had 
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nationally representative panel data at time t and t + 1. This would give 
us a person’s individual location as well as their income (or consumption) 
in each period. National poverty change can then be decomposed into 
the poverty effects of (1) income growth among those who stayed in rural 
areas, small towns, and cities; and (2) income changes as the result of 
(net) migration across these categories.5

Christiaensen et al. (2017) apply this approach using the National 
Panel Survey of Tanzania (2008–2012) (table 14.1).6 Overall, the poverty 
rate did not decline much over this period (by 0.42 percentage points), 
consistent with the low annual growth in consumption (1.16 percent). 
Yet, these averages hide a lot of heterogeneity, especially between non-
movers and movers and depending on the destination (rural, town, city).7 
The vast majority of the population (91 percent) did not move and expe-
rienced very little consumption growth8 or poverty reduction. Among 
the non-movers, poverty reduction was largest among those who stayed 
in secondary towns. Among non-moving city dwellers, growth was even 
slightly negative, and the poverty headcount increased slightly.

These relatively small changes in (average) welfare contrast with 
the changes observed among the movers. Their poverty declined by  
5.8 percentage points (and their average annual consumption growth 
amounted to 8.4 percent). More strikingly, income growth and poverty 
decline were especially substantial among rural–urban migrants, whereas 
moves back to the rural areas (from the town or the city) came along with 
a substantial increase in poverty incidence (from 4.5 to 14.8 percent and 
from 0 to 13.1 percent, respectively). Urban–rural migration did not neces-
sarily result in a decline of average income growth though. Return migra-
tion does not signify failure for everyone (Hirvonen and Lilleor 2015).

Looking within the urban space, rural–town migration contributed 
most to overall poverty reduction (twice as much as rural–city migration), 
even though rural–city migration contributed more to overall income 
growth. The reason for the larger contribution to poverty reduction by 
rural–town migration follows from the fact that four years later about 
twice as many rural citizens were found in secondary towns than in cities 
(3.4 percent versus 1.7 percent), although the decline in poverty incidence 
(i.e., the average probability of exiting poverty when moving) among 
both groups was similar (13.1 and 12.4 percentage points, respectively). 
When it comes to income growth, however, rural–city movers saw their 
incomes grow much more than those moving to towns, overcompensat-
ing for the fact that only half as many ended up in the city.
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These findings draw attention to the critical role secondary towns 
appear to have played in poverty reduction in Tanzania. This follows, at 
least in an accounting sense, from the fact that many more rural dwell-
ers (including poor rural dwellers) ended up in towns, even though the 
average income gains among those who were found in the city were much 
larger. Application of the same decomposition to the long-running Kag-
era Health and Development Survey (KHDS) provides complementary 
insights. KHDS is a distinct and large data set of individuals who were 
tracked in time and across space over two decades, from the early 1990s 
to 2010. The database includes information on 4,339 individuals. These 
people were first interviewed in their baseline communities in the early 
1990s in Kagera, a large, remote, and primarily rural region in the north-
western part of Tanzania and then interviewed again nearly two decades 
later in 2010, irrespective of whether they stayed or left for other rural 
areas, towns, and cities (De Weerdt et al. 2012).

Contrary to the 2008–2012 period at the national level, over its eighteen-
year span, the KHDS sample experienced a considerable amount of growth 
and poverty reduction (table 14.2). Per capita incomes rose by 77 percent  
and the poverty headcount declined by 24 percentage points. As before, 
however, movers contributed more than non-movers in terms of poverty 
reduction (55 versus 45 percent) and notably in terms of growth (71 versus  
29 percent). Further disaggregation of the contribution of the mov-
ers shows that rural–urban migration contributed more than migration 
within rural areas and, in particular, that rural–town migration contrib-
uted more to poverty reduction than migration of rural citizens to the 
cities, despite a much larger reduction in poverty from moves to the city.9 
As in the national panel, this follows from the substantially larger share of 
the migration population ending up in towns than in the city (just under 
twice as much). In the KHDS sample, migration to towns also contrib-
uted more to income growth—the difference in the per capita income 
gain between migrants to cities and towns was not large enough to offset 
the effect of the much larger number of rural–urban migrants that ended 
up in the towns.

In conclusion, the typical move from rural to big city increases income 
and reduces poverty by more than the typical move from rural to small 
town. But, because of the greater number of moves from rural to small 
towns, in aggregate, these moves (i.e., the rural–town part of urbanization) 
account for the greater share of poverty reduction. In turn, this raises a 
question: if the move to the big city is expected to raise income by far more, 
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why would anyone move to the small town at all, especially given that the 
difference in poverty incidence at baseline (an indicator of credit constraint) 
between town and city migrants is relatively small in the national data, or 
even zero in the case of the KHDS sample?

One obvious explanation may relate to selectivity. This would hold 
that it is especially the more educated and the more entrepreneurial, who 
are smaller in number, who make it to and in the city, where the returns 
to skills are higher (Young 2013; Diamond 2016; Hicks et al. 2017). There 
are some signs that this is true. The KHDS data show a clear education 
gradient with respect to migration destination. Among migrants from 
rural origins, who are no longer in school, those moving to other rural 
areas have an average of six years of formal education, those who moved 
to secondary towns have seven years, and those who moved to cities have 
eight years. The city disproportionately attracts people with more years 
of formal schooling. This is also consistent with the larger gain in income 
among those moving to the city.

The fact that more of the better educated end up in the cities, how-
ever, does not necessarily imply that the less educated cannot realize extra 
income gains from moving to the city compared with moving to the 
towns. To get a systematic handle on the question why, in equilibrium, 
more rural people move to towns, even though the gains are larger when 
moving to the city, the next section builds on insights from Harris-Tod-
aro (1970).

