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Foreword

Countries across Sub-Saharan Africa need to overcome two important 
challenges to achieve economic development. The first is the creation of  

large-scale jobs, particularly for its burgeoning number of youth entering 
the labor market every year. The second is a sustained increase in produc-
tivity to raise standards of living and break the poverty cycle for millions of 
people. In other parts of the world, both these challenges have been histori-
cally achieved through the development of the industrial sector. The rela-
tively high labor intensity of industry has made it a viable destination for 
labor moving out of agriculture at the start of the economic development 
journey. Also, because productivity tends to be higher in industry than in 
agriculture, the movement of labor from agriculture to industry has raised 
the economy-wide productivity and accelerated structural transformation.

However, the traditional industrial sector has been less dynamic in Africa, 
certainly in comparison with fast-growing East Asia. Industrial activity and 
employment in African countries have tended to peak at lower shares of 
gross domestic product in earlier stages of economic development—a phe-
nomenon known as premature deindustrialization. Even though manufac-
turing was expanding in Africa, other sectors have been expanding much 
more quickly. In part, this reflects technological progress in communication, 
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expansion of the internet, and new forms of business organization including 
global value chains. Given these trends, how can Africa create productive 
jobs for its large and growing youth population and achieve structural trans-
formation if the well-trodden path of industrial development has become 
difficult to replicate?

To answer this question, Brookings’ Africa Growth Initiative initiated 
research—in collaboration with several partner think tanks across Africa— 
which has revealed the emergence of modern services sectors with character-
istics similar to traditional industry. We find that these “industries without 
smokestacks”—including tourism, horticulture, agro-processing, financial 
and business services, and information and communications technology—
are tradable, relatively labor-intensive, and amenable to technological 
upgrading, much like manufacturing. They exhibit higher productivity than  
traditional agriculture, and thus they have the potential to spur Africa’s 
structural transformation.

This book synthesizes the results of this research and provides key 
policy recommendations for industries without smokestacks to play an 
important role in job creation and structural transformation. The book 
pushes the global knowledge frontier in this field, and I am hopeful that it 
serves as a useful resource for academics, policymakers, scholars, and all 
other stakeholders.

I am very grateful to the contributors: Our think tank partners 
across Africa, which provided regional insights and expertise—including  
UNU-WIDER, the International Growth Centre, and Finn Tarp—for 
their partnership on the early research agenda, as well as to our think 
tank partners across the region and my fellow editors—Haroon Bhorat, 
Richard Newfarmer, and John Page—for their analytical and editorial 
contributions.

—Brahima S. Coulibaly
Vice President, Global Economy and Development, Brookings
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ONE

From Deindustrialization to Job Creation

New Perspectives on African Growth

CHRIS HEITZIG, RICHARD NEWFARMER, AND JOHN PAGE

After a tumultuous few years since the onset of the COVID-19 pandemic, 
African policymakers are turning their attention to promoting economic 

recovery with structural measures that build in resilience to external shocks. 
These imply undertaking macro- and microeconomic policies that propel 
increases in productivity while diversifying the base of economic activity and 
exports to achieve economic transformation. At its heart, achieving struc-
tural transformation and overall economic development requires increasing 
within-sector productivity as well as progressively increasing the share of 
labor, investment, and technology allocated to activities with relatively higher 
productivity.1

In contrast to the conventional path of transformation—agriculture to 
industry to services—Africa’s growth has relied less on manufacturing and 
instead has featured sectors such as horticulture, agro-processing, busi-
ness services, activities based on information and communications tech-
nology (ICT), and tourism. A previous study indicated that these activities 
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share many of the same characteristics as manufacturing—they have higher 
labor productivity relative to traditional agriculture, they are amenable 
to technology-induced and scale-induced productivity growth, they are 
tradable and hence can propel export growth and benefit from import 
competition, and, importantly, they are labor intensive (Newfarmer, 
Page, and Tarp 2018). As a result, they have the potential to create produc-
tive jobs with higher worker earnings. We call these activities—somewhat 
metaphorically—“industries without smokestacks” (IWSS).2

Africa’s pattern of economic transformation prompts important questions 
for the continent’s policymakers: Can the growth of these sectors generate a 
sufficient number of new jobs to employ people productively without relying 
mainly on manufacturing growth? Can these new jobs incorporate women, 
youth, and unskilled workers? Will these new jobs be sufficiently productive to 
power growth and raise incomes? In other words, if well supported, can these 
sectors, in tandem with manufacturing, drive Africa’s economic development?

The purpose of this volume is to provide answers to these questions by 
undertaking case studies of eight Sub-Saharan African countries: Ethiopia, 
Rwanda, Uganda, Ghana, Kenya, Senegal, Zambia, and South Africa. The 
studies highlight three to four most-promising IWSS sectors in each 
country, assess their potential to create productive jobs, examine the con-
straints holding back their growth, and suggest policy recommendations 
to address these constraints.

By focusing on IWSS, the studies in this volume turn the analytical prism 
in a way different from the lens crafted from the conventional trichotomy of 
agriculture, industry, and services. Identifying activities that have relatively 
high productivity, are amenable to the adoption of new technologies, and are 
tradable is designed to focus attention on potential sources of growth that fall 
below the radar screen of policymakers as they design industrial policies. 
The aggregation of IWSS highlights activities in Africa that collectively 
power growth in ways different from more traditional paths followed in 
other regions. Whether agro-processing, horticulture, tourism, other busi-
ness services, or other tradable activities, these could have as easily—if less 
elegantly—been dubbed “modern” sectors or “high-performing” sectors. 
They are modern industries that have traditionally been services oriented, 
boast scalable production, and, owing to recent innovations, have become 
tradable across borders.3 Collectively, these IWSS sectors as prospective 
drivers of growth present a rather more optimistic view of the potential for 
structural transformation in Africa than a narrow focus on manufacturing 
(figure 1-1).
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To elaborate on these ideas, this chapter utilizes an analytical framework 
emerging from the literature on structural transformation and that synthe-
sizes data from all eight case studies. The opening section reviews the recent 
literature on the roles of manufacturing, agriculture, and services in contrib-
uting to unconditional convergence in labor productivity growth rates 
between low- and high-income countries. It highlights activities that have 
the potential to drive income convergence and analyzes ways Africa’s pattern 
of transformation differ from those of other regions. The second section 
drills down on the many activities within sectors in Africa beyond manufac-
turing that hold the promise of higher productivity, and then sketches the 
role of these IWSS activities in a comparative analytic framework for the 
eight countries in this study. It reviews their growth, employment, and export 
performance. The third section elaborates on the role of IWSS activities for 
productivity growth. The analysis underscores that productivity gains within 
IWSS sectors are an essential part of Africa’s transformation.

The Context: Africa’s Transformation and Employment Challenges

Trends in employment, as seen through the lens of conventional eco-
nomic sectors—agriculture, industry, and services—across Sub-Saharan 
Africa, indicate that average employment shares in agriculture have been 
consistently declining for the past decades, from 64 percent to 52 percent 
(figure 1-1).
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FIGURE 1-1. Labor Moves from Agriculture into Services  
in Sub-Saharan Africa
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Meanwhile, the share of industry—conventionally subsuming mining, 
construction, and manufacturing—has been relatively stagnant. In contrast, 
the share of employment in services has risen from 26 percent to 37 percent. 
These patterns reinforce the puzzling observations that labor in Africa has 
been migrating from agriculture directly into services, seemingly bypassing 
the industrial sector.

Rodrik (2014) and McMillian, Rodrik, and Sepúlveda (2016) focused 
centrally on the slow shift of resources out of agriculture into industry—
notably manufacturing—asserting that this process of structural transfor-
mation was inadequate to power growth. Manufacturing was seen to be 
special because it was subject to rapid technological change, economies of 
scale, and exporting, and low-income countries with manufacturing sectors 
on average have tended to have more rapid growth in labor productivity 
irrespective of other constraints on growth. These writings pointed out that 
Africa’s growth, even though recently comparable to rapid growth in other 
regions, was not the result of a fast-growing manufacturing sector, but 
rather growth within agriculture. A big reason why manufacturing has been 
so special in propelling economic growth is that it has exhibited “uncondi-
tional convergence”—that is, its productivity converges to the global fron-
tier, irrespective of conventional determinants of growth. A country with a 
booming manufacturing sector would likely have high growth rates—even 
when its institutions, demographics, and geography put it at a relative disad-
vantage. Since agriculture and services were seen not to provide drivers of 
high productivity, this pattern would likely foredoom Africa to slow growth. 
Moreover, manufacturing as a share of gross domestic product ceased to 
expand in the course of development, which led scholars to conclude that 
Africa was afflicted by “premature de-industrialization.”

Other studies have questioned the assertion that agriculture and services 
hold little promise for rapid technological change and productivity growth. 
Several studies of African agriculture show that deploying modern tech-
nology can raise productivity substantially. In Uganda, for example, several 
studies show that farmers’ low productivity is associated with the underuti-
lization of modern seeds and fertilizer, in part because counterfeit products 
reduce their adoption (Bold et al. 2017) or mismanaged supply chains 
undercut the power of new technology (Barriga and Fiala 2018). Lagakos 
and Shu (2021, 4) cite studies that show that agricultural productivity in rich 
countries is 78 times higher than in poor countries, a fact that suggests that 
the potential for improvements in productivity are enormous.
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Similarly, for services, Baccini and others (2021) argue that services can 
play a role similar to manufacturing because of changes in the organization 
of international production, the reduction in transportation costs, and 
opportunities associated with new technologies, especially in communica-
tions. The authors emphasize the heterogeneity in services and hence widely 
differing levels of productivity. Indeed, they show that, within services, 
higher-skilled services such as finance, health, and education are associated 
with higher levels of development, while lower-skilled services, including 
trade and transportation, tend to decrease with levels of development.4

Nayyar, Hallward-Dreimeirer, and Davies (2021) have undertaken 
arguably the most ambitious study of services in development. Using the 
traditional trichotomy of economic classifications, they found that labor 
productivity growth in services over the period 1995–2018 was the same or 
greater than in industry in four of the six main developing regions.5 That 
is, services productivity growth was about the same in Latin America, but 
exceeded industry in the Middle East and North Africa, South Asia, and 
Sub-Saharan Africa. Only in Eastern Europe and East Asia did manufac-
turing productivity grow more rapidly than in services. Moreover, in Sub-
Saharan Africa, within-sector productivity growth in services was four 
times that of industry. Finally, they conclude: “Although the literature has 
emphasized structural transformation from agriculture to manufacturing 
as the central dynamic to understanding productivity growth in LMICs, 
we find that the increasing share of services in total employment accounts 
for the bulk of the contribution of structural change in each region” 
(Nayyar, Hallward-Dreimeirer, and Davies 2021, 11).

Noting the heterogeneity of services in their degree of complexity and 
productivity levels, Nayyar, Hallward-Dreimeirer, and Davies (2021) created 
four subgroupings of services: low-skill domestic services (e.g., retail trade, 
administrative services, arts and recreation, etc.); low-skilled tradable ser-
vices (e.g., wholesale trade, transportation, hotels, and restaurants); skill-
intensive social services (e.g., education and health); and what they termed 
“global innovators” (e.g., financial services, ICT, and professional services). 
They found that domestic services growth was inversely associated with 
national income levels, while global innovator services were positively associ-
ated with country income. Low-skilled tradable services were uncorrelated.

For many countries around the world, the pattern of structural trans-
formation took on different characteristics after about the 1990s, and these 
accelerated into the 2000s. This new form of structural transformation 
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favors formal sector companies that offer tradable products and services 
that are both high in productivity and potent job creators. Diao, McMillan, 
and Rodrik (2021) and Rodrik (2022) generalized their model to allow the 
inclusion of other activities beyond manufacturing by referring to the 
“modern sectors.” This could include formal manufacturing but presum-
ably also services sectors and other activities, though it is unspecified in 
their work.6

While unconditional convergence is evident in formal manufacturing 
and, as Nayyar, Hallward-Dreimeirer, and Davies (2021) call them, “global 
innovator services,” analysis with more recent shows it is also found in other 
so-called modern sectors, including construction, wholesale and retail trade, 
and transportation services. For four categories of activities, figure 1-2 
shows three decades of country labor productivity, with the horizontal axis 
being labor productivity in 1990 and the vertical axis showing the growth of 
labor productivity over the three decades. A line with a negative slope can be 
interpreted as the speed of sectoral convergence in closing the gap of labor 
productivity between the lowest and highest rates of initial productivity. 
From the figure, it is apparent that unconditional convergence is found not 
only in manufacturing but also in the group of sectors we have labeled 
“modern sectors” (for lack of a better term). These include business services, 
construction, financial services, real estate, trade services, and transporta-
tion services (see the annex). Agriculture shows only a weak tendency toward 
convergence, while conventional activities—including government, mining, 
and utilities—also show convergent tendencies. The rate of unconditional 
convergence, referred to in the literature as “beta convergence,” is strongest, 
however, in the “modern sectors” (–2.11), and somewhat greater than in 
manufacturing (–1.01) (figure 1-2). When the analysis excludes Africa from 
the sample, the beta convergence is marginally weaker in the modern 
sectors and manufacturing—indicating that these sectors are a powerful 
productivity-equalizing force for African economies.

Patterns of Structural Transformation: What Sets Africa Apart?

So how does the pattern of structural transformation in Africa over the 
last two decades compare with those of other regions? To analyze this, we 
decompose productivity growth into within-sector growth—the benefits of 
sectors more productively using their labor inputs—and between-sector 
growth—the benefits of reallocating labor from less productive sectors 
to more productive ones. This follows the methodology developed by 
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Fabricant (1942) and subsequently popularized by de Vries, Timmer, and 
De Vries (2015), Diao and others (2019), Nayyar and others (2021), and 
others. The analysis uses the Economic Transformation Database, a newly 
released data set that contains data for employment and value added for 
12 sectors for 1990 to 2018, jointly produced by the Groningen Growth 
and Development Centre and UNU-WIDER. The database covers the 
eight-case study countries presented in this book as well as Botswana, 
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FIGURE 1-2 . Unconditional Convergence in Labor Productivity  
by Sectoral Grouping

Sources: Authors’ calculations, using GGDC/UNU-WIDER’s Economic Transformation 
Database and the OECD’s Structural Analysis Database.

Note: The vertical axis shows the compound annual growth in real value added per worker for 
one-digit ISIC sectors by country using these three periods: 1990–2000, 2000–10, and 2010–18. 
The horizontal axis shows baseline labor productivity values in the given base year (1990, 2000,  
or 2010). The β coefficient is the slope of the regression of the vertical axis on the x axis, controlling 
for sector, decade, and sector-decade fixed effects. Modern sectors include business services, 
construction, financial services, real estate, trade services, and transportation services. Other 
sectors include government, mining, and utilities.
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Burkina Faso, Cameroon, Lesotho, Malawi, Mauritius, Mozambique, 
Namibia, Nigeria, and Tanzania (see the annex to this chapter for details).

Over the period 1990–2018, the overall growth rate of productivity in 
Africa was notably lower than fast-growing East and South Asia, if some-
what higher than the Middle East and North Africa and in Latin America 
and the Caribbean. This is evident from the summation of the two bars for 
each region shown in figure 1-3. But the pattern of productivity growth in 
Sub-Saharan Africa is unique for the pace of structural transformation. 
Contrary to some of the earlier literature, between-sector productivity 
growth is nearly an almost equal share of overall productivity growth as 
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within-sector growth. Increasing agricultural productivity has been a key 
driver of this pattern, but all the major sectors also contributed. Most 
remarkably, calculations using 2000–2018 data show that services played 
a more prominent role than manufacturing in both within-sector growth 
and between-sector growth in every region, suggesting that the services-
led growth discussed at length in this book is not unique to Sub-Saharan 
Africa.

The composition of Sub-Saharan Africa’s productivity growth has 
changed over time as well. The 1990s favored within-sector growth, which 
was led in nearly equal shares by services, industry, manufacturing, and 
agriculture. Since 2000, however, between-sector productivity growth has 
played a more significant role, led by a rising employment share in ser-
vices. Services also accounted for about 40 percent of within-sector growth 
between 2000 and 2009, but the sector did not keep pace with the rising 
employment in the decade that followed.

This pattern prompts several observations. First, overall productivity 
growth in Sub-Saharan Africa, at 3.1 percent over the three decades, has 
lagged behind the fast-growing regions of East Asia and South Asia but 
exceeded that for the Middle East and Latin America. Still, these numbers 
do highlight the challenge facing the region to catch up to regions with 
higher incomes. Second, much like the Asian countries, the largest contrib-
utors to productivity growth in Africa have been reallocation of workers 
from low-productivity agriculture to services, as well as productivity growth 
within agriculture itself. Third, as with fast-growing South Asia, African 
productivity growth within agriculture has contributed more than within 
manufacturing growth. Fourth, productivity growth within African ser-
vices has exceeded that of manufacturing. These patterns raise provocative 
questions: what activities within agriculture and within services are most 
promising, how do they fit into Africa’s growth pattern, and what policies 
can be adopted to promote them—questions to which we now turn.

Potential New Sources of Transformation:  
Industries without Smokestacks

Both the recent evidence on the unconditional convergence of the “modern 
sectors” and the pattern of structural transformation suggest there are 
new sources of economic growth and structural transformation in Africa. 
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The natural question to ask is therefore: what collections of economic activities 
are driving Africa’s growth in output and employment?

Identifying IWSS

To look beneath the surface of conventional sectoral definitions and iden-
tify new economic activities defining the economic transformation pro-
cess in Africa, we selected activities that provide significant employment of 
workers; that can apply new technologies and indeed drive technological 
progress, and benefit from scale and other economies; that are tradable, 
either as export activities or providing productivity-increasing import 
competition, or sometimes both; and that tend to be associated with 
agglomeration economies that accompany urbanization.

To measure these activities requires applying these criteria to conven-
tional economic margin when drawing boundaries and assigning activities 
to the IWSS sectors. Most troublesome was the allocation of services. 
Retail trade, for example, has a modern sector with relatively high produc-
tivity (think Shoprite, Pick ‘N Pay, or Massmart Holdings for retailing) 
and a large informal sector; we have adopted the convention (where pos-
sible) of including employment in tax-paying formal firms as IWSS and 
the remainder in non-IWSS. No less difficult is trying to distinguish 
employment in higher value added, commercial agriculture (including 
horticulture) from traditional, even subsistence, agriculture using rudi-
mentary technology; we have generally adopted the convention of using 
export agriculture as a proxy where more crop-level disaggregation was 
not available. Similarly, to apply the tradability criterion in selecting sub-
sectoral activities, the analysis relied on the World Trade Organization’s 
definitions—notably “trans-border service provision” (Mode 1) for trans-
portation (e.g., Ethiopian airlines, Imperial Holdings, or numerous trucking 
activities) and “commercial presence” (Mode 3) for construction (e.g., 
WBHO) or telecommunications (e.g., MTN).

The result of this classification produces an employment array across 
three broad categories for analysis: IWSS, manufacturing, and non-IWSS. 
In the analysis that follows, we include agro-processing, construction, 
export crops and horticulture, finance and business services, ICT and dig-
ital services, tourism, formal trade, and transportation. The country 
studies in this volume zoom in on four high-value-added subsectors of 
IWSS because of their leading-edge characteristics. Agro-processing is 
included in IWSS as one the featured sectors, along with horticulture and 
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other high-value-added agriculture. Among the service sectors, tourism, 
another featured sector, is a central economic driver in many African 
countries. ICT and digital services, and business and financial services, 
are comparatively new in most African countries, but they are sprouting 
new shoots of growth worthy of analysis.

Eight Countries with IWSS

The eight countries in this study allow for a close-up look at IWSS. While 
selected on the basis of available data rather than representative sampling 
techniques, the countries do capture well the diversity of Africa—both 
regionally and across income groupings. They range in population size 
from Rwanda, at 12 million inhabitants, to Ethiopia, with 109 million in 
2018 (table 1-1). They vary in levels of per capita income. A common char-
acteristic is the relatively high percentage of youth in the labor force, 
though female participation varies markedly from Senegal’s low of 35 per-
cent to Rwanda’s high, at almost 84 percent. Unemployment rates are more 
correlated with income levels.

The countries analyzed in this volume have generally not followed the 
East Asian path of agriculture-to-industry development led by manufac-
turing growth. Rather, their trends mirror those shown in figure 1-1. In 
Ghana, for example, employment has transitioned from agriculture into 
services, which has been the leading employer since 2014, but many services 
are low-productivity, informal activities. The structure of employment in 
Zambia has shifted from agriculture to informal work, such that in 2014 
4.9 million of 5.8 million workers (84.5 percent) were employed in the 
informal sector, mainly in services. In Senegal, the growing working age 
population has been almost entirely absorbed into the informal sector in 
urban areas. Employment is mainly characterized by low wages, underem-
ployment, and limited social protection (box 1-1).

Employment in IWSS Sectors

For the eight country studies, IWSS, on average, accounts for about one-
quarter of total employment, if with considerable variance associated with 
per capita income (table 1-2). In the low-income countries of Ethiopia, 
Uganda, and Rwanda, IWSS averaged about 16.6 percent. Their role was 
more important in middle-income countries—Senegal, Kenya, Ghana, 
and Zambia—at about 25.3 percent. Zambia, because mineral exports 
inflate its per capita income, is an outlier that lowers the average in this 
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Box 1-1. T hrough a Glass Darkly: Limitations  
in Analyzing IWSS

Assembling data with standardized definitions comparable across 
countries is not straightforward and poses some limitations. Once 
assignments are made, national statistics do not always allow for clear 
definitions; national surveys often change methodologies diminishing 
the comparability of benchmark periods. So, at times, the studies’ 
authors have had to rely on estimations and assumptions (which can be 
found in notes). The estimations typically relied on nationally repre-
sentative surveys. Because such surveys are only available for select 
years, the years are not necessarily the same across all case studies.

This chapter makes a number of departures from the case studies 
in order to standardize sector definitions for purposes of comparison. 
Case studies have slight differences in categorization and terminology 
in their data. In order to standardize across case studies, we subsume 
“finance, business, and professional services,” “financial and insur-
ance,” and “real estate” under “financial and business services.” In 
Ghana, we subsume “other crops,” “cocoa,” “livestock,” “forestry and 
logging,” and “fishing” under “traditional agriculture.” We place transit 
trade in the “trade and repairs” sector. We subsume maintenance and 
repairs into the sector “other IWSS services.”

There are a few cases for which sectors in certain countries are 
defined more broadly or narrowly than they are in other countries. 
In Ghana, for example, horticulture is contained within the agro-
processing sector rather than “export crops and horticulture.” In 
South Africa, government data include only those employees work-
ing in national, provincial, or local governments. In such cases, case 
study authors use household survey data and export data to estimate 
figures that permit comparison across all case studies.

Ethiopia, Ghana, and South Africa do not distinguish between 
informal and formal trade. To resolve this, we use ratios of coun-
tries that separate formal and informal trade to estimate the respec-
tive share in these countries. We follow a similar procedure when 
case studies were missing data for a single observation. In Ethiopia, 
information and communications technology (ICT) was originally 

(continued)
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volume’s narrow sample. In South Africa, the highest-income country in 
this volume, IWSS amounted to 54.6 percent.

In the eight country studies, IWSS were roughly correlated with their 
per capita income levels (figure 1-4). IWSS activities generally figure more 
prominently at higher levels of income—largely but not solely because of 
the role of services. For its part, manufacturing employment shares also 
shows some correlation among our (unrepresentative) sample countries.

categorized in transportation but was extracted using the average 
ratio between transportation and ICT found in the other case studies. 
Export crops was originally categorized in “traditional agriculture,” 
but was extracted using the average ratio between traditional agricul-
ture and export crops and horticulture found in the other case studies. 
In Zambia, export crops and horticulture value-added data were 
approximated using World Integrated Trade Solution data. We used a 
similar procedure as in Ethiopia to extract ICT value-added data.

To check the validity of the sector reclassification and data estima-
tion, we apply our same methodology to the Groningen Growth  
and Development Centre and UNU-WIDER’s Economic Transfor-
mation Database, which contains employment and value-added data 
for 12 sectors. Sectors from the Economic Transformation Database 
were divided as follows: construction, trade, transportation, busi-
ness, finance, and real estate were classified as IWSS; agriculture, 
mining, utilities, government, and other were classified as non-IWSS. 
We analyze the data for 18 Sub-Saharan African countries that include 
the eight nations featured in this volume as well as Botswana, Burkina 
Faso, Cameroon, Lesotho, Malawi, Mauritius, Mozambique, Namibia, 
Nigeria, and Tanzania.

A final note: Because of the importance of level of income as an 
indicator of economic structure, we have classified the eight country 
studies into low-income, lower-middle-income, and high-income 
countries (see chapter 2 in this volume). This typology is heuristi-
cally useful, but it goes without saying that the sample size is too 
small to generalize for all countries in those categories.

Box 1-1.  (continued)
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The average employment share in non-IWSS sectors is just under  
70 percent of total employment. However, the big reductions with income, as 
one might expect, are traditional agriculture. Within the non-IWSS sectors, 
aside from the huge residual employment in agriculture, informal trade, and 
personal services (within “other non-IWSS services) are prominent.

Within the IWSS category, the largest share of employment varies across 
country. In the three lowest-income countries, the top three subsectors in 
average share of employment are tourism, construction, and formal retail 
trade. In the four middle-income countries, agro-processing replaces con-
struction in the top three, but trade and tourism remain large. In South 
Africa, the only upper-middle-income country in our study, financial 
services emerge as an important employer.

IWSS Value Added Exceeds Employment

In the eight country studies, when the IWSS subsectors are totaled up, they 
tended to provide greater employment than manufacturing (shown in the 
higher line relative to the averages in table 1-2). The fact that both are cor-
related with income levels highlights the implicit linkages between the 

0%
2%
4%
6%
8%
10%
12%
14%
16%
18%

0%

10%

20%

30%

40%

50%

60%

ETH
UGA

RWA ZMB
KEN

SEN

GHA RSA
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FIGURE 1- 4 . IWSS  and Manufacturing Employment Correlated  
with Higher Income Levels

Source: Authors’ calculations.
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IWSS sectors and manufacturing. For example, as economies grow and 
become more complex, firms in the service sectors expand to provide finan-
cial, telecommunications accounting, legal, and other services to the rest of 
the economy, and wider markets create new opportunities for diverse agri-
cultural and manufactured consumer goods.

Even though IWSS activities collectively employ only about a quarter of 
the workforce, they tend to produce a much higher share of national output— 
in fact, just under half in the eight-country average (table 1-3). This is sub-
stantially more than manufacturing and about equal to or somewhat greater 
than the non-IWSS sectors, depending on the income group. Despite dif-
fering levels of employment shares in IWSS across income groups, IWSS 
seems to play a relatively similar role in low-income and lower-middle-
income countries in output, accounting for roughly half the value added in 
each grouping and little variation across countries (a range of only 6.7 per-
centage points). In South Africa, the only upper-middle-income country 
included in our sample, the share of IWSS in value added is 63.8 percent. 
Within IWSS, financial and business services are typically as important or 
more so than construction, export agriculture, and formal trade sectors. 
Tourism, agro-processing, and ICT are also important—though, in 
Rwanda, Zambia, and Senegal, tourism outpaces manufacturing. The role 
of high-value-added services is worth underscoring as leading sectors within 
these economies; summing financial, ICT, and other IWSS services and 
tourism indicates that these service sectors employ on average nearly  
10 percent of the labor force in these eight countries.

Among non-IWSS sectors, aside from low-value-added traditional agri-
culture, informal trade and government are important. Natural resources, 
namely mining and petroleum, are important in Zambia and Ghana, but 
do not figure prominently in the other countries. Lower-middle-income 
countries have lower shares in non-IWSS sectors than do low-income 
countries. A smaller role for traditional agriculture explains most of the 
difference: in lower-middle-income countries, traditional agriculture’s 
share in value added is 11.5 percent, whereas in low-income countries it is 
more than double (25.4 percent).

The correlation of income levels with employment in both the IWSS 
sectors and manufacturing is striking (figure 1-4). It stands to reason that 
as countries grow, they become more diversified, more complex, and tech-
nologically sophisticated. This underscores the interrelation of develop-
ment among sectors of the economy—particularly that services are 
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integral to manufacturing development and vice versa. These sectors also 
tend to develop in a complementary fashion as economies become more 
urban and with a higher degree of business organization and formality. All 
these forces are obviously at work in the eight country case studies.

IWSS as Leading Growth and Employment—Along with Manufacturing

Though IWSS are leading growth sectors on average in the countries 
included in this study, the patterns differ from country to country. In 
Rwanda, for example, IWSS have grown more rapidly than non-IWSS but 
somewhat less rapidly than manufacturing—partly because of the small 
base of manufacturing in Rwanda. In Uganda, IWSS accounted for about 
a fifth of total employment. Value added grew more rapidly in IWSS sectors 
than in non-IWSS sectors during the periods covered by the case studies. 
This trend held true for low-income countries and South Africa. In low-
income countries, this gap between IWSS and non-IWSS sectors was par-
ticularly profound: the valued-added compound annual growth rate was 
nearly twice as high in IWSS (9.5 percent) than in non-IWSS sectors (5.8 
percent). In lower-middle-income countries, however, IWSS grew more 
slowly than manufacturing and non-IWSS, but grew rapidly nonetheless 
(9.1 percent) (tables 1-4 and 1-5).

Similarly, employment in IWSS sectors has grown at nearly twice the 
pace of economy-wide job creation. Leading sectors within IWSS are 
financial and business services, trade, construction, and tourism. Analo-
gous to value added, low-income countries experienced significantly 
higher IWSS job growth relative to non-IWSS sectors (7.6 percent vs.  
2.6 percent). In the middle-income countries in our sample, however, 
employment growth in IWSS sectors was effectively indistinguishable 
from that in non-IWSS sectors.

On average, across the eight countries in this study, the IWSS sectors 
are growing more rapidly and are employing more Africans in the process 
(figure 1-5). The graphs in figure 1-5 show the pace of job creation along 
the vertical axis and increase in value added across the horizontal axis, 
while the bubble size indicates the relative size of job creation in each of 
the broad sectors. Within the IWSS sectors, the most rapidly growing are 
financial and business services, formal trade, and construction (see annex). 
Within the non-IWSS category, informal trade is a principal driver, along 
with mining and domestic services (in other). Across countries, IWSS 
growth was particularly rapid in Ethiopia, Ghana, and Rwanda.
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The results of the country studies suggest that while IWSS sectors 
create more jobs, the types of jobs created in each of the four focus IWSS 
sectors—agri-business and horticulture, tourism, IT-enabled services, and 
transportation and logistics, among others—are varied and may cater to 
different segments of the youth labor force. While the tourism and horti-
culture industries provide the most scope for absorbing low-skilled indi-
viduals, the agri-business/horticulture and logistics industries offer 
higher-skilled individuals prospects for increased employment. One impor-
tant finding of the country studies is that the IWSS sectors on average are 
growing more rapidly than the economy as a whole in all three income 
categories of countries. This implies that on the demand side of the labor 
market, opportunities exist in IWSS for both young workers and women to 
find productive jobs.

In general, the IWSS sectors have a higher employment elasticity than 
manufacturing and the non-IWSS sectors (table 1-6). Overall, there do 
not seem to be significant differences between low-income countries and 

8.0%5.0% 6.0% 7.0%
Value-added CAGR

non-IWSS

IWSS
Manufacturing

0%

1%

2%

3%

4%

5%

7%

8%

6%

9%
Employment CAGR

FIGURE 1-5 . IWSS  Activities Are Growing Rapidly and Are Creating Jobs

Source: Eight-country average, from tables 1-4 and 1-5, covering the available periods.

Note: CAGR = compound annual growth rate.
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lower-middle-income countries with respect to employment elasticity and 
productivity. In both groups, IWSS sectors have an employment elasticity 
around twice as high as the non-IWSS sectors and significantly higher 
productivity. In South Africa, IWSS sectors have a lower employment 
elasticity than non-IWSS sectors but are more productive.

The picture is far from uniform and muddied by differing periods of 
data. Nonetheless, IWSS sectors have demonstrated a greater employ-
ment elasticity with respect to growth than in manufacturing in all coun-
tries except Uganda and Ghana and compared with non-IWSS in all 
countries except Ghana.

This is not to say that low-productivity, traditional agriculture, or 
informal labor markets in urban areas will cease to be important. But this 
analysis does imply that many formal, wage-paying jobs are being created, 
and at a pace more rapid than in the rest of the economy. In fact, the next 
chapter in this volume points out the wage employment share rose in all  
categories of income group in Africa over the 2000–18 period. That said, 
wage employment growth is still very low—less than 20 percent for African 
low-income countries in 2018 and lower than comparable countries in the 
same income category.

IWSS and Exports

Like manufacturing, the IWSS sectors tend to be leading export sectors. 
This, of course, reflects the selection criteria for designation as IWSS. For 
many activities—such as tourism, agro-industry, horticulture, and trans-
portation—this is obvious. What is less obvious is the collective importance 
of these activities in the export portfolio of African countries generally. In 
fact, for our eight-country sample in 2019, IWSS accounted for more than 
38 percent of total exports and an even higher share—48 percent—of non-
mineral exports (table 1-7). The largest sectors, aside from agro-processing, 
include financial and business services, and other services.

Over the last decade, the IWSS share of nonmineral exports had actu-
ally increased. The trend increases have fluctuated inversely to metal and 
petroleum prices—and rose sharply as a share of total exports after 2013–15, 
when price declines reduced the earnings of metal and petroleum. But the 
growing importance of IWSS, and particularly services, is an unmistak-
able trend. This reflects the epoch in which economic transformation is 
occurring in Africa. In contrast to previous decades, services have become 
among the most buoyant sectors of the global economy, despite having 
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suffered a setback in the post 2020 pandemic years, so it is logical that 
Africa should be a dynamic participant in market growth.

IWSS Tends to Provide Higher-Productivity Jobs

The IWSS sectors on average tend to have higher labor productivity com-
pared with other sectors. While this is to be expected on definitional 
grounds, the point is that the IWSS sectors collectively offer a path to 
productivity growth than a mere reliance on manufacturing would other-
wise dictate.

The good news for Africa—generalizing from our eight-country sample— 
is that labor in traditional agriculture is declining in importance while the 
higher-productivity IWSS and other sectors are increasing (figure 1-6). The 
exception is in informal trade, where productivity is below average. In figure 
1-6, the size of the bubble corresponds to the eight-country average employ-
ment share in the base year. This is important because higher productivity is 
usually accompanied by higher wages, absent distortions in labor markets. 

Manufacturing

Agro-processing

Construction

Export crops & horticulture

Financial & business
services

ICT

Tourism

Trade (formal)

Transportation
Government

Mining

Trade (informal)

Utilities

–1.0

–0.5

0.0

0.5

1.0

1.5

–0.15 –0.10 –0.05 0.00 0.05 0.10 0.15 0.20 0.25
Normalized change in employment share

Log of productivity

Subsistence
Agriculture (change

in employment
share = –0.67)

FIGURE 1-6 . Movement Out of Traditional Agriculture into IWSS

Sources: Authors’ calculations based on data from the annex. Productivity is normalized with 
respect to the productivity of the overall economy to make it comparable across countries. Other 
IWSS services and non-IWSS services are not displayed. The bubble size corresponds to the 
average share of employment in the base year.
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The main IWSS sectors driving this high productivity include ICT, finan-
cial and business services, formal trade, construction, and tourism. The 
major employment-intensive sectors—agro-processing and tourism—also 
have relatively high labor productivity. Among the eight countries analyzed 
in this volume, productivity differentials, such as that between IWSS and 
manufacturing, are particularly great in Ethiopia and Rwanda (table 1-8). 
Taken together, this would indicate that economic transformation—the 
declining share of low productivity jobs, particularly in agriculture and to a 
lesser extent in informal services, and the increasing prominence of high-
productivity jobs – is occurring in these African countries.

In 2017, for example, the labor productivity for IWSS sectors in Rwanda 
was almost five times higher than that in non-IWSS sectors and 60 percent 
higher than that of manufacturing. IWSS sectors are around twice as pro-
ductive as the economy. Similarly, in Uganda, IWSS sectors have a signifi-
cantly higher average labor productivity than manufacturing and non-IWSS 
sectors. Formal trade, agro-processing, and ICT have a higher labor pro-
ductivity than any subsector in the non-IWSS group.

The Big Picture: The Economic Transformation  
of Africa and the Role of IWSS

In summary, the country case studies that follow bear out the analysis 
presented in this chapter. They show that the economies at hand are expe-
riencing consistent growth in overall productivity. They also reveal how 
the economic transformation of Africa is following a unique path. Data 
from the eight country studies indicate that these IWSS activities collec-
tively are a dynamic source of employment and productivity growth in 
Africa. As with manufacturing, IWSS sectors tend to grow as incomes rise, if 
at varying paces, depending on the country.

On average, for the eight countries studied in this volume, IWSS sectors 
are seven times larger as a share of total employment and employ five times 
more workers than manufacturing. Moreover, the IWSS sectors exhibit 
greater productivity and labor intensity than both the manufacturing and 
non-IWSS sectors in both resource-poor and resource-rich countries alike 
and irrespective of income levels. Trends indicate they are collectively 
creating twice as many jobs as conventional manufacturing—and have the 
potential to remain leading sectors in coming years. Though it will become 
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clearer in the case studies that follow, IWSS tend to employ more women 
than manufacturing, and several IWSS subsectors employ more women than 
other sectors in the economy. Moreover, some IWSS sectors—notably agro-
processing, horticulture, and tourism—tend to employ a relatively higher 
share of young workers compared with non-IWSS sectors. Finally, IWSS 
activities, like manufacturing, are skill-intensive compared with agriculture, 
and both sectors are more skill-intensive than the average for non-IWSS 
activities.

How do these patterns play out in individual countries? How have the 
external shocks in the COVID-19 pandemic and from the war in Ukraine 
affected the development of these sectors? What policies can governments 
adopt to harness the potential of IWSS and other sectors? These questions 
are addressed in the chapters that follow.

Annex: Technical Details

Technical Details for Productivity Decomposition

This book showcases findings from eight Sub-Saharan African countries. To 
expand data coverage to eighteen countries, we use the Groningen Growth 
and Development Centre and UNU-WIDER’s Economic Transformation  
Database, a 12-sector database that includes the eight countries featured in this 
book and Botswana, Burkina Faso, Cameroon, Lesotho, Malawi, Mauritius,  
Mozambique, Namibia, Nigeria, and Tanzania. The expanded coverage pro-
vides us with a more accurate picture of employment and the dynamics of  
structural transformation across the region.

Unfortunately, the Economic Transformation Database (ETD) does not 
provide sectoral data at a granular enough level to organize neatly into the 
definitions used by the eight case studies. For this reason, we aggregate sec-
tors into traditional groups such as industry, services, and agriculture, or 
into non-traditional groups such as “modern sectors” (business services, 
construction, financial services, real estate, trade services, and transport 
services) or “other” (government, utilities, and mining). An additional ben-
efit of the ETD is that it covers 33 countries from other world regions in 
addition to the eighteen Sub-Saharan African economies. We apply the 
canonical productivity decomposition developed by Fabricant (1942)—and 
subsequently applied by Gaurav and others (2021), de Vries and others 
(2015), Diao and others (2019), Dieppe and Matsuoka (2021), and others—to 
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the ETD to understand how the drivers of productivity growth in Sub-
Saharan Africa compare with those in economies from other regions. 
Specifically, we define the change in productivity Dyt as

Dy t = i i
t- k

i

m

/ Dy it + y it
i

m

/ Di i
t

where θi
t is the employment share of sectoral group i (e.g., IWSS, manufac-

turing, non-IWSS, etc.) at time t, m is the number of sectoral groupings, and 
a base period measuring k years before t. The term Ri

m θi
t-k Dyi

t can be thought 
of as the share of productivity change derived from within-sector changes, 
while Ri

m yi
t Dθi

t is the share derived from between-sector reallocation of labor. 
Because structural transformation in Sub-Saharan Africa, like predecessor 
economies, has begun with a shrinking employment share in agriculture, it 
is helpful to reformulate the rightmost term in terms of the gains with 
respect to agriculture (making use of the fact that Dθα

t + Dθıt + Dθµ
t + Dθη

t = 0).

Dy t = i i
t- k

i

m

/ Dy it + y it
i

m

/ Di i
t

Dy t = i i
t- k

i

m

/ Dy it + y ıtDi ı
t + ynt Dint + y ht Diht + yat Diat

Dy t = i i
t- k

i

m

/ Dy it + y ıtDi ı
t + ynt Dint + y ht Diht + yat -Di ı

t - Dint - Dihta k

Dy t = i i
t- k

i

m

/ Dy it + Di ı
t y ıt - yata k+ Dint ynt - yata k+ Diht y ht - yata k

To find average annual productivity gains, divide both sides of the equa-
tion by (t − k) yt-k. This step will allow us to measure what share of the 
productivity growth over the period is due to within-sector growth in ser-
vices, industry, manufacturing, and agriculture, and which is due to labor 
reallocation from agriculture to services, industry, and manufacturing.

Technical Details for Measuring Labor Productivity Convergence

The analysis on convergence that appears in the text utilizes a sample that 
combines the ETD with sectoral value-added and employment data from 
the OECD’s Structural Analysis Database. The resulting sample used for 
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analysis is comprised of 80 countries that represent all world regions and 
all income groups. There are many ways to measure unconditional conver-
gence in the literature. This book uses the following regression to calcu-
late beta convergence (β):

yuic = b0 + b1 log yic + b2D ic + b3S ic + b4D ic ) S ic + f ic

where ỹic is the compound annual growth in value added per worker (yic) for 
sector i in country c over the previous decade and the predicted values of β1 
indicate the speed of convergence by sector. Dic is a vector of binary con-
trols for each decade in the dataset, Sic is a vector of binary controls for 
each sector in the database. The predicted values of ỹic represent the 
orthogonal component of growth.

Note that because the ETD has data from 1990 to 2018, the final decade 
included in the analysis is only eight years: 2010 to 2018. The first two decades 
used in the analysis are from 1990 to 2000 and 2000 to 2010. In the main 
body of the chapter, we look at convergence within four groups of sectors: 
modern, manufacturing, agriculture, and others. Here we include the results 
by individual sector (figure 1-A1). Note that we used the same formulation 
above, but since there is only one sector, the Sic and Dic * Sic are dropped from 
the regression.
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NOTES
1. While the early literature emphasized the evolution from agriculture to 

more modern productive activities (Kuznets 1971), recent charting of the broad 
aggregates has focused on aggregate structural shifts from agriculture to indus-
try to services (e.g., McMillan and Rodrik 2011; Rodrik 2014; McMillain et al. 
2016). Lagakos and Shu (2021, 1) have used a broader definition to mean “the 
movement of factors of production, including labour, human capital, physical 
capital, and land, from less productive activities to more productive ones.” This 
formulation recognizes that the process of structural transformation can be 
intrasectoral and well as cross- sectoral. In this chapter, we use the term “eco-
nomic transformation” to subsume both intra- and cross-sectoral productivity 
gains. In both cases, “movement” is not confined to workers actual leaving one 
activity and entering another but can comprise incremental increases in the rela-
tive share of labor, capital, and technology in the high-productivity sectors.

2. This term is not meant to be taken literally—many IWSS sectors like agro-
processing can create pollution much as do steel or chemical manufactures. The 
environmental consequences of IWSS sector growth vis-à-vis other sectors of 
the economy, though important, are beyond the scope of this book.

3. For services, Nayyar et al. (2021) develop this point in some detail.
4. The authors cleverly use luminosity data taken from satellites to proxy level 

of economic development at the 1,546 subnational level of political administration 
in 13 countries.

5. As is customary, Nayyar, Hallward-Dreimeirer, and Davis (2021) include 
manufacturing, mining, utilities, and construction in “industry.”

6. Rodrik (2022), in his lecture, formulated these notions of modern growth 
in three primary mechanisms: (1) the accumulation of societal fundamentals 
such as human capital and institutions, factors driving conditional conver-
gence; (2) unconditional convergence in the modern sector; and (3) structural 
change in labor patterns from the traditional to modern sector
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Opportunities for Youth Employment 
in Sub-Saharan Africa

Progress and Prospects

LOUISE FOX AND DHRUV GANDHI

Throughout the 21st century, as economies have been buffeted by vola-
tile economic cycles—including the recent COVID-19 pandemic—and  

increasingly strong technological winds of change, enhancing employment  
opportunities has taken an even stronger position on center stage in devel-
opment policy discussions. The reasons are obvious—billions of people in 
the developing world are trying to exit poverty through better jobs, pro-
viding higher incomes for themselves and their families. The quality of 
employment opportunities is important for the employed, for those who 
wish to work but cannot find work or lack access to opportunities, and for 
others who depend upon the income employment provides. Improvements 
in job opportunities are strong signals of the quality and strength of eco-
nomic transformation and development.



40	 Louise Fox and Dhruv Gandhi

As the world’s youngest region, improving employment opportunities 
is especially important in Sub-Saharan Africa (SSA), for several reasons.1 
First, the 43 percent of the population under the age of 15 years mostly 
depends on the incomes that their parents earn for their own survival, 
growth, and personal development. At the same time, 41 percent of the 
population lives in poverty, and the children who grow up in these house-
holds risk permanent physical and social damage and even death owing to 
malnutrition and childhood illness, and lack of quality education and other 
opportunities to build human capital (Beegle and Christiaensen 2019). 
Second, owing to past high fertility, SSA has the fastest-growing labor force 
in the world, and every year many young people struggle to enter employ-
ment and find a livelihood. Third, sustained economic growth, needed to 
finance the investments to build more resilient economies and societies, 
requires steady increases in output per person working (labor productivity). 
This outcome means producing and selling more, in part by employing 
more people more productively and taking advantage of new opportunities 
emerging in a globalizing world, without succumbing to the risks to sus-
tained growth that such a strategy involves. For all these reasons, SSA leaders 
and policymakers have set enhancing employment opportunities as one main 
objective of their development strategies.

Owing to the high share of youth in the working-age population com-
pared with other regions, much of the employment discussion in SSA has 
centered on youth’s opportunities and challenges, and how to address 
these. Youth is a time of transition from dependent childhood to indepen-
dent adulthood, and economic independence—often achieved through  
employment—is an important aspect of this transition. However, youth 
opportunities depend on the overall opportunities in the economy, which 
depend on the extent of economic transformation and development. Richer 
countries offer better jobs, and countries get rich by developing productive 
employment opportunities—the two processes are inextricably linked. For 
this reason, an analysis of youth employment opportunities and challenges 
is connected to overall employment challenges stemming from the pace and 
structure of economic transformation.

Better jobs are generally found in modern, productive enterprises, and 
one characteristic of developing countries is a lack of these modern enter-
prises relative to the supply of labor coming from the population. For this 
reason, a focus of employment policies in developing countries needs to be 
on encouraging more firms to be created and to grow, expanding private 
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sector wage employment, especially in more productive sectors. This happens 
fastest when new and existing firms create the goods and services they sell 
using a lot of labor (labor-intensive production processes). But employment 
policies cannot stop there. A stylized fact of development today is that until 
countries reach at least upper-middle-income status, the majority of jobs 
will be found in small-scale household farms and firms. SSA is no excep-
tion, so a key employment challenge for policymakers is how to raise 
incomes in the informal sector, even as they work to create the conditions 
in the formal economy that allow the share of employment in the informal 
sector to decline.

Africa was making progress on these issues, and many countries were 
achieving better employment outcomes before the onset of the global 
COVID-19 pandemic with the ensuing economic, social, and health con-
sequences for the population. While only the richer and more developed 
countries have suffered an increase in unemployment (for reasons elabo-
rated in the fourth section below), most countries have seen a fall in labor 
incomes—the average for SSA as a whole in 2020 was estimated at about 
10 percent. This was a large hit for households already at or below the pov-
erty line to absorb.

While SSA began to recover in 2021, the global economic turmoil 
stemming from the war in Ukraine, economic sanctions, and tightening 
monetary policy constitute another set of difficulties for the region. The 
impact of these external shocks on household incomes will make employ-
ment policy an even more salient issue in the years ahead. Developing 
solutions requires knowing the shape of the problem, and the mechanisms 
and external forces that cause changes over time. Until recently, getting a 
clear picture of the employment opportunities and challenges in SSA has 
not been easy, as the data simply were not available. Over the past decade, 
countries have produced and published more data on who is working and 
what they are doing more frequently, and data quality has improved. Yet 
creating aggregate estimates across the subcontinent and analyzing how 
patterns have changed over time remains a challenge, owing to frequent 
changes in questionnaires and variable definitions leading to a lack of com-
parability over time within one country, as well as a lack of cross-country 
comparability.

The purpose of this chapter is to illuminate the opportunities and 
challenges for employment policy in SSA by analyzing recent trends in the 
labor supply, labor demand, and labor market and employment outcomes, 
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and by identifying what is known about the drivers of these outcomes, 
and their consequences for Africa’s youth. This is achieved by (1) carefully 
aggregating labor market and employment data across SSA countries to 
provide an updated snapshot of the youth employment challenge today (pre
pandemic); (2) highlighting where the region has made progress in addressing 
employment challenges, and benchmarking this progress against the prog-
ress of other developing regions; (3) summarizing recent literature as well 
as using new data to drill down on key dimensions of the employment 
challenge, exploring questions such as how youth make the transition into 
employment, why informality persists, and which types of countries are 
best positioned to improve employment opportunities; and (4) based on 
this analysis, offering a menu of policy options to help countries develop 
better opportunities for youth in the labor force now and those expected 
in the future.

Themes explored include:

•	 Labor supply: the demographics of today’s working-age popula-
tion, who is and is not working, and why;

•	 Labor demand and employment outcomes: the complex struc-
ture of employment and livelihoods and how it changes with 
country income growth;

•	 The relationship between mineral resources and employment 
structure;

•	 Why labor markets do not clear—who is unemployed, who is 
underemployed, and what are the skills-mismatch problems;

•	 What do youth want out of the labor market, and how do they 
go about getting it; and

•	 Employment and development policy implications of the find-
ings given above.

This review finds that youth entering labor market, seeking employ-
ment, face a set of constrained choices. The constraints include the level of 
economic development and transformation—which creates better employ-
ment opportunities for all, and the rate of labor force growth—which limits 
the share of youth that can get those opportunities.

The good news is that, as incomes and levels of economic development 
and transformation improve in SSA, youth and adult employment outcomes 
improve. In other words, when countries achieve balanced economic growth 
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and transformation, better employment opportunities follow. SSA out-
comes are similar to those found in developing countries in other regions, 
after controlling for income level; SSA countries are mostly not behind the 
rest of the world. Lower-middle-income countries (LMICs) in SSA show 
better employment outcomes, as they have more wage employment, less 
underemployment, and less employment in agriculture (a sector character-
ized by underemployment, low earnings, and income risk). Youth unemploy-
ment is an exception, as it is higher in SSA’s LMICs than in low-income 
countries (LICs). But, once again, this SSA result is consistent with inter-
national experience, as youth unemployment tends to rise with a country’s 
income level until countries reach upper-income status. Employment out-
comes tend to be worse in LMI resource-rich countries because income 
improvements do not correlate well with development outcomes—either 
in the labor market or outside it.

The SSA labor force continues to grow rapidly—about 3 percent per 
annum, which poses economic development and labor absorption chal-
lenges that may not be fully appreciated by stakeholders. But the share of 
youth in the total labor force in SSA is falling, although there is significant 
heterogeneity across the continent. Participation of youth falls as income 
rises because youth spend more time in school—one reason why the share 
of youth in the labor force is falling in countries such as Kenya and Ghana. 
Nevertheless, SSA has the highest percentage of children under age 15 work-
ing, as well of youth under age 19, an outcome that compromises the skill 
development of the future labor force.

Africa has both an underskilling and overskilling problem. The poor 
quality of education systems along with mismatches between education 
curriculums and skills required in the labor market means that years of 
education do not translate well into better employment outcomes, even in 
urban areas where the more educated labor force, especially youth, live 
and work. Unemployment is highest among those with the highest levels 
of education, and, once they enter the labor force, the well-educated are 
highly likely to report that their skills are not being used. This trend sug-
gests that African countries, especially the LMICs, have created more skills  
than opportunities. This economic disequilibrium will not automatically be  
corrected by economic growth; new firms that use a combination of high- 
skill and low-skill labor need to be created. From this perspective, policies 
encouraging an expansion of sectors for industries without smokestacks 
(IWSS)—such as export agriculture and agro-processing, construction, 
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and tourism—combined with programs and reforms to improve the quality 
of education and increase the range of skills covered, could benefit the youth 
expected to enter the labor force in decades to come.

Young women in SSA face a number of gender-specific obstacles to 
better employment outcomes. Too many young women are married and have  
children before the age of 18, limiting educational attainment and the devel-
opment of socioemotional skills, as well as leading to worse health outcomes 
during pregnancy. Moreover, at the macroeconomic level, early pregnancy 
contributes to higher fertility. Once they enter the labor force, a range 
of social factors impede women’s ability to earn income, including lack of 
secure access to land and other assets and credit, as well as occupational 
segregation and workplace harassment norms that impede equal pay.

African youth are optimistic about their future, despite the struggles 
they face today in entering the labor force—which for youth entering in 
2020–22 were compounded by the COVID-19-induced recession. Finding 
and developing a livelihood could be made easier through preemployment 
preparation of youth, either inside school or in parallel in the community, 
which would include developing key socioemotional employability skills, 
as well as providing information about opportunities and their expected 
job content and income.

Our results show that the employment policy agenda in SSA is first and 
foremost an economic transformation agenda, including raising within-
sector productivity in lower-productivity sectors such as agriculture and 
expanding output and employment in higher-productivity sectors. Sup-
porting firm entry and growth—both of which are low at present—should 
be a priority. The case studies in this volume indicate that if the IWSS-
related policy agenda is pursued, economic opportunity for youth would 
widen considerably.

Even with the best economic policies, owing to high labor force growth, 
an informal economy will be normal for the next several decades in SSA. 
The SSA employment agenda in LIC and LMICs needs to tackle produc-
tivity issues in this sector, both on and off the farm and in urban areas. 
Improving access to digital services has demonstrated its value and should 
be a high priority, for the most part through investments and policies to 
lower information and communication technology service costs. Policies 
to encourage growth in IWSS sectors such as tourism should try to also 
encourage linkages between larger, formal firms and the informal sector 
by building out and lengthening local supply chains.
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The employment policy agenda should also tackle medium- and long-
term challenges, including SSA’s LICs’ and LMICs’ poor learning out-
comes, which limit the contribution of education to incomes and economic 
transformation. Another challenge is SSA’s stubbornly high fertility. The 
two challenges are related. A projected slow fertility decline will cause labor 
force growth to continue at a high level, which tends to reduce employment 
transformation. But it will also limit the capacity for improved educational 
outcomes, given the need for constant growth in service units to serve a 
growing population of children.

COVID-19 has posed immediate challenges for SSA countries and 
governments. However, it does not appear to be changing the direction of 
past outcome trends in SSA, only halting progress. SSA’s medium-term chal-
lenges remain.

Data and Classifications

The data for the analysis in this chapter are from SSA country household 
surveys (for a list of countries, the country classification, and surveys used, 
see appendix 2-1, which comes from Fox and Gandhi 2018).2 These surveys 
are supplemented by data from the International Labor Organization (ILO), 
including modeled estimates to analyze trends because many SSA countries 
have not regularly conducted surveys in the past. Data for over 40 countries 
are aggregated, weighted, and presented by income group:3

•	 Low-income countries (LICs);
•	 Lower-middle-income countries not dependent on mineral resource 

export earnings (LMICs);
•	 Lower-middle-income-countries dependent on mineral resource 

income (resource-rich, RR);4

•	 Upper-middle-income countries (UMICs).

Presenting data by income groups shows how employment behavior and 
outcomes change as countries get richer. However, how a country gets rich 
matters a lot for the development of employment opportunities. In partic-
ular, an abundance of mineral wealth, especially in a less-developed country, 
is associated with a larger state, a less developed and less diversified domestic 
private sector, and overall worse development outcomes compared with 
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countries at a similar level of income (Frankel 2012). In terms of employ-
ment outcomes, in low-income countries, the patterns are quite similar, as 
the overall poverty and low level of economic development are about the 
same; the mineral wealth has not produced enough domestic income to 
matter, so we do not show them as a separate group. But the data for LMIC 
countries does show different patterns for the RR group compared with the 
others. SSA has few countries in the UMIC group, and several are RR, 
including South Africa, which, because of its larger population essentially 
determines the outcomes in this group.

While everyone’s employment outcomes depend on the opportuni-
ties presented in the economy, youth face particular challenges in finding 
and seizing economic opportunities. One challenge is the continuing need 
for skill acquisition. Neurological evidence shows that youths’ brains are 
still developing in areas related to emotional regulation and self-control 
(Heckman and Kautz 2013). Employment search skills and the socio
emotional “employability” skills valued by employers are usually learned 
through experience (tacit learning), not through formal skill development 
(although certain types of pedagogy are more effective at forming these 
skills than others; see the discussion by the World Bank 2018). It is widely 
accepted that experience on the job is valued and rewarded, both as a signal 
that these employability skills have been acquired as well as reflecting real 
skill gains acquired through work. But youth who have acquired socio-
emotional skills may have trouble signaling this result (Carranza et al. 2020), 
despite the value of these skills to employers.

A second challenge is the need for many youth to create their own 
employment, owing to the lack of wage jobs on offer in the less-developed 
private sectors of low- and lower-middle-income countries. In the agricul-
tural sector, this may mean acquiring land, inputs, and tools. In the non-
agricultural sector, it may mean acquiring inventory to sell, tools to provide 
services such as hairdressing or repair, or raw materials needed to produce 
home-made goods such as food or craft furniture. In all cases, savings are 
needed, either from one’s family and network, or from earnings acquired by 
working for someone else as a wage worker or dependent contractor, or a 
combination. The need to meet this challenge may cause youth to experi-
ence spells of unemployment or underemployment combined with shorter 
periods of employment than adults (Bridges et al. 2016).

To highlight these differences, outcomes for youth are presented sep-
arately from those for adults where possible. In this chapter, youth are 
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defined as individuals age 15–24 years, which is the United Nations defini-
tion. “Youth” is both a social and demographic construct, however, and 
“youth” as a target age group is defined differently in different countries. 
The meaning of youth also differs by gender, as poor young women may 
already be independent from their birth families, married, and having 
children in the youngest age range of youth (15–18), even while males of 
the same age still live with their parents (Filmer and Fox 2014). Males as 
well as females from more fortunate backgrounds and in richer countries 
may still be in school in their early 20s and dependent on their parents.

Recognizing that these challenges do not magically end when youth 
reach the age of 25, survey data nonetheless suggest that most youth in SSA 
are economically independent by age 25 (Mason et al. 2017; Filmer and Fox 
2014), and some are even supporting younger siblings who are still living 
with their parents. Thus, for the most part, the age cutoff of 25 serves the 
purposes of this chapter.

Demographics of Labor Supply and Employment

Africa’s demographics determine the potential labor supply today and for at 
least the next 20 years. Behavioral responses of Africa’s working-age popu-
lation to their economic opportunities (e.g., demand for labor given educa-
tion), needs (e.g., household consumption requirements vs. household chores 
and care), and social circumstances (e.g., behavioral norms for women’s 
employment)—determine who actually works and why. Although a growing 
(and employed) labor force contributes to economic growth as each worker 
adds value in the economy, rapid labor force growth puts downward pressure 
on wages as the economy struggles to absorb the inflow. For this reason, 
the analysis here starts with Africa’s demographic trends.

The SSA working-age population (15–64) numbered 587 million in 2018, 
accounting for 54 percent of total regional population and about 14 percent 
of the world’s total working-age population. Over the next two decades, the 
working age population will increase by about 20 million per year. Owing to 
population aging in all other parts of the world, SSA’s share of the working-
age population is projected to rise over the next decades. While it is true that 
SSA is the world’s youngest region, the working-age share of the population 
passed its lowest point in 1987 (at about 50 percent) and has been rising ever 
since, while the dependency ratio reached peak at the same time (figure 2-1). 
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Importantly, this change has been slower than in other parts of the world, 
owing to slower fertility decline (Mason et al. 2017), and the peak came 
significantly later than other regions, all of which are now aging rapidly, 
except South Asia and the Middle East. A falling dependency ratio helps 
bring a potential demographic dividend; however, the size of the dividend 
depends in part on the rate of change in the dependency ratio.5 SSA’s ratio 
peaked at a very high point, and is falling slowly (similar to that of the 
Middle East), so prospects for an Africa-wide dividend appear limited. 
However, some countries in SSA that have been able to reduce dependency 
more rapidly may be able to reap a small dividend.

Not surprisingly, Africa’s labor force is also the youngest in the world, 
but the labor force is gradually aging as well. Youth’s share of the working-age 
population peaked at 38 percent in 2001 and has been declining ever since. 
Now, owing to the fact that youth participate less than before because they 
are more likely to be in school, or, if female, may be already out of the 
labor force caring for young children, in addition to longer life expectancy 
enabling people over age 50 to still work, the youth share of the employed 
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population out of working age over the working-age population.

FIGURE 2-1. Dependency Ratio, Actual and Projected, by Region
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population is even lower, at 24 percent, and this share will continue to 
decline. If Africa’s slow decline in fertility relative to improvements in life 
expectancy persists, the youth share of the labor force is expected to decline 
more slowly in SSA than in other regions of the world, so most countries 
will continue to see many young people entering the labor force during 
the coming decades.

The behavior of SSA’s households suggests that current trends will per-
sist. For example, child marriage and pregnancy rates in SSA are the highest 
of any region in the world; 10 percent of young women in Africa today 
have a child before the age of 18; in South Asia, that share is 2.5 percent 
(UNICEF 2020). Having a child before the age of 18 has multiple negative 
consequences: It puts a woman at increased risk for complications and even 
death; pregnant females are often forced to drop out of school; it raises 
overall fertility, which can put the development of all children in the house 
at risk; and it raises total national fertility, which can have negative macro-
level consequences. Controlling for the factors that normally reduce fer-
tility (household income, women’s education, and urbanization), Bongaarts 
(2017) found a unique and positive African fertility effect compared with 
countries in other regions of the world, which explains the slow decline pro-
jected in figures 2-1 and 2-2.

The subcontinental trends shown in figures 2-1 and 2-2 hide substantial  
regional variation, reflecting heterogeneity in the demographic transition 
among SSA countries. Most African countries have raised life expectancy 
substantially over the last 30 years, such that Africa-wide life expectancy at 
birth is 60 years. Some countries—such as Rwanda, Ghana, Kenya, and 
Zimbabwe—have lowered total fertility substantially (to below four children 
per woman if she survives through her reproductive child-bearing years), 
through a combination of higher girls’ educational attainment and increased 
availability of contraception. In other countries, such as Niger, the fertility 
rate has barely moved in the last 20 years, and is stuck at seven. In Nigeria, 
life expectancy is only 54 while fertility is 5.4. As a result, the youth share 
of the working-age population has not peaked in Niger, the Democratic 
Republic of the Congo (DRC), and Nigeria, while it is headed steadily down 
in Ethiopia, Ghana, and Kenya (figure 2-3). As a result, the region-wide 
average sits between the growing youth population in Nigeria (with 200 mil-
lion people) and the DRC (with 86 million), and the falling youth population 
of Ethiopia (112 million) and Kenya (47 million). But only South Africa has 
a youth share of the labor force near the level of South Asia or Latin America.
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FIGURE 2-2. Youth Share of Working-Age Population,  
Actual and Projected, by Region

Labor force participation—the difference between the working-age pop-
ulation and those who are out of the labor force—is high in Africa, but is 
consistent with trends observed in other regions, the rates decline with 
household income (figures 2-4 and 2-5; Klasen et al. 2019). Most of the decline 
is in female labor force participation, for several reasons: (1) in low-income 
countries, women with young children are able to combine work with 
childcare; but, as home-based activities such as farming and informal 
household businesses decline as a share of employment, women are more 
likely to withdraw from the labor force to care for children; and (2) richer 
households can afford to have women participate less in peak child-bearing 
and -caring years (age 20–45) (figure 2-6). A strong negative effect of fer-
tility on female labor force participation has been found in several studies, 
most recently by Bloom and others (2009) for a large group of developing 
countries. This study found an 8-percentage-point effect starting at age 
20–24, with a cumulative 15-percentage-point effect at age 35–39. Nigeria, 
which dominates the resource-rich LMIC group, has higher fertility, 
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controlling for income, which maybe one reason that the youth labor force 
participation rates are lower in the RR group than other LMICs (see 
figure 2-7, showing a higher proportion of young women not employed 
and not in school); another reason could be inconsistent data.6

Labor force participation also declines with income among youth, as 
secondary schooling becomes widely available, and households can afford 
to keep their children in school. By the time countries reach UMIC status, 
over 80 percent of youth age 15–19 are in school and not working, whereas 
in LICs, only about 40 percent are able to achieve this status, while another 
14–20 percent are able to stay in school by working. Compared with other 
regions, African LICs and LMICs have a high percentage of youth in the 
15–17 age range working during some part of the year, as estimated by 
Dolislager and others (2020), at 57 percent (63 percent of males); compared 
with 30 percent in LAC and 20 percent in Asia.7

Fully one-third of youth age 15–19 in African LICs have already dropped 
out of school and are working, although, in a few cases, youth may be 
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FIGURE 2-3. Youth Share of the Working-Age Population, Selected Countries
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FIGURE 2-6 . Female Labor Force Participation Rate,  
by Age Group, Sub-Saharan Africa, 2019

Source: US Agency for International Development, DHS Statcompiler.

Note: LIC = low-income countries; LMIC = lower-middle-income countries; RR = resource-rich; 
UMIC = upper-middle-income countries. Unweighted averages.

working in order to get the money to go back to school. In all countries, as 
youth get older, they are more likely to work, although the share of women  
working lags that of men, especially in the higher-income group. In middle- 
income countries, about one-third of women age 20–24 are neither in school 
nor working (i.e., neither working nor in education or training). Although a 
recent Gallup poll found overwhelming support among men and women in 
SSA for women to have a paid job, the extent to which the large share of 
young women who are neither working nor in education represents a choice 
to care for children or a lack of support systems for women who wish to 
combine working with caring for children and household chores is unclear 
(Ray and Esipova 2017).

Working children under the age of 15 are both a serious economic and 
social problem and, at the same time, make important contributions to the 
livelihoods of many households in SSA. Child labor is not considered in the 
estimates given above or elsewhere in the chapter, as the analysis only 
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Note: LIC = low-income countries; LMIC = lower-middle-income countries; RR = resource-
rich; UMIC = upper-middle-income countries. Population weighted average.

FIGURE 2-7. Education and Employment Status of Youth,  
Sub-Saharan Africa
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covers the working-age population. Yet SSA has the highest share of chil-
dren engaged in some kind of economic activity. Dolislager and others 
(2020) estimated that labor hours contributed by people outside the 
working-age population (age 65+ and under 15) accounted for about 10 per-
cent of total labor hours recorded in low- and lower-middle-income SSA 
countries; the majority of this estimate was from child labor. In other regions, 
only 2.3 percent of total reported hours over the year were attributed to chil-
dren under age 15. Most children work part time in a household activity 
(farming or business). While not intrinsically harmful—indeed, this type of 
activity can help transfer valuable skills—studies have nonetheless found that 
child labor in SSA is also associated with lower school attendance and achieve-
ments (Filmer and Fox 2014). Excessive child labor thus exacerbates poor 
labor market outcomes for youth.

In sum, while the labor force in Africa is young compared with those of 
other regions, in most SSA countries, the immediate employment pressure 
of the youth bulge is lessening, owing to a combination of fertility declines 
that started in the last years of the 20th century and increased school 
enrollment in the 15- to 24-year-old demographic. As a result, the youth 
cohort entering the labor force today is much smaller than what is often 
projected based simply on population growth—only about 7–9 million a 
year in a labor force of about 440 million, a far cry from the 20 million 
projected (Abdychev et al. 2018). Any increased time that youth spend in 
education, a positive development, contributes to this result. One poten-
tially negative factor slowing labor force growth is the declining female 
labor force participation rate as countries get richer. While the trend in 
Africa is like what is observed in other regions, African LMICs could arrest 
this decline through investments and programs that make it easier to com-
bine employment and child-rearing, raising overall returns to public invest-
ments in the education of girls, for example. To improve human development 
outcomes, African countries should introduce programs and policies to 
reduce child labor and limit marriage and pregnancy before age 18.

Where Is Africa Employed Today?  
The Growth of Employment Opportunities

Youth entering the labor force today are more educated than their parents, 
and they want better jobs than their parents have. Better jobs require 
economic transformation—an improvement in productivity in the low- 
labor-productivity sectors and an increase in employment opportunities in 
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high-labor-productivity sectors paying higher wages, and usually offering 
more employment security through the creation of formal wage jobs. Sus-
tained economic transformation in other regions catalyzed the growth of 
higher-paying wage jobs, and, through this process, created improvements 
in material welfare. To what extent is the process of economic transforma-
tion creating new employment opportunities, and how do these trends com-
pare with those in other regions? To address this question, we now turn to 
employment patterns by sector and type.

African employment profiles by sector are not very different from those 
of other regions of the developing world when countries are sorted by 
income. In LICs, the agricultural sector (including fishing and forestry), 
usually a low-productivity sector, is where most people work (figure 2-8), 
and Africa is no exception, although African LICs report an especially 
high share of employment in agriculture, reflecting high levels of poverty 
and low levels of transformation in SSA’s LICs. As countries get richer, 
employment opportunities in other sectors increase and the labor force, 
especially new entrants, are less likely to report agricultural employment 
(figure 2-9). In both Africa and other regions, the second-most important 
sector group for LICs and LMICs, and the most important sector group 
for UMICs, is public and private services—including trade, transportation, 
finance, and communications, as well services dominated by public employ-
ment including education, health, and public administration. The service 
employment share in Africa is higher in LMICs and UMICs than in other 
regions, especially in the UMICs, owing to the very low share of the labor 
force working in agriculture in South Africa. Service sector employment 
has been growing as a share of total employment as the share of employ-
ment in agriculture has declined (figure 2-9).

Africa’s employment profile does differ with other regions with respect 
to the share of employment in industry, including mining, manufacturing, 
and construction. This sector does not account for a large share of employ-
ment around the world owing to high capital intensity, but the share reported 
by Africans, especially in lower middle-income countries, is lower than in 
other developing regions. Within industry, the SSA employment share in 
both manufacturing and construction is lower than in other regions, while 
the share in other industry (mostly mining, but also utilities) is larger, 
reflecting the importance of mineral extraction in many African econo-
mies. The small share of employment in manufacturing in Africa has been 
noted by many (e.g., Newfarmer, Page, and Tarp 2019; Rodrik 2015; 
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African Development Bank 2019). This volume argues that owing in part to 
Africa’s late start in developing a manufacturing sector, the development 
of a high-value service sector offers an additional employment creation 
strategy, which should be explored.

This simple picture of employment by sector is one of the most-reported 
employment statistics in the world, but it hides important nuances in how 
people work in low- and lower-middle-income countries. Employment in 
smallholder farming alone is usually not enough to sustain a household above 
the poverty line (Beegle and Christiaensen 2019), so many people, especially 
in rural areas, work in more than one sector. One reason is the seasonality 
of employment: Rain-fed agriculture usually leads to months of inactivity, 
so people seek opportunities in other sectors in the offseason. A second 
reason is that, as the agriculture sector develops, household incomes rise, 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Africa LIC ROW LIC Africa LMIC ROW LMIC Africa UMIC ROW UMIC

Agriculture Manufacturing Construction
Other industry Market services Nonmarket services

Percent of employment

Source: Employment distribution by economic activity—ILO-modeled estimates, ILOSTAT 
database.

Note: LIC = low-income countries; LMIC = lower-middle-income countries; RR = resource-rich; 
UMIC = upper-middle-income countries; ROW = rest of the world. Employment weighted 
average. Market services include trade, transportation, hospitality, ICT, and finance, real estate, 
and professional and administrative services. Nonmarket services include public administration, 
health, education and social work, arts, entertainment and recreation, and domestic services.

FIGURE 2-8 . Employment by Sector and Income Group,  
Sub-Saharan Africa and Rest of the World, 2018
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bringing increased demand for nonfarm goods and services, encouraging 
rural households to start and maintain nonfarm businesses. In addition, as 
medium-sized farms with more capital become more prominent and profit-
able, smallholder farmers tend to reduce their activities on their own farms 
to seek out opportunities elsewhere, usually off the farm. These opportuni-
ties may be farm-related (e.g., input supply or transportation of product) or 
nonfarm, such as miscellaneous retail trade. In rural Tanzania, survey data 
collected in 2005 showed that over half those employed worked in more 
than one sector, usually agriculture and nonfarm self-employment (Filmer 
and Fox 2014); similar results were found in 2018 by Yeboah and others 
(2020) for rural Ghana, Tanzania, and Zimbabwe. This phenomenon, known 
as “mixed livelihoods,” is common across rural areas and small towns in 
SSA but is less common in cities, where people are more likely to specialize 
in one activity or sector.

Comparing the data shown in table 2-1 with those shown in figure 2-9 
gives an indication of the extent to which figure 2-9 overstates the impor-
tance of the agricultural sector in employment, and probably also overstates the 
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FIGURE 2-9 . Employment Trends in Sub-Saharan Africa, 2000 and 2018
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decline in employment in this sector. Table 2-1 reports detailed data on hours 
worked over the year for the working population in six SSA low- and lower-
middle-income countries. In contrast to the data shown in figure 2-9, 
these data show that only 37 percent of total reported hours worked were in 
agriculture.8 Reported hours worked in agriculture were higher in rural 
areas, but still not over 50 percent. Notably, the share of hours worked in 
agriculture were about the same for men and women, but men were more 
likely to be employed off their farm in agricultural wage work. Only in the 
rural hinterland (where the population density is particularly low) were 
more than half of total hours worked reported to be in the agricultural 
sector (Dolislager et al. 2020).

Until countries reach the upper-middle-income level, informal sector 
employment is the norm. A shortage of wage employment opportunities 
relative to labor supply results in the majority of employment opportunities 
found in household farms and businesses—the informal sector. Nonagricul-
tural informal sector employment accounts for 33 percent of total hours 
worked in rural Africa, and 38 percent of total hours worked in urban Africa 
(table 2-1) (Dolislager et al. 2020). Unlike in agriculture, in both rural and 
urban areas, women are much more likely to find work in this sector. Most 
of these businesses are self-employers and involve retail trade (kiosks or 
market stalls selling household consumables or farm inputs). Other popular 
sectors are informal agro-processing (milling grains, pressing oilseeds, 
making soap or candles, harvesting, and selling honey) or other types of 
craft manufacturing (making and selling furniture, baked or other cooked 
foods, or charcoal), and service sector providers such as hairdressing, run-
ning a bar, and or doing small repairs. Many service providers are also agents 
for mobile money. The craft manufacturers or retail traders sell their goods 
and services almost exclusively to other households and are popular in rural 
and urban areas as they are willing to sell small amounts (one or two ciga-
rettes; one bread roll; a small amount of cooking oil), which is helpful for 
lower- and middle-income households that may not have a steady income or 
any credit, and so would not be able to purchase their daily needs from 
larger, more established businesses (Fox and Sohnesen 2016). Importantly, 
this sector depends on household incomes from agriculture or wage employ-
ment, as well as income earned within the sector for demand, so any type 
of local economic crisis such as a natural disaster or trade or transportation 
shock hits this sector very quickly (Filmer and Fox 2014).
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Wage employment outside the agricultural sector—working for some-
one who is not a member of one’s own family, and who is paid in cash or in 
kind—is generally considered more desirable employment, as the income 
risk is lower and the conditions of work tend to be better, including the pos-
sibility of paid overtime and benefits such as paid leave and social insur-
ance.9 By hours worked, it is the most common type of employment in urban 
areas, reflecting the tendency of both public sector entities and private firms 
to locate there, and it is relatively unimportant in rural areas. Wage employ-
ment in enterprises offers opportunities for specialization, including use of 
skills gained through education or training, and tends to be both more pro-
ductive (monetary value of output per worker) and better paid. This is less 
true of casual day labor or temporary jobs, which account for about half of 
wage employment in low- and lower-middle-income SSA countries (Filmer 
and Fox 2014).

Wage employment has grown more rapidly in non-RR LMICs (fig-
ure 2-10), reflecting the entrance of new firms responding to a better invest-
ment climate.10 In all LICs and LMICs, the share of wage employment in 
total employment is larger for men. In the LIC countries, the share of wage 
employment in men’s employment went from 15 to 20 percent, but in women’s 
employment it only went from 7 to 10 percent. Women seem to be catching 
up in non-RR LMICs, but this may be attributable to women without wage 
employment dropping out of the labor force (a selectivity issue).11

In RR LMIC countries, the expansion of wage employment has mostly 
been in the public sector (table 2-2). Only 18 percent of the wage employ-
ment shown in figure 2-10 is in the public sector in non-RR LMICs, but 
43 percent of the wage employment in RR countries is in the public sector. 
The pattern of high public sector wage employment and low private sector 
wage employment in RR economies is not unique to Sub-Saharan Africa, as 
it is common and often worse in the Middle East and North Africa (Assaad 
2019). For example, in 2000, over 50 percent of educated new entrants to 
the labor force in Algeria and Tunisia took public sector jobs. In 2014, in 
Egypt, over 25 percent of total employment was found in the public sector; 
the share was even higher in Jordan and Algeria (Assaad 2019). Wage employ-
ment in African UMICs is high, but outcomes in this category are dominated 
by South Africa, which has exceptionally low agricultural sector employment 
given its income level (see figure 2-9); this is why African UMICs seem to be 
doing better than the rest of the world on this dimension.
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In sum, African employment patterns—reflecting the intersection of 
labor supply and demand—are showing signs of transformation in the 
LICs and LMICs. Notwithstanding the dearth of industrial employment 
and overall lower incomes in African LMIC countries, the share of wage 
employment in non-RR LMIC countries is near the average in LMICs in 
other regions, despite rapid labor force growth, reflecting significant prog-
ress toward transformation in the face of demographic headwinds, spurred 
by expansion of output in the service sector. In LICs, wage employment 
shares are behind the other regions, reflecting lower average income levels 
in this category compared with the rest of the world; wage employment 
levels are also behind in the RR countries. Most of the employment in 
Africa is in the private sector (including self- and family employment).

Unemployment, Underemployment, and Skills Mismatch

Youth enter the labor force hoping to be able to earn a living. Sometimes 
there are opportunities, but they cannot find them (a matching problem). 
This means that youth need to keep searching. Sometimes youth do not 
have enough skills for the opportunities available, so they need to return to 
school or find another way to gain the skills they need. Often, however, 
youth have skills, but there are few opportunities compared with the number 
entering the labor force. In this case, they need to look for or create new 
opportunities—by starting a self-employed business, for example—even 
though in these new opportunities, at least initially, they may not be work-
ing to their full potential. All these situations, be they unemployment (not 
working at all but searching) or underemployment (working below potential), 

Table 2-2. Wage Employment as a Share of Total Employment  
in SSA LMICs and RR LMICs

Wage employment percentage

LMICs 34
Of which, public sector 6
RR LMICs 23
Of which, public sector 10

Source: Fox and Gandhi 2018.

Note: SSA = Sub-Saharan Africa; LMIC = lower-middle-income countries;  
RR = resource-rich. Employment-weighted averages.
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reflect disequilibria in the matching of labor supply and demand in the labor 
market. While they can never be completely eliminated, one objective of 
labor market policy is to reduce the amount of time youth and other labor 
force participants spend in this situation.

Unemployment, widely viewed as a leading and reliable indicator of dis-
tress in the labor market, is not widespread in SSA until countries reach 
upper-middle-income status (figure 2-11). The pattern in SSA is like the 
pattern in other parts of the world, which is that the unemployment rate 
tends to be highest in middle-income countries (figure 2-12). Open unem-
ployment is usually low in low-income countries because it is both futile 
and unaffordable. Most households have limited savings to finance a job 
search, and there are few wage jobs to be found. To be employed in these 
countries means creating your own job or joining with household members 
in a farming or nonfarm activity. Although youth unemployment is typically 
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higher than the country-wide average (figure 2-11), the difference is very 
slight in the poorest countries.

As countries get richer, they produce more wage job opportunities rel-
ative to the supply of labor, and households have more resources to finance 
a job search. Education levels and job aspirations also rise, however. This 
creates the situation of higher unemployment among educated youth, 
especially those with secondary school but no further education, as is reg-
ularly found in SSA’s urban areas (figure 2-13). South Africa is a particu-
larly bad example of this problem, but middle-income countries in the 
Middle East, North Africa, and Latin America also show a similar pattern 
(Palmer 2017). One reason for the pattern of higher unemployment among 
more educated youth is that the demand for labor with intermediate skills 
(e.g., completed secondary education) has not grown as fast as the supply 
of this labor—educational attainment has risen faster than labor demand. 
Related to this trend is the increased capital intensity of manufacturing, 
which has meant that the types of jobs that people with this level of educa-
tion used to take are now less common all over the world (Rodrik 2015). 
Once countries reach the high-income stage, the average unemployment 

FIGURE 2-12 . GDP per Capita and the Youth Unemployment Rate
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rate drops substantially as the quality of education improves, the supply of 
job opportunities (labor demand) relative to the labor supply comes back 
into alignment, and education and postschool training and job assistance 
systems do a better job of helping match employers and job seekers.