E X T E N D I N G  T H E  H A R R I S - T O D A R O  F R A M E W O R K

The classic papers by Todaro (1969) and Harris and Todaro (1970) 
worked out the contours of a migration equilibrium when there is a single 
destination from the rural area. There have been many advances in the lit-
erature since then, but the power of the framework to address migration 
issues remains undiminished.10 We will use this framework to answer the 
question posed in the last section: if the typical move from rural to big 
city leads to a larger gain than the typical move from rural to small town, 
why are there so many more moves to small towns?11

We begin the analysis with a single urban destination to introduce 
notation and establish benchmarks. In the simple Todaro (1969) model, 
agents are identical: there is a single rural wage wr and a single urban 
modern sector wage w. There are E modern sector jobs, and those who do 
not get these jobs survive in the informal economy (“unemployment”) at 
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wage w0. The probability of modern sector employment is e, the employ-
ment rate. We assume

 w0 < wr < w (14.1)

as a stylized representation of the facts. With risk neutral agents, migra-
tion equilibrium occurs when the certain rural wage equals the expected 
urban wage:

 wr=ew+(1-e)w0. (14.2)

The equilibrium value of the adjusting variable e (all other variables are 
assumed to be constant) is thus:

 =e
w w
w w

r –
–

0

0
. (14.3)

With total population given as the sum of the rural (Nr ) and urban (Nu) 
population,

 N = Nr + Nu (14.4)

the equilibrium distribution of population can be derived as

 0

0
N

E
e

E
w w
w wu

r
= = −

−
. (14.5)

As is now well known, an increase in the modern sector wage increases 
the unemployment rate and the size of the urban population, in other 
words, more migration.

A cost for migration (e.g., transport, settlement, and job search costs) 
also has not been included in the standard H-T models. Denote this cost 
as t. Introducing such a cost makes the model more realistic. Informal 
urban wages are in practice typically at least as high as rural wages, which, 
under the traditional H-T assumptions, would suggest an empty country-
side. The equilibrium condition now becomes:

 = + −
−e

w t w
w w
r 0

0

. (14.6)

In this scenario, an increase in t comes along with an increase in the 
employment rate in equilibrium, to compensate, and there is less migra-

tion ( = = −
+ −N

E
e

E
w w

w t wu
r

0

0
 declines). These results are intuitive and 

have formed the basis for empirical exploration.
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Let us now extend the basic model to one with two destinations, with 
subscripts c for city and s for small town. The equilibrium conditions are 
now given by the following:

 wr = es ws + (1 – es) wos – ts = ec wc + (1 – ec) wos – tc. (14.7)

In equilibrium, the city and town populations are given by the following:

 = = −
− +N

E
e

E
w w

w w tc
c

c
c

c c

r c c

0

0
, (14.8)

 = = −
− +N

E
e

E
w w

w w ts
s

s
s

s s

r s s

0

0
, (14.9)

 = − −N N N Nr c s . (14.10)

It can now be shown that migration declines with ti (with i = c or s), but 
increases with wi and w0i.

12 Put differently, according to the model, in 
equilibrium, the size of the migration flow to a destination (city or town) 
depends on the number of formal (or high-paying jobs) (Ei), the wage 
gap between the formal and informal job at destination (wi-woi), the wage 
gap between the job at origin and the informal job at destination (wr-woi ), 
and the cost of migration (ti ).

These equations give a handle on key factors that affect the number 
of people that end up in cities versus towns in equilibrium. Parameteriza-
tion further allows us to explore the empirical relevance of its insights. If 
empirical resolution of the right-hand side of equations (14.8) and (14.9) 
yields migration patterns that correspond to those observed (Nc, Ns), then 
this would suggest that the model has explanatory power. It would sup-
port its use as an entry point in understanding why so many people end 
up in towns when more can be gained from moving to the city.

Information on the population size (Ni), the size of formal employ-
ment (Ei), and the formal and informal wage rates or income in the three 
locations (wi , woi , wr ) can be obtained. Yet, empirical measures of the full 
migration cost (ti ) beyond transport (settlement and jobs search costs as 
well as psychosocial adjustment) are hard to come by. This makes it diffi-
cult to empirically verify equations (14.8) and (141.9) directly. Therefore, 
equations (14.8) and (14.9) are rewritten as a ratio:

 = −
−

− +
− +

N
N

E
E

w w
w w

w w t
w w t

s

c

s

c

s os

c oc

r c

r os s

oc . (14.11)
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Given information on all parameters except tc and ts, and assuming tc>ts, 
the ratio of tc/ts needed to solve equation (14.11) can then be derived and 
its empirical plausibility assessed. This will give a sense of the empirical 
importance of the cost differences between migrating to cities and towns 
in understanding why many more people moved to towns than to the city.

The long-running KHDS panel provides an ideal opportunity to do 
so. The spatial and sectoral distribution of its population by 2010 could 
be seen as the long-run equilibrium outcome of the migration process, 
represented by the model. Furthermore, virtually everybody of the KHDS 
sample living in the rural areas in 2010 worked in the informal sector 
(only 3.5 percent relied on a formal wage job), which corresponds closely 
with the rural population reflected in the model—that is, employed in 
the informal sector at a lower income (wr ).

In 2010, there are 557 town migrants and 315 city migrants, or  
Ns/Nc = 1.77. We subsequently calculate E

E
s

c( ) and the observed wage gap 
between working in the formal and informal sector in the towns and the 
city w w

w w
s os

c oc( )−
− . This provides the necessary information to identify a range of 

tc/ts combinations that can solve equation (14.11). In the towns, 18.9 per-
cent lives in a household that relies on formal wage employment; in the 
cities, this share rises to 22.2 percent.13 The Es/Ec ratio thus equals 1.5.14

Figure 14.2 overlays the cumulative density functions (cdf ) of annual 
consumption per capita for each of the five income groups of interest 
(i.e., informal rural employment, informal and formal town employ-
ment, and informal and formal city employment).15 For the largest part, 
the income distributions first order dominate each other in the expected 
manner: wr<wos< woc< ws< wc. Note that this is different from the assump-
tions in the traditional H-T model, whereby wo<wr<w, underscoring the 
importance to account for migration costs for the basic H-T assumption 
to hold empirically.

Taking median incomes (in thousand TSH) of each group yields:  
wr = 372 < wos = 613 < woc = 871 < ws = 1,088 < wc = 1,475.16 The ratio of 
the town and city income gaps between formal and informal incomes, 
thus equals 0.79,17 suggesting greater income polarization in cities than in 
towns, as expected (Ferré, Ferreira, and Lanjouw, 2012).

Returning to equation (14.11), it can be seen that oc− +
− +

=w w t
w w t

r c

r os s

 
( 499)
( 241)
− +
− +

t
t

c

s
 needs to equal 1.5, and that tc > 499 and ts > 241 for equation (14.11)  

to hold.18 Several (tc,ts) pairs can be found that meet these conditions. For 
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example, setting tc at 500, or 133 percent of annual rural income per capita, ts  
must equal, 242, or 66 percent of annual rural income per capita, for the 
model to hold empirically. Under these assumptions, tc/ts = 2, or migra-
tion to the city is about twice as expensive as migration to towns.19

Circumstantial evidence supports the notion that migrating to the city is 
substantially more expensive in the KHDS sample than moving to towns. 
Reported one-way transport costs are on average two times higher to the 
city than to the towns (47,140 TSH versus 23,346 TSH, respectively) and 
migrants to towns are 8 percentage points more likely to have found work 
before moving than migrants to the city, illustrating differences in search 
costs. Reliance on friends and family for the first residence was also much 
more important for city migrants (56 percent) than for town migrants 
(30 percent) who were more likely to own a dwelling (32 percent versus 
16 percent in cities) or have housing provided by the employer (8 percent, 
versus 2 percent in cities). In each case, about 30 percent rented a dwelling 
(Kanbur, Christiaensen, and De Weerdt (Forthcoming).