Underemployment is more common than unemployment in low- and 
lower-middle-income countries. Underemployment refers to underutilized 
labor. The definition most commonly measured is hours-related under
employment, which happens because the working person is willing to put in 
more hours but they cannot get more hours of work, either because of sea-
sonality, or because the job they are doing is inherently part-time—in U.S. 
parlance, a person is involuntarily part time. Hours-related underemploy-
ment is associated with a high share of employment in agriculture or casual 
labor, so this is more common in poor countries (see figure 2-11).

A second definition, often referred to as a skills mismatch, is not being 
able to find a job that utilizes the training or skills that a person has acquired; for 
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example, a taxi driver or waiter with a postgraduate degree, or a laid-off  
middle manager working as a retail clerk. As African countries grow their 
economies and expand education, skills mismatch underemployment seems 
to be becoming more important (figure 2-14). In urban areas, World Bank 
STEP surveys found that 40 percent of the labor force in Ghana and 
25 percent of the labor force in Kenya reported that their own education 
exceeds the education required for their current job (Handel, Valerio, and 
Sánchez Puerta 2016). Interestingly, the most underutilized skills reported 
in this study were digital ones. The ILO skills mismatch measure compares 
the employed person’s education with median years of education found by 
all employed people in that occupational group. Its results (as seen in 
figure 2-14) show that, while those who seem to be well matched, statisti-
cally, with their occupation are the largest single group, the rate of over-
skilling (skill underutilization) is highest in LMI countries. The African 
Development Bank (2019) found that reported overskilling increases with 
education level completed. Notably, the African Development Bank also 
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finds that education is poorly correlated with labor productivity, which 
may be one reason why employers are less likely to hire well-educated job 
entrants. These results are consistent with the high rate of unemployment 
among more educated people in LMICs.12

The problems with the absorption of educated youth in SSA’s econo-
mies have been attributed in part to SSA’s education systems. Although 
African countries spend a high share of public and private expenditures on 
education, the efficiency of their expenditures is low. The overall quality 
of SSA education is poor, and learning outcomes (as measured by stan-
dardized tests) for SSA’s children are worse compared with those of their 
peers in other regions, even controlling for income level (Filmer and Fox 
2014; World Bank 2018; Arias, Evans, and Santos 2019). The pattern is 
most extreme in RR countries, which have some of the worst human devel-
opment outcomes across the board, controlling for income (de la Brière 
et al. 2017). The curriculum and teaching methods are also not oriented 
toward developing noncognitive skills and employability knowledge that is 
helpful for navigating the labor market, especially in secondary and post-
secondary education systems.

As a result, graduating youth do not know how to interact with poten-
tial employers to find a job, or to interact with self-employed mentors to 
find out how they could do better. Employers cite a lack of socioeconomic 
skills as the main reason they do not like to hire youth who are recent grad-
uates (Filmer and Fox 2014; Fox 2019). Postsecondary formal technical and 
vocational training programs have been a massive and expensive failure 
(Filmer and Fox 2014; Arias, Evans, and Santos 2019) in part because they 
do not focus on these skills, although internships within these programs 
seem to help build them.

Difficulty navigating the labor market is not only an urban issue; research 
on Nigeria and Tanzania cited by Fox (2019) and on Ghana, Tanzania, and 
Zimbabwe cited by Yeboah and others (2020) shows that secondary and 
postsecondary school graduates in small cities and rural towns do not have 
an easy time either. Rural education is of even worse quality than in urban 
areas and is still costly. Yeboah and others (2020) report that many rural 
youth express disappointment with the career outcomes available once they 
complete junior or senior secondary school, and cite a lack of funds and/or 
poor exam scores as the main reason they were unable to continue their 
education. In African school-to-work transition surveys, the aspirations of 
rural youth for the type of occupation they wanted were high and were not 
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consistent with their education—which was too low and did not provide the 
skills they needed—or the opportunities in their area (OECD 2018).

In sum, SSA does not have worse youth unemployment than other 
regions, after controlling for income level and the presence of mineral 
exports. Indeed, unemployment in most SSA low- and lower-income coun-
tries is below the estimated regression line shown in figure 2-12. But out-
comes could be better, especially for educated youth, as figure 2-11 shows. 
Several microeconomic studies have shown that African youth often have 
no idea where employment opportunities are expanding, or what specific 
jobs or occupations pay as an entry-level wage (Filmer and Fox 2014; Fox 
2019). As a result, educated urban youth in Africa spend years after leaving 
school searching for formal wage employment, hoping for a higher wage 
or better job than they are likely to receive, and ultimately the majority do 
not succeed (Bridges et al. 2016). It is possible that, as wage employment 
opportunities increase in urban and peri-urban areas, these search costs 
could diminish.13 However, a stronger focus within the education system 
on both necessary cognitive skills as well as overall preparation for entering 
the labor market either as a wage employee or in self-employment could 
reduce these employment frictions for youth.

Evaluating SSA Youth Employment Outcomes and Challenges

The analysis in the previous sections shows that, controlling for income 
group today—an indicator of economic transformation and development—
SSA’s employment outcomes are in many ways similar to those of the rest of 
the world. This finding suggests that as SSA’s countries travel on their eco-
nomic development journey, they are not following a divergent path with respect 
to employment outcomes. The major exception is the structure of employment 
by sector. LMIC SSA countries have not been able to generate the share 
of employment in industry that other LMIC countries outside SSA have 
achieved. As the share of employment in agriculture has declined, the share 
of employment in services has grown. Much of this service employment is 
informal. As a result, while wage employment as a share of total employ-
ment has grown as non-RR SSA countries move into the LMIC status, it 
often does not come with the benefits expected (income security and pro-
tection), while in RR countries wage employment is well behind the aver-
ages for LMIC countries outside SSA. This different pattern of employment 
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transformation has been a source of policy concern for some time (Rodrik 
2015) and motivates the case studies in the IWSS research project.

Most discussion of SSA youth employment issues refer to the large 
youth bulge within SSA demography—a labor supply problem. However, 
all other regions of the world have also been through this demographic 
phase (figure 2-2), and most countries have managed to employ their youth 
productively. A young labor force does not by itself constitute an employ-
ment problem. In absolute numbers, the size of SSA’s youth population is 
not large compared with those of Asian countries at their peak youth share 
of the working-age population. Rather, what sets SSA apart as a region is 
the slow rate of change. Of the 25 highest-fertility countries in the world, 
all are in SSA. The first country outside Africa on the list is Afghanistan, 
which ranks 27th.14 The rate of labor force growth and the dependency 
ratio are dropping much more slowly in SSA than in other regions, and this 
creates employment challenges.

The employment consequences of high fertility appear to be under
appreciated in SSA compared with other regions. Fewer children are asso-
ciated with higher public and private expenditures per capita on human 
capital (Mason et al. 2017), indicating that lower fertility could improve 
future employment outcomes. Lower fertility also slows future labor force 
growth, which could improve future employment opportunities. La Porta 
and Shleifer (2014) find that slower labor force growth is a necessary condition 
for reducing the share of informal self-employment or family employment  
in total employment while increasing the share of formal wage jobs. Africa is 
already behind the rest of the world in the share of wage employment in total 
employment. La Porta and Schleifer’s results suggest that Africa will not be 
able to climb out of this deficit soon, meaning that Africa’s high fertility will 
have long-lasting effects on future employment outcomes.

Africa has both an overskilling and an underskilling problem. Highly 
educated youth in LMICs are more likely to be unemployed, and, when 
employed, more likely to report that their skills are not being used, sug-
gesting a skills surplus. Unemployment among educated youth is both 
frustrating for youth and a waste of human capital. Yet African educational 
attainment is low compared with income peers, whether measured by 
years of education or test scores. Most analysts predict that SSA will need 
a more skilled and better suited labor force than exists today in order to 
absorb the new technologies being used now or about to be deployed in 
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other parts of the developing world (Arias, Evans, and Santos 2019; African 
Development Bank 2020); the IWSS case studies that are analyzed in this 
volume predict this as well. Education is a long-term investment, and 
youth entering the labor force today may work for another 40 years or 
more. The question is not whether to continue to expand access to quality 
education but how to do so efficiently and affordably, building all the skills 
African youth need, while at the same time growing an economy that can 
use these skills.

In opinion surveys and focus groups, especially those conducted in more 
urbanized settings, African youth are as optimistic as youth in other regions 
(Ichikowitz Family Foundation 2020). However, youth have differing views 
on their desired employment outcomes. Urban youth participating in the 
Kenya Youth Empowerment Program reported a strong preference for a 
formal wage job of any kind, valuing the job security and social insurance 
provisions, and expressed a willingness to take lower earnings for job secu-
rity (Assy et al. 2018). However, these youth did not have experience working 
in a factory or other private business. After engaging in this type of work in 
Ethiopia, youth with secondary school degrees quit their wage job, prefer-
ring to start their own business (Blattman and Dercon 2015). The African 
youth survey, conducted in the first half of 2019, found that about three-
quarters of the mostly urban and educated youth interviewed valued tech-
nology and wanted to start their own business in the next five years, and 
two-thirds said that they already had a business idea (Ichikowitz Family 
Foundation 2020). However, these youth may underestimate the challenges 
they will face: An OECD (2018) study concluded that only a small fraction 
of youth entrepreneurs in SSA are successful, and very few end up employing 
others. In SSA, as in other regions, the median age of growth-oriented 
entrepreneurs who employ other people is 30 or above, and the average age 
is even higher, indicating a long tail of older entrepreneurs (Mabiso and 
Benfica 2019). Researchers have found that most successful entrepreneurs 
first work for someone else, learning business skills.

Qualitative surveys of rural African youth reveal that they struggle to 
make a living but remain optimistic. These surveys highlight the opportu-
nities a growing and commercializing rural area offer youth, including the 
promise of using new technology to increase productivity both on and off 
the farm. Contrary to some narratives, SSA’s youth do stay in rural areas, 
search for, and find productive employment opportunities (Mabiso and 
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Benfica 2019). A survey in rural Ghana and Uganda depicts a youth popu-
lation struggling to get land for farming or capital to start a business, and 
not benefiting from public investments of donor projects, despite a plethora 
of government and donor initiatives (Williams 2017). Other evidence sug-
gests that in countries with land still available, both farm and nonfarm 
sectors provide opportunities for income generation, which youth are 
seizing (Sumberg et al. 2020). Yeboah and others (2019) find that, while 
youth are getting access to land later in life than their parents owing to 
land scarcity and longer lifespans of their elders, in countries that have 
enabled land rental markets, youth are seizing this opportunity. Youth 
report that the most valuable livelihood skills they gained were from par-
ents, relatives, or mentors; family and friends were also the main source of 
capital to start a farm or nonfarm business, in addition to youth’s savings 
(Yeboah et al. 2020).

All over the world, women face specific difficulties in accessing pro-
ductive employment (World Bank 2012), and Africa is no exception. Early 
marriage and childbirth interrupt human capital development and reduce 
income earning prospects later; they also exacerbate Africa’s world-high 
maternal mortality. Once they enter the labor force, African women have 
less access to wage employment, and women’s farms and businesses are 
on average less productive than men’s, reflecting disparities in access to 
land, capital, and financing, along with earlier gender gaps in educational 
attainment (Beegle and Christiaensen 2019). Women face harassment at 
their place of work if it is outside the home. Women also face discrimina-
tion due to social norms around acceptable activities for women as well 
as underestimation of their potential. In some countries, women do not 
have the necessary legal rights to operate an independent business (e.g., 
the right to own land and assets in their own name; the right to take out 
a loan independent of their husband) (Beegle and Christiaensen 2019; 
World Bank 2019). On the World Bank’s composite score of women’s eco-
nomic legal rights, SSA scores well above the regions of the Middle East 
and North Africa and South Asia (World Bank 2019). The variance is much 
higher than other regions, however, showing wide heterogeneity among 
African countries.15 As in other regions, females of all ages spend signifi-
cant time on unpaid household chores. Evidence on Africa is sketchy owing 
to lack of time-use data, but Beegle and Christiaensen (2019) estimate that 
adult women spend 2.5 to 7 times as many hours per week on domestic and 
care work than men.
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Policy Options to Improve Employment Prospects  
for Africa’s Youth

Africa faces employment challenges on both the supply and demand sides, 
which have a negative impact on youth prospects. On the supply side, 
longer life expectancy combined with a slow decline in fertility has raised 
labor force growth to 3 percent a year in the last decade. Youth are entering 
the labor market with more education but fewer skills than their years of 
education would indicate. They are also missing some key skills (notably 
soft skills) owing to weaknesses in educational systems. Meanwhile, slow 
growth in labor demand has hindered the creation of the formal wage jobs 
Africa’s youth desire, and what they expect their education to prepare 
them for. Demand for labor in formal private firms and the public sector 
below the fast-growing labor supply is causing informality to persist. These 
factors, combined with an “aspirations gap” between youth’s expectations 
and the employment opportunities available, have led to unemployment and 
underemployment. Opportunities and outcomes are best in the non-RR 
LMICs, which provides a base for some optimism: If African countries can 
keep growing and transforming, opportunities will continue to improve.

As discussed above, the only way to improve youth’s income-earning pros-
pects significantly and sustainably is to improve all employment and earn-
ings opportunities through economic transformation. Economic growth 
without transformation—as in resource-rich economies—is much less effec-
tive, as the outcomes in Africa’s RR LMIC countries show. Transformation,  
through the creation of modern, higher-productivity firms, can gradually 
replace informal employment with formal employment in Africa. This then, 
is a key direction for policy to support IWSS sectors in creating more pro-
ductive jobs.

The best way to increase good jobs (formal sector wage jobs) is to 
encourage the entrance and growth of large firms (Ciani et al. 2020). Large 
firms play an outsized role in economic transformation and employment 
creation since they tend to use newer technology, pay higher wages, and 
are more likely to export. They push transformation forward and support 
resiliency because they are better able to weather economic storms. They 
often structure the market for medium-sized and smaller firms operating 
in related sectors that will be their suppliers and retailers, thus helping to 
ensure their survival as well (e.g., the large automakers in the United States, 
Europe, Japan, and South Korea structure the auto parts supply market). 
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Most large firms (those employing over 100) start off large, although a few 
start as medium-sized firms (20–50 employees) and grow (Ciani et al. 2020). 
Small firms do not grow large; a firm that starts with fewer than 20 employees 
has a less than 1 percent chance of growing to over 100 employees, even if 
it survives its first five years (which they mostly do not; see Quak and 
Flynn 2019).

Large firms can be created through foreign direct investment or through 
domestic investment. But for firm creation, domestic business regulation 
must encourage entry. Too often, this does not happen in Africa, mostly 
because existing large firms exercise political power to obtain regulatory 
hurdles that reduce competition from new entrants. For example, in Kenya, 
an economy with a shortage of wage employment opportunities that should 
have significant firm entry, only 21 percent of firms are under five years 
old (World Bank 2016). Meanwhile, the correlation between productivity 
and employment growth is negative in Africa (Diao et al. 2021; World 
Bank 2016).

Firms also face other constraints in Africa, which raise costs relative 
to imports and increase risk for investors, reducing the creation of new 
formal sector wage jobs. The financial system is not performing its inter-
mediation role effectively, as Africa has the lowest net credit to the pri-
vate sector as a share of gross domestic product of any region in the world 
(World Bank 2020). It is expensive to operate in Africa’s urban areas; as 
a result, they are not fulfilling their agglomeration potential (Page et al. 
2020). One issue is high land prices and land transaction costs, owing to 
poorly functioning land tenure systems. Transportation and other logis-
tics services prices are high in both time and money. Energy prices are 
among the highest in the world. While this partly reflects a major infra-
structure deficit in Africa that can be traced back to colonial times, it also 
reflects poor management of publicly owned service providers (Bond 2016), 
an issue that could be addressed more quickly than building more infra-
structure. The importance of constraints varies by country and sector, but 
the range argues for a comprehensive and long-term private sector devel-
opment strategy if youth employment goals are to be achieved (Quak and 
Flynn 2019).

Raising productivity in the informal sector, both on the farm and off the 
farm, should be a priority for employment policy. Informal employment will 
be normal for decades, even under the best transformation scenarios, given 
the expected growth of the labor force relative to available and expected 
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future wage-earning opportunities. African agriculture is characterized by 
low labor and land productivity but also wide variance, showing that there is 
widespread scope for improvements through public investment in research 
(to develop more resilient and productive crop and livestock varieties), and 
in infrastructure construction and maintenance (to reduce the cost of the 
long supply chains that get crops to urban and overseas markets and reduce 
postharvest wastage; Beegle and Christiaensen 2019). Investment in reforms 
and institutions that make it easier for youth to get access to land (through 
land sales or rentals) would also help raise productivity, as youth, with more 
education, can more easily adopt new technology (Mabiso and Benfica 2019). 
These investments should be an employment priority. Enhancing rural-
urban infrastructure will also increase productivity and earnings of non-
farm household businesses in rural areas and small cities or towns.

In urban areas, policies supportive of informal business could increase 
incomes; but urban planning in SSA rarely includes supporting this activity 
(Filmer and Fox 2014). Supportive policies would include, for example, pro-
viding access to convenient workspaces (including but not limited to market 
stalls) with adequate infrastructure (water, electricity), where customers can 
easily reach vendors (e.g., night markets and market spaces at bus stops) 
(Filmer and Fox 2014). Policies should support informal cross-border traders 
as well.

Improving access to digital services and increasing e-commerce 
opportunities—by, for example, developing efficient e-commerce payment  
systems—would also support informal businesses through access to bank-
ing services (mobile money), customers (gig platforms), and suppliers 
(placing orders). Businesses started by youth could easily adopt this tech-
nology if it is affordable, as could women, who have been shown to benefit 
more proportionately from such technological adoption (Ahmad et al. 
2020). However, this adoption has not been widespread, in part because 
SSA has some of the highest costs in the world for mobile cellular and 
broadband service. As a percentage of gross national income (GNI) per 
capita, the world average monthly mobile cellular services cost is 5.7, but 
the African-wide average is 13 (Mabiso and Benfica 2019). In part, this 
reflects a lower GNI per capita, but it also reflects some of the highest 
prices in the world, especially for countries in West and Central Africa. 
Conversely, other African countries—such as Kenya, Nigeria, Guinea, and 
the Southern Africa Customs Union countries—have demonstrated the 
path to lower-cost services.
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Youth-targeted interventions are tempting for donors and governments 
alike—after all, if youth are not getting the outcomes they want and need, 
why not help them? For the most part, this logic is faulty, as it ignores the 
source of the problem: the economy and the pace of economic transforma-
tion. By attempting to help youth, it in effect blames the victim for the dif-
ficulties (Fox et al. 2020). As a result, youth-targeted interventions, especially 
those focused on posteducation technical skill building, do not have a good 
track record in developing countries, and are rarely cost effective (Fox and 
Kaul 2018). African labor markets, especially in LMICs, have displayed lim-
ited absorptive capacity for skilled labor—more jobs are needed. Education 
and training programs do not create jobs. If a training program does manage 
to place youth in a wage job in an enterprise, most likely this outcome is 
because someone else was displaced from that job (Fox and Kaul 2018).

Few current employers cite a lack of education as a major constraint on 
expanding employment, but they do complain about youth lacking the 
employability skills (i.e., noncognitive skills and information) employers 
want.16 And youth who will not be able to get a wage job and need to run a 
farm or a nonfarm business as their livelihood need noncognitive skills 
such as negotiation, a business mind-set, and the like as well. Several pro-
grams in SSA have been successful at teaching these skills and are now 
starting to be scaled up (Fox and Kaul 2018). The programs are supple-
mentary for formal education systems, held either in the community after 
school or at schools, after normal classroom instruction ceases for the day, 
and seem to be cost-effective models for remedying the socioeconomic 
skill-building deficits in general education programs. Programs are aimed 
at helping youth start a business (a microenterprise) have achieved these 
outcomes, but there is no medium-term evidence on the success of these 
ventures. That these programs have been structured separately from formal 
educational curricula is a testament to the difficulty of achieving major 
change in public education systems.

Evidence suggests that women in particular benefit from developing 
socioemotional skills (Fox 2019). Socioemotional skills help women over-
come barriers to improved employment, and to broader economic and 
social outcomes. Employment-related outcomes from socioemotional skill 
development programs include higher self-employment earnings through 
better negotiations with supplies and customers, and better access to wage 
jobs, perhaps through an increase in confidence as well as knowledge of 
opportunities. Other outcomes include later marriage and childbirth, and 
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more economic empowerment within the household and community (Fox 
2019; Mabiso and Benfica 2019). These results suggest a productive avenue 
for closing the gap between women’s employment outcomes and men’s.

Over the medium to long term, Africa’s employment challenges could 
diminish if a more rapid fertility decline reduces the growth of the labor 
force. Although steps taken today will not pay off immediately (most of the 
labor force entrants for the next 20 years have already been born), coun-
tries should still make investments as they can have social benefits earlier. 
Many countries in SSA have a high, unmet demand for contraception, 
indicating a fruitful area for government expenditures. Another important 
policy goal should be to reduce child marriage and births to mothers under 
the age of 18. Achieving this goal would have payoffs in less than 20 years 
by reducing maternal mortality and reducing the dropout rate among 
teenage girls.

Conclusion

African countries, especially those that have been able to transition to 
LMIC status and avoid the “mineral curse,” have improved their employ-
ment outcomes significantly. The long period of economic growth between 
2000 and 2018 no doubt contributed considerably. The main factor that 
holds back progress is the lack of large-scale job creation. The main argu-
ment of this book is that IWSS sectors have the potential to generate pro-
ductive jobs at scale. In addition, some factors, such as underdeveloped 
factor markets (land and finance), inhibit the growth of formal firms along 
with the informal sector; and social norms and a lack of legal rights hold 
women back. As David McKenzie noted in his review of active labor market 
programs in developing countries, urban labor markets work pretty well at 
matching youth (and adults) with the jobs available (McKenzie 2017).

Nonetheless, youth entering the labor market to seek employment face 
a system of constrained choices. These constraints include the level of eco-
nomic development and transformation—which determines the growth of 
better employment opportunities for all, and the rate of labor force growth, 
which limits the share of youth who can seize those opportunities when 
they are created.

Africa has both an underskilling and overskilling problem. The poor 
quality of education systems means that years of education do not translate 
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well into better employment outcomes, even in urban areas where the more 
educated labor force, especially youth, live and work. At the same time, 
unemployment is highest among those with the highest levels of educa-
tion, and, once they enter the labor force, the well-educated are highly 
likely to report that their skills are not being used.

These trends suggest that African countries, especially the LMICs, 
have created more skills than opportunities for youth. This economic dis-
equilibrium will not automatically be corrected by economic growth. The 
solution is not to reduce access to education, as youth entering the labor 
force today will likely have another 40 to 50 years of work. As technology 
changes, they will need the foundational skills that should be attained during 
primary and secondary education to continue to be productive. What SSA’s 
countries need is more new firms that use a combination of high-skill and 
low-skill labor. Usually these are large firms with over 100 employees. Both 
foreign direct investment and domestic investment can create these firms, 
given the right incentives.

Owing to high labor force growth, the informal sector will be normal. 
The SSA employment agenda in LICs and LMICs needs to tackle produc-
tivity issues in this sector, both on and off the farm and in urban areas. 
Improving access to digital services has demonstrated its value, and should 
be a high priority. For the most part, this means investments and policies 
to lower service costs.

Other factors that will continue to hold back employment outcomes for 
SSA’s youth, now and in the medium term, include:

•	 fragility and conflict—which lower economic growth, reduce 
public investment, and inhibit human capital development;

•	 poor economic governance in resource-rich economies;
•	 high fertility, which inhibits human capital development, crowds 

youth and adults into the informal sector, and, through early 
childbirth, negatively affects women’s economic prospects; and

•	 laws and norms that permit or encourage early marriage and 
reduce economic opportunities for women.

These are medium to long-term challenges—as are the education and 
skills development ones—but if progress can start now, as part of a post-
COVID-19-pandemic “build back better” agenda, constraints can be eased 
and future opportunities for youth can improve.



	 Opportunities for Youth Employment in Sub-Saharan Africa	 79

African youth are optimistic about their future, despite the struggles 
they face today in entering the labor force—which, for youth entering in 
2020–22, was compounded by the COVID-19-induced recession. This 
optimism can be a positive force for change.

Africa still needs better data on labor market outcomes, and they need 
to be collected more frequently. Reliable data on earnings, especially in 
the agriculture and nonfarm informal sectors, are difficult to find. Recent 
changes in the international definition of employment are making cross-
country comparisons, as well as comparisons over time, more difficult. 
This issue needs to be addressed flexibly.

Finally, several African countries are entering or have recently entered 
the resource-rich club (wherein 50 percent of their exports are minerals). 
Some of these RR countries now have a vibrant private sector offering 
opportunities in commercial agriculture and private enterprises, as well as 
in informal businesses, and are developing an African digital economy 
based on a more educated labor force (e.g., Ghana, Kenya, and Senegal). 
These countries should take care to avoid the mineral curse, with its nega-
tive effects on economic growth and nonmineral tradable sectors, because 
the subsequent negative effects on youth employment outcomes could be 
serious, as the data in this chapter show.
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Appendix

Appendix 2-1.  Countries Included and Surveys Used

Country Resource/income classification
Year of 
survey

Angola Lower-middle-income resource rich 2011
Benin Low income 2011
Botswana Upper-middle-income 2016
Burkina Faso Low income 2014

(continued)
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Burundi Low income 2013
Cameroon Lower-middle-income resource rich 2014
Cape Verde Lower-middle-income 2018
Central African Republic Low income 2008
Chad Low income 2011
Comoros Lower-middle-income 2013
Congo, Dem. Rep. Low income 2012
Congo, Rep. Lower-middle-income resource rich 2011
Côte d’Ivoire Lower-middle-income 2015
Eswatini Lower-middle-income 2016
Ethiopia Low income 2015
Gambia, The Low income 2015
Ghana Lower-middle-income 2015
Guinea Low income 2012
Guinea-Bissau Low income 2010
Kenya Lower-middle-income 2016
Lesotho Lower-middle-income 2010
Liberia Low income 2014
Madagascar Low income 2015
Malawi Low income 2016
Mali Low income 2018
Mauritania Lower-middle-income resource rich 2014
Mauritius Upper-middle-income 2018
Mozambique Low income 2015
Namibia Upper-middle-income 2018
Niger Low income 2014
Nigeria Lower-middle-income resource rich 2013
Rwanda Low income 2018
Senegal Lower-middle-income 2017
Seychelles Upper-middle-income 2017
Sierra Leone Low income 2014
South Africa Upper-middle-income 2018
Sudan Lower-middle-income resource rich 2011
Tanzania Low income 2014
Togo Low income 2015
Uganda Low income 2016
Zambia Lower-middle-income resource rich 2014
Zimbabwe Lower-middle-income 2014

Source: Fox and Gandhi 2018. 

Appendix 2-1.  (continued)

Country Resource/income classification
Year of 
survey
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NOTES
  1. Throughout this chapter, “SSA” and Africa are used synonymously.
  2. In some countries, older surveys have been used instead of recent ones 

to ensure that employment is measured consistently. For more details, see Fox 
and Gandhi (2021, appendix B).

  3. World Bank 2019 data are used for income group classification. GNI per 
capita is below $1,026 in low-income countries, between $1,026 and $3,995 in 
lower-middle-income countries, and between $3,996 and $12,375 in upper-
middle-income countries.

  4. LMIC countries are considered resource rich if minerals accounted for 
at least 50 percent of goods exports from 2006 to 2010. Export data come from 
the Atlas of Economic Complexity initiative at Harvard University. Natural 
resource export share (nonrenewable resources such as oil, gas, coal, and other 
minerals but not agricultural commodities) was used because these data are 
more widely available than resource rents as a share of public expenditures or 
as a share of gross domestic product. Following Lashitew, Ross, and Werker 
2020, the cut-off for resource rich is 50 percent; countries with a mineral 
export share below this level exhibit less tendency toward the “resource curse” 
syndromes—lower gross domestic product growth, Dutch disease, poor busi-
ness environment, and less developed economic institutions, and lower human 
capital. The period 2006–10 was used so that the resource rich syndrome had 
time to unfold and infect employment outcomes.

  5. In addition to a falling dependency ratio, productive jobs to boost 
national saving and investment are essential to fully harness the demographic 
dividend.

  6. When measured using the standard 7-day recall, Nigerian youth labor 
force participation is quite low. When measured using a longer recall, as in 
LSMS-ISA surveys, participation rates are about 50 percent. For more details 
see Fox and Gandhi (2021, appendix B).

  7. In the other regions, most of the surveys analyzed in the study were from 
middle income countries (LMICs and UMICS).

  8. The countries included are Ethiopia, Malawi, Niger, Nigeria, Tanzania,  
and Uganda.

  9. For a discussion of types of wage work and nonwage work, including risks 
and opportunities, see https://ilostat.ilo.org/resources/methods/classification- 
status-at-work/.

10. Measured by the World Bank’s Doing Business Index, the highest SSA 
LMIC ranking is that of Kenya, at 56; the next four are Côte d’Ivoire, at 110; 
Ghana, at 118; Lesotho, at 122; and Senegal, at 123. Among the LMIC RRs, 
the highest is Zambia, at 85; the next four are Nigeria, at 131; Mauritania, at 
152; Cameroon, at 167, and Sudan, at 171. See http://documents.worldbank.
org/curated/en/688761571934946384/pdf/Doing-Business-2020-Comparing-
Business-Regulation-in-190-Economies.pdf.
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11. On average, wage jobs are better paying than nonwage jobs. Women in 
LMICs who are below age 30—an age where they would be more likely to have 
young children at home—are less likely to participate in the labor force than 
women in LICs (figure 2-6). One would expect that lower-earning women 
would be more likely to be out of the labor force when taking care of children if 
they can, as the opportunity cost of being out of the labor force would be lower.

12. High reservation wages among well-educated youth may be another reason 
for higher unemployment, as discussed above and by Filmer and Fox 2014.

13. Globally, the majority of nonfarm wage employment in developing 
countries is found in urban areas, and the majority of hours worked in wage 
employment take place there (Dolislager et al. 2020).

14. See https://worldpopulationreview.com/countries/total-fertility-rate/.
15. Sudan is the lowest-ranking country in SSA, with a score only slightly 

above that of Saudi Arabia, while Mauritius is the highest-ranking country— 
it has the same score as Germany, and a higher score than the United States.

16. This finding emerged in all the IWSS case studies.
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Rwanda

Harnessing the Power of the Next Generation

RICHARD NEWFARMER AND ANNA TWUM

Structural Transformation and Job Creation: 
The Past as Prelude to the Future

Young workers hold the promise of future growth in Rwanda. High,  
if declining, fertility rates, together with sharp reductions in child mortality,  
have propelled rapid increases in population and a young labor force. In the 
last half-decade, the labor force has grown at just under 3 percent annually. 
Fully half the population is younger than 19 years. With 70 percent of the 
labor force located in rural areas, the epicenter of high fertility rates, and 
already with one of the highest rural density on the continent, pressures 
on land are enormous. The economy must therefore grow rapidly—and for 
decades—to create the number of jobs necessary to pull youth, women, and 
other new labor market entrants into productive activities that will raise 
living standards.
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In the last two decades, the Rwandan economy has indeed grown rapidly; 
with growth in output at close to 8 percent annually since 2000, Rwanda 
has generally been featured among the most rapidly growing economies on 
the continent. A distinctive feature of Rwanda’s post-1994 economic growth 
is the peculiar form of structural transformation; workers have progres-
sively moved out of agriculture, but not into manufacturing—the pattern 
of growth in East Asia and today’s high-income countries—but rather into 
services (Ggombe and Newfarmer 2017).

This “services-first” pattern of industrial transformation prompts several 
questions: Can Rwanda generate sufficient productivity growth without 
relying on a surge in manufacturing to drive overall economic growth? 
Can it produce exports necessary to power growth, the ultimate determi-
nant of rising average wages? And finally, can it produce a sufficient number 
of high-productivity jobs to raise incomes, especially of young, women, 
and unskilled workers?

Indeed, the strongest growth opportunities exist in commodity-based 
agro-processing and services trade—what we have called “industries without 
smokestacks” (IWSS) (Newfarmer, Page, and Tarp 2018). A central premise 
for this study is that these activities can lead the structural transformation process 
in tandem with manufacturing growth. Much as with smokestack industries, 
agribusiness and food processing, two examples of IWSS, employ both 
unskilled and semiskilled workers, require less physical capital per unit of 
output, are tradable, and exhibit high returns from the application of new 
technology. Moreover, many of these sectors’ products are traded region-
ally (e.g., food products and, beverages) because they are responsive to 
local tastes, are bulky to transport or require proximity to raw materials. 
Services exports, another IWSS sector, already amounting to half Rwanda’s 
export earnings, are central to its future, and include tourism and higher-
skill services such as business process outsourcing, health care, and higher 
education.

Overview: The Rwandan Labor Market

According to the National Institute of Statistics of Rwanda (NISR) House-
hold Survey, of the 11.8 million Rwandans in 2017, some 6.8 million were 
of working age—that is, between the age of 16 and 65 years.1 Of these, 
5.9 million were economically active and 5.8 million were employed. Women 
outnumbered men in the employed labor force by about 7 percentage points, 
a probable legacy of the 1994 genocide, when men were disproportionately 
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killed. Some three-quarters of the labor force participated actively, and 
unemployed workers numbered about 100,000, amounting to an unemploy-
ment rate of about 5.3 percent, according to the government’s narrow 
definition. Youth unemployment was higher, but not dramatically so, at 
7.9 percent.2

The largest share of the labor force is in agriculture: about 40 percent 
(excluding subsistence agriculture) and 70 percent (including subsistence 
agriculture). The NISR does not include subsistence farmers in in its labor 
force surveys, conducted after 2016. In this study, we capture the popula-
tion of subsistence farmers since we rely mostly on household surveys that 
not only have a more comprehensive coverage but also date back to 2000, 
with three benchmark years: 2000, 2010, and 2017.

Nonetheless, some of the descriptive statistics from the narrower labor 
force surveys are worth noting. Based on the most recent survey report for 
2019, unemployment affects 15.2 percent of the labor force, while 26.8 percent 
of employed workers deal with time-related underemployment. Women, 
the rural population, youth, and mature middle-aged people are more likely 
to be out of the labor force. Women are close to 17 percentage points more 
likely to be unemployed than men (45 percent vs. 62 percent labor force par-
ticipation), as they more frequently engage in unreported subsistence agri-
culture and unpaid domestic labor. The rural population is more likely to 
be out of the labor force than the urban population (49 percent vs. 67 per-
cent labor participation rate), due to a higher likelihood of participation 
in subsistence agriculture and more limited access to job opportunities. 
Finally, youth and mature middle age persons, having received only a limited 
education, are also less likely to be integrated into the labor force (although 
a significant share of youth who are out of labor force will be in education 
full time). Underemployment is more prevalent in rural areas, compared 
with urban ones. Rural workers experience similar unemployment to urban-
ites (15.2 percent vs. 15.3 percent). However, they are almost three times 
more likely to be underemployed (31.9 percent vs. 12 percent), due to high 
temporality and the seasonality of agricultural employment and scarcity of 
opportunities in rural areas (RLFS 2019).

The Future Challenge: Creating Jobs for an Expanding Population

With a current population of nearly 13 million and a population growth 
rate of 2.1 percent annually, Rwanda has to create jobs at a rapid rate to 
absorb new workers coming into the labor force. The NISR estimates that 
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the working-age population will be one-third of total population, and the 
urban workforce will increase by more than 80 percent in the next 12 years. 
This means of the 2.7 million jobs that will be needed, and some 1.5 million 
will have to be in cities (table 3-1).

The challenge will be not in creating jobs but in creating good jobs—
that is, ones with progressively higher productivity. In poor countries, 
nearly everyone who can work does. As in other low-income countries, in 
Rwanda, citizens cannot rely on social insurance or transfers, as they can in 
rich countries. In slow-growing countries with an expanding labor force, 
new entrants typically find work in low-productivity jobs. The answer to 
whether this is likely to happen in Rwanda depends in large measure on the 
recent pattern of growth.

Growth, Productivity, and Employment:  
Two Decades of Structural Transformation

Fortunately, Rwanda’s process of structural transformation has involved the 
movement of workers and capital into progressively higher-productivity 
activities; a pattern that has not followed the conventional path of agricul-
ture to industry to services. Instead, structural transformation has involved 

Table 3-1. W orkers Will Be Looking for Jobs in Cities in  
the Coming Decade: Working Age and Youth Employment,  
2020–32 (thousands)

2020 2032

No. of 
additional 

jobs % increase
Annual 
growth

Working age  
(15–64)

7,171 9,824 2,653 37.0 2.7

Urban 1,750 3,218 1,468 83.9 5.2
Rural 5,421 6,605 1,184 21.8 1.7

Youth (15–24) 2,576 3,059 483 18.8 1.4
Urban 653 1,057 404 61.9 4.1
Rural 1,922 2,001 79 4.1 0.3

Memo:
Total 12,663 16,332 3,669 29.0 2.1
Urban 2,773 4,900 2,127 76.7 4.9
Rural 9,890 11,433 1,543 15.6 1.2

Source: NISR Populations Projections (2018).
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growing employment in a host of activities that have manufacturing-like 
characteristics. These IWSS sectors tend to create jobs at a rate faster than 
subsistence agriculture, have a higher productivity, be tradable, and exhibit 
rapid technological change.

A look at Rwanda’s employment dynamics shows that employment 
in IWSS sectors has grown more rapidly than the rest of the economy. 
Table 3-2 shows the relative growth of IWSS, manufacturing, and non-
IWSS sectors using the benchmarks of household surveys conducted in 
2000 and 2016. The share of labor in subsistence agriculture has progres-
sively declined since 2000—from 87 to 67 percent. The high-employment 
growth sectors were agro-processing, horticulture, and export agriculture; 
business and financial services; tourism; and construction. These sectors, 
which employed only 5 percent of the population in 2000, nearly more than 
tripled in size, to 16 percent, by 2017.

These trends accelerated in the 2010–17 period. The IWSS activities 
accounted for about a third of new jobs created, compared with a much smaller 
share in the first half of the period.3 Rwanda is only now beginning to develop 
its manufacturing sector, so the sector’s contribution to employment—while 
growing at more than twice the rate of overall employment—still amounted 
to only 1 percent of total employment in 2016 (table 3-2).

Out of Agriculture into Activities with a Higher Labor Productivity

Shifts out of agriculture have transformed the structure of the Rwandan 
economy. Labor productivity in agriculture—outside horticulture and export 
crops, such as coffee, tea, and pyrethrum—has remained low, so workers have 
migrated to other activities where they could find better jobs. In 2017, labor 
productivity in subsistence agriculture was RWF 0.42 million per worker, 
only one-fifth of the levels in the IWSS and manufacturing sectors.

IWSS sectors are about twice as productive as the economy as a whole 
(figure 3-1). In 2017, labor productivity, defined as value added per worker, 
in the IWSS sectors was relatively close to that of manufacturing and 
was more than five times more productive than other non-IWSS sectors. 
The reduction in employment share for the non-IWSS sectors is mostly 
from the reduction in the share of workers in agriculture. However, 
subsistence agriculture continues to be a major employer, followed by 
informal trade and the domestic services sector—a largely informal sector 
employing about the same number of workers as the construction sector 
(table 3-2).
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The IWSS sectors have labor productivity levels comparable to manufac-
turing, RWF 3.4 million per worker, as compared with RWF 2.1 million. 
Within the IWSS grouping, the highest productivity levels are found in 
financial and business services, information and communications technology 
(ICT), and agro-processing. Horticulture and formal trade are not as high, 
but even these sectors have labor productivity levels that surpass those in 
noncommercial agriculture. The IWSS activities are not the only high- 
productivity areas of employment with higher productivity. Mining, utilities, 
government, and other categories all present higher labor productivity than 
noncommercial agriculture.4

Structural Change Has Been Growth-Enhancing

As workers have moved out of noncommercial agriculture into higher-
productivity activities, the economy has grown at rates of about 8 percent 
annually. However, Rwanda has experienced some volatility in growth 
rates, mainly because of weather-induced fluctuations in agricultural pro-
duction in the 2000–2016 period. Nonetheless, the extent of structural 
transformation has been impressive (figure 3-2).

The size of the bubbles in figure 3-2 corresponds to the size of sectoral 
employment in 2017, and the quadrants show low-productivity sectors 

0

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

Overall economy

2017

2000

Manufacturing
(excl. agro-processing)

IWSS Other non-IWSS

Millions of RWF per worker

FIGURE 3-1. Labor Productivity for IWSS, Like Manufacturing,  
Is Higher Than for Non-IWSS

Source: Authors’ calculations using EICV1, EICV3, EICV5, and Rwanda National Accounts.

Note: IWSS = industries without smokestacks.
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with declining employment in the left lower quadrant contrasted with 
high-productivity, increasing employment sectors in the top right quadrant. 
The upward-sloping regression line demonstrates that structural trans-
formation has been sharply positive. The light gray bubbles indicate the 
IWSS sectors, the dark gray bubbles are manufacturing, and the medium 
gray bubbles are the other non-IWSS activities. While workers in manu-
facturing have relatively high productivity compared with those in tradi-
tional agriculture, the IWSS sectors collectively employ many more people. 
In effect, to date, they have played a far more important role in the growth 
process of Rwanda than has manufacturing.

As workers have moved from subsistence agriculture into other activities, 
labor productivity in agriculture has risen somewhat, with fewer workers 
associated with the same or rising production. Correspondingly, labor 
productivity rates fell slightly in the 2010–16 period with the entry of 
additional workers, as is evident in trends for agro-processing, tourism, 
transportation, and formal trade. Still, the sectors that are gaining workers 
have a higher productivity than subsistence agriculture.

FIGURE 3-2 . Labor Is Moving into Higher-Productivity Activities,  
Led by IWSS

Agro-processing

Tourism

Transportation
Construction

Financial and business
services

Formal trade

Maintenance and
repairs

Manufacturing
Mining

Utilities

Government 

Other

Domestic services Export crops &
horticulture Informal trade

–2

–1

0

1

2

3

4

–0.4 –0.2 0 0.2

(Natural log of sectoral
productivity/total productivity)

(Change in employment share)

Agriculture

Source: Authors’ calculations using National Household Surveys 3 and 5, and Rwanda’s National 
Accounts. The sizes of the bubbles equal the employment share in 2017.
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Growth Creates Jobs

Between 2000 and 2017, growth in value added of the IWSS sectors resulted 
in more jobs than value-added growth in non-IWSS sectors, including 
manufacturing. Sectoral employment elasticity measures—a measure of the 
responsiveness of employment to value-added growth—provide another 
way to measure job creation and labor intensity. Using value-added and 
employment estimates from 2000 and 2017, we estimate an economy-wide 
employment elasticity of 0.21.5 The lowest elasticity is observed in the 
non-IWSS sectors excluding manufacturing, estimated to be about 0.17 
(table 3-3). The IWSS sectors show employment elasticities close to double 
those of the manufacturing sector, indicating that the growth in IWSS 
sectors has translated into stronger employment growth relative to other 
sectors (table 3-3). Said differently, IWSS has increased its value added by 
278 percent but increased its share of employment by 358 percent.

Not only have IWSS sectors been strong drivers of growth, but they 
have also intensely created jobs for women and young people in particular. 
Compared with non-IWSS and manufacturing, IWSS sectors have an elas-
ticity of 1.26, significantly higher than the elasticity for the overall economy  
of 0.04 and about double that of manufacturing, which is about 0.56.  
We observe a similar trend for youth employment. Once again, IWSS 
emerges as a strong generator of jobs for youth, followed by non-IWSS sec-
tors and the manufacturing sector. These findings position IWSS sectors 
as an important tool for government policy to boost employment for 
women and the youth.

Growth in IWSS sector exports have outpaced growth in non-IWSS 
sectors, with the strongest growth coming from tourism, horticulture, 
and agro-processing. Table 3-4 breaks down export revenues in 2011 and 
2017, revealing a reliance of the economy on exports from IWSS sectors: 60 
and 61 percent of total formal exports, respectively; the majority of these 
exports are concentrated in services, coffee, and tea. Non-IWSS sectors—
mainly manufacturing (excluding agro-processing), government services, 
and mining—made up about 38 and 42 percent of formal exports in 2011 
and 2017 but grew more slowly or at about the same pace as IWSS sectors.

IWSS Sectors Demand Greater Skills

Although IWSS sectors are relatively more skill intensive than non-IWSS 
sectors, they also emerge as significant employers of low-skilled labor, 
employing nearly 13 percent of the 4.8 million low-skilled workers in 2017 
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Table 3-4. IW SS Exports Have Powered Rwandan Growth  
in the Last Decade

2011 2017 2011–2017

USD 
million Share

USD 
million Share

Annual  
% growth

Industries without  
smokestacks (IWSS)

552 60% 1255 61% 15%

IWSS services exports 392 43% 943 46% 16%
Transportation 51 6% 194 9% 25%
Tourism 252 27% 438 21% 10%
Telecommunication 53 6% 19 1% −16%
Reexports 37 4% 292 14% 41%

IWSS goods exports 160 17% 311 15% 12%
Horticulture 3 0% 16 1% 32%
Coffee and tea 130 14% 154 8% 3%
Other agricultural products 6 1% 8 0% 4%
Agro-processing 21 2% 60 3% 19%

Manufacturing 46 5% 58 3% 4%
Light manufacturing 6 1% 14 1% 17%
Textiles 13 1% 14 1% 1%
Other manufacturing 27 3% 30 1% 2%

Non-IWSS 323 35% 740 36% 15%
Mining 165 18% 392 19% 16%
Government and other 

services
158 17% 348 17% 14%

Total exports (goods and 
services)

922 100% 2053 100% 14%

Source: Authors’ calculations using data from National Bank of Rwanda (2017) and 
ASYCUDA. 

Note: Authors’ calculations from ASCYUDA data do not include adjustments from 
export surveys.

(table 3-5), compared with the 1.3 percent employed by the manufacturing 
sector.6 About 26 percent of workers in IWSS are either high-skilled 
(5 percent) or medium-skilled workers (21 percent), with the financial, 
business services, and ICT sectors emerging as the most skill intensive of 
the IWSS sectors. IWSS sectors with the highest share of low-skilled 
workers are formal trade, export crops, horticulture, maintenance, and 
repairs (table 3-5). The skill breakdown of IWSS sectors more or less 
parallels the skill distribution in the manufacturing sectors. Conversely, 
non-IWSS sectors are more low-skill-intensive, with only 16 percent of 
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Table 3-5.  Jobs in IWSS, Like Manufacturing, Tend to Require 
Higher Skills: Breakdown of Sectoral Employment by  
Skill Level, 2017

Absolute Share

High 
skilled Skilled

Low 
skilled

High 
skilled Skilled

Low 
skilled

(’000)

Total employment 157 760 4,827 3% 13% 84%

Total IWSS 37 177 628 4% 21% 75%
Export crops and 

horticulture 
1 16 141 0% 10% 90%

Agro-processing 2 8 26 5% 21% 74%
Construction 9 59 187 3% 23% 73%
Tourism 6 25 29 9% 42% 48%
ICT 4 5 3 33% 43% 24%
Transportation 4 37 111 3% 24% 73%
Maintenance and 

repairs
1 7 28 2% 19% 80%

Financial and 
business services

11 18 20 23% 36% 41%

Trade (excl. 
tourism): formal

1 3 82 1% 4% 95%

Manufacturing (excl. 
agro-processing)

2 19 63 3% 23% 74%

Other non-IWSS 117 563 4,137 2% 12% 86%
Agriculture 13 389 3,523 0% 10% 90%
Mining 0 5 46 0% 9% 91%
Utilities 2 5 4 14% 51% 35%
Trade (excl. tourism): 

informal
0 13 284 0% 4% 96%

Domestic services 2 38 199 1% 16% 83%
Government 79 84 38 39% 42% 19%
Other 21 30 43 23% 32% 45%

Source: Authors’ calculations using EICV1, EICV3, EICV5.

Note: Totals of sectors by skill level do not match totals presented in table 3-1 because of 
missing information on education. High skilled = post-secondary education; skilled = 
secondary education; low skilled = lower than secondary education.
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workers falling in the high-skilled and skilled categories; government and 
utilities sectors are exceptions, with most workers considered skilled and 
high skilled (around 80 and 65 percent), respectively.

Scenarios for the Future: Emerging Demand for Skilled Workers

What does the future hold? This section presents a “business-as-usual” 
scenario to estimate the labor demand and skill distribution of the Rwandan 
labor force in 2035, if the economy maintains an average annual growth 
rate of 8 percent, similar to its past performance. The government, working 
with the World Bank, put together an aspirational growth scenario, cali-
brated so that Rwanda could become an upper-middle-income country by 
2035. It is indeed aspirational, in that the scenario entails historically high 
growth rates roughly equivalent to those China experienced after its 1978 
reforms—between a 10 and 12 percent annual growth rate in gross domestic 
product (GDP). Under the scenario, we look at how employment trends 
evolve for the IWSS, manufacturing, and non-IWSS sectors along with 
changes to the sectoral skill distribution.

GDP estimates for IWSS and non-IWSS sectors are projected by 
decomposing an overall economic growth rate of 8 percent to growth rates 
at the sectoral level based on past performance and projection from the 
Ministry of Finance. Using the employment shares and elasticities emerging 
from the two recent household surveys (2010–11 to 2016–17) as parameters 
for the aggregates, we project employment growth to 2035 based on the 
projected growth of IWSS and other sectors to construct a sectoral distri-
bution of employment in 2035 based on labor force projections from the 
government (table 3-6).7

In this illustrative scenario, with an overall annual GDP growth of 
8 percent, employment is projected to grow at an annual rate of 3 percent 
(the elasticity for the whole economy between 2017 and 2035 is 0.37). The 
IWSS sectors are projected to grow at a rate slightly higher than that of 
the economy (10 percent), and non-IWSS sectors other than manufacturing  
would grow at a slower pace of 6 percent, primarily because of the much 
lower growth rate needed in subsistence agriculture due to structural 
transformation. Based on projections, agro-processing, tourism, ICT, and 
transportation—all priority sectors under the government’s development 
agenda—will lead growth in IWSS value added in 2035.
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These growth dynamics carry over to employment projections between 
2017 and 2035: 8 percent annual growth for IWSS; 10 percent for manu-
facturing, and 1  percent for non-IWSS (table  3-6). These parameters 
imply that IWSS would move from 16 percent of employment to about 
35 percent by 2035, while the share of manufacturing would increase by 
4 percentage points, to about 5 percent of total employment. Non-IWSS 
sectors in this scenario make up 60 percent of total employment; 45 per-
cent coming from subsistence agriculture and more than half the remain-
ing share coming from domestic services and government.

This pattern of growth would most certainly create a strong demand 
for labor—and especially skilled labor (table 3-7). The demand for high-
skilled workers would outpace the growth of even moderately skilled 
workers as well as the demand for low-skilled workers. The IWSS sectors, 
together with manufacturing, are main drivers of this process. We rely on 
the trend of skill change for different sectors between the 2010 and 2017 
Household Surveys to project the sectoral skill demand in 2035. Since 
these estimates are not bounded by the size of the labor force, we take the 
skill distribution of the extra jobs created between 2017 and 2035 (based 
on 2000–2017 trends) and apply those distributions to our bounded esti-
mates of additional labor demanded in 2035.8

This methodology is sensitive to the fact that future employment 
(which equals labor demand in our scenario) is a combination of a stock of 
existing workers whose skills distribution will not change on average and a 
flow of new workers who will add to the skill pool. Table 3-7 summarizes 
our estimated skill distribution for 2035. Similar to our previous tables, 
the definition of skill is defined based on education level: high-skilled 
workers are those with a postsecondary education; skilled workers have 
either completed secondary school or at least have some years of secondary 
education; and unskilled workers have less than a secondary education or 
no formal education whatsoever.

In 2017, workers were predominantly low-skilled, and IWSS sectors 
were relatively more skill intensive than manufacturing and other non-
IWSS sectors. In 2035, we estimate a shift not only in the overall skill distri-
bution of workers in the overall economy but also within the IWSS and 
non-IWSS sectors. Across the board, there is an upskilling of the labor 
pool, with the number of skilled jobs highest in IWSS sectors.9

Can Rwanda satisfy this demand for high-skilled and moderately skilled 
workers? Based on an academic study, the “Future Drivers of Growth” 
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study by the Rwandan Government and World Bank put together a business- 
as-usual scenario for the labor supply in 2035: 6 percent of the supply will 
consist of high-skilled workers, 34 percent of skilled workers, and 60 percent  
of low-skilled workers.10 Juxtaposing the anticipated supply with the antic-
ipated demand shown in table 3-7 reveals a looming gap in skills that might 
well develop over the next decade and a half. The shortage could well exceed 
3 percent of the demand if the government does not make a jump in its 
workers’ skill development (table 3-8).

Before exploring ways the government could remedy this deficit, the 
subject of the final section, it is helpful to drill down into specific value 
chains to understand constraints on IWSS development.

Value Chains for IWSS Subsectors: Potential, Problems, and Policy

To drill down on ways growth in the IWSS sectors will have ramifications 
throughout the economy, it is helpful to focus on several important value 
chains.11 As with manufacturing, the IWSS sectors have a large direct and 
indirect effect on employment creation. High-productivity export crops and 
horticulture, agro-industry, tourism, and ICT are particularly dynamic.

In 2017, these activities accounted for about 345,000 workers, a number 
that is four times the employment in manufacturing. As labor is released 
from agriculture in coming years, these subsectors, along with IWSS 

Table 3-8.  Projected Skill Deficit, 2035

High skilled Skilled Low skilled

(’000)

Projected labor supply  
(World Bank)

491 3,340 5,993

High growth scenario: 8% annual growth rate
Projected labor demand: 507 3,709 5,609
Skill gap 16 368 −384

Source: Authors’ calculations using EICV1, EICV3, EICV5, and Rwanda National 
accounts. 2035 estimates are projected.

Note: Skill breakdown for 2035 is based on skill distribution in 2017 from EICV5. 
Adjusted estimates for tourism and trade are distributed using skill distribution in 
EICV5. Labor supply by skill in 2035 is projected using World Bank (2020, figure 0.19),  
5% tertiary, 35% some secondary, 60% less than secondary.
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activities in general, will become more important sources of jobs for young 
people and women entering the labor market. Using an employment elas-
ticity approach, together with realistic assumptions for GDP growth, it is 
likely that these four IWSS subsectors will employ more than five times 
the number of manufacturing workers in 2035. This section elaborates on 
value chains associated with these subsectors to explore some of the obstacles 
to their growth that require policy attention.

Export Crops and Horticulture

Export agriculture and horticulture in 2017 employed about 140,000 workers 
and is likely to employ many new workers over the next decade, perhaps 
growing threefold by 2035. Between 2013 and 2018, export revenues from agri-
cultural crops more than doubled, from about $225 million to $516 million 
(NAEB 2019). Within the export sector, tea and coffee still dominate, though 
other traditional exports—pyrethrum, wheat, and maize (corn) flour— 
and newer export products—including stevia, essential oils, and hides—
are increasing as a share of export revenues (figure 3-3). Regional markets 
account for a large share of export crops and low-value horticulture, 
while the EU and Asia market has been a growing market for high-value 
horticultural products like flowers and chillies. Each of these commercial 
products—and their respective value chains—have been the subject of 
extensive analyses; and for each, the government has developed sophisti-
cated policy approaches.12

0

20,000

40,000

60,000

80,000

100,000

120,000

140,000

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Coffee

Tea

Rice
Pyrethrum Dried legumes

FIGURE 3-3 . Coffee and Tea Are Still the Most Important Export Crops 
(thousands of dollars)

Source: International Trade Centre, trade statistics.
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The National Export Strategy (2010–15) highlighted the importance of 
export diversification as a key priority, focusing on several nontraditional 
subsectors, including horticulture. Horticultural products have increased 
in importance, nearly doubling in tonnage between 2008 and 2012 with 
further increases between 2012 and 2020.

By 2024, the government aims to double revenue from regional and inter-
national exports of agricultural crops—both traditional and nontraditional.  
To do this will require improvements in the promotion of export crops in 
key markets; sustained increases in private sector investments; continuous 
commitment to high-quality production and productivity; and cost-
competitive air and sea freight, and ground logistics for exports in strate-
gic value chains (NAEB 2019). Together with broad policy objectives for 
the sector, the government has also identified priority value chains to drive 
future growth; horticultural products (primarily French beans, macadamia 
nuts, pyrethrum, and cut flowers), essential oils, stevia, and the traditional 
crops—tea, coffee, cereals.

Horticulture is prime for exponential growth. Indeed, the annual six 
months of rainfall are ideal for horticulture farming; the wet and cool 
climate in the high-altitude North and West are convenient for temperate 
fruits, big-headed roses, and herbs, while avocadoes, beans, chillies, and 
Asian vegetables thrive well in the sunny and warm South and East.13 Over 
the past decade, there has been a steady increase in the number of horti-
culture exporters in the country, owing to improvements in productivity, 
market access, and standards; export revenues from horticulture have 
doubled, from about $10 million in 2013–14 to $23 million in 2017–18 
(NAEB 2019). However, limited land for expansion and inadequate knowl-
edge of proper crop cultivation, fertilizer use, pest management, postharvest 
handling, and export procedures continue to plague the horticulture sector. 
One potential growth area for horticulture is organic farming; organic 
produce attracts a higher price in export markets, driven by evolving cus-
tomer preferences for healthy and environmentally safe produce. How-
ever, the high cost of obtaining an organic license implies that the majority 
of horticulture farmers are not licensed organic farmers.

Other challenges to the sector include low productivity, augmented by 
a gap in the knowledge and skills required to cultivate high-yield varieties, 
and low access to and high costs of inputs in the sector, as well as nonexistent 
or inadequate quality management and low market access. The govern-
ment has stepped up efforts to train farmers on agricultural and agronomic 
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practices through various government and private initiatives. Farmer schools 
and extension services have been effective in upskilling farmers. In addi-
tion to this, the supply of inputs has been improved through the One Acre 
Fund, a private initiative to provide financing to farmers for timely access 
to inputs. It is also worth noting the role of private sector investment in 
increasing capacity and support for greater market access. There is also 
potential for Rwanda to maximize revenues from horticulture by reducing 
the costs of airfreight between Kigali and international markets, which are 
among the highest in the region. With airfreight costs substantially 
reduced, Rwanda will be in a position to serve the increasing demand for 
fresh fruits and vegetables in the East African Community (EAC) region 
and the Democratic Republic of Congo (DRC).14

Agro-Processing: The Case of Dairy

Agro-processing is an industry where Rwanda has a natural comparative 
advantage. Agro-processing uses perishable produce to convert to processed 
foods, such as corn and wheat flour, bread, biscuits, dairy, and beverages, 
such as milk and juices. Some of these products, such as biscuits, are differ-
entiated consumer goods. Moreover, Rwandan producers enjoy unique 
access to the large (if low-income) populace in the DRC. In 2017, this sector 
employed about 35,000 workers, and if it is to absorb the 2035 projected  
labor force for the sector, it needs to be able to grow by about 8 percent annu-
ally. Under this scenario, its employment level is projected to increase a 
little over threefold in the next decade and a half (table 3-6).

While each of the sector’s several products have different value chains, 
the case of one product, dairy, can illuminate some of the main issues in the 
sector. The dairy sector is unique, in that a small number of large processing 
firms heavily dominate. These firms are located in Kigali and source their  
raw materials directly from farmers and from milk-collecting firms. Large 
firms primarily purchase from the import sector as inputs into the produc-
tion process, but also from other large firms. Value-added-tax data allow an 
analysis of production chain relationships but exclude the common practice  
of processing milk within the household for auto-consumption or micro-low-
profit sale. Figure  3-4 shows medium-sized dairy intermediaries who pur-
chase from the farmer and then resell to the dominant firm in the industry.

One firm, Inyange Industries, dominates milk production in the sector. 
This firm knits virtually the entire market together. Also attached to this 
firm are smaller dairy companies that either process dairy products them-
selves and share some of the same supplier firms, or work as suppliers to 
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the main dairy producer. Finally, there are other dairy producers that do 
not share any linkages to the other firms in the sector. The market power 
of the dominant firm is circumscribed by a competitive fringe of local 
informal producers and import competition, primarily from ultra-high-
temperature producers in Uganda.

Critical imported inputs into the production process include machinery, 
cartons and packages, and flavorings. Most of these inputs are too techni-
cally challenging for local producers to manufacture, though eventually it 
is likely that further simple packaging will begin to appear in Rwanda and/or 
the EAC. Imports to the sector include animal products from the DRC, 

FIGURE 3- 4 . One Firm Is at the Center of the Dairy Industry

Source: Spray and Argawal (2016). Figure has been adapted for black and white print. 
Figure originally in color with firms represented by different colored circle.

Note: In this figure, each circle indicates a firm and each edge is a transaction within the fiscal 
year 2013/14. Larger circles indicate the firm has more connections to other firms in the sector. 
Triangles indicate the firm is in the dairy sector; a circle indicates the firm is either a customer 
or supplier of the sector.
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chemical products from Kenya and Uganda, and plastics, paper cartons, 
and rubber from Kenya and Uganda as well as electrical and other machin-
ery from other countries.

Most sales of the industry go to the domestic market. However, exports 
of concentrated and nonconcentrated milk, butter, and yogurt have become 
important share of exports going to the East African regional market. 
Historically, the DRC alone has accounted for over 70 percent of dairy 
exports. However, in 2018, about 50 percent of milk exports went to Uganda, 
with similar exports values going to the DRC.

In the dairy sector, the government has fostered growth through its indi-
rect support of the dominant firm, a company that belonged to the Rwandan 
Patriotic Front’s Crystal Ventures conglomerate.15 The state has also fostered 
the sector’s growth through the One Cow Per Poor Family Program, launched 
in 2006 with the aim to improve nutrition and the incomes of low-income 
families. So far, the program has distributed close to 350,000 cows. Alongside 
this initiative, a school milk program was piloted in 2011 to provide milk to 
grade-schoolers and a ready market for milk producers. Infrastructure invest-
ments were also made to set up a national network of milk collection centers, 
together with support for husbandry services and disease control.

As a result of these initiatives, Rwanda has achieved close to 70 percent of 
its targeted milk production under its medium-term development strategy; 
milk production increased from about 50,000 metric tons in 2000 to almost 
850,000 metric tons in 2018. The national cattle herd has been transformed 
from one dominated by low-productivity local cow breeds to a national herd 
of 1.35 million, with close to 55 percent of the herd made up of improved dairy 
breeds. Per-capita milk consumption has also steadily increased, from below 
20 liters per year in the 1990s to 64 liters per year in 2015.

Despite improvements in the sector, the government is still addressing 
two major constraints in the sector: low productivity and low milk quality.  
To provide incentives to invest in more high-performing farms and post
harvest operations, pricing plans that reward quality are essential to both  
issues. Increasing the prevalence of quality-based pricing requires government 
leadership and continuing technical assistance to small producers. Improving 
value added and product differentiation are concomitant goals necessary to 
promote intra-industry trade.16 In 2016, the government passed a ministerial 
order to regulate the collection, transporting, and sale of milk. Inspections 
were ramped up and training programs were designed and implemented to 
upskill producers, distributors, and sellers on approved safety standards.
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Regional cooperation is also imperative. At the moment, all the countries 
in the region are expanding their capacities to produce similar value-added 
products such as ultra-high-temperature milk, yogurt, butter, ghee, and 
cheese, thus creating excessive price competition that has led to the impo-
sition of nontariff barriers throughout the EAC. Greater regional cooper-
ation considering the comparative advantage of each country could lead 
to more competition in processed, differentiated products. Regional inter-
ventions could bring additional support to innovative production and 
marketing models being developed, such as dairy hubs, cooperatives, and 
dairy self-help groups (see Bingi and Tondell 2015). All these measures 
would have to be coupled with a reduction in nontariff barriers in the 
sector.17 The numerous permits and regulatory signoffs to engage in trade 
create obstacles to effective trade.

Tourism: More Than Just Gorillas

Tourism has been the single most important source of foreign inflows 
since 1999, surpassing the combined traditional exports—coffee, tea, and 
unprocessed minerals (Daly and Gereffi 2017). In 2018, tourism generated 
over $400 million in revenue (figure 3-5) and consists of four main indus-
tries: accommodation services, food and beverages, passenger transpor-
tation services, and travel agencies (figure 3-6). Today, tourism employs 
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more than 3 percent of the labor force. Its workforce is relatively skilled, 
but the industry has created jobs for low-skilled workers, many of which 
can be improved through targeted training.

The government has placed an emphasis on the sector by supporting 
improvements in tourism infrastructure to increase annual tourism visits. 
Construction and renovation of accommodation units, such as hotel rooms, 
are also on the rise, especially in Kigali, which might bring down the cost 
of accommodations and increase tourist arrivals in future years.

Consequently, foreign and domestic investment in the sector has been 
substantial in the last 10 years. In 2016–17, the private sector invested close to 

FIGURE 3-6 . Hotels Are at the Center of the Tourist Sector

Source: Spray and Agrawal (2016).

Note: In this figure, each circle indicates a firm and each edge is a transaction within the fiscal 
year 2013/14. Larger circles indicate the firm has more connections to other firms in the sector. 
Dark circles indicate that the firm is a large hotel, a gray circle with a black border indicates that 
the firm is a tour company, and light gray circles represent suppliers to these firms.
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$300 million in the tourism sector (Rwanda TSA 2017; figure 3-5), with a 
significant share going to accommodations and food and beverages serving 
services facilities. Complementary investment from the government over 
that period totalled close to $150 million at the national and district levels. 
Substantial investments have gone into Bugesera Airport, Kigali Inter-
national Airport, the Kigali Convention Centre, the Kivu belt, sports  
centers, and the national carrier, Rwandair. This has led to a diversifica-
tion away from simply gorilla-based tourism, toward a new strategy of 
meetings, incentives, conferences, and exhibitions (known as MICE).

Hotels are by far the biggest companies in this sector, and they purchase 
goods from numerous other smaller companies. Many of these hotels are 
linked across the whole sector and support a large supply chain (figure 3-6). 
However, unlike in the agricultural or dairy sector, the importance of any 
one firm is much smaller, meaning that the market is more robust to firm-
level shocks. For example, if one hotel went out of business, it is likely 
that the bankrupt hotel’s suppliers would be absorbed by other hotels in 
the industry. Similarly, having more firms is likely to reduce the risk of 
monopoly pricing, as competition prevents any one firm from setting 
prices above the equilibrium market price.

Tour companies are also crucial to the tourism sector’s market struc-
ture. Although tour companies are not as large as hotels in their number 
of customers, many of the tour companies have linkages between hotels 
essentially linking up the sector. Without these tour companies, it is unlikely 
that there could be so many hotels operating.

Imports are key to the functioning of the tourism sector, constituting 
77 percent of the backward supply chain trade volume. The tourism sector’s 
biggest suppliers are the wholesale and retail sectors, as well as other key 
service sectors, such as construction, ICT, and food vendors. The sector 
buys a large volume of materials typically associated with construction: 
basic metals, cement, furniture, glass, and ceramic products (Spray and 
Argawal 2016).

The government has used public investment as its main instrument of 
industrial policy, with substantial investments in a convention center, a new 
airline, remodelling its existing airport, and beginning construction of a 
new airport. The government has guaranteed loans of selected hotel con-
struction companies, and hotel capacity has expanded geometrically. It has 
invested heavily in overseas marketing—including on the shirts of Arsenal 
soccer players in Britain. It has worked with Kenya and Uganda in setting 
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up a regional tourist visa and has eased entry requirements for most African 
countries and many high-income countries. It has begun focusing on 
medical tourism, with the aim of making Rwanda the medical tourism hub 
of the EAC region. Investment in high-class and specialized hospitals like 
the Rwanda Military Hospital, where patients from the EAC region and 
beyond could come for high-quality medical services, is expected to boost 
medical tourism in particular, and generally increase tourist arrivals and 
revenue. Notwithstanding numerous challenges in realizing this goal, 
Rwanda has the potential to attract medical tourists from the DRC, where 
health services are relatively less efficient.

The main challenges, putting aside the COVID-19 pandemic crisis, 
are continuing to upgrade services and attractions. If the average length of 
stay is doubled from its current average of less than 4 days (Rwanda TSA 
2017) to a week, it would markedly expand tourism revenues (English and 
Murray 2016). Working with tour operators and hotel chains to bring in 
more tourists could well create a new tourist circuit that would link the 
gorillas, the virgin forests, and the attractions on Lake Kivu to the big 
game parks in Tanzania and Kenya.

ICT: Driving Innovation

Rwanda, like many other African countries, has benefited from a leap-
frog from the twentieth-century fixed-line technology directly into 
the twenty-first-century mobile technology. By 2017, telephony, mobile 
money, telecommunication equipment, and computers comprised some 
12,000 workers, a small share of the total labor force. These numbers do 
not include a large section of relatively low-skilled workers acting as 
vendors to mobile money.

All told, the sector is growing and is likely to become more important in 
the next decade and a half. The government’s high growth and aspirational 
scenario projects employment in ICT to rise to about 100,000 workers  
by 2035.

Mobile phone ownership stood at about 67 percent in 2017, and 4G LTE 
(Long-Term Evolution) was rolled out in November 2015, with an ambi-
tious target of connecting 95 percent of the population to the technology 
by mid-2017. About 22 percent of Rwandans use the internet, according to 
2017 estimates (ITU 2020). In the financial services sector, the digitization 
agenda has seen tremendous modernization of service delivery and the 
emergence of pro-poor and augmenting financial innovations.
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Mobile money—a financial product that allows users to make financial 
transactions via mobile phone—was introduced in February 2010, and has 
since revolutionized financial inclusion and payment efficiency; mobile 
money users shot up from nearly 200,000 in 2010 to over 4 million in 2019. 
Partnerships between mobile network operators and commercial banks 
have taken place to leverage market potential among people formerly 
without access to the financial system, especially in rural communities. 
Unexploited opportunities still exist for Rwanda to achieve its goal of 
being the ICT hub of the EAC, expanding its exporting of ICT services in 
the region and increasing the competitiveness of its exports.

ICT contributed 1 percent of GDP in 2018 (Rwanda National Accounts 
2019), and it has received a policy focus under the multiphase National 
ICT Strategy and Plan: the first phase (2001–5) focused on institutional, 
legal, and regulatory reforms, liberalization of the telecom market, and 
reducing entry barriers. The second phase (2006–10) centered on establishing  
a world-class communications infrastructure as a backbone for the country’s 
communication needs. The major goal in the third phase (2011–15) was to 
develop ICT for improved service delivery in both the private and public 
sectors. In the last phase (NICI 3), the government aimed to use ICT to 
build a highly skilled and knowledgeable labor force (skills development), 
stir competition and innovations in the private sector, empower com-
munities through improved access to information (community develop-
ment), improve efficiency and service delivery in government operations 
(e-Governance), and secure the country’s cyberspace and information 
assets (cyber security). Many of these objectives remain central under the 
new ICT Hub Strategic Plan (2019–24), with a particularly strong focus on 
skills upgrading and job creation.

ICT continues to drive innovations in several sectors, offering great 
growth potential for the economy. The government is a major consumer 
of ICT services through its line ministries and authorities. One of the 
main landmark digitization initiatives was the establishment of electronic 
and mobile declaration (e-declaration and m-declaration) of tax returns in 
the Rwanda Revenue Authority in 2011. The success of this initiative was 
backed by the 2015 introduction of mobile payment for taxes, both initia-
tives ultimately saving taxpayers time and transportation costs that would 
be incurred in declaring and paying taxes. The regulatory agency, the 
Rwanda Development Board, has worked closely with technology solu-
tions companies to earmark the digitization of 100 services, including 
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application for birth certificates, registration, and school examination fee 
payment, among other key services.

The education sector has also embraced ICT by designing online 
learning platforms and the creation of a private–public partnership between 
the government of Rwanda and technology company Postivo BGH, in 
2014, to set up a laptop factory in Kigali and sell laptops to schools. The 
development of mobile apps such as Rapid SMS, and e-Diagnosis in the 
health sector, have eased knowledge sharing and patient tracking by health 
service providers. In the agriculture sector, the Fertilizer Voucher Manage-
ment System helped to smooth the distribution of fertilizers to farmers; 
farmer uptake rose by 11 percent between 2013 and 2014. Other market 
platforms like e-Soko help farmers to access real-time price information 
for agricultural produce.

The government has identified a few major challenges to the sector: 
expansion of critical ICT infrastructure and investments has been slow; 
digital literacy and enrollments in ICT related programs remain low; and 
costs of hard infrastructure ICT projects are high due to additional trans-
portation costs. Addressing these challenges would require government 
and private sector solutions that are capable of attracting the required 
investments.

The cost of implementing the 2019–24, strategy is estimated at about 
1 percent of total GDP. The government plans to rely on a menu of financing 
options; grant financing, government financing, and debt and equity financing 
where possible, as well as private sector financing. To address issues of 
poor project implementation and management the government has com-
mitted to implementing a results-based management system with consistent 
monitoring and evaluation against strategic objectives. Finally, the govern-
ment, recognizing the importance of preparing the labor force to support 
the growth of the ICT sector, has outlined a detailed strategy to tackle 
barriers that the labor force faces securing ICT-related jobs.

Back to the Big Picture: Commonalities and Constraints

Five common patterns emerge from this review of value chains in the IWSS 
sectors in Rwanda. First is the centrality of imported inputs and services to 
the sector’s success. Whether horticulture, agro-processing, tourism, or 
ICT, access to imported inputs at border prices has been key to the inter-
national competitiveness of the sector, which is evident in export perfor-
mance. Similarly, the role of services—notably transportation, finance, and 
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construction services, among others—as inputs in all four sectors has been 
a keystone in the foundation of these sectors’ performance.

A second pattern is the role of public investment and government strategy  
in launching and nurturing the private sector. Public investment in horti-
culture has taken the form of irrigation, cold storage facilities, and trans-
portation; in dairy, it has taken the form of a state-controlled company to 
promote value added and quality upgrading as well as public procurement 
through school feeding programs. In both sectors, quality grading, improving 
access to fertilizer and other inputs, and strengthening backward linkages 
have proved fundamental. Furthermore, in tourism, public investment has 
been a driving force in hotel development, air transportation, site develop-
ment in gorilla tourism, and the convention center; and in ICT, public 
procurement has played an important role.

Third, in all these sectors increasing productivity has required exporting. 
Global markets are of course central to coffee, tea, cut flowers, and tourism. 
Regional markets have been particularly important for agro-processing, 
such as flour from maize, and dairy products, particularly in the form of 
exports to the DRC.

Fourth, in all these sectors, technology will be crucial for further 
development, for increasing exports, and for creating high-productivity 
jobs. This is both a constraint and an opportunity. In all sectors, technology  
is pivotal for future growth and job creation and access, and adaption to 
technology requires significant investments. At the same, many aspects of 
the next stage of sectoral technologies are already known and an aggressive 
public sector and an innovative private sector can search these out and adapt 
them to Rwanda’s scale and capabilities. Here, too, government programs— 
such as those under development through the National Industrial Research 
and Development Agency, the Rwanda Development Bank, and the Rwanda 
Development Board—will play a leading role.

Fifth and finally, these sectors will all entail substantial increases in 
employment for young people and other new entrants into the labor force. 
However, two caveats foreshadow our overall conclusions. First, the emer-
gence of these sectors will require not only new technologies but also more 
skilled workers to make them grow. The technologies employed will create 
a skill bias with respect to the growth model. On average, the percentage of 
low-skilled workers will decline in these IWSS sectors, and the percentage 
of high- and medium-skilled workers will increase. This underscores 
the need to upgrade educational quality if the government’s aspirational 
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scenario is to be achieved. Second, without offsetting fiscal policies and 
efforts to improve educational opportunities for youth, particularly from 
the poor rural sectors, this skill-biased pattern of growth implies a strong 
tendency for income to become more unequal. These two considerations 
we take up in more detail in the concluding section.

Policies to Promote Youth Employment

Filling the jobs of tomorrow in Rwanda will require significant investments 
in children, youth, and adult workers, notably including women. Business 
surveys already point to the lack of skilled labor as a major constraint on 
business growth—and this is only likely to intensify. Increasing the human 
capital of young Rwandan workers has three components: basic skills, 
creating technical skills, and creating advanced conceptual skills. With an 
average education attainment of 4.1  years of school, the country has to 
focus on providing the basic skills essential for the post-2020 economy in 
Rwanda. Even as it increases time in school, the country needs to improve 
educational outcomes if it is to achieve its high growth aspirations. Second, 
it needs to upgrade its secondary schools and vocational and educational 
training systems. Finally, the country will benefit from further reforms to 
its tertiary school system and universities.

Basic Education Is Fundamental

Even though the expected years of school of a typical student in Rwanda 
have doubled, from 5.7 to 11.1 years over the 1990–2017 period, Rwanda’s 
current workforce’s average school of 4.1  years remains below the Sub-
Saharan mean (5.6 years) and the average for low Human Development 
Index countries (4.7  years). This shortage of basic education challenges 
late-stage upskilling initiatives, as certain skills (e.g., languages) are more 
easily trained at a young age (NSDEPS 2020).

Improving access to basic schooling is a high priority. Even though all 
children have nominal access to schools, primary education is not com-
pletely cost-free to parents. Parents may have to invest in school uniforms, 
and it is not unusual for parents to contribute to schools. Children are not 
infrequently turned away from taking exams for failure to pay incidental 
fees. Making primary education truly cost-free may require increasing the 
per student benefit paid to schools. Outsourcing primary education to the 
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private sector more broadly is unlikely to reduce costs significantly but 
offers some gains at the margin.

Improving educational quality must go hand in hand with increasing 
cost-free access. For example, roughly 85 percent of students who have 
completed grade 3 were rated “below comprehension” on a recent reading 
test, while one in six students could not answer a single reading compre-
hension question (Government of Rwanda and World Bank 2020). Recruiting, 
training, and monitoring teachers are important components of upgrading 
basic education. At present, many teachers are not fully equipped to teach 
their subjects. While teacher salaries are an important determinant of 
workforce quality, the government, with the help of the International 
Growth Centre, has been experimenting with nonmonetary rewards, such 
as pay-for-performance and choice in school assignment for teachers during 
periodic rotations, to encourage quality. Reducing class size is no less impor-
tant. In Rwanda, students not performing satisfactorily on end-of-year exams 
are held back, and classes are large, with varying ages of students in the same 
grade, especially in the early grades. Another issue is the language of instruc-
tion. Providing education during the first three years in Kinyarwanda 
before transitioning to English would improve basic literacy. Since many 
teachers themselves lack proficiency in English, leveraging Rwanda’s past 
investment in technology to provide upper-primary and secondary school 
teachers with regular opportunities to improve their English could 
improve teaching (Government of Rwanda and World Bank 2020).

Vocational Education Is No Less Important

Technical and vocational education and training (TVET) has a current 
enrollment of slightly more than 30 percent of Rwandan youth. Unfortu-
nately, TVETs have not been fully effective in preparing students for the 
workforce; employers rank programs poorly—only 60 percent of employers 
found TVET graduates to have satisfactory skills. In 2018, the unemploy-
ment rate among TVET graduates amounted to 17 percent; roughly half of 
TVET graduates reported that they were not satisfied with their skills 
development. This can be attributed to two elements: insufficient private 
sector involvement in curriculum design and implementation; and nascent 
performance tracking, especially for TVET institutions with regard to 
labor market outcomes. Collecting and disseminating information on the 
quality of skills providers and the returns to different skills would improve 
quality and encourage participation in high-return programs.
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Tertiary Education Will Increase the Supply of High-Skilled Workers

Even though university enrollments have doubled in the last decade, only 
8 percent of tertiary-age youth are enrolled in tertiary education, well 
below the level in middle-income countries. Moreover, relatively few 
graduates are specializing in key job creation fields, such as science and 
engineering. Just 6 percent of university students in Rwanda are enrolled 
in engineering, manufacturing, and construction; and only 9 percent 
are studying sciences. If Rwanda intends to grow its manufacturing and 
technology sectors, then the number of students in sciences and engi-
neering clearly also needs to grow (Government of Rwanda and World 
Bank 2020).

Increasing access to financing (including private) would expand enroll-
ment. Enrollment in high-return fields could be increased through financ-
ing incentives and higher-quality science and engineering instruction in 
earlier grades. Creating incentives for researchers to develop and adapting 
innovations to benefit industries and getting industries to pay for the 
research are essential to reap the maximum returns to innovation.

The Policy Response: The National Skills Development  
and Employment Promotion Strategy

In late 2019, the Rwanda Development Board, in collaboration with the 
Ministry of Education and other official agencies, launched the National 
Skills Development and Employment Promotion Strategy (NSDEPS). 
This strategy is squarely aimed at addressing shortcomings in the current 
educational system and provide new direction to labor force development 
in the future. The program is comprehensive and organized on three pillars, 
each of which has a subset of actionable programs with defined perfor-
mance benchmarks:

•	 Skill development. Beyond improvements in the education system 
highlighted above, three NSDEPS initiatives are worth high-
lighting. The National Training and Education Excellence Pro-
gram will create visibility on how effective TVETs, and higher 
education institutions are, reward best-performing institutions, 
identify best practices, and solve critical emerging issues. The 
Market-Led Education Initiative will support a demand-led 
approach, through elevating the voice of the private sector, 
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reinvigorating the Sector Skills Councils, and ensuring that the 
sectoral skills gaps are clear. The Capacity Development Program 
will (1) allow skills development to be responsive to investors and 
the development priorities of the government (e.g., financial hub, 
health tourism) and should complement the Rwanda Development 
Board’s investment promotion activities; and (2) support capa-
bilities development within the public sector.