Overall, these simulations suggest substantially higher barriers for city 
migration, and a greater role of family and friends to overcome them, 
than for migration to the more proximate and familiar towns. Differences 
in migration costs may well play a much more important role in under-
standing why many migrants end up in towns rather than in the city, 
than is currently appreciated, despite higher earnings on average in the 

Figure 14.2 Cumulative density function of income by income groups, 2010
Note: TSH = Tanzanian shillings. The 10 percent highest consumption per capita values were dropped for a better 
rendition of the graph.
Source: Kanbur, Christaensen, and De Weerdt (Forthcoming)
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latter. One way to empirically test this is to explore how much distance to 
the destination affects its choice, the topic of the next section.

P R O X I M I T Y  R U L E S :  E C O N O M E T R I C  E V I D E N C E

We began the chapter by showing how the contribution of small town 
moves to overall poverty reduction was greater because because there 
were many more of them. Given that the typical move to a big city is 
lucrative, we then wondered why there are not more of them. We attrib-
uted this lower number of big city moves to higher migration costs in the 
broad sense, encompassing actual physical costs of transportation over 
distance, as well as other costs associated with distance, including lack 
of information, uncertainty, and search and settlement costs. Indeed, 
distance has been a consistently significant factor in the literature on 
migration decisions.20 The Kagera sample affords a distinct opportunity 
to test the impact of distance on migration and thus to circle back to 
our original assertion of the importance of migration to small towns in 
poverty reduction. Our augmented H-T model motivates an empirical 
specification to do so.

If we are to understand destination choice among migrants, then there 
is not only value in knowing where the migrant migrated to but also 
in knowing the potential destinations the migrant did not migrate to 
(Fafchamps and Shilpi 2013). Information about both the chosen and 
foregone destinations can be exploited to identify the effect of the charac-
teristics of the destination, such as distance and earnings potential (while 
controlling for selectivity by controlling for the individual characteristics 
of the migrants). Because towns are typically closer, with lower earnings 
potential, the relative empirical importance of these different factors in 
determining why more migrants end up in towns can then be explored.

Internal KHDS migrants moved to fifty-seven different districts, 
within which further moves can be distinguished to rural or urban areas, 
to arrive at a total of seventy-eight locations. These are assumed to be the 
potential destinations for our sample of migrants.21 Each of the migrants 
in our sample has chosen to move to one potential destination and there-
fore, has also chosen not to move to the seventy-seven other potential 
destinations. To understand the factors determining that choice better, 
we created a dyadic data set that contains seventy-eight observations for 
each migrant i; and one observation for each potential destination d.22  
The dependent variable Yid is a dummy equal to one if i was found in 
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location d during the last survey round and zero otherwise. The correlates 
of Yid are then examined by estimating the following equation:

 1 2β β α ε= + + +Y W Rid d id i id . (14.12)

Motivated by the H-T model, we explain destination choice with Wd, 
the expected income at destination, and Rid , a set of relational variables 
that are specific to the i−d pair. We first explore the effect of distance 
between individual i and destination d. In further regression specifica-
tions, we add to Rid interaction effects between the characteristics of the 
destination and the individual as such interactions have been hypoth-
esized to matter for destination choice (Young 2013; Bryan, Chowdhury, 
and Mobarak 2014; Diamond 2016). The coefficients are estimated using 
individual fixed effects regressions (αi is the fixed effect), with standard 
errors clustered by origin village; and εid is an error term. We construct 
wealth indices Wd for each destination using the 2002 census and mea-
sure distance in natural logarithms of distance in kilometers between 
baseline location and destination.23

In the first column of table 14.3, we report the findings of the estima-
tion of equation (14.12) on a dyadic data set that links all migrants to 
all destinations. Both wealth and distance are significantly correlated to 
destination choice, with opposite signs: the farther away the potential des-
tination, the less likely that it will be chosen; the wealthier the potential 
destination, the more likely it will be chosen. The (absolute) magnitude of 
the distance coefficient is four times that of the wealth coefficient. Multi-
plying those coefficients by the standard deviations of the corresponding 
variables in the dyadic data set (0.97 for distance and 0.71 for wealth), we 
find that wealth would need to go up by 5.7 standard deviations to offset 
the negative effect of a one standard deviation increase in distance.

In the second and third columns of table 14.3, we interact distance 
and wealth with individual characteristics: baseline poverty status  
(1 = poor) and years of formal education. Coming from a poor base-
line household exacerbates the negative effect of distance and reduces 
the attraction of high wealth at the destination. Proximity is even more 
important for poorer households and wealth at destination is substantially 
less powerful as incentive for the poor. Education, however, attenuates the 
friction related to distance and reinforces the pull of high-wealth areas.

Clearly, the econometric results suggest that at least in this sample, 
distance, a broad (and exogenous) proxy for the cost or barrier to migrate, 
is an important determinant of migrant destination choice.
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Table 14.3 Distance Reduces the Attraction of a Destination
(1) (2) (3)

Distance to Destination (ln km) −0.025*** −0.023*** −0.039***
(−21.176) (−18.077) (−31.178)

  (-“-)*(poor HH) −0.003*
(−1.825)

  (-“-)*(years of schooling) 0.002***
(12.043)

Wealth index 0.006*** 0.009*** −0.006***
(6.062) (8.244) (−5.880)

  (-“-)*(poor HH) −0.006***
(−4.642)

  (-“-)*(years of schooling) 0.002***
(12.496)

R2 0.0443 0.0449 0.0497
F 827 427 568
p-value of F 0.000 0.000 0.000
N 156,936 156,936 156,936
Source: Reproduced from De Weerdt, Christiaensen, and Kanbur (2019).