•	 Employment promotion. Focusing on small and medium-sized 
enterprises, this pillar seeks to provide access to markets, access 
to finance, and access to business advisory services through four 
programs. First, the Access to Markets Program will support 
Rwandan firms by facilitating access to domestic and international 
markets. Second, the Access to Capital Program will provide 
appropriate finance to Rwandan businesses, enabling them to grow 
when they can. Third, the High-Quality Business Advisory Ser-
vices Program will build businesses capabilities and know-how. 
And finally, the Labor Market Analysis Program will provide 
analysis on the impact of government policies on employment, 
to inform decisionmaking.

•	 Matching workers with jobs. At present, jobseekers and employ-
ers struggle to connect effectively with each other. Only about 
5 percent of unemployed Rwandans have used employment ser-
vices or online tools to seek employment. The Evidence Based 
Workforce Planning and Matching Program will support an 
ecosystem where employers and workers can find each other, 
and educators can adapt rapidly as workforce needs change. An 
integrated data system connecting job-seekers profiles and job 
opportunities will be the cornerstone to achieve this goal. 
Furthermore, it will enable an ongoing labor market planning to 
bring the demand and supply sides more aligned over time. The 
Strengthening Employment Services and Career Guidance Pro-
gram will promote active linkages between skills supply and 
demand, providing incentives for career services and matching 
providers based on performance. The Graduate Labor Market 
Transition Program will build market-relevant skills among the 
youth and help firms and institutions identify and test suitable 
talent. The Global Talent and Opportunity Program will support 
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the closing of skills gaps through the import of talent (foreign 
and diaspora), by proactively seeking out these individuals and 
facilitating their transition into the Rwanda jobs market.

The Challenges Ahead

Rwanda’s effort has made great strides in using structural transformation 
to drive its growth and job creation. Its policies have generated a diverse  
and increasingly complex economy in which jobs have been created at a 
rapid pace in higher productivity activities. This process has pulled workers 
out of subsistence agriculture into IWSS—including high-productivity 
agriculture and services—as well as incipiently manufacturing. These 
sectors have led the growth process. Manufacturing, though still small, is 
becoming a dynamic complement to this process.

The growth process creates a demand for ever-higher-skilled labor. 
While producers complain even today that the lack of availability of skilled 
workers inhibits their growth, the aggregate numbers in the government’s 
aspirational scenario and value chain analysis show that this is likely to be 
the case in the decades ahead.

This means that the government must rapidly invest in its workers and 
innovation to sustain its growth momentum, lest the lack of skill workers 
and professionals become a brake on growth. Moreover, the skill bias 
inherent in the growth process—driven by IWSS and manufacturing—
will likely drive an undesirable increase in inequality. Thus, there are two 
reasons to invest heavily in workers’ skills: namely, to avoid letting skill 
shortages weigh down growth rates, and to ensure that the rising incomes 
are more equitably shared.

This review of policies and programs offers a source of optimism. The 
government has developed a sophisticated set of policies to use skill devel-
opment, business creation, and job matching to alleviate any skill deficit 
and constraint on growth. The challenge ahead will be to realize the 
potential of these programs.

NOTES
  1. NISR projections; see https://www.statistics.gov.rw/publication/rphc4- 

population-projections.
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  2. As of 2016, the NISR rolled out a new Labour Force Survey (LFS) to 
replace employment reporting through the National Household Survey (EICV). 
The first pilot of the LFS was held in 2016, with surveys done every year 
after the conclusion of the pilot. For this chapter, we use the EICV to allow 
for a trend analysis from the period 2000–2017. Employment definitions have 
changed under the LFS. Overall, employment dynamics are similar across 
both surveys except for the definition of subsistence agriculture.

  3. Our IWSS classification is based on the International Standard Indus-
trial Classification of All Economic Activities (ISIC), which sets international 
standards for how to categorize economic activities within an economy. By 
design, the ISIC structure allows for more detailed categorizations of economic 
activity. Most of our sectors are directly mapped onto ISIC sections; adjust-
ments are made to more precisely estimate agro processing, exports and horti-
culture, repairs, domestic services and trade. Agro-processing mainly consists 
of food and beverage production using ISIC group level under divisions 10–33. 
Similarly, the classification for repairs and domestic services is established at the 
ISIC group level under divisions 45–47, 94–96, and 97–98.

  4. “Other” is a mishmash of activities, ranging from “domestic services” 
(roughly half the employment) to “repairs and maintenance,” and “personal 
services” such as hair dressing.

  5.  Formula used to calculate employment elasticity: emp_elasticitys t` j =

%DGDPs t,t-1` j

%D labors t,t-1` j

 
emp_elasticitys(t) = Estimates employment elasticity for sector s in 

period t; labors(t) = Labor force of sector s in period t; GDPs(t) = GDP of sector s 
in period t; s = sector (agro-processing, tourism, utilities . . .); t = period.

  6. This chapter defines skill using educational attainment as a proxy. High-
skilled are workers that have at least some tertiary education; medium-skilled 
workers are those that have complete primary and have some secondary educa-
tion; and low-skilled have some primary or no formal education.

  7. First, instead of linearly projecting GDP from historical GDP, we project 
GDP in line with existing economic growth targets from the government and 
labor force projections by the national statistics agency. Second, we project 
labor demand using adjusted employment elasticities and bound demand by the 
projected size of the working age population in 2035. Third, we project skill 
distribution by sector using the trend in changes in skill distribution between 
2010 and 2017.

  8. To project the skill breakdown of labor supply in 2035, we use skill pro-
jections from a joint country study by the Government of Rwanda—the Future 
Drivers of Growth Report (2020)—and the World Bank. Under a “business as 
usual scenario”, 5 percent of the labor supply in 2035 will be high-skilled, 
35 percent will be skilled, and the remaining 60 percent will be low-skilled. 
The numbers are estimated on the current growth rate of school enrollment.
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  9. We estimate the breakdown of projected labor force for each sector by 
high-skilled, skilled, and low-skilled using this estimation:

laborsv 2035` j = laborsv 2017` j+ labors 2035` j- labors 2017` j` j ) shr_laborsv 2017` jb
s = sector agro-processing, tourism, utilities . . .` j
v = high-skilled, skilled, low-skilled

laborsv(2035) = Projected labor force of sector s in 2035 by skill level v; laborsv(2017) = 
Projected labor force of sector s in 2017 by skill level v; shr_laborsv (2017) = 
Share of difference between sector s labor force in 2017 and 2010 by skill level v.

10. Based on Lutz, Butz, and KC (2014).
11. This section draws on Ggombe and Newfarmer (2018), Spray and 

Agarwal (2016), and Murray and Wolf (2017).
12. On coffee, see, for example, Morjaria (2017).
13. This section is adapted from Ggombe and Newfarmer (2018).
14. Beyond this, the government has committed to horticultural develop-

ment through: earmarking sites for horticultural cultivation; investing in agri-
cultural land information systems and irrigation facilities; developing a cold 
chain system, including Kigali pack house; setting up a modern cold storage 
facilities at Kigali International Airport; improving feeder roads, electricity 
supply, and reliability and air connectivity to horticulture production areas; 
and providing prospective exporters with access to subsidized finance through 
an export growth facility. There are also initiatives to improve access to 
finance, notably through the export growth facility managed by the Rwanda 
Development Bank. Tax incentives and investment aftercare services are also 
key investment facilitation strategies for the sector.

15. The Economist reported that Brookside Dairies, owned by the family of 
Kenyan President Uhuru Kenyatta, acquired a majority holding in Inyange 
Industries from Crystal Ventures; see Economist (2017).

16. This section benefits from Bingi and Tondell (2015).
17. See Jensen and Keyer (2012).
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Uganda

Leaving Agriculture in Search of Progress  
on Transformation

MADINA GULOBA, MEDARD KAKURU, JAKOB RAUSCHENDORFER,  

AND SARAH N. SSEWANYANA

Despite its impressive economic growth of more than 6 percent on aver-
age over the last two decades, Uganda’s unemployment rate remains 

high. Additionally, about a third of all Ugandans still source their liveli-
hoods from low-productivity subsistence farming, and another third are 
either employed in informal trading activities or as low-wage workers on 
farms. Manufacturing, which has recently been the key driver of decent 
jobs and economic transformation in East Asia, has lost momentum. This 
chapter considers the role of industries without smokestacks (IWSS) in 
Uganda. It documents that IWSS provide about a fifth of jobs in the 
country, make up the majority of its export basket, have higher output per 
worker, and demand higher skills from their employees. However, evi-
dence of employment shifting toward these more productive sectors is 
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limited thus far. In an illustrative scenario of 7 percent annual growth, we 
project a slight shift of employment toward more productive IWSS sectors 
of the economy by 2030. However, to unlock employment growth in the 
relatively more productive IWSS sectors identified by the government as 
priorities—horticulture, agro-processing, and tourism—the country will 
need to remove a number of cross-cutting and sector-specific constraints 
and ensure that the workforce is adequately equipped with respect to soft 
skills and problem-solving, as well as digital skills.

Introduction

Uganda has one of the youngest populations in the world.1 Driven by rapid 
population growth exceeding an average 3 percent a year since 2000, today 
about 75 percent of Ugandans are below the age of 30 years (UBOS 2018, 12). 
In addition, while aggregate economic growth has been strong—averaging 
above 6 percent over the last two decades—job creation has been dragging 
behind. Unemployment is high, and is estimated at 7.6 percent for Uganda’s  
working-age population and 13.9 percent for its youth, among the highest 
in Sub-Saharan Africa.2 Additionally, most employed citizens find jobs in 
low-productivity activities like informal trading or traditional agriculture. 
About a third of the working-age population continues to source their 
livelihoods exclusively from subsistence farming.3

Manufacturing—the key driver of structural transformation, produc-
tivity growth, and decent jobs in East Asia between 1950 and about 1990—
seems less and less likely to become an engine of growth and welfare in the 
country. For example, according to the data presented in this chapter, the 
relative contribution of the manufacturing sector to employment in 
Uganda has been declining over the course of the last two decades, and 
anecdotal examples for the failure of different manufacturing activities 
abound.

At the same time, other, more skill-intensive activities have emerged as 
nonnegligible contributors to growth, employment, and export earnings 
in the country. These activities are distinct from manufacturing but share 
many of the desirable features of traditional industry. They are tradable, 
allowing firms to overcome the small size of the domestic market, realize 
economies of scale, and tap into the global value chains that today make up 
most of world trade. They are also more skill-intensive and have a higher 
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output per worker than traditional agriculture. Additionally, firms in these 
sectors can grow rapidly after the adoption of new technologies and can 
benefit from agglomeration effects. In Uganda, these sectors include com-
mercialized and often export-oriented horticulture and floriculture, agro-
processing (e.g., juices, beverages, and baked goods), telecommunication 
services, tourism, and transportation. Given that these industries are both 
remarkably different and at the same time very similar in their character-
istics to traditional manufacturing, Newfarmer, Page, and Tarp (2018) call 
them industries without smokestacks (IWSS).4 In this chapter, we analyze 
the role of the IWSS sectors in Uganda. Specifically, we characterize their 
contribution to the economy to date and ask whether they could play the 
same role as manufacturing once did in driving structural transformation 
in the country and pulling workers out of subsistence farming and into 
better and more productive employment.

To this end, the chapter is organized as follows. In the second section, 
we give a brief background of Uganda’s labor market. In the third section, 
we analyze the role of the IWSS sectors in Uganda’s economy and identify 
their role in employment, output, and exports and also provide a compari-
son with non-IWSS sectors regarding the productivity and skill intensity 
of activities. In the fourth section, we explore future scenarios, with a focus 
on identifying the country’s distribution of jobs under its aspirational 
ambition of 7 percent economic growth. Focusing on the three sectors 
identified by the government as priorities—agro-processing, horticulture, 
and tourism—the fifth section is concerned with identifying constraints 
on growth in the IWSS sectors. We conclude with policy recommenda-
tions in the sixth section.

Uganda’s Labor Market: A Problem Statement

Between 2012/13 and 2016/17, Uganda’s population increased from 34.1 mil-
lion to 37.7 million (UBOS 2017) and is estimated to reach a total of at 
74 million by 2040. Since 2000, the population growth rate has averaged 
more than 3 percent a year (World Bank 2020, 42). This rapid expansion of 
the population has resulted in the country having one of the youngest 
populations in the world, with more than 75 percent below the age of 30.

In table 4-1, we employ two waves of the Uganda National House-
hold Survey (UNHS) conducted in 2012/13 and 2016/17 to present key 
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characteristics of Uganda’s labor market.5 The table shows that in 2016/17, 
Uganda’s working age population (15 to 65 years) was about 18.9 million, 
split between about 8.8 million men and 10.1 million women. Reflecting 
Uganda’s rapid population growth, between the two surveys the working-
age population increased by a staggering 4.2 percent. In 2016/17, there 
were almost 6.9 million youth (15 to 24 years), corresponding to about 
37 percent of Uganda’s total working-age population.

Considering broad employment indicators, the total size of the labor 
force age between 15 and 65 years was about 10 million in 2016/17, while 
the total youth labor force stood at 2.7 million Ugandans. Expressing these 
numbers as shares of the respective working-age populations results in a 
labor force participation rate of about 53 percent for all Ugandans and 39 per-
cent for the country’s youth. Unemployment among youth was consider-
ably higher than among those of working age and stood at 13.9 percent, 
compared with 7.6 percent for all Ugandans. Additionally, for both age 
groups, the number in wage employment grew at a pace slower than that of 
the working-age population but outpaced the growth of the labor force.

Wage employment opportunities aside, for both age groups, subsistence 
farming is still the only source of livelihoods for a large share of the working- 
age population: About 32 percent of all persons in either age group relied 
on subsistence farming as their sole source of livelihood in 2016/17.6 Finally, 
regarding gender, table 4-1 reveals that labor force participation is lower 
among females. Additionally, unemployment among female workers is 
higher, and drastically so. For both age groups, the unemployment rate is 
about twice as high for females as for males, standing at 11 percent for the 
working-age population (vis-à-vis 4.6 percent for male workers) and 18.5 per-
cent for the country’s youth (compared with 9.6 percent for male youth).

In many ways, the messages emerging from table 4-1 clearly define the 
country’s labor market challenge and reemphasize the importance of the 
study at hand. Unemployment in Uganda—especially among youth—is 
substantial, and about a third of the working population continues to rely 
on low-productivity subsistence farming for their livelihoods.7 The key 
question for policymakers is which types of economic activity are likely to 
solve the country’s unemployment problems in the future and have the 
capacity to provide productive jobs that contribute to aggregate economic 
growth and prosperity. The next sections of this chapter are concerned 
with this question and assess the role and characteristics of IWSS in the 
country.



134	 M. GULOBA, M. KAKURU, J. RAUSCHENDORFER, AND S. N. SSEWANYANA

The Role of Industries without Smokestacks in Uganda’s Economy

In this section, we analyze the contribution of IWSS to the Ugandan 
economy. What is the role of IWSS in providing livelihoods and employ-
ment in the country? How does labor productivity in these sectors com-
pare with labor productivity in non-IWSS sectors, and is there evidence 
for workers moving into more productive activities? What is the contribu-
tion of IWSS to the country’s overall economic output as well as exports? 
And what skill requirements do IWSS sectors have in comparison with 
non-IWSS activities?

Industries without Smokestacks Provide a Fifth of Ugandan Jobs

Table 4-2 considers the significance of IWSS from a jobs perspective and 
shows employment in different IWSS and non-IWSS sectors, as well as in 
manufacturing, for Uganda’s working-age population (15 to 65 years), relying  
on data from the Uganda National Household Survey’s 2012/13 and 2016/17 
waves, augmented with employment in formal firms registered as taxpayers 
with the government.8 Limitations of having only two periods of survey 
data aside, a number of important patterns emerge from this illustration.

First, table 4-2 shows that in 2016/17, IWSS sectors provided employ-
ment for only about 20 percent of all Ugandans working either exclusively 
in subsistence farming or in any of the IWSS or non-IWSS sectors. Man-
ufacturing absorbed roughly 3 percent of workers, and non-IWSS sectors 
accounted for a combined 78 percent of all employment, with agriculture 
as well as low-productivity informal trading activities (e.g., street vend-
ing) together absorbing about 70 percent of all workers. Crucially, in this 
illustration, non-IWSS agriculture includes subsistence farming, which 
in 2016/17 occupied some 6 million Ugandans, or about a third of the 
country’s working-age population. Among IWSS sectors, information and 
communications technology (ICT), as well as maintenance and repairs, 
are still somewhat negligible from a jobs perspective, while the remaining 
IWSS sectors all contribute to employment in similar shares (each between 
2 and 3 percent).

Changes in the employment distribution between the two periods sug-
gest that the importance of IWSS increased, while the relevance of both 
manufacturing and non-IWSS declined.9 The data also suggest that employ-
ment in IWSS sectors with an annualized growth rate of 6.8 percent grew 
faster than both the economy wide average (2.9 percent annualized growth, 
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including employment in subsistence farming) as well as employment in 
non-IWSS (2.6 percent). Employment in non-IWSS agriculture, includ-
ing subsistence farming, grew at a rate slower than the economy-wide 
average. With respect to the role of IWSS as a source of employment among 
youth, patterns closely match the ones for the working-age population. 
For example, and referring to the 2016/17 data, IWSS contributed about 
20 percent of all employment opportunities for the youth.10

In sum, the figures provided in this section suggest that IWSS do not 
yet play a crucial role in Uganda’s labor market, with more than two-thirds 
of the labor force generating livelihoods in non-IWSS agriculture, subsis-
tence farming, and informal trade. Notably, employment growth in IWSS 
is higher than in non-IWSS activities, suggesting that these sectors could 
play a more important role in the future.

Labor in IWSS Is More Productive Than the Country-wide Average

While still relatively small in its contribution to Ugandan employment, a 
key insight from our data is that labor in IWSS sectors is much more pro-
ductive than in non-IWSS and manufacturing and consequently than 
Uganda’s economy-wide average. In figure 4-1, we present aggregates of 
average output per worker (in millions of Uganda shillings) for the econ-
omy as a whole, for aggregate IWSS and non-IWSS sectors, and for man-
ufacturing as a benchmark. Economy-wide labor productivity maintained 
relatively stagnant over the four-year period captured by our data, remained 
high in IWSS, increased in manufacturing, and increased slightly in non-
IWSS.11 High labor productivity in IWSS is driven by agro-food process-
ing, ICT, finance, and business services, as well as formal trade. Notably, 
labor productivity in agriculture (inclusive of subsistence farming)—the 
backbone of Uganda’s economy, and a direct source of income for about 
60 percent of Ugandans—has remained the country’s least productive sector, 
with an output of about 1.2 million Uganda shillings per worker per year in 
2016/17 (about $340). In comparison, labor productivity in more commer-
cialized and export-oriented horticulture and export crops is about three 
times as high.12

Evidence for Ugandans Moving into Higher-Productivity Activities Is Limited

While IWSS sectors are more productive, we find mixed evidence for 
labor moving out of agriculture and into these sectors. In figure 4-2, we 
employ more aggregated data than are available in the Ugandan household 



138	 M. GULOBA, M. KAKURU, J. RAUSCHENDORFER, AND S. N. SSEWANYANA

surveys and analyze the movement of workers across activities with differ-
ent levels of productivity over a longer time horizon (2000–2017). The size 
of a bubble is proportional to a sector’s employment share in 2017. The  
y axis orders sectors by relative productivity in 2017 (output per worker), 
while the x axis shows the percentage-point change in the share a sector 
holds in total employment between 2000 and 2017.

While no disaggregated data at the IWSS level were available for a long 
enough period,13 a number of important messages regarding structural 
change in the country emerge from this illustration. First and foremost, the 
share of employment held by Uganda’s agriculture sector has remained very 
sizeable and even increased slightly over a period spanning almost 20 years.14 
Second, while some workers seem to have moved into higher-productivity 

3.27

9.10

3.36

2.02

3.49

8.54

5.96

2.12

Overall economy IWSS Manufacturing (excl.
agro-processing)

Non-IWSS

2012/13 

2016/17

Source: Authors’ calculations.

Note: Constructed from UBOS statistical abstracts, UNHS 2012/13 and 2016/17 data sets, as well 
as URA PAYE data. Figures show output per worker in million UGX (constant 2009/10 values). 
IWSS includes “construction (formal and informal),” and non-IWSS includes agriculture, 
inclusive of subsistence farming. The considerable rise in the productivity of the manufacturing 
sector is due to the data suggesting a decline of the labor force but an increase in GDP of the 
sector. To identify employment in formal and informal trade (excl. tourism), we proceed as follows. 
First, we calculate the number of workers who report being engaged in trading activities in the 
UNHS 2012/13 and 2016/17, providing us with totals not distinguished by formal and informal. 
Next, we employ data on firms from the Pay-As-You-Earn (PAYE) data collected by the URA and 
calculate the number of workers employed by taxpaying, formal trading firms (e.g., supermarkets 
and car retailers). Finally, we subtract the number of formal employees from the totals inherent in 
the UNHS data to identify workers engaged in informal trading activities (e.g., street vending).

FIGURE 4 -1. IWSS Are the Most Productive Sectors  
in the Ugandan Economy
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sectors—including IWSS activities such as construction, transportation, 
and financial and business services—the employment share held by the manu-
facturing sector has decreased by about 2 percentage points.15 In sum, this 
illustration suggests that structural change has been somewhat stagnant 
over the last two decades: Most workers have remained in low-productivity 
activities.

IWSS Sectors Grow Faster Than Non-IWSS and Manufacturing

Between the two periods captured by the Uganda National Household 
Survey—2012/13 and 2016/17—gross domestic product (GDP) in IWSS 
sectors grew faster than both non-IWSS and manufacturing (table 4-3). 
Especially, tourism, ICT, and construction grew rapidly, driven by an inflow 
of foreign visitors and strong economic growth overall, which fueled demand 
for the construction sector. From a jobs perspective, we find at least tentative 
evidence that growth in IWSS sectors leads to more jobs than growth in 

Agriculture,
forestry &
fisheries

Mining Manufacturing

Utilities 

Construction

Trade & repairs

Transportation 

Accommodation &
food services Financial & business

services 

Government 

–1.0
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0.0
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Change in employment share, 
percentage points (2000–2017)
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total productivity), 2017

Source: Authors’ calculations.

Note: Sectoral employment estimates are taken from the International Labor Organization 
(ILO) (https://ilostat.ilo.org/data) and sectoral output (GDP) is taken from the Uganda Bureau 
of Statistics (https://www.ubos.org/explore-statistics/9/). “Quarterly GDP at constant prices, 
Oct. 2018”). Agriculture, forestry, and fisheries is inclusive of subsistence farming as well as of 
commercial IWSS activities. Individual sectors are aggregated at the levels available in both 
sources of data. For example, the ILO provides employment data for “utilities,” while UBOS 
provides data for “water” and “electricity,” which we group together to construct the GDP for 
“utilities.”

FIGURE 4 -2 . Evidence of Ugandan Workers Moving  
into Higher-Productivity Activities Is Limited
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non-IWSS sectors. Sectoral employment elasticities—measuring the increase 
in employment as a result of output increases at the sector level—are higher 
for IWSS than for non-IWSS and manufacturing, and therefore are higher 
than the nationwide average, which we estimate as 0.63. We cautiously 
interpret this as a finding that growth in IWSS sectors generates more 
jobs than growth in other sectors.16

IWSS Sectors Account for About 70 Percent of Uganda’s Export Earnings

Uganda exports too little: Formal exports of goods and services amounted 
to about 17 percent of GDP in 2017, compared with 24 percent for the 
Sub-Saharan African average (World Bank 2021). Against this back-
ground, an important observation is that growth in IWSS sectors seems to 
also have been driven by external demand for these goods and services. 
IWSS exports (both goods and services) make up almost 70 percent of 
Uganda’s total exports and—resembling their contribution to domestic 
output—have outpaced manufacturing (table 4-4). As for non-IWSS exports, 
close to all mining exports are gold, which is widely known not to be 
mined in the country itself but smuggled in from neighboring countries. 
Within the IWSS sectors, tourism is by far the most important sector, 
while agro-processing and coffee and tea (the country’s traditional export 
crops) account for the bulk of IWSS goods exports. A final observation—
mirroring the declining importance of manufacturing from an employment 
perspective in the country—is that manufacturing exports have declined 
over the course of the last decade.17

IWSS Are More Skill Intensive Than Non-IWSS and Manufacturing

IWSS sectors are more skill intensive than non-IWSS sectors and manu-
facturing, while also providing a large number of jobs for unskilled persons 
(table 4-5). Among all workers active in IWSS, about 34 percent are either 
high skilled or skilled. For manufacturing, the same figure is 10 percent, 
while for non-IWSS only about 9 percent of all workers are skilled or 
high skilled, a figure largely driven by a sizable number of government 
employees, who usually have high levels of educational attainment. Unsur-
prisingly, high-wage sectors such as ICT, as well as finance and business 
services, emerge as those sectors with a disproportionally large share of 
highly skilled and skilled workers. Additionally, tourism—a sector depen-
dent on workers who are capable of engaging with demanding international 
customers—employs a large number of skilled Ugandans.
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Uganda’s Future Labor Market:  
An Illustrative Scenario of 7 Percent Annual Growth

The recent National Development Plan III formulates the Government of 
Uganda’s highly ambitious goal of reaching a GDP per capita of just below 
$1,200 by fiscal year 2024/25, propelling the country to middle-income 
status.18 To achieve this goal, the government expects the economy to 
grow by 7 percent a year over this period (NPA 2020, xxi). In this section, 
we adopt this economic growth ambition to provide an illustrative sce-
nario with a view on the likely sectoral distribution in the labor market in 
2030. To compute the potential future distribution of jobs in Uganda, we 
rely on observed historical patterns and a number of assumptions about 
employment elasticities as well as the distributions of jobs across various 
skill levels within any given activity. The goal of this exercise is to make 
tentative statements regarding the future distribution of jobs per each eco-
nomic activity as well as the skills required by these positions.

We provide projections for aggregate and sectoral GDP in 2030 by 
combining observed sectoral growth rates with Uganda’s 7 percent aspira-
tion and forecast from our baseline year (2016/17) to 2030.19 To convert 
projected economic growth at the sectoral level into labor market out-
comes, we combine forecasted growth rates with sectoral employment elas-
ticities, taking into account our previous observation that IWSS sectors 
reveal greater employment elasticities than non-IWSS activities.20 The 
results of this exercise are presented in table 4-6; also see table 4-7.

In this scenario, IWSS sectors—with 8 percent annual GDP growth—
expand somewhat faster than non-IWSS (6 percent) and twice as fast as 
manufacturing (4 percent). Economy wide employment grows at close to 
3.7 percent, slower than employment growth in the IWSS sectors (5.8 per-
cent). Employment in non-IWSS (especially agriculture) is growing at a 
much slower pace (3.1 percent), while manufacturing grows at 4.3 percent. 
In the aggregate, this projection suggests that the Ugandan economy 
would shift slightly toward the more productive IWSS sectors, with the 
contribution of IWSS to employment increasing by a 6 percentage points, 
in contrast to the declining importance of non-IWSS, especially non-
IWSS agriculture, and a close-to-stagnant contribution of manufactur-
ing.21 Among the IWSS sectors, activities that demand higher skills of 
their workers—such as tourism, finance and business services, ICT, and 
agro-processing—grow at a faster pace than the country-wide average.
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Next, we ask what type of workers will be required in Uganda’s labor 
market under this 7 percent high-growth scenario. In line with our result of 
stronger growth in the more skill-intensive IWSS sectors, we find a shift 
toward skilled and high-skilled workers (table 4-7).22 In our scenario, the 
aggregate skill profile of the labor force would shift moderately to skilled 
and highly skilled workers: While in 2016/17 only about 14 percent of 
Ugandan workers were skilled or highly skilled, by 2030 our scenario sug-
gests that the same figure would increase to 21 percent. In IWSS, the shift 
would imply an increase of skilled or highly skilled workers from 34 percent 
to 45 percent, while in non-IWSS the same shift would be from 9 percent to 
14 percent.23 One crucial observation emerging from this exercise is that 
while IWSS continue to be more skill-intensive than non-IWSS, there is a 
distinct shift within most sectors toward more skilled workers.

The key question is whether Uganda will be able to adequately train 
and educate its workforce. While recent labor market surveys seem to sug-
gest that job-education mismatches are not yet a severe issue for Ugandan 
employers,24 future developments such as increasing automation in many 
agricultural activities or an emerging demand for digital skills (e.g., market-
ing, online payments and booking activities) may well create future obstacles 
in the labor market.25

Unlocking Transformative Growth:  
The Case of Agro-processing, Horticulture, and Tourism

In the previous sections, we have documented the growing potential of 
IWSS for the Ugandan economy. We present evidence that IWSS sectors 
are already nonnegligible contributors to economic growth in the country, 
account for about 70 percent of the country’s export earnings, and display 
higher productivity than non-IWSS sectors (and even manufacturing in 
the case of activities like ICT or financial services). At the same time, the 
preceding analysis also demonstrates that a large share of the population is 
still employed in low-productivity agriculture, with about a third of the 
working-age population deriving livelihoods from subsistence farming. 
Given the potential of IWSS to provide decent jobs for Ugandans in the 
future, a key question from the vantage point of policy is what obstacles 
prevent further growth and job creation in these sectors.

In this section, we employ both secondary information as well as insights 
from a small firm-level survey conducted for this study to identify constraints 
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to growth in IWSS. To make the analysis tractable, we concentrate on 
three types of economic activities that have been identified as priorities 
by the government: agro-processing, horticulture, and export crops, as well 
as tourism. In 2017, these three IWSS sectors alone accounted for more than 
half Uganda’s export earnings, contributed 10 percent to national output, 
and provided employment for about 1 million Ugandans, compared with 
just below 400,000 jobs available in manufacturing.

Agro-processing

In its National Development Plan III (NDP III), the Ugandan Govern-
ment identifies “agro-industrialization” as one of its’ key development pro-
grams to be pursued over the next five years.26 Agro-processing includes 
agro-based manufactures like flour from graining rice, maize or cassava, 
but also of more sophisticated and high-value products like juices, dairy 
products, sauces, confectionary, beverages, and baked goods. Driven by 
rising domestic and regional demand, agro-processing has become the 
dominant activity in the country’s manufacturing sector.27 According to 
the index of industrial production published by the Ugandan Bureau of 
Statistics, food processing and beverage production alone account for 
about 60 percent of the country’s manufacturing output (UBOS 2019). Agro- 
based manufactures have also played a key role in helping the country 
grow exports and diversify its export basket, which is now less dominated 
by primary products like maize, raw cotton, or unprocessed coffee (fig-
ure 4-3). Given that agriculture dominates the Ugandan economy, eco-
nomic activities targeted at adding value to raw produce domestically are a 
key opportunity to drive growth and employment in the country.

Among the key challenges and constraints to further growth in Uganda’s  
agro-processing sector are the following. First and foremost, the growth 
of Uganda’s agro-processing sector is a direct function of productivity in 
the country’s agricultural sector as a whole, which provides agro-processing 
units with the raw inputs required to produce final products. Fowler and 
Rauschendorfer (2019) find that the limited supply of raw materials is one 
central reason for the stark underutilization of installed agro-processing 
facilities in the country.28 Raising productivity in the country’s agricultural 
base (e.g., through better extension services or the adoption of modern 
seeds and fertilizers) therefore bears the greatest promise for increasing the 
country’s growth of agro-based manufacturing activities.

On the external side, Uganda has duty-free and quota-free access to 
the members of the East African Community (EAC) customs union.29 
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Benefiting from a high degree of external protection in the EAC’s tariff 
program for agro-based manufacturers,30 physical proximity as well as sim-
ilar standards for products intended for human consumption, members of 
the EAC absorbed about 40 percent of Ugandan exports in 2018, including 
the vast majority of the country’s exports of agro-based manufactures. In 
light of the importance of regional markets as drivers of demand for Uganda’s 
agro-based manufactures, an obstacle and threat to further growth is that 
EAC members frequently undermine mutual market access through non-
tariff barriers and that the region is riddled by trade impeding conflict.31 
Such obstacles do not only have an impact on trade itself but also deter 
foreign direct investment, which, for example, played a crucial role in trans-
forming Uganda’s dairy sector over the past decade by incentivizing quality 
upgrading throughout the value chain to cater to the high demands of inter-
nationally oriented milk exporters (cf. Van Campenhout et al. 2019).

With respect to employment and skills specifically, the figures presented 
in the previous sections show that just below three-quarters of workers 
employed in agro-processing are low-skilled, with the remaining quarter 
mostly consisting of skilled workers and a few highly skilled managers. 
When surveying a small number of Ugandan agro-processing firms with a 
focus on identifying skill requirements for employment, we find that about 
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80 percent of employees in these firms work in occupations that can be 
classified as “plant and machine operators,” as well as “skilled agricultural, 
forestry and fishery workers.”32 About a quarter of workers had only some 
or completed primary education, while another quarter had also some sec-
ondary education. About half the workers had completed secondary educa-
tion or higher. Regarding likely future jobs, agro-processing firms reported 
a demand for personnel working with producers of raw inputs to improve 
quality (e.g., a milk-processing firm reported a demand for trainers to sup-
port milk farmers in adopting to best milk handling practices). The enter-
prises also stated that increasing automation as well as opportunities such 
as online marketing, will require digital skills in the future—for example, for 
using mobile applications and for efficiently coordinating work.

Horticulture

Uganda’s horticultural sector can be subdivided into two product catego-
ries, both of which are highly export oriented: coffee and tea—the country’s 
traditional cash crops—as well as floriculture and fresh fruits and veg-
etables (FFV). Coffee is still Uganda’s most important export product and 
accounts for about a fifth of its total exports (excluding gold) in any given 
year. While still comparatively small in economic significance, cut flowers 
and FFV have shown impressive growth over the past two decades (cf. 
figure 4-4), and in 2018 accounted for about 3.6 percent of total exports 
excluding gold. Crucial for constraints on growth—and in stark contrast to 
agro-based manufactures, which are mostly consumed domestically or sold 
to regional partners—horticultural products (especially coffee and flowers) 
are almost exclusively produced to be exported to the high-value markets 
in the north.

The strong orientation of coffee, tea, floriculture, and FFV toward high- 
value markets in the north is helpful in identifying key constraints (and 
threats) on growth in these sectors. Given that access to these markets is 
crucial for the sector’s success, it should be a priority to reduce the time 
and cost associated with trading, as well as making sure that Ugandan pro-
ducers have the possibility to showcase that their products are safe for 
human consumption through standards and accreditation.

With respect to coffee, the country has an opportunity to signifi-
cantly increase the value of its exports by upgrading quality domestically.  
Morjaria (2020) suggests that the structure of Uganda’s coffee market— 
a large number of small-holder farmers that only reach international 
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markets through a small number of exporters—provides an opportunity to 
realize quality upgrading (e.g., only harvesting ripe cherries) by encouraging 
mandatory export standards.

As for employment and skills, as evident from the figures presented in 
the preceding sections based on the Uganda National Household Survey 
2016/17, almost all workers (99 percent) in the sector are low-skilled, 
reflecting the low educational requirements for farm work in activities like 
the cultivation of flowers or crops like coffee. When surveying four firms in 
this sector,33 we find this aggregate statistic confirmed: More than 90 percent 
of all young workers employed by these enterprises can be classified as “skilled 
agricultural, forestry and fishery workers,” of which more than 60 percent 
have not completed primary education and only about 10 percent have 
completed secondary education. Crucially, however, this status quo in 
employment does not seem to reflect the requirements of the sector: Firms 
report a skill gap with respect to problem solving, resource management, 
and soft skills—abilities associated with completed primary and/or sec-
ondary education.

Tourism

Tourism has become one of Uganda’s most important sectors and has super-
seded coffee (the country’s traditional export crop) as the country’s leading 
earner of foreign exchange (figure 4-5).34 In 2016/17 the sector provided 
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about 360,000 jobs for Ugandans, almost as many as the country’s manufac-
turing sector (excluding agro-processing). Between 2000 and 2017, both the 
number of international arrivals as well as receipts from tourism increased 
more than fivefold (figure 4-5). The Government of Uganda recognizes the 
potential of tourism as a sector capable to provide jobs and stimulate growth, 
both directly and indirectly through linkages with domestic suppliers: the 
NDP III declares that “tourism is important for increasing forex earnings, 
creating jobs and alleviating poverty” (NPA 2020, 95).

Its potential aside, several constraints prevent the country from fully 
reaping the potential of tourism as a driver for (environmentally friendly) 
growth and job creation.35 First, managing Uganda’s wildlife and especially  
its gorillas—the country’s key attraction compared with other potential 
destinations in Africa—is pivotal from the vantage point of ensuring that 
tourism continues to be a driver of growth in Uganda. To prevent prac-
tices like poaching, the government has adopted a policy of providing local 
communities near national parks with 20 percent of revenues generated 
from park entrance fees (Ahebwa and English 2018, 8). Second, access to 
key attractions—especially Bwindi National Park, home to the country’s 
gorillas—needs to be improved. The long ride from the international air-
port in Entebbe to Bwindi is one of the key disadvantages that Uganda has 
relative to its main competitor in gorilla tracking, neighboring Rwanda. 
Third, the country still suffers from a negative and conflict-associated 
international image and seems mostly to be associated by potential visitors 
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with its former dictator, Idi Amin. Active marketing in key source markets 
through overseas agents has shown to produce first results in the form of a 
higher number of international arrivals from these origins.

Finally—and most crucial, from the vantage point of driving employ-
ment growth in the sector—the sector is highly dependent on a skilled 
workforce. According to UNHS 2016/17, about three-fourths of workers  
employed in Uganda’s tourism sector are classified as “skilled,” rendering 
the industry the country’s largest employer for skilled workers (cf. table 4-6).  
A sizable share of workers is highly skilled (6 percent), and the sector does 
not employ many workers that can be classified as low-skilled. This distri-
bution is reflective of the reliance of the sector on a workforce capable of 
catering to the demands of international customers. In a small survey of 
eight Ugandan hospitality firms (mainly hotels), we find these assertions 
confirmed. Especially among the hotels with confirmed star rating levels, 
we find that the vast majority of employed youth are employed as “services 
and sells workers” and have completed secondary education (high school). 
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Interviewed managers reported an increasing need for digital skills (using 
mobile applications or online booking systems), as well as a need for problem-
solving skills (i.e., solving novel, ill-defined problems in a real-world setting).36 
In their review of the country’s tourism sector, Ahebwa and English (2018, 11) 
conclude that “the quality of personnel available to work in the tourism 
sector is generally considered to be low.”

Cross-Sectoral Constraints on Growth

Beyond the sector-specific issues presented in the previous sections, several  
cross-sectoral constraints prevent higher growth in both IWSS as well as 
non-IWSS sectors and manufacturing. The next subsections outline key 
obstacles that appear to affect growth in a multitude of Ugandan sectors 
at once.

Miscoordination between Government Entities Is Rife  
and Hampers Effective Policy Action

Especially in industrial policy and agro-industrialization, a number of 
government institutions with overlapping responsibilities do not seem to 
coordinate well, which prevents a concerted push for commercializing agri-
culture through, for example, targeted public investments.37 This issue 
seems less prevalent in the tourism sector, where the Ministry of Tourism, 
Wildlife, and Antiquities is the institution responsible for setting policy 
objectives, supported by topic-specific (and often private sector led) orga-
nizations like the Association of Ugandan Tour Operators, the Uganda 
Hotel Owner’s Association, and the Uganda Wildlife Authority.

Access to Imported Inputs Is Insufficient and Undermines  
Globally Competitive Production

All three IWSS sectors discussed in the preceding sections either already 
realize close to all their earnings in international markets (horticulture 
and tourism) or benefit substantially from regional markets that provide 
them with the opportunity to overcome a small domestic market (agro-
processing). To compete internationally, it is pivotal that these firms have 
access to imports that matter for competitive production. Such imports 
include equipment (e.g., milk processing machinery in agro-processing), 
direct inputs (e.g., fertilizer and packaging materials for flower exporters), 
but also consumer items that meet international standards (e.g., towels, 
mattresses, and tableware for hotels in the tourism sector). While many 
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enterprises benefit from firm-level plans exempting them from duty and 
value-added-tax payments on imported inputs (cf. Rauschendorfer and 
Twum 2021), the statutory tariff rates on many factors of production are 
10 percent or 25 percent in the country’s main tariff schedule, rendering 
imports costly for firms without preferential access.

Infrastructure Like Roads and Access to Electricity Is Insufficient

A lack of transportation infrastructure is prevalent in the country and dis-
rupts many value chain activities. As of May 2019, Uganda had a road net-
work of about 146,000 kilometers (MoFPED 2019), which translates to 
a road density of 60.6 kilometers / 100 square kilometers. Although Uganda’s 
road density is among the highest in Sub-Saharan Africa, the quality of 
the roads is low—only 22.2 percent of the national road network is paved 
(MoFPED 2019). Similarly, insufficient access to electricity curbs growth. 
In the 2013, in the World Bank’s enterprise survey, about 35 percent of 
companies reported access to electricity to be a major obstacle.