Note: Linear Probability Model estimates of equation (14.12) with standard errors clustered by the 
fifty-one origin enumeration areas. Regression coefficients with t-statistics in parentheses. *** statisti-
cally significant at the 1 percent level; ** statistically significant at the 5 percent level; * statistically 
significant at the 10 percent level. The dyads are formed by linking all 2,012 KHDS migrants to 
all possible seventy-eight destinations. Destination wealth is the average household wealth index at 
destination calculated from the census. The wealth index is the first principal component using the 
following variables: the number of bedrooms per person; whether the dwelling has an iron sheet roof 
(or better), walls from baked bricks (or better), a tile or cement floor, electric lighting, piped water, 
and a flush toilet; and whether the person owns a radio, a phone, and an iron. Distance is the natural 
logarithm of distance in kilometers between the baseline location and the potential destination, as 
the crow flies.

U N PA C K I N G  D I S TA N C E  T H R O U G H  Q U A L I TAT I V E  I N V E S T I G AT I O N

A selection of KHDS respondents were further approached to talk about 
their migration experience in their own words (Ingelaere et al. 2018). This 
life-history method provides a rich, contextual complement to the more 
conventional economic approaches presented earlier and enables us to 
probe into migrants’ motivation in choosing their destination. Specifi-
cally, seventy-five migrants were interviewed from six selected KHDS vil-
lages. They were pairwise similar in their socioeconomic characteristics 
in the early 1990s, but they displayed quite different migration patterns.

The core insights from this qualitative investigation as to why more 
people may end up in towns than in cities are well illustrated through the 
account of R.24 Born in 1978 in village F, R left the village in 1997 and 
returned in 2014. In that period, he changed residence eight times and 
engaged in seven different activities to make a living.
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When he was nineteen years old, he moved to the small town of 
Bukoba. Here is how he describes his motives for moving: “What made me 
move from [my village] to Bukoba was the economic situation. Because at 
that time I had completed school. Also, once a car like this passed by me, 
I wondered the speed it moved. Following this I desired going to driving 
school. That was the reason: to move to Bukoba town and learn how to 
drive. Having arrived in Bukoba town, I did some work and got money, 
went to [. . .] the driving School. So, I liked driving very much.”

While living in his village and, later, Bukoba, R was exposed to images 
from and stories about Tanzania’s capital: “People say Arusha is a city, but 
Dar is something else. There used to be video shows in our village and all 
the famous football players, like Runyamila, seemed to live in Dar. We 
were childish at the time and we thought that if we went to Dar we’d see 
all these people.” At the time, however, a lack of resources did not allow 
him to make the trip: “I would have gone to Dar es Salaam but when you 
know you have nobody in Dar es Salaam, someone to host you, [you can’t 
undertake the trip]. But also [having] the fare sometimes is not enough, 
because going to a place like Dar es Salaam, you have to plan in advance 
to get there.”

So, R’s trajectory continued and included a return to the village as well 
as time spent in Mwanza (Tanzania’s second-largest city), in small urban 
centers in the Kagera region, and in makeshift camps on Lake Victoria’s 
Islands. But he did not give up his plan to live in Dar, and he eventually 
traveled to Dar despite having no connections: “Yes, as I told you that 
there must be a person to host or welcome you. You might get impris-
oned and this person becomes your referee or else you must be having 
money. The good thing is God helped me; the time I was moving to Dar 
es Salaam I had money so for whatever case maybe I would hire a taxi and 
would rent a room, put a mattress.”

Although he did not have a host in the capital, he did have some 
money, was more skilled, and knew better how to navigate urban envi-
ronments. Between 2006 and 2014, while residing in Dar, he worked 
as a construction foreman, a laborer sorting scrap metal, a waiter, and a 
security guard.

So, what are the insights gained from R’s story and the stories of the 
seventy-five respondents? First, two key features emerge to understand 
migration: a person’s action space and cumulative causation. Action 
space defines the range of possible destinations a migrant can realistically 
move to and is determined by a complex of factors, such as aspirations, 
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resources, and social norms. But migration is not a one-shot event, and 
a migrant’s action space continuously evolves, expands, or contracts, 
through cumulative causation.

Second, urban centers are seen as having more “circulation” (mzunguko 
wa pesa), that is, the circulation of money, goods, people, and ideas. This 
makes them particularly attractive. With circulation also comes an ano-
nymity that is valued, but the closeness of the village links, and the secu-
rity this brings, in case things go wrong, are set against this. And city life 
is fully cash driven. The small town then emerges as the more accessible 
alternative, in between the village and the big city. It offers circulation 
and thus opportunities, and some degree of anonymity, while the distance 
to the village remains surmountable, which is important, in case things 
go awry. Although the capital city Dar is the preferred destination, the 
nearest small town is more accessible, especially for first-time migrants.

Third, the first move is different, in that it is mostly about getting 
away from the village and about breaking the cycle, and it is not so much 
about maximizing one’s income. Having money to pay for the fare and 
a helpful connection in the destination are key to a move. This is more 
likely the case for secondary towns than in cities. But the migration pro-
cess doesn’t stop there. As time moves on and migrants settle in their 
occupations and advance in their life cycle, the window of opportunity 
for migration closes. Family obligations grow and aspirations subside.

Ingelaere et al. (2018) conclude that this complex of factors, all linked 
to proximity, explains why many rural migrants end up in secondary 
towns; they are much easier to access and navigate and thus that is where 
rural migrants often move and stay.

C O N C L U S I O N

The tidal wave of urbanization that is underway in developing coun-
tries, and particularly in Africa, needs policy responses. As shown in this 
chapter, viewing urbanization as an aggregate is empirically inaccurate. 
The composition of urbanization also matters. In particular, the small 
town versus big city distinction should be made clearly and consistently. 
But it is not just a matter of empirical inaccuracy. The natural policy 
inclination is to equate urbanization with big city growth. Together with 
the natural metropolitan bias among national elites, this leads to dispro-
portionate public investment in the capital city and other large urban 
agglomerations. This neglects small towns, however, where much of the 
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urbanization is increasingly taking place and which contribute signifi-
cantly to poverty reduction.

We report a line of research and policy analysis focused on Tanzania, 
which highlights the role of secondary towns in migration and in poverty 
reduction. Using the national panel data as well as the KHDS panel, we 
find that migration to secondary towns contributes more in aggregate to 
poverty reduction than migration to big cities, even though the typical 
move from a rural area to a town reduces poverty by less than the typi-
cal move from a rural area to a city. This is because there are many more 
people moving from rural areas to towns than to the city. But why does 
this happen, if the typical move to a city is so beneficial?