Barriers to Exporting Are Often Homemade  
and Prevent Firms from Exploiting Available Opportunities

Ugandan firms enjoy duty-free and quota-free access to almost all viable 
destination markets;38 however, “red tape”—burdensome procedures asso-
ciated with exporting and importing—prevent firms from entering trading 
activities. It should be noted that in recent years, Uganda has made consid-
erable strides in bringing down the time and cost of trading through trade 
facilitation interventions like the adoption of the National Electronic Single 
Window. Since IWSS activities are tradable and exhibit scale economies, 
further removing these barriers will be important to foster growth.

Policy Recommendations

Uganda is plagued with unemployment challenges. The jobs being created 
(especially for the youth) are not enough to absorb the rapidly growing labor 
force. The analysis presented in this chapter also indicates that structural 
transformation has been stagnant and the importance of the manufacturing 
sector as an employer has been declining considerably in recent years. IWSS 
sectors—which could be a substitute driver for job creation and structural 
transformation due to being tradable, having high productivity, and since 
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they reveal economies of scale—are currently not growing fast enough to 
replace the role of non-IWSS sectors like low-productivity agriculture in 
providing livelihoods or to make up for the role of manufacturing in driving 
the structural transformation process in the country, although employment 
in these sectors is growing faster than in non-IWSS sectors.39

As described in the previous sections, insufficient growth of IWSS sec-
tors can be attributed to a host of challenges, most of which relate to the 
business climate. IWSS sectors are largely formal and export-oriented 
enterprises and hence feel challenges in the business environment more 
keenly, particularly those that relate to trade and the regulatory environ-
ment. Nonetheless, Uganda finds itself on a growth trajectory that is 
increasingly seeing IWSS sectors driving the process of structural trans-
formation. For example, from our findings, it is evident that there has been 
a shift of employment away from manufacturing and to highly productive 
service activities, such as finance and business services, transportation, 
ICT, and tourism. These IWSS activities are found to offer jobs that 
require a high degree of skills, while non-IWSS activities mainly provide 
employment for low-skilled workers. To date, non-IWSS sectors—most 
importantly, informal trade and noncommercial agriculture—still employ 
the majority of the country’s workers.

Regarding the three IWSS sectors considered in more detail in this 
chapter—horticulture, agro-processing, and tourism—the available data 
from the Uganda National Household Surveys as well as a small firm-level 
survey suggest that all three sectors (tourism in particular, and horticulture 
to a lesser degree) will require skilled workers in the future. Drawing from 
firm survey results, with respect to soft skills there is a noticeable gap in 
problem-solving skills. Regarding future skill requirements, digital skills in 
the areas of marketing, online booking systems, and the use of phone appli-
cations will be paramount. Consequently, the government should ensure 
that both learning and training curricula incorporate these requirements, 
which would significantly reduce the possibility of a future skills mismatch.

Having noted that the importance of manufacturing in Uganda is declin-
ing in many ways (GDP, employment, and exports), while IWSS sectors are 
gaining ground, there is a need to channel support to these three sectors to 
increase their pace of growth and realize their job creation potential. The next 
subsections consider each of these sectors focused on in this chapter and pro-
vide policy recommendations for achieving the goal of higher sectoral growth 
by overcoming the constraints on growth presented earlier in the chapter.
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Horticulture

As a first priority, the government needs to intensify training for extension 
workers with a specialization in horticulture. Extension workers will also 
need to be equipped with irrigation technology, which is necessary for 
most horticultural production.

Since the majority of the sector’s produce (e.g., cut flowers, fresh fruits 
and vegetables, and coffee and tea) is exported to high-value markets 
in the EU or the United States, it is paramount for the government to 
address barriers to continuously accessing these markets. These should 
be priorities:

•	 address nontariff barriers—such as delays, high transportation 
costs, and burdensome procedures—when trading;

•	 increase testing capacities in the country, allowing producers to 
verify that products are safe for human consumption;

•	 in the same way as for agro-processing, many firms in the sector 
rely on imported materials to produce their final output (e.g., 
Kraft paper for packaging cut flowers). The government should 
ensure that access to these inputs is possible at affordable costs 
through a sensible tariff program.

Agro-processing

The current government focus of offering fiscal incentives (e.g., tax holi-
days) does not appear to be effective in stimulating investment in the agro-
processing sector and also comes at considerable fiscal costs to the public 
in the form of revenue forgone that could be used to invest in infrastruc-
ture or education.40 Additionally, there is evidence that the investment 
floor for local investors is too high (currently at $10 million) and should be 
lowered so that more willing investors qualify for these incentives. Given 
these concerns, the government should instead concentrate on solving the 
rampant supply side constraints (most crucially, in special economic zones 
and industrial parks) and ensure continued access to key markets for firms 
active in the sector. This would allow firms to develop economies of scale 
and employ more workers in the future. Specifically, the government should 
concentrate on these key issues:

•	 provide avenues for more affordable access to credit (e.g., through 
reform of the banking sector, or financing plans like the Agri-
cultural Credit Facility under the Bank of Uganda);
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•	 provide cheap and stable supplies of water and electricity and 
reduce the cost of internet usage;

•	 improve physical infrastructure (e.g., roads and border crossings);
•	 ensure that access to key growth markets in the region is main-

tained and expanded by working with the East African Commu-
nity and toward the implementation of the African Continental 
Free Trade Area;

•	 reducing the cost of trading by investing in physical and digital 
trade infrastructure (e.g., One Stop Border Posts with neighboring 
countries, and an expansion of digital initiatives like the National 
Electronic Single Window); and

•	 ensure that agro-processors have access to imported inputs 
through an adequate tariff policy.

In addition, agro-processing is heavily reliant on the performance of 
Uganda’s agricultural sector as a whole. Low productivity in agriculture 
ultimately implies reduced raw materials for agro-processing firms to oper-
ate sustainably and exploit installed capacity. This implies a need to raise 
farm-level productivity through the adoption of modern inputs and better 
extension services.

Tourism

To boost growth in the tourism sector, interventions in the area of skilling 
the workforce are most important to ensure that the high demands of inter-
national clients are met with an adequately skilled workforce. The govern-
ment needs to invest in education to enhance skills of youth so they are 
suitable for the available jobs. Among others, government should incorporate 
problem-solving and digital skills in the training curriculum, starting already 
at the lower levels of education. This is particularly important because even 
the sectors that employ low-skilled workers require these skills. By implica-
tion, education has an impact on the competitiveness of the tourism industry, 
and hence is worthy of government investment efforts. Regarding digital 
skills in particular, these are needed for marketing efforts, dealing with 
online booking systems, and similar tasks. Beyond this focus on training the 
labor force, there is scope for the government to boost growth in the tourism 
sectors through the following (cf. Ahebwa and English 2018):

•	 managing and preserving the country’s wildlife by preventing 
poaching and enabling local villages to benefit from tourism;
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•	 improving access roads to key attractions like Bwindi National 
Park; and

•	 strengthening the brand of Uganda as a tourism destination 
through targeted marketing actions.

Across all sectors, in an effort to avoid future skills mismatches, it is 
prudent that policymakers know where future jobs are. This will enable 
the government to decide where to devote resources that are intended to 
improve training.

Annex: Additional Tables and Figures

Table 4-8.  Sectoral GDP and Employment Data at Higher Levels 
of Aggregation (2017)

Employment 
(’000)

GDP  
(billion 
UGX)*

Productivity 
(million 
UGX/

worker)

Total 15,012 59,918 4.0

Agriculture, forestry, and fisheries 10,910 12,868 1.2
Mining & quarrying 58 943 16.1
Manufacturing 599 4,451 7.4
Utilities 18 1,786 98.7
Construction 313 3,882 12.4
Trade & repairs 1,317 6,527 5.0
Transportation & storage 312 1,714 5.5
Accommodation & food services 284 1,435 5.1
Finanical & business services 118 5,018 42.5
Government 671 7,233 10.8

Sources: Sectoral employment estimates are taken from the International Labor 
Organization (https://ilostat.ilo.org/data) and sectoral output (GDP) is taken from the 
Uganda Bureau of Statistics (https://www.ubos.org/explore-statistics/9/, “Quarterly 
GDP at Constant Prices, Oct. 2018”).

* GDP is in constant prices (2009/10 values).

Note: Sectoral definitions: Individual sectors are aggregated at the levels available in 
both sources of data. For example, the International Labor Organization provides 
employment data for “utilities,” while UBOS provides data for “water” and “electricity,” 
which we group together to derive GDP for “utilities.” With respect to cross-checking 
aggregate employment elasticities for the Ugandan economy, Kapsos (2005, 41) estimates 
values between 0.23 and 0.40, while more recent estimates from the International 
Monetary Fund (2019) suggest an economy-wide elasticity of 0.6 for the period 
2000–2017.
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Table 4-9.  Employment Elasticities at Higher Sectoral 
Aggregation and Over a Longer Time Horizon

GDP (billion 
UGX, const. 

2009/10 
prices)

Employment 
(’000) Employment 

elasticity,
2009–17Sector 2009 2017 2009 2017

Total 39,937 59,918 10,895 15,012 0.76

Agriculture, forestry, and  
fisheries

10,699 12,868 7,306 10,910 2.43

Mining & quarrying 433 943 34 58 0.63
Manufacturing 3,410 4,451 574 599 0.14
Utilities 1,076 1,786 10 18 1.16
Construction 2,283 3,882 231 313 0.50
Trade & repairs 5,255 6,527 1,274 1,317 0.14
Transportation & storage 1,011 1,714 256 312 0.31
Accommodation & food  

services
853 1,435 263 284 0.12

Financial & business  
services

3,075 5,018 86 118 0.59

Government 4,320 7,233 526 671 0.41

Sources: Sectoral employment is taken from the International Labor Organization 
(https://ilostat.ilo.org/data), and sectoral output (GDP) is taken from the Uganda Bureau 
of Statistics (https://www.ubos.org/explore-statistics/9/, “Quarterly GDP at Constant 
Prices, Oct. 2018”).

* GDP is in constant prices (2009/10 values).

Note: Sectoral definitions: Individual sectors are aggregated at the levels available in 
both sources of data. For example, the International Labor Organization provides 
employment data for “utilities,” while UBOS provides data for “water” and “electricity,” 
which we group together to derive GDP for “utilities.” With respect to cross-checking 
aggregate employment elasticities for the Ugandan economy, Kapsos (2005, 41) estimates 
values between 0.23 and 0.40, while more recent estimates from the International 
Monetary Fund (2019) suggest an economy-wide elasticity of 0.6 for the period 
2000–2017.
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Table 4-10.  Employment Elasticities Observed and Elasticities 
Used for Projections

Sector

Observed 
employment 
elasticities: 

2012/13–2016/17

Sub-sectoral 
employment 

elasticities used 
for projections: 
2016/17–2030

Overall Total 0.63

Total IWSS 1.33
  Agro-food processing −2.55 1.20
  Horticulture and export crops 2.33 1.00
  Tourism 1.74 0.70
  ICT 0.18 0.70
  Transportation 2.39 0.70
  Construction 0.56 0.80
  Maintenance and repairs 0.00 0.70
  Finance & business services 13.23 1.00
  Trade formal (excl. tourism) 12.30 0.70

Manufacturing −1.98 0.90

Total Non-IWSS 0.67
  Agriculture 1.14 0.75
  Mining 1.12 0.45
  Utilities 5.07 0.55
  Trade informal (excl. Tourism) 0.53 0.50
  Domestic services and household 6.73 0.20
  Government 0.34 0.60
  Other services 0.49 0.20

Source: Authors’ calculations.

Note: Aggregate employment elasticities at higher levels of aggregation can be found  
in table 4-9. As for cross-checking aggregate employment elasticities for the Ugandan 
economy, Kapsos (2005, 41) estimates values between 0.23 and 0.40, while more recent 
estimates from the International Monetary Fund (2019) suggest an economy-wide 
elasticity of 0.6 for the period 2000–2017.
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NOTES
  1. This chapter is a shortened version of “Employment Creation Potential, 

Labor Skill Requirements, and Skill Gaps for Young People: A Uganda Case 
Study,” by M. Guloba, M. Kakuru, S. N. Ssewanyana, and J. Rauschendorfer, 
AGI Working Paper 37, 2021. The reader should note that to facilitate compa-
rability of the different case studies included in this volume, modifications with 
respect to the calculation of employment figures for different sectors and sec-
toral definitions were made. Consequently, the employment figures presented 
in this chapter do not necessarily correspond to those presented in the longer 
working paper. Details with respect to the calculation of employment figures 
for specific sectors are provided below each of the relevant tables.

  2.	Throughout this chapter, the age definition of “working age” is 15 to 
65 years. Figures that pertain to “youth” refer to persons age 15 to 24 years.

  3.	See table 4-1 for key characteristics of the labor market.
  4.	For the purposes of this chapter, we include these sectors as industries 

without smokestacks (IWSS): horticulture and export crops (e.g., coffee, tea, 
and cut flowers), agro-food processing (e.g., juices), tourism, ICT, construction, 
maintenance and repairs, and finance and business services as well as formal 
trading activities (e.g., formal distribution services, such as retailers and whole-
salers). Throughout the chapter, “manufacturing” excludes agro-food process-
ing (e.g., juices, beverages, and grain milling), unless specified differently.

  5.	Throughout the chapter, it is important to note that while the avail-
ability of two waves of household survey data allows for calculating growth 
rates, these are based on surveys conducted only about four years apart from 
each other. Differences between the two periods should therefore be inter-
preted with caution once the analysis is taken to the sectoral level, because 
they could be nonsystematic and instead driven by factors like year-specific 
effects. For example, in 2016/17 the country was affected by droughts, which 
had an impact on agricultural activities and poverty.

  6.	This is a decrease from the 34.96 percent reported in UNHS 2012/13.
  7.	However, note that this age group in Uganda’s education system is 

mostly in school and that working below 18 years is also considered child labor 
by law.

  8.	For the purposes of this table and the remainder of this chapter, we 
include Ugandans working in subsistence farming in the category non-IWSS 
agriculture. This addition explains differences between the economy-wide 
growth of employment presented in table 4-2 in comparison with table 4-1. 
While the Ugandan government has decided to not count subsistence farming 
as a “job” or “employment,” this is done to facilitate comparability of the dif-
ferent country case studies presented in this book.

  9.	It is worth noting that a large share of Uganda’s manufacturing sector 
consists of agro-processing (e.g., grain milling, juices, and beverages), so the 
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low and declining numbers for manufacturing may be misleading and should 
not be interpreted as Uganda “deindustrializing.” However, when employing 
longer time series in figure 4-2, we find the declining role of manufacturing in 
Ugandan employment confirmed.

10.	Please refer to the longer working paper of this chapter for more detail 
on the youth and gender dimension of IWSS in Uganda: Guloba et al. 2021.

11.	The increased output per worker in the manufacturing sector is a result 
of the declining employment in the sector as found in our data. The resulting 
figures for the 2016/17 period should therefore be treated with caution, but 
the qualitative results remain unchanged.

12.	While the stark difference between output per worker in IWSS and non-
IWSS reported in this section is in part attributable to outliers in the underlying 
household survey data, it should be noted that the qualitative differences between 
more service oriented and commercialized sectors hold at higher levels of aggre-
gation. Employing sectoral employment data from the International Labor 
Organization and GDP data at the same level of sectoral aggregation from the 
Uganda Bureau of Statistics, we find an average output per worker of 1.2 million 
UGX for Ugandan agriculture in 2017, compared with 12.4 million UGX in con-
struction, 5.0 million UGX in trade and repairs, 5.1 million in accommodation 
and food services (as a proxy for tourism) or 5.5 million UGX in transportation. 
Output per worker in manufacturing (including IWSS activities like agro-food  
processing, which make up the bulk of manufacturing activities in Uganda) 
stands at 7.4 million UGX (see table 4-8 in the annex of this chapter).

13.	Figure 4-6 provides an illustration at the IWSS level using the UNHS 
2012/13 and 2016/17, only capturing four years.

14.	While we are not able to distinguish between commercial IWSS agri-
culture (horticulture, tea, coffee, etc.) and subsistence farming with respect to 
employment, available output data suggest that IWSS commercial agricul-
tural activities has grown faster over the course of the last decade. According 
to the sectoral GDP data available from UBOS, “cash crops” grew at an aver-
age of 3.2 percent a year, while “food crops” grew at 1.9 percent a year between 
2009 and 2017. Our findings with respect to agriculture are therefore incon-
clusive since we are not able to track the movement of labor between different 
activities within the sector.

15.	In the same way as agriculture, “trade and repairs” include both informal 
and formal trading activities.

16.	Given the short time periods between the two surveys as well as issues 
associated with grouping employment and GDP at IWSS level, estimated 
employment elasticities at the sectoral level should be treated with caution. 
When we use longer time series (2009–17) and more aggregate sectoral GDP 
and employment figures from UBOS and the International Labor Organiza-
tion, we estimate an economy-wide employment elasticity of 0.76, which is 
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largely aligned with the aggregate presented in table 4-4 (see table 4-9 in the 
annex for elasticities at higher aggregation). Using data ranging from 2000 
to 2017, the IMF (2019) estimates an economy-wide employment elasticity 
of 0.6.

17.	Again, it should be noted that Uganda’s manufacturing sector largely 
consists of agro-processing activities like grain milling, beverages, baked 
goods, and similar agro-based products, which we single out in table 4-4 as 
“agro-processing.”

18.	For context, in 2019 Uganda’s GDP per capita was $794 (World Bank 
2021).

19.	Specifically, since Uganda did not grow at the envisioned 7 percent rate 
between the two survey periods 2012/13 and 2016/17, we scale up sectoral 
growth rates with a constant that results in 7 percent aggregate growth over 
the period 2016/17 to 2030.

20.	As evident from table 4-4, for many sectors the elasticities obtained from 
using two waves of household survey data that are only four years apart from 
each other suggest unrealistic employment elasticities—e.g., due to declining 
sectoral employment combined with positive GDP growth at the same level of 
aggregation (e.g., in manufacturing). Employment elasticities used for the pro-
jection part of this paper are shown in table 4-10 in the annex alongside observed 
elasticities.

21.	While manufacturing is exclusive of agro-processing, which contrib-
utes a large number of jobs in the sector, an even marginal increase in the share 
of manufacturing in Ugandan employment is actually contrary to observed 
long-term patterns in the past. See also figure 4-2.

22.	To compute the number of jobs per each skill-level and sector in 2030, 
we proceed as follows. First, we take the number of employed workers in 
2016/17 per each sector and each of the three skill levels. To compute the dis-
tribution of additional/new jobs within a sector across different skill levels, we 
obtain sector- and skill-level-specific employment growth rates from the two 
UNHS survey waves (2012/13 and 2016/17), which provide us with projected 
employment demand at this level in 2030. Since the resulting aggregate figures 
per sector are slightly larger than our sector-level projections for labor demand, 
we apply the resulting distribution of new jobs across the three skill levels to 
the previously calculated sectoral totals of new/additional job per subsector. 
Due to data-related inadequacies, we have to rely on IWSS/non-IWSS aggre-
gates in some cases. We detail these assumptions in table 4-11 in the annex.

23.	The sizable share of highly skilled workers in non-IWSS is almost 
exclusively driven by workers employed by the government, which generally 
has high demands regarding formal educational attainment.

24.	E.g., Khamis (2019, 19) employs the recent Manpower Survey Uganda 
2016/17, which reports that when asked the question “How many permanent/
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temporary/elementary employees do not have required qualification?” 96 per-
cent of interviewed employers report to have zero employees in this category.

25.	See also the reports from a small survey of firms in Uganda in the next 
section.

26.	Specifically, the NDP III states that “agro-industrialization will be 
pursued to transform the subsistence agriculture sector to a commercial and 
competitive sector. This is required to increase household incomes of the 
majority (over 70 percent) of Ugandans directly and indirectly dependent on 
agriculture. This will be achieved by increasing export value of selected agri-
cultural commodities, increasing the agricultural sector growth rate, increas-
ing labour productivity in the agro-industrial value chain, creating jobs in 
agro-industry, and increasing the proportion of households that are food 
secure” (NPA 2020, 1). It should be noted that the NDP III understands agro-
industrialization to entail both agro-processing (e.g., manufacturing of juices) 
as well as the development of horticulture, fresh fruits and vegetables and export- 
oriented cash crops like coffee and tea.

27.	Domestically, dietary shifts have driven demand for agro-based manufac-
tures. E.g., van Campenhout et al. (2019, 7) report that domestic consumption 
of milk per year and person had increased from 10 liters in 2002 to about 
33 liters in 2012.

28.	The World Bank (2012) reports that “most agro-processing industries 
(cotton ginning, coffee processing, dairy processing, grain milling, oilseeds 
processing, and animal feed milling) are operating at less than 50 percent 
capacity.” See also EPRC (2018), which asserts that agro-manufacturing indus-
tries remain “stunted and operating below installed capacities.”

29.	The EAC comprises Kenya, Tanzania, Rwanda, Burundi, South Sudan 
and Uganda.

30.	E.g., the tariff charged on dairy imports from countries outside the 
EAC is 60 percent ad valorem, providing a considerable price advantage for 
Ugandan exporters of milk to the region.

31.	E.g., over the course of 2019 and 2020, Kenya banned imports of dairy 
products from Uganda, asserting the products had not been manufactured 
whole in the region but were produced from imported milk powder (cf. East 
African 2020). Similar directives had been made for poultry and eggs. Simi-
larly, over 2019, Rwanda and Uganda closed the main border used for bilateral 
trade between the two countries (Katuna), greatly affecting bilateral trade, 
while the ongoing South Sudanese civil war continues to undermine exports 
to South Sudan.

32.	Please see the longer version of this chapter for detailed survey results. 
The survey covered seven Ugandan agro-processing firms mostly involved in 
food-processing activities like juice manufacturing, baking, milling as well as 
the distribution of finished goods. Given the small size of the survey, results 
should not be taken as representative for the sector.
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33.	These are two flower exporters and two producers of FFV.
34.	In 2017, exports of coffee and tea combined generated $652 million, 

while tourism provided the country with $941 million in foreign exchange.
35.	This section draws on priorities identified by Ahebwa and English (2018).
36.	See the longer working paper version of this chapter for additional details.
37.	An illustrative example of this is the selection of value chains that are to be 

prioritized for increased support and commercialization. Rauschendorfer and 
Fowler (2019) compare value chains selected by different institutions like the 
Ministry of Agriculture, Animal Industry, and Fisheries; the Ministry of Finance, 
Planning, and Economic Development; or the National Planning Authority and 
show that there is little consensus as to which value chains are to be prioritized.

38.	Under the East African Community customs union, Ugandan firms 
access markets like Kenya, Rwanda, and Tanzania duty and quota free and 
close to free trade exists with the countries of the COMESA Free Trade Area. 
Ugandan exporters also export duty free and quota free to the EU under the 
unilateral Everything But Arms Agreement and to the United States under 
the African Growth and Opportunity Act.

39.	This totals 5.3 percent annualized employment growth in IWSS, com-
pared with 4.4 percent annualized growth in non-IWSS (cf. table 4-2).

40.	Eissa et al. (2021) estimate that the fiscal costs of tax incentives in 
Uganda are just below 1 percent of the country’s GDP.
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FIVE

Ethiopia

Building on Manufacturing Momentum  
to Create New Jobs in Other Sectors

TSEGAY G. TEKLESELASSIE

Introduction and Country Context

In the past decade and half, Ethiopia has registered notable economic growth. 
Its average growth since 2004 has hovered around 10 percent. This growth 
has largely been driven by substantial public investment in infrastructure, 
coupled with solid performance of the service and construction sectors, 
which have benefited from modest mobility of labor from the agricultural 
sector. For example, out of the 9.27  percent average real gross domestic 
product (GDP) growth registered between 2010 and 2019, the agricultural 
sector contributed 2.32  percentage points, construction 2.5  percentage 
points, manufacturing 0.65  percentage points, and service 3.8  percentage 
points. Hence, in particular, the service sector has contributed to about 
41 percent of the GDP growth in the last decade.
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Extreme poverty (the percentage of the population living below the 
international poverty line) fell from 55 percent in 2000 to 23.5 percent in 
2015/16 (e.g., NPC 2017) The achievement in terms of reducing poverty 
largely came from a modest growth in agriculture rather than structural 
transformation (World Bank 2015).

Between 2003 and 2006, the unemployment rate for the urban labor 
force in general, and for youth in particular, showed a marked decline. How­
ever, since 2006, the unemployment rate has been slightly increasing. In 
2018, the unemployment rate for the general urban labor force stood at 
19 percent, while for youth it was 25 percent. It should be noted that women 
face higher unemployment rates than men. For example, in 2018, the unem­
ployment rate for women in urban Ethiopia was close to 27 percent, while 
men faced an unemployment rate of 13  percent.1 Low earnings, under­
employment, and vulnerable employment characterize rural Ethiopia, 
which again is an indicator of people living in a state of working poverty 
(e.g., Hino and Ranis 2014).

This is despite a policy focus on labor-intensive light manufacturing. 
Performance in value added, exports, and employment generation in the 
strategic sectors—such as textiles and garments, leather, cement, pharma­
ceuticals, construction, and agro-processing (food and beverages, honey, 
meat, and dairy)—has been below par.

Some sectors, such as textiles and garments, have gained special atten­
tion from the government, as shown by the construction of industrial parks 
focusing on these industries. While some industrial parks have been con­
structed and are owned by the private sector, the majority of them cur­
rently are public. Sheds in the public industrial parks are rented out to 
enterprises at highly subsidized rates. Currently, 13 industrial parks are in 
operation in different parts of the country. The agro-processing industry 
has also been among the priority sectors. Concrete interventions to support 
the sector will likely surface after the implementation of the four integrated 
agro-processing industrial parks that are under construction. The inte­
grated agro-industrial parks are also public, but are financed mainly by the 
regional states. Establishment of the integrated agro-processing industrial 
parks can help address such issues as improved provision of infrastructure 
such as electricity, access to land, and enhanced services such as customs. 
The three-year homegrown economic reform agenda prepared in September 
2019 has added sectors such as tourism, logistics, and mining to its priority 
sectors, in addition to manufacturing and agriculture.
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The main objective of the current study is to investigate the potential 
of industries without smokestacks (IWSS) to create decent and sustainable 
jobs, particularly for youth. The focus here is on the agro-processing (par­
ticularly food and beverages), horticulture, tourism, and transportation 
sectors.

Since the preparation of its 2002 industrial development strategy (FDRE/
MoI 2002), Ethiopia has emphasized the promotion of labor-intensive indus­
tries that aim to create decent jobs, enhance linkages with the agricul­
tural sector, and bolster export competitiveness. An active industrial policy 
that aimed at transforming the structure of the economy, particularly from 
agriculture to industry and higher-value services, however, came with the 
Growth and Transformation Policy I (2010–15) (MoFED 2020) and the 
Growth and Transformation Policy II (2015–20) (NPC 2016) (hereafter, 
GTP I and GTP II).

The Government of Ethiopia developed various policies and strategies of 
active interventions to pave the way for the private sector to play a leading 
role. Support has been directed toward selected export-oriented and import-
substituting sectors, such as textiles, leather, cement, and pharmaceuticals. 
Interventions have included direct capacity-building support and fiscal 
incentives such as tax holidays, a reduction of indirect taxes on capital goods, 
and preferential credit for selected sectors. Heavy government investment in 
infrastructure is envisaged to enhance the competitiveness of the private 
sector (e.g., Gebreeyesus 2013).

The construction of industrial parks since 2015 has constituted the 
apex of active industrial policy in Ethiopia. A key objective of constructing 
industrial parks has been increasing the share of the manufacturing sector 
in GDP. Through these policies, the government hopes to achieve several 
economic goals: boosting exports, attracting foreign direct investment, 
alleviating foreign exchange shortages, and reducing reliance on gov­
ernment borrowing and investments by state-owned enterprises (Zhang 
et al. 2018).

The big-push approach to develop industrial parks aims to pave the 
way for the private sector to be the economy’s engine of growth. Industrial 
parks can be built by either the federal or regional government, the private 
sector, or through public and private partnerships. Eleven industrial parks 
have been built to date at the federal level, all of which are operational. 
Some of these industrial parks are specialized (e.g., Hawassa specializes in 
textiles and garments), while others can accommodate firms from various 
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sectors. The industrial parks are designed to boost linkages, improve 
services through one-stop shops (e.g., customs clearance within the parks) 
and provide uninterrupted power supply and effluent treatment plants.

Aggregate Trends

With a population of about 109 million in 2018, Ethiopia is the second-
most-populous country in Africa, after Nigeria. While it has had one of 
the fastest-growing economies in the past decade and a half in the world, it 
remains one of the poorest.

In recent years, the service sector has overtaken the agricultural sector 
in having the largest share of valued added, with close to 47 percent in 
2017, followed by the agricultural sector, contributing 36 percent. The 
industrial sector has the lowest share, of about 17 percent of GDP in the 
same period, even though it has registered significant growth since 2013, 
after stagnating in the decade before 2013.

The share of the manufacturing sector (i.e., the industrial sector excluding 
construction) remained less than 5 percent of GDP until 2017, which is 
very low even by Sub-Saharan Africa standards, where it stands at 10 per­
cent. In 2018/19, the share of the manufacturing sector rose to close to 
6.8  percent as some of the industrial parks started to be populated by 
enterprises. The corresponding sectoral shares in 2000 were agriculture 
(55.3 percent), services (37 percent), and industry (9.7 percent).2 Hence, in 
recent decades, the service sectors and the construction subsector have 
shown the fastest growth.

The pace of structural transformation is even slower when it comes 
to employment. Although the share of employment in agriculture has 
recently declined, most of the workforce is concentrated in the agricul­
tural sector, with limited job opportunities available outside. Construc­
tion and “other services” have absorbed most of this change. The service 
sector employs 22 percent of the labor force, while the industrial sector 
employs less than 10 percent. The remaining 70 percent of the work­
force is absorbed in agriculture. In 2000, agriculture employed close to 
86 percent of the labor force, followed by services, with about 10 per­
cent, while the industrial sector employed about 4 percent. Hence, struc­
tural transformation in terms of employment in the past two decades 
has been low. The changes in value added show that the modest labor 
mobility from agriculture to the service sector has resulted in higher 
output per worker.



	 Ethiopia	 179

Key supply-side problems—such as power outages, logistics, and short­
ages of foreign exchange—are more likely to affect the manufacturing 
sector compared with the service sector. Moreover, the manufacturing 
sector has to compete with imports from the international market. On the 
other hand, competition in the service sector is largely from other domestic 
firms, and hence less fierce.

The service and construction sectors are protected from international 
competition through government policy (e.g., Gebreeyesus 2019). For example, 
some key services—such as wholesale, finance, logistics, and real estate—
are allowed only for domestic firms, and there is a strong incentive to 
engage in those sectors. Another key factor for the growth of the con­
struction sector is pubic investment on infrastructure as a policy focus by 
the government to enhance private sector competitiveness.

In terms of exports, the agriculture sector continues to be the major 
export source for the country. Based on data from the National Bank of 
Ethiopia, in 2017, the shares of the leading exports were coffee (31 percent), 
oilseeds (12.4 percent), khat (Catha edulis; 9.6 percent), and gold (7.4 percent). 
With shares of about 6 percent, 4 percent, and 3 percent, respectively, 
animals and animal products, leather and leather products, and textiles and 
apparel trailed. Manufacturing exports, typically leather and textiles, fell 
behind the agricultural items in export shares, indicating that structural 
transformation in terms of export remains low.

Labor Market Outcomes

The pace of urbanization in Ethiopia has been fast in recent years. For 
example, between 2003 and 2018, the urban population grew annually, on 
average, by 5.7 percent. Similarly, the youth population (age 15–29) grew 
annually, on average, by 5.3 percent. The labor force, measured by the eco­
nomically active population (those aged 10 and above), exhibited an annual 
growth rate of 6.2  percent. Hence, the labor force in urban areas has 
increased even faster than the population growth rate of urban areas. The 
provision of decent jobs to the ever-growing labor force is a key challenge 
for the Ethiopian government.

In 2018, the unemployment rate for the general urban labor force was 
19 percent, while for youth it was 25 percent. The unemployment rate for 
women in the same year was 27 percent. More than a third of young women 
remain unemployed. Even those employed face high underemployment 
(50 percent), low earnings, and job insecurity in both rural and urban areas.
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Another crucial indicator of the outcome of the labor market is the 
duration of unemployment. More than a third of unemployed persons 
(35  percent) have been unemployed for more than 8  years. More than 
60 percent of unemployed persons were unemployed for a year or more. 
This indicates a severe lack of job opportunities. The long duration of 
unemployment has had an adverse psychological impact on the well-being 
of the labor force. Moreover, a long spell of unemployment results in 
skill obsolescence.

Similarly, underemployment results in a large proportion of workers 
being classified as working poor. About half of the employed workforce is 
willing to take additional jobs, which are a result of either low pay or too 
few working hours.

The rate of unemployment by education level is one of the indicators of 
the effectiveness of the education system. In 2018, unemployment among 
secondary school graduates was about 28 percent, followed by those with 
technical and vocational education and training (TVET), and then 
diploma graduates at above 23 percent. In the same year, those with a uni­
versity degree and above faced an unemployment rate of 16 percent, while 
those with an elementary education had an unemployment rate of about 
14 percent. The group with the lowest unemployment rate is made up of 
those with no formal education, which may show that this group has no 
choice but to engage in any type of job that is available. In 2003, those with 
a university degree and above had a lower unemployment rate (9 percent) 
than the rate in 2018 (16 percent). The rise in the unemployment rate of 
the highly educated group in recent years has been a source of concern, as 
it can indicate the ineffectiveness of the education system or the existence 
of a skills mismatch (e.g., Beyene and Tekleselassie 2018).

Patterns of Growth: The Role of the IWSS Sectors

The IWSS sectors include agro-industry and horticulture, tourism, busi­
ness services, including services based on information and communica­
tions technology (ICT), and transportation and logistics (Newfarmer, 
Page, and Tarp 2018). The key characteristics of enterprises in the IWSS 
sectors include being tradable, having the ability to absorb large num­
bers of moderately skilled labor, having higher-than-the average value  
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added per worker, exhibiting a capacity for technological change and pro­
ductivity growth, and displaying evidence of agglomeration economies.

Sectoral Productivity Levels and Trends

Table 5-1 reports labor productivity measured as value added per worker. In 
2017, labor productivity for the IWSS sectors was birr 91,730, which was 
close to three times that of overall labor productivity, close to 2.44 times that 
of manufacturing, and 3.75 times that of non-IWSS industries. Between 
2000 and 2017, overall labor productivity grew annually, on average, at 
8.34 percent, while the IWSS industries grew by about 16 percent. Manufac­
turing and non-IWSS industries grew at 13.4 percent and 6 percent, respec­
tively, in the same period.

Following McMillan and Rodrik (2011) and McMillan, Rodrik, and 
Sepulveda (2016), we decompose the sources of aggregate labor productivity 

Table 5-1. L abor Productivity by Sector

Sector

Labor productivity  
(thousands of local currency)

2000 2010 2017

Total 13.72 21.41 33.17

Total IWSS 24.84 65.07 91.73
  Agro-processing 23.90 22.56 60.80
  Horticulture 614.96 299.93
  Tourism 3.14 19.91 61.30
  Transportation 74.78 99.94 136.59
  Financial and business services 261.74 228.13 157.03
  Trade 22.98 45.38 68.26

Manufacturing 11.44 20.17 37.53

Other Non-IWSS 12.12 15.53 24.48
  Agriculture 9.66 11.95 16.25
  Mining 75.55 29.95 15.68
  Utilities 77.77 47.00 44.73
  Construction 55.94 73.70 176.83
  Government 54.43 72.83 80.69
  Other 9.89 5.38 4.04

Source: Author’s compilation using data from the Planning and Development Commission 
for 2015/16 and 2020.

Note: Coefficients for 2011 and 2015/6 were used to estimate the ratio of horticulture in 
agricultural value added for 2010 and 2017.
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into within productivity (own sector productivity changes due to techno­
logical change and capital accumulation) and structural transformation due 
to movement of labor from low-productivity to higher-productivity sectors. 
This specification helps to decompose theses effects:

DPt = b i,t- kDPt +
i = n

/ pi,tDb i,t
i = n

/

where Pt and pi,t are economy-wide and sector productivity, respectively, 
and βi,t is employment in sector i. The decomposing was done for 13 sec­
tors composed of IWSS and non-IWSS industries.

The results show that 67 percent of the aggregate labor productivity 
change between 2010 and 2017 came from within-sector productivity change, 
while the remainder came from structural change. The disaggregated result 
by sector is provided in figure 5-1. IWSS industries such as trade, agro-
processing, and hotels and restaurants exhibited high within-sector produc­
tivity. Financial services and horticulture gained more from labor mobility 
toward them. Among non-IWSS industries, the construction sector bene­
fited both from within-sector and structural transformation.

This dominance of within-sector productivity is not surprising at an 
early stage of industrialization, as most sectors start from low productivity 
and hence have a potential for within-sector productivity before structural 
transformation can kick off. Substantial public investment on social infra­
structure, such as education and investment, and on agriculture, such as 
agricultural extension programs, may have contributed to the within-
sector productivity gain in the country (e.g., Ferede and Kebede 2015;  
De Vries, Timmer, and De Vries 2015). While there are differences among 
countries in Africa in their paths to structural transformation, in the 
majority of them, the role of structural change has been low. Specifically, 
in countries such as Ethiopia, Kenya, Nigeria, and Tanzania, acceleration 
in aggregate productivity has mainly come from gains in within-sector 
productivity growth (e.g., De Vries, Timmer, and De Vries 2015).

Figure 5-2 provides a bubble chart of sectoral employment share, sec­
toral productivity, and growth in employment. The sizes of the bubbles 
indicate employment share, while sectoral productivity and employment 
growth are shown on the y axis and x axis, respectively. Agriculture 
remains by far the major employer in Ethiopia, followed by trade (IWSS) 
and manufacturing (non-IWSS). Looking at employment growth between 
2000 and 2017, mining (non-IWSS), finance (IWSS), utilities (non-IWSS), 
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construction (non-IWSS), and transportation (IWSS) registered the 
fastest growth. Finance (IWSS) and transportation (IWSS) were the most 
productive sectors in 2017.

The Growth of Selected IWSS Industries

The IWSS sectors play a crucial role in Ethiopia’s economic development 
by diversifying its industrial base beyond traditional manufacturing. This 
section examines the growth and significance of the agro-processing, 
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horticulture, tourism, and transportation subsectors. These subsectors have 
been identified as priority areas in the government’s development plans for 
their roles in job creation, value addition, and export diversification.

Agro-processing: The Food and Beverage Industry

Agro-industry comprises several categories, including food and beverages, 
paper and wood products, textiles and apparel, leather and leather prod­
ucts, rubber products, and tobacco products. In this study, we focus on the 
food and beverage industry.

The agro-processing industry has been one of the key priority sectors 
identified by the Government of Ethiopia in its five-year development 
plans, such as PASDEP (2005–10), GTP-I (2010–15), and GTP-II (2015–20). 
The presence of abundant agricultural endowments, such as arable crop­
land and suitable climate conditions, give the sector a great potential for 
growth. Growth of agro-processing products will potentially help the 
country to upgrade its export from low-valued primary commodities that 
face volatility in international prices to higher-value exports, creating not 
only more jobs but also decent ones.
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As shown in figure 5-3, the gross value of production of the food and 
beverage industry of medium-sized and large enterprises rose from birr 
3.3 billion in 2001 to birr 54.6 billion in 2017. This is equivalent to an average 
compounded growth rate of 18 percent.

The food and beverage industry is the leading sector in terms of value 
creation and employment within the manufacturing sector. The manufac­
turing sector mainly comprises the food and beverage, textile and garment, 
leather and leather producers, rubber and plastic, paper and paper products, 
metallic and engineering products, non-metallic mineral products, tobacco 
products, and chemicals. Among these, the food and beverage sectors 
accounted for a third of the value added of the manufacturing sector in 2017, 
making it the largest contributor even though it is down from 47 percent in 
2003 (computed from the Central Statistical Agency’s, CSA’s, Large and 
Medium Manufacturing Survey). This is mainly due to a simultaneous increase 
in the share of other sectors such as nonmetallic mineral products, metallic and 
engineering products, textiles and garments, and paper and paper products.

According to the medium and large manufacturing firms survey of the 
CSA, among the large and medium enterprises in food and beverages, the 
beverage industry accounts for more than half the value addition in its 
sector. Specifically, malt liquors and soft drinks lead the beverage sub­
sector in value added. Among subsectors within the food category, sugar, 
grain mill products, and oil lead in contribution to value added.

Labor productivity in the food and beverage industry has shown an 
upward trajectory, as shown in figure 5-4. In the period 2002/3–2016/17, 
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labor productivity (computed by dividing the gross value of production at 
a constant price by the number of employees) grew, on average, by 16.5 per­
cent annually.