We answer this question by introducing distance and migration costs, 
not only in the physical sense (transport) but also in the sense of infor-
mation, uncertainty, and contacts in a broader setting. We adapt the 
standard H-T framework to incorporate these costs and show that, in 
equilibrium, we can indeed have more migration to small towns.

Empirical simulation with the KHDS data illustrates how the higher 
migration costs of moving to a city than to a town can solve the observed 
migration equilibriums, given the going wage rates across the different 
locations and sectors. We further show econometrically the importance of 
physical distance in explaining migration choice, it being understood that 
physical distance could stand as a proxy for all kinds of economic and 
social distance. Finally, qualitative analysis of the experience of a selection 
of migrants in the KHDS panel corroborates the role played by small 
towns in expanding migrants’ action space and as a crucial node in the 
cumulative causation that underlies many migration trajectories.

We hope that these insights from Tanzania will lead to further research 
on small towns and their role in migration and poverty reduction, and 
that this role will increasingly be factored into policy analysis and deci-
sion making.
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The urbanization–industrialization nexus has gained attention as a critical 
mechanism for strengthening economic growth strategies in African coun-
tries. The recent focus on urbanization and industrialization policies at 
the national level is welcome, as countries have suffered from the absence 
of substantial and informed national interventions on both fronts. Infra-
structure development is recognized as a required input for both meeting 
the basic needs of a growing urban population and for facilitating indus-
trial development.1 Although infrastructure systems (e.g., in water and 
sanitation, transport, energy, and telecommunications) are inherent in the 
quality of life in cities, experiences around the world show how infra-
structure development is no guarantee of prosperity. Indeed, urban infra-
structure development implemented without an understanding of who 
benefits and who pays often leads to excessive debt, displacement, and 
growing inequities (Robinson 2003; de Wet 2006; Chakrabarti and Dhar 
2009; Flyvbjerg 2014; Hannan and Sutherland 2015; Carolini 2017). The 
essential challenge for African cities then is not simply to develop infra-
structure for its urban population growth and economic development but 
also to ensure that policies targeting urban infrastructure development 
equitably consider and address the impacts of policies and projects on the 
quality of life and standards of living of all urban residents.

Greater emphasis, however, must be placed on understanding what 
“all” urban residents actually refers to in practice. The critical mass—
and unmet basic needs—of the urban poor (or slum dwellers2) cannot be 
overstated in the urban African context. Figure 15.1 shows that close to  
60 percent of urban dwellers (i.e., the majority of urban residents) in Sub-
Saharan Africa live in slums. This number has steadily grown over the 
past three decades (see figure 15.2). Indeed, as global population growth 
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Figure 15.1 Percent of urban population living in slums

Source: Adapted from data in United Nations Human Settlement Programme’s Global Urban Indicators  
Database (2015).

0 10 20 30
Urban population in slums (%)

40 50 60

Northern Africa

Sub-Saharan Africa

Latin America and the Caribbean

South-eastern Asia

Eastern Asia

South Asia

Western Asia

Figure 15.2 Urban slum population at midyear in Sub-Saharan Africa, 
1990–2014

Source: Adapted from data in United Nations Human Settlement Programme’s Global Urban Indicators  
Database (2015).
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is expected to be greatest in African (and Asian) small and midsize cities, 
if no action is taken, the slum population in African cities is expected to 
continue on this growth trajectory (United Nations 2015b).

Given this context, I argue that urban infrastructure investments made 
in the name of modernization alone, without attention to the basic needs 
of the majority of the urban population (i.e., the income poor), risk 
delimiting the real potential for quality economic growth in African cit-
ies. The following sections present experiences with municipal finance, 
infrastructure development, and urban planning in Africa. Borrowing 
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heavily from the Mozambican capital’s case, they advance the potential 
for their reform.

M U N I C I PA L  O W N - S O U R C E  R E V E N U E S :  

A  P O L I T I C A L LY  C O N T E S T E D  B U T  R E Q U I S I T E  R E F O R M

How urban development, and in particular infrastructure projects, is 
financed matters for who carries its risks and benefits. Intergovernmental 
transfers are an important source of revenue for municipalities world-
wide, but own-resource revenues also play a key role in financing munici-
pal services. The economic literature gives conflicting theories about 
whether the local property tax—widely recognized as the most important 
of own-source revenue at the subnational level—is progressive or regres-
sive (Sepulveda and Martinez-Vazquez 2012; Oates and Fischel 2016). A 
major shortcoming of such scholarship is that it does not consider the 
intra-urban scale. For example, Sepulveda and Martinez-Vazquez argue 
that property tax, as a local government revenue (as opposed to central 
government revenue), fails the test of the horizontal equity principle 
because “heterogeneity and different tax bases impose unequal conditions 
in different jurisdictions” (2012, 180). The capital-tax view, however, 
allows for the progressive consideration of unequal conditions within cit-
ies or jurisdictions, given that it largely affects owners of capital through-
out an economy. In the context of significant intra-urban heterogeneity 
in income and wealth—as exists in so many in African cities—this latter 
view of the property tax as progressive is critical.

Emerging literature on African property tax systems show that the 
property tax is one of the major untapped revenue sources. Although local 
government revenues from property taxes on average sit at about 0.42 
percent of gross domestic product (GDP) globally, the range between 
income levels is striking, moving from 0.03 percent of GDP among least 
developed countries (the majority of which are in Africa) to 0.89 percent 
of GDP among high-income countries (United Nations Capital Devel-
opment Fund [UNCDF] and United Nations Department of Economic 
and Social Affairs [UNDESA] 2016). This difference is even more signifi-
cant when also considering the GDP differences among country income 
groups. Fjeldstad and Heggstad (2012) report that revenues from the sub-
national property tax accounts for less than 0.5 percent of GDP in many 
African countries, but in many countries, it is much lower than even that. 
In Mozambique, for example, the property tax (or the Imposto Predial 
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Autárquia, IPRA) is significantly underutilized. In a study of six major 
cities in the country’s central and northern provinces, the IPRA repre-
sented only 6.8 percent of total municipal revenues (Boex et al. 2011). In 
the country’s capital, Maputo, the average IPRA collected between 2010 
and 2014 represented a slightly higher amount, accounting for approxi-
mately 10 percent of local tax revenue (UNCDF and UNDESA 2016).

Updating property valuation and increasing the levels of collected 
IPRA represent a significant opportunity—and political challenge—for 
cities like Maputo and others in Sub-Saharan Africa. Maputo’s city cen-
ter is booming with new construction—often luxury buildings includ-
ing high-rise buildings and new condominium apartments renting for 
US$6,000 a month (The Business Year 2014; Carolini 2017). Yet revenues 
from the IPRA are underutilized for a few reasons, not least of which is 
political resistance. First, the updating of cadastral systems in Maputo 
and other Mozambican cities has been slow (Boex et al. 2011; Weimer 
2012; Carolini 2017). The city only issued a declaration legalizing the 
updating of property values in December of 2010, which also was heav-
ily criticized—despite the fact that the previous update had been several 
years earlier (O País 2011). Maputo’s mayor David Simango complained 
that even with a new digitized registration system launched in 2013, 
ten thousand of the thirty-six thousand potential IPRA contributors in 
Maputo had not paid their property tax in 2014 (O País 2014).3

Second, when the patrimonial or book value of properties is absent, 
in Mozambique the IPRA is based on self-reported values as a first alter-
native and on potential market values as a last alternative. This clause 
allows for individual discretion and creates opportunity for underreport-
ing when formal book values are not recorded. Mozambique’s law is not 
unlike others on the continent in this regard. In fact, Rwanda moved 
entirely from an area-based property tax valuation system to a system of 
self-reported market values, generating an extremely low valuation ratio 
in its capital, Kigali, with significant variation in undervaluations therein 
(Fjeldstad et al. 2017).

Finally, in Maputo, as in most other cities, legal exceptions from the 
property tax (IPRA) exist in generous form. Particularly in a city like 
Maputo—whose city center is dense with both a rich architectural heri-
tage and a recent modernist boom in the built environment—tax exemp-
tions can be devastating for the municipal budget’s revenues. Mozambican 
law indicates that a number of properties are exempt from the IPRA, 
including buildings used by the government, public utilities, diplomatic 
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missions, museums and educational institutions, buildings constructed 
using the country’s Housing Fund, and buildings of officially recognized 
nonprofit organizations.4 Many exempt buildings are concentrated in 
Maputo’s urban core, precisely where real estate market values are also 
the highest. Equally important for Maputo, newly constructed buildings 
are exempt from the IPRA for five years (Boex et al. 2011). Like exempt 
buildings, new construction tends to be concentrated in the high-value 
city center or coastal neighborhoods; thus, IPRA potential is by the very 
nature of the law underutilized in the highest-value real estate market in 
the country. Although exemptions from the property tax are a traditional 
tool used by city governments around the world to incentivize redevelop-
ment and construction, their use in a context of very low own-source 
revenues is problematic. In such environments, other mechanisms that 
recapture the privatization of location-tied benefits, such as a land value 
capture program or a program for payments in lieu of taxes (or PILOTs),5 
are absent. The result is a significant loss of potential local revenue for the 
city, and relatedly, the fleecing of an important source to leverage domes-
tic finances for critical infrastructure projects.

To put these figures in perspective, recall that Mozambique emerged 
from its internal civil war in 1992, and Maputo gained recognition as a 
financially and politically autonomous city only in 1998. Furthermore, reli-
able records of the city’s budget started later in 2004, after the election of 
Eneas Comiche as president of the city council (i.e., mayor).6 As such, 
delays in updating Maputo’s cadastre or property registry system should 
not be surprising, even more so considering that the status quo favors pow-
erful urban elites who are not paying (or underpay) into the system as of 
yet. The current property tax system, however, penalizes the urban poor by 
enabling the perpetuation of untaxed wealth accumulation among the city’s 
higher-income population who own fixed capital assets(i.e., housing) in 
the city center. In effect, this dilemma facilitates the growth of inequalities 
in the city between its urban core and rapidly growing periphery neigh-
borhoods, many of which are considered informal or slums where infra-
structure delivery is inadequate. Even Maputo’s middle-class residents are 
increasingly being pushed out of the city center by the high-end capture 
of the city’s housing core; instead, they seek affordable shelter in less ser-
viced peripheral or peri-urban neighborhoods (Jenkins 2013). In contrast, 
the top-end residential real estate market in the city’s center is advertised 
and rented out in U.S. dollars, clearly targeting expatriates working in the 
private sector, in the international development industry, or in diplomatic 
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missions. Indeed, rental incomes from housing in the city center often pro-
vide a significant supplement for homeowners in the city, so much so that 
an industry of housing brokers emerged to connect well-appointed homes 
with foreign capital-rich renters.7

For these reasons, the rampant evasion or underpayment of property 
taxes and the slowness of updating the cadastre propagate the city’s fis-
cal dependence on other sources of revenue for urban development 
projects—including intergovernmental transfers (which are relatively 
small) and international development aid (which is large relative to 
other sources). The turn to international aid to finance urban develop-
ment projects—particularly for key infrastructure—however delimits 
what taxation scholars globally argue is a key bargaining tool for mak-
ing political demands. More specifically, as Prichard shows in detailed 
studies of Ghana, Kenya, and Ethiopia, different but important causal 
pathways connect taxation with government responsiveness and account-
ability (2015). Furthermore, the importance of taxation as a financial tool 
for development is widely supported at an international level, even if it 
meets with resistance at the local. In the Addis Ababa Action Agenda of the 
United Nation’s Third International Conference on Financing for Devel-
opment, the international community committed “to enhancing revenue 
administration through modernized, progressive tax systems, improved 
tax policy and more efficient tax collection . . . including by broadening 
the tax base and continuing efforts to integrate the informal sector into 
the formal economy in line with country circumstances” (United Nations 
2015a, sec. 22). In its decentralization guide, the United Nations Human 
Settlement Programme (UN-HABITAT 2009) also acknowledges that 
“a significant proportion of the financial resources of local authorities 
should derive from local taxes, fees and charges to cover the costs of ser-
vices provided by them.” (12–13).

Responding to the wide importance afforded to taxation as a financial 
tool for development, a portfolio of alternative methods for property tax 
assessments have emerged, including rental value systems, capital value 
systems, land value systems, and area-based systems (the last of which is 
used by cities in Mozambique) (Bahl and Wallace 2010; Boex et al. 2011; 
Norregaard 2013). Ultimately, even if reforms are secured, and both valu-
ation and collection rates rise, the political will of urban leadership will be 
required to direct investments toward quality-of-life improvements that 
serve all residents. At the very least, a city like Maputo can reconsider the 
spatial implications of its generous IPRA exemptions to enable a fairer 
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distribution of IPRA inputs between the city’s high-market value core, 
where many exempt buildings stand, and its more peripheral neighbor-
hoods, where a growing number of poorer urban residents seek shelter.