The food and beverage industry is the largest employer in the manu­
facturing sector. As shown in figure  5-5, among the large and medium 
manufacturing industries, the food and beverage sector created the highest 
number of jobs relative to other manufacturing industries. For example, in 
2016/17 the food and beverage industry accounted for about 21 percent of 
total employed persons in large and medium scale manufacturing.

Ethiopia’s export sector is dominated by unprocessed agricultural prod­
ucts such as coffee. The role of the manufacturing sector remains limited. 
Export earnings from the food and beverage industry are insignificant, but 
have been increasing, as shown in figure  5-6. According to export data 
obtained from the Food, Beverage and Pharmaceutical Industry Develop­
ment Institute (FBPIDI, various years), export earnings from food and  
beverage products increased from about $21.5 million in 2014/15 to about 
$63.5 million in 2018/19.

A survey in 2016 by the Ethiopian Development Research Institute 
showed that about a fifth of manufacturing micro and small enterprises are 
engaged in the production of food and beverages (Gebreeyesus et al. 2018). 
In summary, the food and beverage industry has been the main source of 
value creation and employment. Export earnings from the sector remain 
limited (but have been increasing in recent years).

In summary, the agro-processing sector has been the largest employer 
and contributor to GDP among manufacturing industries in Ethiopia. It has 
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also been among the priority sectors in recent years, as the country has been 
building four integrated agro-industrial parks. However, as discussed in 
other sections of this chapter, several challenges—such the quality of raw 
materials, skilled labor power, and poor rural infrastructure—have limited 
the realization of its full potential. Its labor-intensive nature and potential 
for linkages with the agricultural sector makes it an ideal sector for propel­
ling structural transformation in Ethiopia. If successful, the thrust of the 
agro-processing industrial parks lies in the plan to support and link small­
holder farmers with agro-processing firms by providing training as well as 
the provision of accessible warehouses to farmers through rural transforma­
tion centers.3

Horticulture

In its recent development plans, the Ethiopian government has envisaged 
promoting the development of agricultural investment, mainly through 
the promotion of commercialization of the agricultural sector to increase 
agricultural production and create rural employment opportunities. 
Horticulture is one of the sectors that has received a great deal of attention 
in various development plans, mainly in GTPs I and II. In particular, the cut 
flower industry is one of the highly prioritized agricultural investment vehi­
cles in the country. According to GTP II, the development of horticulture 
sector plays an important role in ensuring sustainable economic develop­
ment, mainly through foreign exchange earnings and employment cre­
ation (NPC 2016). Further, the sector can play a considerable role in the 
transformation of smallholders into wage laborers as well as the diversifi­
cation of the export sector, moving from traditional agricultural to non­
traditional agricultural exports.

Horticulture (mainly cut flower farms) is one of the labor-intensive, 
export-oriented industries in Ethiopia. Despite an effort made by the state 
farms to produce and export cut flowers to Europe in the early 1980s, the 
sector thrived in the early 2000s (Gebreeyesus and Iizuka 2012). Since the 
mid-2000s, the flower industry has registered significant growth.

One of the typical features of the horticulture sector is its potential to 
create job opportunities for the skilled and unskilled population. Figure 5-7 
presents the trend of jobs created in the horticulture sector between 2008 
and 2017. Job growth in the industry has been significant. The sector cre­
ated close to 200,000 job opportunities in 2018. More interestingly, the 
sector created more jobs for women. For instance, in 2013 about 90 percent 
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of the workforce were females according to data obtained from the Ethiopian 
Horticulture Producer Exporters Association.

In the 2016/17 fiscal year, agricultural investment created about 285,440 job 
opportunities for citizens, of which about 140,000 jobs were created in the 
horticulture industry (NPC 2018). Despite being a new sector, horticulture—
typically floriculture—showed impressive growth. Figure 5-8 depicts foreign 
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exchange earnings from horticulture compared with other commodities. 
Export revenue from the horticulture industry increased from about  
$24 million in 2004/5 to $203 million in 2009/10, and further increased to 
$290 million in 2017/18.

Currently, horticulture is the fourth-largest contributor of export rev­
enue to Ethiopia, next to coffee, oilseeds, and manufacturing. In 2017/18, 
the sector accounted for 10.6 percent of total merchandise exports, of 
which cut flowers contribute much of the share (about 79 percent). The 
recent surge of export revenue from the floriculture industry ranked the 
country second among African countries, after Kenya.

Ethiopia’s diverse and suitable climate for horticulture, as well as its 
large irrigation potential, provide ideal conditions for horticulture.4 While 
the focus by the government has been on large and export-oriented types 
of horticulture, smallholders’ horticulture also has immense potential in 
the country, with its large domestic market and climatic and irrigation 
potential. Due to its perishable nature, improved market linkage will be 
crucial in ensuring smallholder farmers’ ability to get fair prices for their 
products. With the high urbanization rate in Ethiopia, demand for horti­
cultural products is expected to increase significantly. Hence, in addition 
to the support being given to large export-oriented firms, there is a need 
to design a support system for smallholder horticulture to boost produc­
tion and hence create decent jobs.

Tourism

Tourism has immense potential in Ethiopia. The country is vast and rich 
in diverse natural resources, including a wide range of ecological and bio­
diversity assets, and it boasts numerous cultural and historical sites. Eight 
cultural sites and one natural site have been registered by UNESCO as 
World Heritages Sites. Seven other sites are being considered as World 
Heritages Sites.

The tourism industry is not new to Ethiopia. To promote tourism, the 
Ethiopian Tourism Organization was established in 1961. However, due to 
civil wars and the closing of the economy during the socialist government 
of the 1970s and 80s, tourism largely stagnated for many decades.

After the fall of the socialist government in 1991, the tourism sector 
started to revive, and it has been on an upward trajectory since the mid-
1990s—except in 1998, which showed a dip due to the Ethio-Eritrean war—
in 2016, due to nationwide protests; and in 2018, as the country was 
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undergoing instability and internal displacement after changes in its admin­
istration and the opening of the political space (figure 5-9).

The country registered the highest growth of foreign visitors in 2006 
(more than 45 percent growth, compared with 2005). Along with reforms 
and political and economic stability, the improvement of infrastructure 
and services has played an important role in advancing the industry. The 
rising trend in tourism is being driven by the increase in international 
tourism worldwide, improved air connectivity, and the dynamic economy 
(e.g., Altes 2018).

Figure 5-10 presents revenue generated from international tourism and 
its contribution to GDP in Ethiopia. Consistent with the trajectory of 
arrivals, the amount of revenue generated from the tourism sector has been 
on a rising trend. Exports have increased from about $117 million in 1995 to 
more than $3.5 billion in 2018, experiencing rapid growth rates averaging 
about 14 percent per annum. Since the mid-2000s, revenue from interna­
tional tourism has increased rapidly, the figure almost tripled in 2010 and 
increased sevenfold in 2018.5

The increasing role of the tourism sector in the Ethiopian economy can 
be illustrated by its direct contribution to the country’s GDP; it has accounted 
for more than 3 percent of GDP since 2002. It recorded the highest contribu­
tion in 2011 (about 6 percent of GDP).6 The total contribution of tourism to 
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GDP, however, is much higher than this due, to its indirect and induced 
effects. The total contribution of travel and tourism to GDP (including wider 
effects from investment, the supply chain, and induced income effects) was 
10.3 percent in 2013.7 Separate data from the World Travel and Tourism 
Council’s Global Economic Impact report (WTTC 2020b) show that in 2019, 
the share of travel and tourism in GDP in Ethiopia was 6.7 percent, while the 
share in total employment was 7 percent, creating close to 2 million jobs.

Figure 5-10 also presents the contribution of the tourist industry to the 
total exporting of goods and services. Consistent with the number of 
arrivals and revenue, the export share of the tourism industry has grown 
remarkably. It increased from 20.6 percent in 2000 to 46.5 percent in 2018, 
averaging 4.5 percent growth a year.

Especially for youth and women, the tourism industry has substantial 
employment potential (e.g., Gebreeyesus 2017). Figure 5-11 provides the 
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share of employment of travel and tourism in total employment. The decline 
in 2008 and 2009 can be explained by the world economic recession, while 
the declines in 2016 and 2017 can be ascribed to protests in the country. The 
average share of employment in travel and tourism in total employment was 
5.6 percent, while the average for 2010 to 2018 was 8.4 percent. Overall, the 
contribution to employment of tourism has increased in recent years.

The top five tourist sources for Ethiopia are the United States (17 percent), 
the United Kingdom (5 percent), China (5 percent), Germany (4 percent), and 
Italy (4). Figure 5-12 shows the regions that send tourists to Ethiopia. Among 
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countries in Africa, East Africa—mainly Kenya, Sudan, Djibouti, Tanzania, 
and Uganda—are the largest sources of tourists, followed by West Africa 
(mainly Nigeria). In the last couple of years, Ethiopia has waived visas 
before arrival for all member nations of the African Union, which will 
potentially boost tourism flows (e.g., McKay and Tekleselassie 2018).

The majority of visitors to Ethiopia are for holidays, leisure and recre­
ation, accounting for more than 45 percent in 2016 and 2017. Travel for 
business and professional purposes accounted for about 23 percent of visi­
tors while the remaining for other personal reasons, as shown in figure 5-13.

Air travel is the major means of transportation for international tourists 
that visit Ethiopia. About 98 percent of tourists who visited Ethiopia in 
2018 arrived by air (second panel of figure 5-11). Ethiopian Airlines is playing 
a vital role in supporting the tourism sector. According to a 2020 report on 
the Ethiopian economy (IATA 2020), the air transportation industry and 
its supply chain support $1.54 billion in GDP in Ethiopia, with a further 
$2.61 billion of GDP coming from spending by foreign tourists arriving 
by air.

Transportation

The development of transportation has both direct and indirect conse­
quences. Investment in transportation can play a direct role in reducing 
traders’ logistical costs and time of delivery by minimizing travel times, 
reducing operating costs, and enhancing access to destinations within the 
network. Transportation also has an indirect effect on productivity and the 
spatial pattern of economic development, mainly by stimulating a variety of 
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interconnected, economy-wide processes. In 2018/19, the service sector 
recorded 11 percent growth, which was largely ascribed to the expansion of 
the transportation and communications subsector (21 percent) (NBE 2019).

Figure 5-14 depicts the contribution of the transportation, storage, and 
communication sectors to Ethiopia’s GDP over last two decades. The 
value added generated by the industry has shown steady growth, increasing 
from $509 million to more than $3.6 billion in 2018 (an average growth 
rate of 10 percent). In addition, the sector accounted for about 4 percent of 
GDP. Further, transportation and communications accounted for 14 per­
cent of the total service output, the second-largest contributor next to 
wholesale and retail trade (35.9 percent) (NBE 2019).

Air transportation is a key export service sector in Ethiopia. Figure 5-15 
shows the export revenue generated from nonfactor service sectors over time. 
Total service exports have registered significant growth, climbing from 
about $1.6 billion in 2007/8 to almost triple, to $4.2 billion, in 2017/18.

The success of Ethiopian Airlines, with its remarkable growth over the 
years, has not only been an important source of foreign exchange but also 
essential enabling factor for other sectors such as tourism and floriculture 
exports. Ethiopia being a large, mountainous, landlocked country, the 
value of air transportation is significant.
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In addition to air transportation, road and rail infrastructure are key for 
Ethiopia’s economic transformation in supporting the rest of the economics 
sectors. The logistics and transportation system in Ethiopia remains poor. 
According to the World Bank’s Aggregate Logistics Performance Index 
(LPI),8 which combines the four most recent LPI editions (for 2012, 2014, 
2016, and 2018), Ethiopia ranks 131 out of 167 countries. Among the com­
ponents of the LPI, Ethiopia particularly ranks very poorly in infrastruc­
ture (140th), tracking and tracing (140th), and timeliness (158th) out of 
167 countries. Hence, addressing these constraints will be crucial for unleash­
ing Ethiopia’s potential in the transportation sector.

Sectoral Decomposition: IWSS in Comparative Perspective  
with Manufacturing and Non-IWSS

This section provides a comparative perspective of the IWSS industries 
vis-à-vis the manufacturing sectors and other non-IWSS industries, particu­
larly focusing on productivity, employment, and exporting. Table 5-2 reports 
employment growth and share by sector. Non-IWSS industries, particularly 
agriculture, remain the major employers in the Ethiopian economy. About 
87 percent and 85 percent of employment, respectively, comes from non-
IWSS industries in 2000 and 2017. Agriculture’s share of employment remains 
high, at 68 percent in 2017, slightly lower than the 80 percent in 2000.
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In 2000, the total employment of the IWSS industries was about 
9 percent of total employment. The share of IWSS employment increased 
to 11 percent in 2017. The share of manufacturing in total employment 
remained about 4 percent in 2000 and 2017. Total employment grew, on 
average, by close to 5 percent between 2000 and 2017. Employment by 
IWSS industries grew, on average, annually by 6 percent between 2000 
and 2017.

Transportation and financial services particularly showed remarkable 
growth in the period. Among the non-IWSS industries, mining, utilities, 
and construction showed employment growth. However, the share of 
employment in mining and utilities remained very low. The employment 
data on agro-processing only includes those of medium and large enter­
prises due to lack of data on smaller enterprises. Hence, the data on the 
employment of agro-processing has been underestimated. Similarly, 
employment data in agriculture has been slightly overestimated as it 
includes horticulture which is normally categorized under IWSS. There­
fore, the employment data given in table 5-2 slightly exaggerate the share 
of agriculture as a non-IWSS sector and underestimate the share of the 
IWSS industries.

Table 5-3 reports changes in GDP, employment, and employment elas­
ticity. Overall employment elasticity for the period 2000–2017 was 0.28. 
The employment elasticity of the IWSS industries is 0.24, while that of 
manufacturing stands at a lower level of 0.18. The other non-IWSS  
category—which comprises the agriculture, utilities, construction, and 
government sectors—had an employment elasticity of 0.24 for 2000–2017. 
Hence, IWSS industries had one of the highest employment elasticities in 
the period 2000–2017, despite the underestimation due to the exclusion of the 
booming horticulture sector.9

The share of exports by IWSS industries increased from 15.58 percent 
in 2011 to 19.17 percent in 2017 (table 5-4). The share of IWSS industries 
can be considered large among those that involve processing. Coffee, the 
largest export item for Ethiopia, accounting for 30 percent of total exports 
alone, is categorized under non-IWSS because it is exported predomi­
nantly unprocessed. Manufacturing exports remained low, at 6.84 per­
cent in 2017. Export revenue in the last decade has remained stagnant due 
to a number of supply-side constraints, including power outages, foreign 
exchange shortages, logistics problems, and skill shortages.
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Table 5-3.  Changes in GDP (Value Added) and Employment

Sector

% Change 
in GDP, 

2000–2017

% Change in 
employment,

2000–2017

Employment 
elasticity,
2000–2017

Overall economy 319.17 89.31 0.28
Total IWSS 432.16 103.49 0.24

Agro-processing 228.12 28.98 0.13
Transportation 568.97 266.23 0.47
Financial and business 

services
485.78 876.36 1.80

Trade 416.61 73.95 0.18

Manufacturing 575.72 105.97 0.18

Other non-IWSS 265.45 63.40 0.24
Agriculture 160.60 54.94 0.34
Utilities 308.89 610.94 1.98
Construction 1467.65 395.88 0.27
Government 149.91 122.13 0.81

Sources: Author’s calculations using data from the Planning and Development 
Commission and the International Labor Organization.

Table 5-4.  Export Shares and Growth

Sector 

2011 2017 2011–17
Annual % 

growth
Millions 
of dollars Share

Millions 
of dollars Share

IWSS total 430.44 15.58 544.66 19.17  4.42
IWSS services exports      
Various services 158.49 5.74 195.18 6.87  3.86
IWSS goods exports      
Horticulture 208.37 7.54 250.67 8.82  3.38
Agro-processing 63.58 2.30 98.81 3.48  9.24

Manufacturing total      
Leather and textiles 166.92 6.04 194.29 6.84  2.73

Mining 467.84 16.94 208.98 7.35  –9.22
Total exports (goods and 

services)
2,762.51  2,841.38   0.48

Source: Author’s calculations using data from the National Bank of Ethiopia, various 
years.
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Constraints on IWSS Growth

The IWSS sectors face multiple, multifaceted challenges that hinder their 
growth and effectiveness across various subcategories. Here, we discuss 
the constraints on the agro-industrial, horticulture, tourism, and trans­
portation subsectors.

Constraints on Agro-industry

Agro-processing, particularly the food and beverage industry, contributes 
the highest value added to GDP and employment among manufacturing 
industries. However, the contribution of the manufacturing industry in gen­
eral to GDP and employment remains very low. Moreover, export earnings 
from manufacturing, in general, and agro-industry, in particular, remain 
insignificant. Ethiopia is lagging in realizing its potential in agro-processing. 
Some of the key binding constraints for the development of the agro-
processing industry are these (Abebe, Tekleselassie, and Haji 2019):

•	 A lack of quantity and quality of raw material. The country currently 
imports a large amount of wheat, despite large potential arable land 
to produce domestically. Moreover, the varieties required for agro-
processing and the actual varieties being produced by farmers are 
different. There is also a low productivity of grains. There is also a 
weak linkage between farmers and agro-processing enterprises.

•	 Inadequate skilled manpower. There is a mismatch between demand 
and supply of labor. Currently, there are no TVET-level courses 
specifically in agro-processing except two TVET colleges (Holeta 
and Wukro Poly Technic colleges), which are providing training in  
agro-processing at a pilot level. There is a plan to expand courses 
in agro-processing in other colleges. The skill shortage is not only 
on the side of production workers, but limited quality and safety 
standard practices in the agro-processing industry. Admassie 
et al. (2016) find attracting and retaining skilled labor to be a chal­
lenge in agro-processing.

•	 Inadequate rural infrastructure. Poor rural connectivity to link 
farmers with agro-processing enterprise, limited irrigation 
practice, and power interruptions pose challenges to the agro- 
processing industry. Despite substantial improvement in road 
infrastructure in the country, most of rural Ethiopia remains 
poorly connected with roads.



	 Ethiopia	 201

Constraints on Horticulture

Despite the presence of many opportunities for doing business in the flori­
culture industry, many factors hinder further development of the sector. 
Despite significant improvement in recent years, performance has been below 
par and lags behind its potential level, as well as major competitors. The fol­
lowing are key bottlenecks of doing business in the cut flower industry.

COOL CHAIN MANAGEMENT (CCM)  is the process of planning, implementing, 
and controlling the efficient, effective flow and storage of perishable 
goods. CCM is very important to keep the quality of the product; it con­
sists of a farm-level packing house, a cold truck, and airport storage. Cut 
flowers are one of the easily perishable products. Hence, CMM is impor­
tant to maintain the quality of cut flower exports. Lack of cold chain 
management is one of key bottlenecks for cut flower firms in Ethiopia. 
In particular, there are few refrigerated trucks to transport packed cut 
flower from farms to airport cold storage. The lack of such service pro­
viders raises the investment requirements for exporting firms. For instance, 
farm cold storage, a packing shed, and investment in trucks and vehicles 
accounted for about 16 percent of total start-up costs (Gebreeyesus and 
Sonobe 2012). Further, lacks of handling and forwarding service providers 
are other key challenges for the floriculture industry. Thus, improving the 
availability and quality of packaging and handling materials and service 
providers, cooling facilities, and coordination among key stakeholders are 
very important to maintain timely and high-quality cut flower exports.

SHORTAGE OF A SKILLED WORKFORCE.  The availability of a skilled labor force 
is very important to produce and deliver high-quality horticulture prod­
ucts. Skilled labor is important during harvesting, packaging, handling, 
and marketing to be competitive on international markets. In this regard, 
there are shortages of skilled labor specialized in flower production and 
marketing. This problem was serious for most early-entrant cut flower 
farms in the country (Gebreeyesus and Sonobe 2012).

POLITICAL INSTABILITY.  Many scholars argue that political uncertainty is a 
serious malaise for economic development. Political unrest could result in 
frequent policy changes and adversely affect the economic performance of 
a given country, mainly by lowering productivity growth and physical and 
human capital accumulation (Aisen and Veiga 2013). The recent political 
instability, mainly between 2015 and 2018, highly affected the flower farm 
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industry. For instance, in August 2016, protests occurred in the country, 
resulting in the destruction of machines, vehicles, and greenhouses of  
various companies, which exacerbated an estimated more than 11,000 people’s 
loss of their jobs in the flower industry.10 In general, political disruption, 
associated with social unrest, could negatively affect the growth of the sector 
through lower foreign and domestic investment. There is emerging evidence 
that recent and ongoing conflicts in various parts of the country, includ­
ing the 2020–22 war in the northern region, have had a severely negative 
impact on the broader economy.

POOR-QUALITY INFRASTRUCTURE AND LOGISTICAL COORDINATION.  Despite expan­
sion in recent years, the country’s infrastructure system is characterized by a 
poor quality of services, the low capacity of the existing road network, and a 
lack of all-weather road networks. Hence, the low quality of the transporta­
tion sector and poor transportation policy are constraining effective and effi­
cient service provision and, hence, hindering effective implementation of 
various development policies designed to stimulate and intensify national 
development, of which the horticulture sector is one. In addition, the distinct 
lack of coordination among diverse actors—such as federal and regional gov­
ernments, financial institutions, investment promotion agencies, and imple­
menting agencies—deters the full operation of licensed investment projects’ 
exploitation of the existing potential for the horticulture sector.

HIGH COMPETITION.  Access to global markets is a big challenge for most 
developing countries, including Ethiopia, mainly due to intense competi­
tion. Further, the lack of market diversification is another main challenge 
for Ethiopian producers and exporters of cut flowers. For instance, over 
90 percent of cut flower exports are destined for the EU market, mainly 
the Netherlands (Gebreeyesus and Sonobe 2012).

HIGH TRANSPORTATION COSTS.  According to the Ethiopian Flower Producers 
and Exporters Association, air transportation is one of the key constraints 
they face. Specifically, the sector faces increasing air transportation costs, 
paying the airline $1.75 per kilogram.11

Constraints on the Tourism Industry

Notwithstanding the significant improvement in recent years, the tourism 
industry in Ethiopia lags behind its potential and in comparison with its peers. 
Here are some of the key bottlenecks of the tourism industry in the country.
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Despite the huge potential for the tourism sector as a source of foreign 
exchange, employment and value additions to the economy, the industry 
lacks competitiveness compared with peer countries such as Kenya. The key 
binding constraints on the growth of tourism in the country include the fol­
lowing (e.g., Wondowossen et al. 2014; UNECA 2015; Gebreeyesus 2017).

A LACK OF INFRASTRUCTURE.  Despite its expansion over recent periods, 
infrastructure development is still at its infancy. There is insufficient 
transportation infrastructure in Ethiopia, in both quality and coverage 
(e.g., UNECA 2015). Besides, the transportation infrastructure and other 
supporting infrastructure—such as hotels and restaurants, health services, 
and banking services near tourist destinations—remain insufficient.

THE LOW LEVEL OF PROMOTION AND MARKETING.  Despite slight improvements 
recently, tourism marketing and promotion remain at a low level in Ethiopia. 
For instance, there is a lack of signage for tourist attractions, and even in 
Addis Ababa there are few brochures or maps of the city or its attractions, 
and access to tourist products is difficult and can be inappropriately expen­
sive. The lack of effective marketing strategies is one of the key challenges 
for the development of tourism in Ethiopia.

WEAK COORDINATION AMONG STAKEHOLDERS.  Even though the institutional 
framework is in place, there is weak coordination and implementation 
capacity due to financial constraints and a lack of skilled labor power. 
Tourism planning remains fragmented at the national and regional levels.

A LACK OF TRAINED LABOR POWER.  Poor human resource capacity is another 
challenge for tourism in Ethiopia. The sector faces a shortage of diversi­
fied skilled labor power of the desired quality, such as guides, marketers, 
frontline hospitality service providers, and event managers. This has resulted 
in poor service quality.

In addition, other challenges include (e.g., Altes 2018) a lack of basic and 
information technology infrastructure and poor digital marketing, a narrow 
product range offered to the market, and a lack of suitable funding options 
available for tourism, especially for small and medium-sized enterprises.

Constraints on the Transportation Sector

According to the World Bank (2015), Ethiopia has low ranking in-logistics 
services; it ranks 104th out of 160 economies, behind Kenya (74th) and 
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Rwanda (80th). In general, the sector fares poorly on infrastructure and 
international shipments.

Some of the key constraints facing the transportation sector in Ethiopia 
include (e.g., AUC 2015; World Bank 2015):

•	 An inadequate support system for the sector: The government’s key 
focus areas have remained on manufacturing. While there has 
been substantial infrastructure development of road and rails, 
there has not been a support system for enterprises engaged in 
transportation systems.

•	 Excessive regulatory restrictions on investment opportunities: Except for 
Ethiopian Airlines, which enjoyed substantial autonomy in man­
agement, the transportation sector remains highly regulated, mak­
ing investment in it less profitable. Moreover, the transportation 
and logistics sector is aloof to competition, as domestic investment 
in it is reserved for only locals.

•	 Bureaucratic business environment: Permits and licenses for engaging 
in the sector require excessive red-tape and are prone to corruption.

•	 Instability in the region: Political instability in the Horn of Africa 
has negatively affected transportation links in the region.

Trends into the Future: Potential Growth and Labor Demand

As discussed, the IWSS in Ethiopia have an enormous potential for job 
creation. In this section, we discuss potential future growth of the indus­
tries and trends in labor demand.

Potential Growth and Labor Demand for Agro-industry and Horticulture

AGRO-INDUSTRY AND HORTICULTURE GROWTH POTENTIAL.  With a growing econ­
omy and the development of the integrated agro-processing industrial 
parks (IAIPs), the food and beverage industry is expected to grow. Accord­
ing to a forecast by the Ministry of Industry (MoI 2015), the share of food 
and beverage industries in GDP is expected to rise to 6.3 percent by 2025 
from 3.1 percent in 2013. Hence, the food and beverage industry is one of 
the fastest-growing industries in the Ethiopian economy.

The MoI (2015) forecast employment in the food and beverage indus­
tries to grow to about 3.8 million by 2015, from about 66,000 in 2025. This 
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translates to a compound annual growth rate of close to 50 percent. This was 
based on ambitious GTP II targets and projections. Like most of the GTP II 
targets, this is likely an overestimate of actual performance. However, it is 
indicative of the importance of the sector as a key employment creator. About 
90 percent of the jobs in the food and beverage industry in 2025 are forecast 
to be at the IAIPs, which will be constructed at various locations.

Some of the key issues the establishment of the IAIPs can help address 
include improved provision infrastructure, such as electricity, access to 
land, and enhanced services such as customs. Moreover, the Rural Trans­
formation Centres (RTCs) that are being set up will facilitate efficient col­
lection of agricultural outputs from farmers to agro-processors. The 
RTCs are also envisaged to play a crucial role in enhancing productivity of 
farmers through training and extension services.

The sectoral 10-year plan by the Ministry of Agriculture (MoA) will 
promote smallholder farmers engaged in horticulture by enabling them to 
avail themselves of technologies that enhance productivity in the sector, 
such as nethouses and greenhouses. Between 2020 and 2030, horticulture 
by smallholder farmers is expected to grow annually at an average rate of 
4.5 percent (table 5-5).

Labor Demand and Skill Requirements in Agro-industry and Horticulture

Currently, the agro-processing and horticulture industries face several 
gaps in the skills of the workforce. For example, MoI (2015) identified the 
following gaps in skills.

A LACK OF QUALIFICATIONS AND SKILLS OF THE WORKFORCE.  The current workforce 
lacks formal qualifications under the national qualification framework. This 

Table 5-5.  Ten-Year Plan for Smallholder Horticulture

Aspect of Horticulture

Millions of 
quintals

Average 
annual 
growth

2020 2030 2020–30

Main rainy season (Meher)   68 112 6.47
Second season (Belg)   47   54 1.49
Irrigation   65   95 4.62
Total smallholder horticulture 180 261 4.50

Source: Author’s compilation using data from MoA (2020).
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is especially true for agro-processing, where the TVET system does not cur­
rently provide training programs for the sector. Hence, the majority of the 
workforce in agro-processing is informally trained through experience. 
Moreover, there is limited opportunity for skill development in the existing 
workforce. Specific occupations facing shortages and skill gaps include:

•	 Workforce for maintenance and repair of food and beverage pro­
duction machinery;

•	 Highly skilled technologists, such as edible oil technologists, 
turbine specialists, powder milk processors, and fish processing 
technologists;

•	 Professionals in the standardization of products and processes in 
the sector; and

•	 Product development and innovation.

A LACK OF PRACTICAL ORIENTATION IN THE TVET AND HIGHER EDUCATION SYSTEMS.  
Graduates employed in the sector demonstrate a lack of competence in pro­
duction processes due to a lack of practical training. One of the key reasons 
for this is poor work-based training systems, such as apprenticeships and 
internships.

According to the MoI (2015), up to 72 percent of the workforce in the 
food and beverage sector is in the skilled production workforce, whereas 
the remaining 38  percent is distributed between the professional work­
force (engineers and technologists), management and administrative staff. 
The skilled production workforce includes mostly TVET levels, such as 
basic operations level I, processing/production II, processing/production III, 
processing/production IV, and processing V.

Meeting the skill demand of the food and beverage industry at the desired 
quality will be a daunting challenge for the county’s higher education insti­
tutions (HEIs) and TVET system. The current skill and labor supply in  
the country is characterized by low quality, skill gaps and mismatches, low 
productivity, and high labor turnover (e.g., Beyene and Tekleselassie 
2018). Since agro-processing requires modest skills, the potential of the 
TVET system for producing the required skills is high (e.g., World Bank 
2015). However, there is a need for improving the quality of the TVET 
system as well as the relevance of the programs being offered currently, 
as they rely less on skill anticipation systems and remain far from being 
demand-driven.
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Potential Growth and Labor Demand for Tourism  
and the Transportation Industry

Based on the projection of the 10-year prospective plan of the Ministry of 
Culture and Tourism (MoCT 2020), the tourism sector is envisaged to 
create about 6 million jobs by 2030, up from about 1.6. million in 2020, 
mostly focusing on youth and women (table  5-6). This translates into 
annual job creation growth of 26.6 percent. Similarly, the MoCT plans to 
increase the number of tourists to 7.3 million from its current value of 
849,122, which implies an annual average growth rate of 76 percent. In 
addition, the MoCT has set ambitious targets for revenue generation of 
$23 billion by 2030, up from the current $3 billion. The share of tourism 
in GDP is projected to grow to 10 percent by 2030 from its current 6.1 per­
cent. The 2015–25 sustainable tourism master plan prepared by the MoCT 
and the UNECA also sets ambitious plans for the tourism sector (UNECA 
2015). However, those projections will be difficult to achieve unless the 
country’s current political instability is tamed.

The high tourism growth projected in table 5-6 will induce significant 
labor demand. Similarly, a study by the International Air Transport Associa­
tion indicates that, currently, air transportation and foreign tourists arriving 
by air contributed 5.7 percent of the nation’s GDP, valued at $4.2 billion and 
about 1.1 million jobs.12 The report also showed that if current trends continue, 
Ethiopia’s air transportation market will expand by 226 percent over the next 
20 years, which translates into an annual average growth rate of 11.3 percent.

Meeting the labor demand with the desired quality of diversified skilled 
labor power in several fields—such as guides, marketers, frontline hospitality 

Table 5-6.  Ethiopia Tourism Growth Projections for 2030

Indicator 2020 2030

Average annual 
growth, 

2020–30 (%)

Employment opportunities’ 
focus on youth

1,639,856 6,000,335 26.59

Number of inbound tourists 849,122 7,300,000 75.97
Tourism revenue (billion 

dollars)
3.17 23.15 63.26

Share of tourism in GDP 
(10 percent)

6.1 10   6.39

Source: Author’s compilation using data from MoCT (2020).
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service providers, and event managers—will be a daunting challenge. The 
county’s higher education and TVET systems will need to be equipped 
with the desired machinery and human resources to supply the induced 
labor demand.

Policy Implications: Unlocking Growth Potential  
and Overcoming Skill Gaps

In this section, we provide policy implication to unlock the growth potential 
of the IWSS sectors in Ethiopia, focusing on agro-industry (food and bever­
ages), horticulture, the tourism industry, and the transportation sector.

Policy Implications for Agro-industry and Horticulture

To unlock the potential of the food and beverage industry in Ethiopia in 
order to create gainful employment especially for youth, we suggest various 
points of intervention. These suggestions are categorized as skill-related and 
other interventions.

Skill-related suggested interventions include expanding TVET training for 
skills in production in agro-processing and horticulture industries. Currently, 
TVET courses in agro-processing are not provided by the TVET system, 
except at a pilot level, in two polytechnic colleges:

•	 Roll out the TVET training in agro-processing, especially in col­
leges near the IAIPs and other potential areas.

•	 Enhance the quality of the TVET system by implementing coop­
erative training with the industry.

Skill-related suggested interventions also include enhancing training in 
managerial skills:

•	 Introduce a mid-level supervisor training program for agro-
processing; and

•	 Strengthen high management training customized for the agro-
processing industry.

Skilled-related suggested interventions also include improving core skills training 
provision. Ethiopia is at the early stage of industrialization; most workers are 
sourced from rural areas with experience in agriculture but not in the 
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industry. Hence, to adapt to industry culture, special attention is required in 
developing the core skills of workers to improve communication, reduce 
absenteeism, and enhance industrial discipline:

•	 Introduce pre-employment short-term core skills training for 
workers who aspire to work in agro-industry.

•	 Develop standard core skills training for all TVET trainees.

Cross-cutting interventions. Occupational standards for agro-processing 
are being developed. There is a need to regularly update them in collabora­
tion with industry representatives:

•	 Enhance HEI/TVET-industry linkage to enhance the provision 
of cooperative training;

•	 Equip TVET colleges with up-to-date machinery; and
•	 Introduce a skill-demand anticipation system: currently, there is 

no functional skill anticipation system for any industry, which 
has exacerbated a skills-mismatch in the country.

Other interventions:

•	 Enhance the quality of inputs by training farmers in new ways of 
production and desired grain varieties.

•	 Improve rural infrastructure to link them with agro-processing 
industries.

Policy Implication for Tourism and Transportation

To unlock the potential of the tourism industry in Ethiopia to create 
gainful employment, especially for youth, we suggest skill-related and 
other interventions.

Skill-related suggested interventions include:

•	 Expand diversified training in the desired quality to produce 
guides, marketers, frontline hospitality service providers, and 
event managers, especially near tourist hotspots. Universities 
close to major tourist destinations can take the lead in tourism 
training and research.
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•	 Introduce preemployment short-term core skills training for 
workers who aspire to work in tourism.

•	 Develop standard core skills training for all TVET trainees and 
university students in tourism and hospitality.

•	 Regularly update occupational standards for the tourism indus­
try in collaboration with industry representatives.

•	 Introduce a skill-demand anticipation system: Currently, there 
is no functional skill-demand anticipation system for any indus­
try in Ethiopia. The lack of a skill-demand anticipation system 
has exacerbated the skills mismatch in the country.

Other interventions include:

•	 Invest in infrastructure to access tourism sites, such as airports, 
roads, and hotels.

•	 Enhance coordination between stakeholders in the hotels and 
hospitality industry.

•	 Invest in tourism marketing and promotion by learning from more 
experienced peer countries.

•	 Enhance digital marketing.
•	 Expand the range of tourism products.
•	 Improve visitor management at natural and heritage sites.
•	 Improve tourism statistics to enhance planning and policies related 

to tourism.

Conclusion

This chapter has investigated the potential of industries without smokestacks 
to create jobs in Ethiopia, focusing on agro-processing (particularly food and 
beverages), horticulture, tourism, and transportation sectors. These catego­
ries were selected due to their employment potential, productivity, and trad­
ability. It has also explored the key challenges and provided recommendations 
focusing on skill implications. The chapter has also provided recommenda­
tions to address some of the key challenges posed by a lack of skills.

With close to a 68 percent employment share, agriculture remains the 
major employer in Ethiopia, followed by trade (IWSS) and manufacturing 
(non-IWSS). Between 2000 and 2017, mining (non-IWSS), finance (IWSS), 
utilities (non-IWSS), construction (non-IWSS), and transportation (IWSS) 
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registered the fastest growth in employment. Finance (IWSS) and transpor­
tation (IWSS) were the most productive sectors in 2017.

The chapter has identified a number of challenges that hinder the growth 
of the IWSS sectors in Ethiopia. The constraints relate to inadequate skilled 
labor power, a lack of quantity and good quality of raw materials, poor infra­
structure, high costs of transportation, poor cool chain management, and 
political instability. If the key constraints that the IWSS sectors face in 
Ethiopia are addressed, these industries promise to become important sources 
of employment and high-value contributors to the national economy.

NOTES
  1.	Figures for labor market outcomes were computed by the author using 

Urban Employment Unemployment surveys of Ethiopian Central Statistical 
Agency.

  2.	Data based on the National Bank of Ethiopia.
  3.	UNIDO (n.d.).
  4.	See https://allafrica.com/stories/202101130528.html.
  5.	The 2019 WTTC annual review of travel and tourism economic impact 

shows that Ethiopia’s Travel & Tourism economy grew by 48.6  percent in 
2018, the largest of any country in the world (WTTC 2020b).

  6.	This was the direct effect, mainly consisting of economic activity gen­
erated by industries such as hotels, travel agents, airlines, and other passenger 
transportation services, excluding commuter services (WTTC 2015).

  7.	See UNECA 2015.
  8.	See https://lpi.worldbank.org/international/aggregated-ranking.
  9.	Value-added and employment data for horticulture in Ethiopia are 

lumped with agriculture. The most common data on horticulture reported 
officially in Ethiopia are exports by medium-sized and large horticulture 
enterprises.

10.	See allAfrica.com, which was published on October 26, 2016; and see 
https://www.floraldaily.com/article/7249/Ethiopian-flower-market-less-rosy- 
in-the-face-of-unrest/.

11.	Market Insider, March 28, 2014. And see “Ethiopian Flower Sector: 
Bloomer or Gloomer?” International Trade Center, https://www.intracen.
org/itc/blog/market-insider/Ethiopian-flower-sector-bloomer-or-gloome/.

12.	See https://www.iata.org/en/pressroom/pr/2020-03-04-02/.
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SIX

Senegal

Overcoming Stagnant Industrialization  
with New Sources of Job Creation

AHMADOU ALY MBAYE, FATOU GUEYE, ASSANE BEYE,  

ABDOU KHADIR DIA, AND MASSAER MBAYE

Country Context and Background

Unlike in industrialized and emerging economies, export-led manufacturing 
is playing a much smaller role in the structural transformation of Africa’s 
economies. Indeed, while the share of manufacturing in Africa’s gross 
domestic product (GDP) has fallen, on average, since 1980, services absorb 
the bulk of African workers, leaving agriculture and moving to cities. 
Senegal is no exception to this trend. While agriculture lost more than 
10 percentage points of its labor share between 2004 and 2019, manufac-
turing increased its share by only 1  percentage point, against 7.6  per-
centage points for trade. The growing working-age population has almost 
entirely been absorbed into the informal sector—in particular, agriculture 
and especially informal services in urban areas. Senegal, therefore, displays 
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similar patterns of structural transformation as other African countries, where 
growth has failed to relocate resources from agriculture to manufacturing.

With “three major peaceful political transitions since its independence 
in 1960” (World Bank 2019b) and a total population of nearly 16 million, 
Senegal is one of Africa’s most stable countries. In 2014, the Government 
of Senegal launched the Emerging Senegal Plan (PSE, for Plan Sénégal 
Emergent), with the aim to increase the well-being and prosperity of the 
Senegalese populations by 2035. The PSE is divided into three strategic axes: 
(1) structural transformation of the economy and growth, which aims at 
the sustainable creation of wealth and the eradication of poverty in all its 
forms; (2) human capital, social protection, and sustainable development; 
and (3) governance, institutions, peace, and security. Recent macroeconomic 
trends reveal that PSE is showing some signs of success, as Senegal’s eco-
nomic growth averaged 6.6 percent over the 2014–19 period, contrasting 
with only 3 percent in the period 2009–13. Projections estimate that the same 
high economic growth will be observed in the upcoming years, especially 
with the newly discovered oil and natural gas reserves (World Bank 2019b). 
Growth is mainly driven by contributions from consumption (3.5 percent) 
and private investment (2.1 percent). It has mainly benefited from three main 
drivers: agriculture, boosted by support programs; robust external demand; 
and large investments in infrastructure. This growth also remains character-
ized by a high level of debt, which went from 60.6 percent of GDP in 2017 to 
64.5 percent in 2018, taking into account state-owned enterprises and para-
statals. However, the issue of inclusion remains critical, as current job creation 
has been insufficient in absorbing internal migratory flows or the growing 
working-age population—especially since employment is mainly informal, 
resulting in low wages, underemployment, and limited social protections.