I N F R A S T R U C T U R E  D E V E L O P M E N T:  F O R  W H O M  A N D  W H AT ?

After the 2012 Declaration on the Program for Infrastructure Development in 
Africa, the African Development Bank launched an independent financial 
entity called the Africa 50 Infrastructure Fund to complement its normal 
infrastructure finance portfolio and that of other multilateral develop-
ment banks and private investment funds. Africa 50 targets medium- and 
large-scale infrastructure development throughout the continent, focusing 
on energy and transport, although other sectors like telecommunications, 
water, and sanitation are considered on a case-by-case basis.8 The fund esti-
mates that the average yearly infrastructure financing need on the conti-
nent sits at roughly US$130 billion through 2025. Many such projects are 
set for urban environments throughout Sub-Saharan Africa. For example, 
Maputo’s urban landscape is changing with a number of significant infra-
structure projects in strategic transportation-related projects, as well as basic 
infrastructure projects in energy, water, and sanitation (Carolini 2017).

Although these infrastructure investments stand to enhance the city’s 
basic services, attention to the details of implementation reveal the com-
plexities involved when accounting for their financial and social costs 
and benefits. Flyvbjerg (2014) argues that the overestimation of benefits 
and the underestimation of costs in large-scale infrastructure projects is 
endemic and can be disastrous for both urban and national wealth. He 
presents statistical evidence showing that unaccounted-for complexities 
in major infrastructure projects reveal significant inadequacies of bud-
get and time contingencies that went into initial project plans. In short, 
development planners dream big but have little grasp—or admit little  
knowledge—of the actual costs and time required for the execution of 
major developments or megaprojects. Flyvbjerg’s work uses extensive 
empirical evidence from high-income contexts, but some scholars are 
examining how infrastructure development, particularly in cities, can 
wreak havoc on the local public purse and lead to worsening conditions 
for vulnerable urban populations in other contexts, including China and 
Ghana. In Nanjing, Wei (2015) shows that the preponderance of proj-
ects in development zones meant to enhance industrial development and 
economic growth have burdened Chinese cities with heavy debts and 
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facilitated corruption. Within the African context, using empirical evi-
dence from more than fourteen thousand basic social infrastructure proj-
ects started primarily by local governments in Ghana, Williams (2017) 
supports the relevance of Flyvbjerg’s findings on the miscalculations 
inherent in infrastructure planning. Roughly one-third of the projects in 
his Ghanaian study are never finished, a reflection of failed intertemporal 
bargaining between politicians. Strikingly, he argues that the money spent 
on noncompleted projects by local governments alone would be enough 
to fully construct 667 additional three-room schools serving more than 
seventy-three thousand children in Ghana every year (Williams 2017).

Although the underestimation of costs, the heavy burden of debts, and 
the overestimation of economic benefits provide enough cause for care-
ful consideration of how to better direct infrastructure development to 
enhance urban prosperity, it is also clear that the distribution of ben-
efits and costs, and particularly the physical implications, of infrastruc-
ture projects also demand detailed social accountability. For example, in 
Maputo, the development of a long awaited Maputo-KaTembe Bridge, 
which will be the longest suspension bridge in Africa, is displacing and 
undercompensating affected households (Carolini 2017). The majority of 
these families are characterized as the urban poor, with both homes and 
livelihoods standing within the planned development sites on either side 
of the bridge. The bridge is also to be accompanied by a complete rede-
velopment of the KaTembe District, a rural part of the capital city that 
is set to witness the development of major tourism facilities, including a 
golf course, according to developers involved (Carolini 2017). Such plans 
have been dubbed “fantasy plans” among some leading urban African 
scholars; they reflect an urban vision that too often ignores the significant 
urban inequalities such infrastructure and development plans reproduce 
at best and aggravate at worse (Watson 2014; Cain 2014; Obeng-Odoom 
2015; Turok 2012, 2016; Grant 2015). In short, for urban infrastructure 
development to support African industrialization, broad-based and local 
support and a wide distribution of project benefits must be part of the 
plan. This means, for example, that rather than considering displacement 
an unfortunate but necessary and unavoidable outcome of major urban 
infrastructure development, public policy makers can do more to enhance 
alternative planning, augment contingency budgets that include fair com-
pensation for displaced households, and actively seek out and incorporate 
input from affected households in initial phases of infrastructure plan-
ning. Such steps could guard against shortchanging the urban poor whose 
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very existence and survival in globalizing African cities is testament to the 
creative resilience and industriousness they bring to (often informal but 
important) urban economies. In short, infrastructure development that 
benefits the wide urban populace calls for good urban planning.

U R B A N  P L A N N I N G :  B U I L D I N G  A  B E T T E R  

C A PA C I T Y  T O  S E R V E  T H E  P O O R

The New Urban Agenda emerging from UN-HABITAT’s third major 
orienting conference in 2016 recognizes that “urban form, infrastructure 
and building design are among the greatest drivers of cost and resource 
efficiencies, through the benefits of economy of scale and agglomeration 
and by fostering energy efficiency, renewable energy, resilience, produc-
tivity, environmental protection and sustainable growth in the urban 
economy” (United Nations 2016, 44). In other words, urban planning 
is cost-efficient development. This is especially the case when significant 
urban population growth is expected—as it is in Africa’s cities. One of 
the major messages of the UN Millennium Project Task Force on Slums 
is that planning for the needs of the growing low-income population in 
advance is much cheaper than remedial interventions to upgrade informal 
settlements (UN Millennium Project 2005). The Task Force estimates 
that the average cost of providing alternatives to slum formation for Sub-
Saharan Africa is US$352 per person, while the cost for upgrading slums 
is US$528 per person (UN Millennium Project 2005, p.141).9 Planning 
for alternative urban futures that adequately incorporate anticipated 
population growth, particularly of low-income households, requires first 
that city decision makers are central conductors of urban development 
(as opposed to national and international actors alone); and, second, that 
urban-planning capacities to serve the urban poor are enhanced. To this 
end, a few current efforts to build out professional planning education in 
Africa are noteworthy and promising.

At a small gathering in Dar es Salaam in 1999, three African urban 
planning scholars began a professional network of planning programs 
across universities on the continent (Watson and Odendaal 2012). Today 
that network, the Association of African Planning Schools (AAPS), 
includes fifty-five different urban planning programs across Africa and 
hosts conferences and meetings to discuss current research and exchange 
ideas on curriculum building for a profession that is still rather small com-
pared with the actual needs for (good) urban planning on the continent. 
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AAPS’s efforts are an important step toward fostering the development 
of professional urban planners who are well informed and trained about 
different realities of urban life and planning processes within contem-
porary African cities. Rather than resting within colonial paradigms of 
planning, which remain major influences on urban development in so 
many cities on the continent, member schools in the AAPS are directly 
contributing to the reform of both planning education and practice by 
engaging directly with urban residents and local governments in African 
cities (Watson 2009; Odendaal 2013). Critically, for example, planning 
curricula in AAPS schools now incorporate training on slum upgrad-
ing, given the magnitude of urban populations living in slum conditions 
on the continent. This turn toward upgrading recognizes the failure of 
slum-clearance experiences on the continent. The infamous 2005 slum-
clearance order in Harare, Operation Murambatsvina (or “Drive Out the 
Rubbish”), for example, is a legacy of old planning laws inherited from 
the colonial era (Kamete 2009). Such laws have failed to eliminate urban 
poverty and instead have been commonly used to rationalize uncom-
pensated or forced evictions of thousands of urban households (Watson 
2009; Watson and Agbola 2013). New curricula developed within AAPS 
now recognize the importance of working with—not against—residents 
in slum neighborhoods to both enumerate households and coproduce 
plans that envision their upgrading (Watson and Agbola 2013).

Relatedly, at the University of Eduardo Mondlane (UEM) in Maputo, 
an entirely new master’s degree program on planning in informal settle-
ments is now offered by the Faculty of Architecture and Physical Planning 
(FAPP).10 The master’s degree program’s origin is in a capacity-training 
program started in 2013, supported by the municipal government of 
Maputo and the World Bank as part of a wider partnership between the 
two on municipal reforms called ProMaputo. That partnership included 
initiatives centered on institutional development and governance, munici-
pal finance, and service and infrastructure planning and delivery improve-
ment. Capacity training for municipal employees on upgrading informal 
settlements was envisioned as a mechanism to implement these initiatives 
in the city. As such, the city government and the World Bank approached 
the FAPP at UEM to host the training program. UEM expanded the 
original idea for a capacity-training program by creating a dedicated plan-
ning degree in informal settlements upgrading. The two-year program 
targets municipal professionals through evening classes, online program-
ming, and field research in informal settlements throughout Maputo. The 
first cohort included thirty-seven students, largely professionals already 
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working in Maputo’s city government as well as professionals from the 
private sector and students from Brazil and Spain. UEM’s effort dem-
onstrates the importance of a reformed curriculum that recognizes that 
informal settlement residents have rights and make important contribu-
tions to urban economies. In other words, African planning programs 
are transforming into realities the high-level international consensus  
(as articulated in both the Millennium Development Goals and Sustain-
able Development Goals) on the need to both upgrade slums and create 
alternatives to new slum formations.

C O N C L U S I O N

This chapter highlights the importance of incorporating the basic needs of 
the urban poor via three urban development tools that can be reformed to 
better distribute benefits from Africa’s urbanization and economic growth. 
The wide consensus among scholars of urban planning, urban econom-
ics, urban sociology, and urban politics is that development interventions 
must be broad-based initiatives that explicitly seek out the voice and needs 
of the urban poor. Too often, however, policies and projects launched in 
the name of development are disconnected from the realities of imple-
mentation in cities that are home to a majority population of the urban 
poor. Indeed, when more than half of a city’s residents are in neighbor-
hoods unrecognized or formally ignored by governments (i.e., informal 
settlements), then the term “informality” loses its significance. Informality 
in that context is the norm, not the aberration. Fighting informality with 
forced evictions, clearance programs, or more subtle means of disposses-
sion in African cities will not foster urban prosperity—quite the contrary, 
as has been shown repeatedly across the globe. Urban prosperity is instead 
the product of integrated efforts to enhance the quality of life for all urban 
residents—whether in informal or posh neighborhoods. This means both 
helping to upgrade the substandard conditions in which many urban 
residents currently live as well as creating opportunities—through effec-
tive urban planning, infrastructure development, and municipal financial 
reform—for future urban residents (many of whom will be poor) to live 
and work in dignified conditions. This chapter draws attention to some 
of the measures African cities and supporting institutions can take or sup-
port toward this end, from reconsidering generous tax exemption policies 
to supporting the capacity development of urban municipal professionals 
to address the challenges—and opportunities—of working with residents 
in informal settlements to implement improvements.
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N O T E S

1. See, for example, the latest Economic Report for Africa from the United 
Nations Economic Commission for Africa 2017, entitled “Urbanization and Indus-
trialization for Africa’s Transformation.”

2. The United Nations recognizes slum dwellers as residents living in substandard 
conditions in regard to housing quality, density, security of tenure, and access to 
adequate potable water and sanitation; UN Millennium Project, A Home in the City, 
ed. E. Sclar, P. Garau, and G. Y. Carolini (London: Earthscan, 2005).

3. In Mozambique, the national government maintains the property registry sys-
tem under the authority of the National Tax Authority; see Boex et al., An Analysis of 
Municipal Revenue Potential in Mozambique (Washington, DC, 2011).

4. See Protal do Governo de Moçambique, Descrição Geral, accessed March 
31, 2019, http://www.portaldogoverno.gov.mz/por/Empresas/Impostos-e-Taxas 
/Imposto-Predial-Autarquico-IPRA/Descricao-Geral.

5. Land-value capture has been a significant source of municipal income across 
Latin America, particularly in Brazil. PILOTs are popular in the United States, allow-
ing cities like Boston to regain much of the tax-income they otherwise lose by law 
because of the abundance of tax-exempt organizations that own buildings in the city.

6. Interview with municipal official (anonymous) July 6, 2009. Before Comiche’s 
tenure, Maputo’s first elected mayor was Artur Hussene Canana, who also had been 
the appointed mayor before elections were allowed.

7. See, for example, the online brokerage site Aparthotel Mozambique (accessed 
March 31, 2019, http://www.aparthotelmozambique.com/property-owners/quem-
somos/), whose rental listings are in English and quoted in U.S. dollars, whereas its 
residential supply registration page remains in Portuguese, the official language of 
Mozambique.

8. See Africa 50, accessed January 28, 2017, https://www.africa50.com/focus-areas/.
9. The UN Millennium Project Task Force’s estimates for slum upgrading costs 

per person in Africa included Sub-Saharan Africa and Egypt.
10. Information about the master’s degree program and its origins are from discus-

sions with Professor João Tique, a senior faculty member at FAPP in 2014 and 2015 
deeply involved in the program’s launch.
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