Figure 6-1 depicts the Senegal’s GDP per capita and related growth rate 
between 1990 and 2019. Overall, the growth rate in the country’s GDP per 
capita was erratic until about 2014. Relatedly, GDP per capita started recov-
ering from its low levels of the 1990s in 2015, before plummeting again 
in 2018.

The unemployment rate in Senegal decreased considerably, from 11 per-
cent to 6 percent, between 2011 and 2018 (Macrotrends 2019). According 
to the World Bank, 90 percent of nonagricultural employment in Senegal 
is in the informal sector. Furthermore, youth unemployment is relatively 
high in Senegal, even though some progress has been observed in the past 
decade (“youth” is herein defined as individuals between 15 and 24 years 
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of age). For instance, youth unemployment dropped from 14 percent to 6 per-
cent between 2007 and 2016. Similarly, Senegal has been successful in closing 
the gender gap in employment; in fact, the difference between the unemploy-
ment rates of men and women was about 6 percentage points in 2007 and 
went down to almost 0 in 2016 (Golub et al. 2019).

Like in many other African countries, the supply of potential workers is 
high in Senegal, while the number of jobs is often very limited. Between 
2001 and 2017, the labor force has grown by close to 2.4 million people in 
absolute terms, which corresponds to an annual growth rate of 3.41 percent 
for the narrow labor force (table 6-1). Table 6-1 also shows the breakdown of 
unemployment by age group, revealing higher unemployment rates among 
youth. In 2017, youth (15–24 years) unemployment was at 7.82 percent, con-
trasting with 6.6 percent for older people. While the annual employment 
growth rate was high (over 4.21 percent of the narrow labor force) between 
2001 and 2017, it is worth noting that most of those jobs are low-quality jobs. 
Official statistics show that total number of employees with social benefits, 
health coverage, and retirement plans peaked at 435,000 in 2019 (Golub et al. 
2019), about 10 percent of existing jobs at that time.

Growth in Senegal, as in many other African countries, has been mainly 
jobless, as the creation of good jobs has failed to keep pace with the vibrant 
dynamics of the labor supply. Three main explanations can be given for 
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the mediocre job creation performance: Low-productivity agriculture, which 
saw its value added shrink from 18 percent in 2001 to 17 percent in 2017 
(figure 6-2):

•	 At the same time, mining, which is known to be very capital-
intensive, has increased its share of GDP, from close to 0 in 2001 
to 3 percent in 2017.

•	 Finally, manufacturing, which is generally considered an impor-
tant reservoir of labor, has decreased as a share of GDP, from 
23 percent in 2001 to 17 percent in 2017.

When comparing these trends with those observed for employment 
(table 6-2), important contrasting patterns emerge:

•	 While, between 2001 and 2017, mining has significantly increased 
its share of total value added, its share of total employment has 
remained marginal, at about 1 percent.

Table 6-1.  Employment Patterns and Salient Features, 2001–17

Characteristic 2001 2017
Absolute 
change

Annualized 
change (%)

Labor market aggregates
Population 15+ 5,567,662 8,752,688 3,185,026 2.87
Employment 3,351,679 5,443,900 2,092,221 3.08
Narrow unemployment 198,828 384,687 185,858 4.21
Narrow labor force 3,550,508 5,828,587 2,278,079 3.15
Discouraged work seekers 250,660 394,052 143,392 2.87

Labor force participation  
rate (%)

 

Narrow labor force 
participation rate

63.77 66.59 2.82 0.27

Unemployment rate (%)  
Narrow unemployment 

rate (all)
5.6 6.60 1.00 1.03

Narrow unemployment 
rate (youth)

8.54 7.82 −0.72 −0.55

Expanded unemployment 
rate (all)

11.83 12.51 0.69 0.35

Expanded unemployment 
rate (youth)

14.36 15.39 1.02 0.43

Sources: Authors’ calculations using data from ANSD (2019, 2020), ENES (2020), ESAM (2019) 
and ILOSTAT (2020).

Note: See Bhorat et al. (2019) for definitions of these concepts.
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2001

Mining Utilities
Construction Finance
Transportation Trade
Agriculture Manufacturing
CPS

Mining Utilities
Construction Finance
Transportation Trade
Agriculture Manufacturing
CPS

2017

Sources: Authors’ calculations using ANSD (2019, 2020).

Note: CPS = community, social, and personal services (public sector).

FIGURE 6-2 . Contribution to GDP by Sector between 2001 and 2017

•	 Trade, which has a slightly declining share of GDP, increased its 
share of total employment between 2001 and 2017, when consid-
ering both formal and informal trade.

•	 Manufacturing has lost 0.3 percentage point of its share of total 
employment, and its share of GDP has slightly decreased, by 
5 percent.

Furthermore, both table 6-3 and figure 6-3 show that, between 2001 and 
2017, structural transformation was limited. Agriculture is losing employ-
ment share to other sectors, while also experiencing slower-than-average 
growth in labor productivity. For manufacturing, we observe a decrease in 
its relative productivity growth, while its share in employment is slightly 
increasing. The trade sector experiences a decrease in relative productivity, 
contrasting with its increasing share in employment. Mining has one of the 
highest ratios of sectoral to total productivity, but almost a stagnant share 
of employment over the sample period.

All these trends suggest a clear absence of any movement of labor from 
agriculture to manufacturing. By contrast, IWSS sectors, unlike manufac-
turing, have recorded higher-than-average increases in both productivity 
and employment share. While this finding lends support to the main-
stream literature on a lack of manufacturing-driven structural transfor-
mation and premature deindustrialization, it also depicts a clear pattern in 



220	 A. A. MBAYE, F. GUEYE, A. BEYE, A. K. DIA, AND M. MBAYE

Table 6-2.  Changes in Employment and Employment Share in 
IWSS and Non-IWSS, 2001–17

Sector 

Employment

Employment share

2001 2017
Change 

(%) 2001 2017

Annual 
avg. emp. 
growth 
2001–17 

(%)Absolute (’000)

Total employment 3,351 5,443 62.4 100.0 100.0 3.1

Total IWSS 610 1,234 102.2 18.2 22.7 4.5
Agro-processing 200 367 83.6 6.0 6.7 3.9
Horticulture 63 209 231.7 1.9 3.8 7.8
Tourism 223 446 100.0 6.7 8.2 4.4
ICT 22 33 52.9 0.6 0.6 2.7
Transportation 26 35 32.5 0.8 0.6 1.8
Financial and 

business services
3 12 289.6 0.1 0.2 8.9

Trade: formal 15 40 160.6 0.5 0.7 6.2
Other IWSS services 58 92 59.1 1.7 1.7 2.9

Manufacturing 189 324 71.1 5.6 5.9 3.4

Other non-IWSS 2,552 3,886 52.3 76.1 71.4 2.7
Agriculture 1,675 2,182 30.3 50.0 40.1 1.7
Mining 32 62 93.8 1.0 1.1 4.2
Utilities 27 38 40.7 0.8 0.7 2.2
Construction 64 134 109.4 1.9 2.5 4.7
Trade: informal 269 701 160.6 8.0 12.9 6.2
Government 39 61 53.7 1.2 1.1 2.7
Other non-IWSS 

services 
445 708 59.1 13.3 13.0 2.9

Sources: Authors’ calculations using ANSD (2019, 2020).

Note: Other IWSS services include real estate, specialized scientific and technical 
activities, and support service activities. Other non-IWSS services include education, 
human health, social work, art, culture, sports, and recreational activities, services not 
classified elsewhere, and informal finance.

which IWSS sectors absorb a significant share of the labor leaving agricul-
ture. IWSS are found to be similar to manufacturing in many ways, 
including that they are tradable, have the capacity for learning and 
productivity growth, can absorb large numbers of unskilled or moder-
ately skilled labor, and often exhibit scale and agglomeration economies 
(Newfarmer, Page, and Tarp 2018). Such sectors include: horticulture,  
agri-business, information-technology-based transportation, formal trade, 
commercial agriculture, and tourism.
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Table 6-3.  Ratio of Sectoral Labor Productivity to  
Average Productivity

Sector 2000 2010 2017

Total IWSS 2.51 2.15 2.17
Agro-processing 1.69 0.93 1.17
Horticulture 2.62 1.61 1.75
Tourism 1.44 1.12 1.02
ICT 2.96 8.05 7.62
Transportation 1.92 2.58 3.50
Financial and business services 12.63 11.20 10.77
Trade: formal 8.08 5.01 4.45
Other IWSS services 7.40 7.42 8.19

Manufacturing 1.58 1.73 1.41

Other non-IWSS 0.57 0.59 0.55
Agriculture 0.33 0.36 0.37
Mining — 2.82 2.37
Utilities 1.19 2.08 3.09
Construction 0.95 0.47 1.14
Trade: informal 1.30 0.81 0.78
Government 3.61 4.14 4.81
Other non-IWSS services 1.41 1.30 0.81

Sources: Authors’ calculations using ANSD (2019, 2020); Direction de l’horticulture.

Note: Other IWSS services include real estate, specialized scientific and technical 
activities, and support service activities. Other non-IWSS services include education, 
human health, social work, art, culture, sports, and recreational activities, services not 
classified elsewhere, and informal finance.

In several parts of the world, tourism plays an important role in stimu-
lating economic growth. At a global level, the tourism sector employs  
277 million people and accounts for nearly 10 percent of global GDP 
(Page 2019). Southern and East African countries have already experienced 
the sector’s huge potential to create jobs and boost economies. Senegal, with 
its pristine beaches, has a high potential for developing a vibrant tourism 
sector, which, as of now, is struggling. Horticulture also offers promises for 
growth. With technological advancements, fresh vegetables and flowers that 
used to be produced for local consumption can now be transported and sold 
globally (Page 2019). Information and communications technology services 
are also significant employment providers, given the globalized nature of 
economies, which requires connectivity. Finally, the agro-processing sector, 
which encompasses subsectors like food and beverages, also holds a large 
potential for growth under the new African Continental Free Trade Area, and 
thus has a great opportunity for creating jobs and boosting exports.
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Sectoral Decomposition:  
IWSS in Comparative Perspective with Non-IWSS

In Senegal, industries without smokestacks have the potential, which,  
if properly leveraged, can dramatically boost good-quality job creation. 
Already, some industries without smokestacks, namely horticulture and 
tourism, are doing well in terms of output growth (figures 6-4, 6-5, 6-6, 
6-7, and 6-8). Between 1999 and 2019, horticulture increased its value-
added more than four times. Manufacturing’s increased only 2.7 times, which 
is also slightly lesser than tourism’s 2.8 times. By contrast, agri-business has 
performed particularly poorly over sample period, with its subsectors (mainly 
food and beverages) performing worse than manufacturing. This poor 
growth could be explained by the fact that most of them bear the burden of 
the same costs associated with manufacturing’s inability to grow. For example, 
while labor regulations are particularly stringent for all industries in Senegal, 
collective bargaining applicable to manufacturing—and, consequently, 
agro-processing—has made those regulations even more stringent than in 
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FIGURE 6-3 . Correlation between Sectoral Productivity and  
Change in Employment in Senegal, 2010–17

Sources: Authors’ calculations using ANSD (2019, 2020).

Note: CPS = community, social, and personal services (public sector).



	 Senegal	 223

Employment (’000)Value added (in billion FCFA)

0
50

100
150
200
250
300
350
400
450
500

0

200

400

600

800

1,000

1,200

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

FIGURE 6- 4 . Evolution of Value Added and Employment  
in the Tourism Sector

Source: Authors’ calculations using data fom World Travel and Tourism Council (2019).

Note: 538 FCFA (franc of Central African States) = $1.

–0.2

–0.1

0

0.1

0.2

0.3

0.4

–0.2 –0.1 0 0.1 0.2 0.3 0.4

Employment growth

Value-added growth

FIGURE 6-5 . Value Added and Employment Growth for Tourism

Source: Authors’ calculations using data fom World Travel and Tourism Council (2019).



224	 A. A. MBAYE, F. GUEYE, A. BEYE, A. K. DIA, AND M. MBAYE

Employment (’000)Value added (in billion FCFA)

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

0

50

100

150

200

250

300

0
100
200
300
400
500
600
700
800
900

1,000

FIGURE 6-7. Evolution of Value Added and Employment in Horticulture

Sources: Authors’ calculations using ANSD (2019).

Employment (’000)Value added (in billion FCFA)

0

200

400

600

800

1,000

1,200

0
50

100
150
200
250
300
350
400
450

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

19
99

FIGURE 6-6 . Evolution of Value Added and Employment  
in Agro-processing

Sources: Authors’ calculations using ANSD (2019).

other IWSS sectors. Likewise, costs of financing, which are subsidized for 
agriculture (and, therefore, horticulture) are far lower than that of manufac-
turing, where there is no preferential financing.

To compare IWSS job creation with that of non-IWSS, we compare 
trends in employment increases with those of value added increases for 
each sector (figures  6-4, 6-6, 6-7, and 6-8). Likewise, table  6-4 compares 
employment elasticities for IWSS and non-IWSS sectors. While for agro-
processing, the point-elasticity is 0.88, it reaches 0.97 for horticulture and 0.96 
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Table 6-4.  Employment-Output Elasticity for Senegal

Sector Total Male Female

Overall economy 0.55 0.43 0.76

Total IWSS 0.77 0.65 0.97
Agro-processing 0.88 0.73 1.15
Horticulture 0.97 0.9 1.16
Tourism 0.96 0.81 1.14
ICT 0.19 0.13 0.29
Transportation 0.24 0.14 0.41
Financial and business services 0.99 0.9 1.13
Trade: formal 1.17 1.04 1.41
Other IWSS services 0.46 0.35 0.65

Manufacturing 0.54 0.42 0.78

Other non-IWSS 0.48 0.35 0.70
Agriculture 0.3 0.16 0.5
Mining 0.10 0.06 0.13
Utilities 0.19 0.14 0.31
Construction 0.56 0.44 0.68
Trade: informal 1.14 1.0 1.37
Government 0.4 0.29 0.6
Other non-IWSS services 0.52 0.43 0.70

Sources: Authors’ calculations; ANSD (2019); Direction de l’horticulture; ILOSTAT (2020).
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for tourism. When considering overall IWSS sectors, the employment elas-
ticity, which stands at 0.77 is higher than that of the manufacturing and non-
IWSS sectors with respective ratios of 0.54 and 0.48. These results confirm 
Page’s (2019) assertion that, should the bottlenecks on IWSS be removed, 
they have a much greater potential to foster job creation than other sectors.

These general trends are confirmed by comparing employment elas-
ticities between IWSS and other sectors (table 6-4). Employment elasticity 
for tourism and agro-processing is at around 0.96 and 0.88, respectively—
both higher than manufacturing (0.54). Horticulture’s is even higher, at 0.97. 
Notably, employment elasticities are, in general, much higher for women 
than for men.

Overall, while IWSS sectors experienced an annual growth rate of 
employment of 4.5 percent between 2001 and 2017, non-IWSS sectors grew 
at only 2.7 percent over the same period. Manufacturing’s growth rate was 
even lower, at 3.4 percent (table 6-5). Notably, the comparison of jobs 
created in IWSS versus non-IWSS reveals that the change in employment 
in the former tends to affect women, who are traditionally at a disadvantage 
in the Senegalese labor market, more favorably. Indeed, while, for men, 
employment in IWSS grew by 3.9 percent a year against 2.4 percent for 
non-IWSS over the 2001–17 period, women experienced an even higher 
employment growth rate in IWSS (5.1 percent) over the same period. 
Notably, however, the employment growth rate for youth (age 15–24) 
remains much more limited than for older people. Both for IWSS and for 
non-IWSS, the youth employment growth rate is lower (2.3 percent for 
IWSS and 0.0 percent for non-IWSS) than that of adults (25+ age bracket), 
whose employment growth rates are 6.2  percent for IWSS and 4.6 for 
non-IWSS.

When we consider the skill level of employees (table  6-6), 13.8  percent  
of IWSS employees are highly skilled, and 33 percent are skilled, com-
pared with 4.9 percent and 33 percent, respectively, for manufacturing, and 
13.1 percent and 22.4 percent, respectively, for other non-IWSS sectors. For 
agriculture, by contrast, 80.3 percent of employees are low-skilled workers.

Thus, there is strong evidence that IWSS can stimulate African econo-
mies and provide sustainable employment opportunities for its growing 
working-age population. However, there are prerequisites for IWSS to 
deliver the expected results. In Senegal, several constraints relative to the 
country’s political economy, infrastructure, and existing human capital 
can hinder IWSS’s development.
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Constraints on IWSS Growth

In Senegal, our results show that a vibrant IWSS sector can stimulate the 
economy and provide sustainable employment opportunities for its growing 
working-age population. For such growth and job creation to be possible, 
however, Senegal must address the many constraints affecting its business 
environment, especially those in its regulatory framework, infrastructure, 
and skills development.

The Regulatory Environment

Despite recent improvements, the Senegalese regulatory framework still 
poses big challenges for private enterprises, especially exporting firms. 
Senegal’s rank did improve, from 141th to 123rd between 2019 and 2020, 

Table 6-6.  Breakdown of Sectoral Employment by Skill Level, 2017

Sector 

Highly 
skilled Skilled

Low-
skilled

Highly 
skilled Skilled

Low-
skilled

Absolute (’000) Share (%)

Total employment 694 1,386 3,363 12.8 25.5 61.8

Total IWSS 171 407 657 13.8 33.0 53.2
Agro-processing 15 110 242 4.0 30.0 66.0
Horticulture 6 42 160 3.0 20.2 76.8
Tourism 56 182 208 12.6 40.8 46.6
ICT 23 7 2 70.0 22.5 7.5
Transportation 2 24 9 4.3 70.1 25.5
Financial and 

business 
services

10 1 1 82.0 12.0 6.0

Trade: formal 18 10 12 44.5 24.4 31.1
Other IWSS 

services 
41 29 21 45.0 31.9 23.1

Manufacturing 16 108 200 4.9 33.3 61.8

Other non-IWSS 507 871 2,507 13.1 22.4 64.5
Agriculture 55 375 1,751 2.5 17.2 80.3
Mining 15 27 19 25.0 44.4 30.6
Utilities 17 16 6 43.1 41.2 15.7
Construction 12 36 87 8.8 26.6 64.6
Trade: informal 62 235 404 8.9 33.5 57.6
Government 51 5 4 84.8 8.2 7.0
Other non-IWSS 

services 
295 177 236 41.7 25.0 33.3

Sources: Authors’ calculations using ANSD (2019, 2020), Direction de l’horticulture 
(2019), and ILOSTAT (2020). 
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in the World Bank’s Ease of Doing Business index (World Bank 2019a), 
ref lecting the country’s efforts and progress toward becoming more 
investment-friendly. Indeed, Senegal’s overall score had been steadily 
improving in recent years (figure 6-9).

More specifically, Senegal has shown significant improvement on indi-
cators like “number of days it takes to administratively start a business,” 
which had shrunk from 91 days in 2015 to 8 days in 2020 (World Bank 
2019a). Then again, despite this tremendous progress, the amount of time 
it takes to establish a business in Senegal is relatively long and tedious 
compared with that in other countries with similar levels of economic 
development. Indeed, the process serves as a barrier, as it is not a “one-stop-
shop” and is extremely confusing for investors that are not familiar with the 
Senegalese administrative system, according to the Millennium Challenge 
Corporation (MCC 2017). Principal restrictions include difficulty in 
accessing credit, lengthy administrative processes, and a lack of mechanisms 
for contract enforcement and ownership rights (MCC 2017).

There are several barriers relative to hiring and firing workers. For 
instance, it costs as much as the equivalent of 38 weeks of wages to part 
ways with a worker in Senegal (Golub et al. 2015). In terms of overall sta-
bility and consistency of labor market legislation, Senegal ranks 187 out of 
189 countries (Golub, Mbaye, and Vasilyeva 2019). Indeed, a recent analysis 
of African export processing zones points to stringent labor market regu-
lations and employment requirements forced on companies to secure space 
in the Dakar Free Zone (DFZ) as a major cause of the failure of the DFZ 
(Golub, Mbaye, and Vasilyeva 2019).
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FIGURE 6-9 . Senegal: Ease of Doing Business Score
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Despite the inception of substantial trade liberalization policies in 
Senegal since 2000, barriers to importing and exporting persist as another 
manifestation of Senegal’s weak regulatory system (figure 6-10). Indeed, 
Senegal-based companies are about 33 percent less likely to use foreign 
materials as production inputs (MCC 2017). Exporting a regular container 
of products requires up to six documents and up to $1,225 in fees. Importing 
the same container requires five documents and a $1,740 fee.

Indeed, access to imported inputs at a reasonable cost seems to be a sig-
nificant obstacle for exports (World Economic Forum 2016). Also, though 
66 percent of companies reported facing nontariff barriers to trade, 83 per-
cent of the barriers faced by importers are linked to exceptional or informal 
payments (MCC 2017).

Contract compliance is another area of weakness in Senegal’s business 
climate, as Senegal ranked 145 out of 189 countries on contract compliance.  
Furthermore, around 27 percent of businesses characterize contract enforce-
ment as a major constraint to their business (World Bank 2015), primarily 
due to corruption and a low judicial capacity. Tax administration is also 
burdensome for Senegalese businesses: The country is ranked 166 out of 
190 in terms of tax payments (World Bank 2019a). On average, it takes up to 
620 labor hours a year for businesses to register and pay their taxes. Finally, 
the number of different taxes that a company has to pay can be as high as 58 
(MCC 2017).
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FIGURE 6-10 . Most Problematic Factors for Importing in Senegal

Source: World Economic Forum 2016. Used by permission.
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Infrastructure

Infrastructure plays an important role in shaping a country’s business envi-
ronment. In Africa, in general, and Senegal, in particular, infrastructural 
services are usually found to be of poor quality in addition to having much 
higher costs. For example, Senegal’s rate of electrification is about 45 percent 
nationwide (75  percent in urban areas and 17  percent in rural areas) 
(EnDev 2019), and electricity is more expensive in Senegal than in the 
average African country (MCC 2017). MCC (2017) also finds that the  
low electrification of rural areas is detrimental to business competitive-
ness: Since most horticultural products (as well as other raw materials for 
agri-business) come from the country’s rural areas, the lower electrifica-
tion of rural areas reduces firms’ cost-effectiveness by increasing both 
costs and uncertainty around production. More specifically, 8 percent 
of the companies interviewed in the World Bank Enterprise Survey 2014 
name electricity as the main constraint to conducting their business 
activities, whereas 48.2 percent characterize it as a significant constraint 
on doing business.

Up to 85  percent of Senegal’s electricity supply comes from thermal 
sources, mainly from the heavily subsidized national utility company, 
SENELEC, which has a monopoly status. Outages—both planned and 
unplanned—affect all regions of the country. Such transmission losses, 
along with dependence on older plants, all add to the high electricity costs 
(MCC 2017). Just connecting to the grid is tough: Electric installations can 
take firms 75 days and cost as much as 3.42 percent of income per capita 
(World Bank 2019a). A kilowatt-hour of electricity in Senegal costs about 
$0.30, while in emerging markets it ranges from $0.04 to $0.08, and $0.13 
in Sub-Saharan Africa (MCC 2017).

Ground transportation is also a major constraint on the business envi-
ronment in Senegal. MCC (2017) estimates that up to 25 percent of paved 
roads and 53 percent of unpaved roads are in poor condition, and many 
areas are still enclaved. Cartelization and corruption at checkpoints are 
further exacerbating the high costs of transportation (MCC 2017). When 
it comes to the quality of relevant infrastructure, the World Economic 
Forum (2019) ranked Senegal 106 out of 140 countries. Less than 15 percent 
of people live near a stretch of at least 5 kilometers of roads. Senegal’s tele-
communications sector has been liberalized since 1996, and since then 
has been controlled by a consortium, led by France Télécom, which holds 
a monopoly status.
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Exports

Senegal has the advantage of having a stable national currency and a demo
cratic political system. The country has also made progress in offering a 
fairly attractive export system, including no export taxes, fast capital and 
income repatriation, and a decent telecommunications network (MCC 
2017). Senegal has also signed several trade agreements providing it with 
preferential market access, including bilateral deals with many major 
economies (in particular China and the United States), and it is also a 
signatory of the Cotonou Agreement, which grants (reciprocal) duty-free 
access to the African, Caribbean, and Pacific export markets as well as the 
European Union.

Despite these opportunities, Senegal’s exports are still highly concen-
trated in a limited basket of goods, such as gold (15.5 percent), petroleum 
oils (14.8  percent), diphosphorus pentaoxide (7.8  percent), frozen fish 
(6.8 percent), and cement (4.3 percent) (UN Comtrade 2018). Estimates 
show that 70 percent of nontariff barriers are imposed by foreign regula-
tions, and 30 percent by the Senegalese government itself (International 
Trade Center 2013). The vast majority of those nontariff barriers relate to 
import quotas, required special licenses, restrictions on exports, subsidies 
on exports, phytosanitary and sanitary standards, and rules-of-origin laws 
(ITC 2013). Most of the foreign direct investment Senegal has received 
recently has come from emerging nations (China, Brazil, India, and the 
those in the Middle East), where such standards are much lower. Despite 
recent reforms in improving the overall functioning of its port, the World 
Bank still ranks Senegal 141st out of 160 countries—behind other West 
African countries such as Benin, Côte d’Ivoire, Ghana, and Nigeria—in 
its Logistics Performance Index (World Bank 2018b).

Agglomeration

Since the mid-1970s, Senegal has begun developing export-processing 
zones (EPZ), starting in Dakar. The Dakar EPZ provided exemptions from 
corporate income taxes, customs duties, and equipment taxes, along with 
unrestricted repatriation of capital and profits. Despite these policies, in 
1986, jobs at the Dakar EPZ reached a peak of only 1,200 before declining 
to 600 in 1990. The project was eventually abandoned in 1999, when it was 
only housing 14 participating companies with a total of 940 workers. Its 
inability to ignite job growth reflected significant shortcomings in the 
overall business climate, in particular labor market rigidities, high energy 
and transportation costs, and inefficient bureaucratic procedures. The EPZ 
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has struggled to insulate businesses from these problems that are deeply 
rooted in the Senegalese economy. For example, since its independence, 
Senegal has suffered from a prolonged period of currency overvaluation, 
finally ending with a major devaluation of 50 percent in 1994. In addition, 
Senegal’s weak infrastructure, its failure to provide opportunities in a 
timely manner, and its failure to separate companies from onerous labor 
market legislation and union agitation, have all played a role in undermining 
the EPZ (Golub et al. 2019; Farole 2010).

Firm Capabilities

“Firm capabilities” refer to a broad variety of business characteristics, such 
as expertise, work experience, efficiency, management quality, and the 
ability to produce new products (Page 2019). Surveys conducted in Senegal 
have found that most businesses feel they lack the technological and mana-
gerial skills to succeed in international markets (Golub et al. 2019). Some 
of them, for example, are intimidated by the size and price demands of 
European and U.S. markets. Although they want to sell, they do not trust 
that they will meet the price and timeliness requirements imposed by 
demanding international buyers. While one part of the issue is a lack of 
adequate information, more significantly, they do not believe they have 
the necessary technical mastery of production (Golub et al. 2019).

One realistic solution might be for African firms to enter into sub-
contracting agreements with international companies that may help with 
the transition to more complex and large-scale production. Indeed, 
according to Golub and others (2019), some of these local firms welcomed 
the idea of partnerships with foreign firms, particularly if they involve 
technology transfer but have no idea how to attract foreign buyers to 
Senegal or how to enter into these partnerships.

A Value Chain Analysis of Industries  
without Smokestacks in Senegal

In this section, we undertake a value chain analysis of IWSS sectors in 
Senegal, focusing on horticulture, agri-business, and tourism.

Horticulture

The horticultural industry in Senegal has demonstrated strong dyna-
mism in the last 10 years. National production increased from 860,000 tons 
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in 2011 to 1,320,399 tons in 2017, and exports grew eightfold between 2004 
and 2017. The industry’s market structure remains fairly concentrated, 
with about 20 major exporters, 7 of whom account for 75 percent of the 
total exports, whereas rising domestic demand is supplied by small pro-
ducers (Golub et al. 2019). Production being mainly concentrated in the 
Niayes coastal strip and in the Senegal River Valley, Senegal has favorable 
soil-climatic conditions for horticulture in several areas of the country. 
The Niayes area occupies the Atlantic fringe of the Senegalese coast north 
of Dakar and stretches across a length of 180 kilometers of coastline, with 
widths ranging from 5 to 30  kilometers, with an area of approximately 
3,090 square kilometers covering four administrative regions with an esti-
mated 700,000 inhabitants: Dakar, Thiès, Louga, and Saint-Louis. The 
Niayes area has a sub-Canary style climate with relatively low tempera-
tures for a big part of the year, and thus is favorable to the production of 
products in high demand in European markets. Other important produc-
tion areas in Senegal are Saint-Louis and Dagana departments in the Saint-
Louis region in northern Senegal.

In 2003, the first foreign horticultural export firm invested in the 
Senegalese horticultural sector. Since then, the number of major exporters 
has risen to six, and, simultaneously, the areas being cultivated as well as 
the variety of products produced continue to grow. All the export compa-
nies depend entirely on a vertically integrated production system struc-
tured within the organization with primary processing, postharvest 
handling, and exporting units. About 6,000 jobs have been generated by 
injecting foreign direct investment into the region, and 80 percent of these 
jobs are held by women. These jobs entail harvesting, manufacturing, and 
packaging operations, and the job holders are employed on a permanent, 
seasonal, or regular basis.

Pest attacks, packaging problems, and a lack of training for producers 
on new innovative practices and technologies are factors leading to signifi-
cant postharvest losses, and thus, constraining the growth of the sector. 
Moreover, the increasing necessity of quality certification and the difficul-
ties of satisfying its demanding quality norms have restricted growth of 
the sector starting in the early 2000s (Golub, Mbaye, and Vasilyeva 2019; 
Mbaye and Gueye 2015). A number of other substantial, though not insur-
mountable, constraints impede expansion of the sector, including relatively 
high costs of inputs due primarily to scarcities of skilled labor, arable 
land, water, and credit. These costs are exacerbated by the lack of basic 
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infrastructure, namely good roads. Furthermore, due to the high tempera-
tures in certain areas of the country coupled with the low electrification of 
those areas, yield losses sometimes reach 40 percent for certain crops such 
as tomatoes. Furthermore, overproduction during rainy seasons combined 
with the lack of proper conservation infrastructures leads to loss of income.

The value chain of the horticulture subsector, as shown in figure 6-11, 
is quite straightforward in Senegal, with a limited number of involved actors. 
First, farmers, mainly small-scale producers, benefit from input (seeds and 
fertilizers) subsidies from the government, and many technical inputs from 
both local and international institutions as a means to bolster their pro-
duction. After harvest, Senegalese the government create incentives for the 
local production of horticultural products through protectionist mea-
sures by restricting imports and suspending them during periods of peak 
harvest. Indeed, Senegalese producers have three options: (1) sell in Senegal 
to intermediaries in local markets; (2) sell to local, small-scale processing 
firms; and (3) export to foreign markets.

Tourism

In Senegal, the integration of tourism with other sectors like agriculture, 
fishing, handicrafts, culture, construction, and transportation makes it one 
of the central sectors of the national economy. La Somone and Saly, the two 
historic hubs sponsored by tour operators, are now “aging.” Recently, new 
areas are under construction including Pointe Sarène and Nianing. Such 
projects are also conducted in the context of culture and history promotion 
around Dakar and the island of Gorée (slavery commemoration), art events 
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FIGURE 6-11. Value Chain of the Horticulture Subsector in Senegal

Source: Authors’ visualization.
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(Dakar Biennale of Contemporary African Art, etc.), historical vestiges 
and festivals in Saint-Louis, and finally in Touba (the capital of Mourides, 
which draws 2.5 million people each year on average as part of an annual 
pilgrimage). Nature and ecotourism, mainly around Sine Saloum and 
Casamance, are also growing but are currently underexploited due to finan-
cial, security, and accessibility issues (e.g., there is only one foreign brand, 
Club Med, in the region). Other areas of interest such as the desert of 
Lampoul are potential candidates for site diversification.

Despite these myriad opportunities, the sector currently struggles to 
live up to its potential. For example, English (2018) underscores the dramatic 
decline of the tourism sector in Senegal, with the country’s Travel and 
Tourism Competitiveness ranking by the World Economic Forum dwin-
dling from second in Africa, just behind Kenya in the 1980s, to lower than 
10th. Likewise, the number of visas issued has fallen in recent years. For 
example, Sperandio (2015) mentions that the Senegalese consul in Paris 
issued only 19,738 visas in 2014 and only 3,577 between January and April 
2015. He posits that the drops in tourism revenues might be explained by 
Senegal’s decrease as a popular destination and that it “does not sell itself 
like it used to.”

Moreover, a policy mandating visas—under the pretense that it is hard 
for Senegalese citizens to get visas to Europe and America, therefore, it is 
only fair to ask tourists to present visas upon entering Senegal—may have 
backfired (English 2018). Policymakers hoped to generate revenue through 
visa-processing fees, but, as soon as the biometric visa and associated fees 
were put in place, tourist visits to Senegal dropped by 30 to 40 percent 
(Sperandio 2015). Additionally, unrest in the south of the country as 
well as neighboring countries also deters tourists from visiting Senegal 
(Sperandio 2015).

A future threat to Senegal’s promising tourism sector, however, is climate 
change and related rising sea levels. Because most of Senegal’s tourist attrac-
tions are related to some extent to oceanic life, climate change’s threat to 
the country’s beaches is already adversely impacting sector.

Information and Communications Technologies

Since the 1997 privatization of Senegal’s telecommunication monopoly, 
SONATEL, with France Télécom as the strategic partner, assessments of 
the country’s level of relevant infrastructure and service quality have been 
rather favorable. The sector was further liberalized in subsequent years; 
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now, the country has three companies providing telephone and internet 
services. Moreover, significant expansion of mobile phone and internet 
access has led to more than 94 percent of the population having access to a 
mobile phone and internet. Information-technology-based services are also 
expanding, and increasingly spanning all sectors of activities. Despite a sig-
nificant level of investment, including a submarine fiber optic cable, the costs 
of telecommunications and internet are still rather high in Senegal (English 
2018). Moreover, SONATEL still holds a very strong grip on the whole 
industry, which prevents prices from lowering, and small start-up companies 
from emerging. Thoughtful reforms in the sector would dramatically con-
tribute to unlocking the huge potential of the sector to thrive and would 
jump-start both backward and forward linkages within the economy.

Agro-processing

Senegal is an example of the paradox whereby a country has significant agri-
cultural resources but still relies on food imports to feed its population. The 
irrigable potential of the country is enormous, around 397,100 hectares, 
but only 106,600 of the areas are managed, including 76,000 hectares in 
the Senegal River Valley. In addition, while agriculture employs nearly 
50 percent of the working-age population, it receives around 11.3 percent 
of public investment (DGPPE 2018) and contributes only 9.4 percent to 
the national GDP (ANSD 2020).

Main agri-business value chains include rice, sugar and beverages, flour, 
and fish and seafood, among other items. The cotton value chain is 
organized around the national company for textile fibers (SODEFITEX, 
Société de Développement des Fibres Textiles), which is in charge of 
cotton ginning. Notably, cotton is characterized by erratic production and 
exports patterns, as it is subject to the vagaries of rainfall and the volatility  
of international prices.

Rice production in Senegal has been steadily rising in recent years. 
Rice cultivation and processing mainly occur around the delta of the 
Senegal and Casamance rivers. Locally marketed rice is often produced 
from irrigated rice farms, whereas rain-fed rice is mainly intended for 
self-consumption. Processing is carried out by the producers themselves 
or by the service providers. Yields are rather high compared with inter
national levels, and rice growth models predict a potential yield of irri-
gated rice in the Sahel of 9 to 12 tons per hectare. Other agro-processing 
value chains include beverages, fish and seafood, food preparation, and 
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salt—all of which have huge exporting potentials that are yet to be realized 
(Golub et al. 2018).

Sugar in Senegal also has a huge exporting potential, but political-
economy-related factors have become an obstacle (Mbaye, Golub, and 
English 2016), with the government facing pressure from competing interest 
groups. Sugar is an important part of the local consumption basket of 
households as well as a rural-based industry. Since 1972, sugar production in 
Senegal has been controlled by the Compagnie Sucrière Sénégalaise (CSS) 
in an area of 9,600 hectares near Richard Toll in the Senegal River Valley. 
Annual production reached about 1 million tons of sugarcane in 2013, or 
100,000 tons of refined sugar. The CSS employs about 6,000 workers, 
with an approximate payroll of CFAF 16 billion (roughly $32 million) in 
2013, making it the second-largest employer in Senegal after the government. 
Many of these workers are part time and are hired for harvesting. Impor-
tantly, CSS is also a major importer of sugar. A few large traders, represented 
by the UNACOIS association (i.e., the Union Nationale des Industriels et 
commerçants du Sénégal, an association of the most important informal 
sector actors, operating primarily in commerce and other services such as 
transportation), are also involved in sugar importing, putting them in open 
conflict with CSS.

Senegal has historically been one of the world’s top producers of 
groundnut oil and oilcake (Mbaye 2005), which made up 20–30 percent 
of the country’s exports between 1960 and 1980. Starting in the 1990s, 
unstable market prices, unpredictable weather, and lousy fiscal policies all 
exacerbated the destabilization of the sector exposing the need to diversify 
away from peanut oil (Golub and Mbaye 2002; Mbaye 2005). Figure 6-12 
shows Senegal’s share of the world market in groundnuts and groundnut 
oil, further highlighting the country’s highly variable share of the world 
market, with a clearly downward trend over time. For example, exports of 
unprocessed groundnuts have dropped to almost nothing after 1970 from 
a large global share in the 1960s. Until 2005 the government retained a 
near monopoly on the production of vegetable oils through the parastatal 
SONACOS, which was privatized in 2015 and renamed SUNEOR. Sev-
eral other firms compete with SUNEOR in some product lines, but 
SUNEOR retains a dominant market share. On the other hand, SUNEOR 
also faces competition from imported palm oil from Côte d’Ivoire, a member  
of the West African Economic and Monetary Union, and Southeast Asia. 
Thus, the main impediments to the sector’s competitiveness are the failure 
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to implement bold successful reforms in the groundnut production value chain 
and permanent fighting among manufacturers and importers/traders.

As the former capital of French West Africa, Senegal experiences 
unusually strong French influences on its private entrepreneurship. One 
manifestation of this influence is that French-style baguettes have become 
a staple consumption item, even though wheat cannot be produced in 
Senegal. Since flour imports have declined to very small levels since the 
early 2000s, Senegal imports and processes nearly all the wheat used for its 
estimated daily consumption of 3 million baguettes. There are four flour 
producers, with the largest being the Grands Moulins de Dakar, con-
trolled by the same family that owns the sugar monopoly CSS, with about 
65 percent market share of the flour market. Thus, like sugar and vegetable 
oil, flour production is characterized by a dominant figure; but unlike 
them, it is subject to somewhat more competition. Millers manage their 
own imports of wheat, from which they produce flour as well as animal 
feed, with higher profit margins on the latter. Flour is sold to bakeries on 
credit. Bread is supplied by a competitive market with about 1,000 bakeries 
around the country. Controlling the price of bread is highly problematic 
in a situation where flour prices are free to move. For this reason, in late 
2012, the new Senegalese government moved to fix the price of flour along 
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with the price of bread. Until now, a very fierce battle involving the different 
actors along the value chain (millers, wheat and flour importers/traders,  
as well as bakeries) considerably interferes with policies in the sector.

Senegal is seen as one of the richest fishing grounds in the world, and 
fish is the main source of protein for the Senegalese population (Golub 
and Mbaye 2002, 2018; Mbaye 2002). Though its share has been declining 
since the 1990s, fishing still accounts for around 15 percent of Senegal’s 
exports. The fishing industry is also highly labor-intensive, with direct 
and indirect employment estimated at about 10 percent of Senegal’s working 
population. Moreover, a large array of activities—including fish processing 
and distribution—primarily employs women. Over the last 20 years, the 
fishing industry has encountered many challenges, including overfishing, 
foreign competition, climate change, and dysfunctional local institutions. 
All these have resulted in a dramatic drop in fish stocks.

The industry is highly dualistic, with the coexistence of formal indus-
trial and informal “artisanal” fishing, with the latter generating the bulk of 
employment existing in the industry. These two types of fishing compete 
to varying degrees for many of these species, with artisanal fishing 
dominating coastal surface fishing, which consists mainly of smaller fish 
such as sardines, mostly destined for local consumption or other African 
countries. On the other hand, industrial fishing dominates the highly 
lucrative coastal bottom species—such as grouper, yellowfin, mullet, and 
sole—which are exported, primarily to Europe. Most of the fresh fish 
exports are caught by artisanal fishermen and are delivered to industrial 
processing factories located around Dakar. Frozen fish exports mostly 
originate from the industrial fishing fleet equipped with freezing facilities. 
Tuna catches are mostly intended for canning. The major impediments 
limiting the industry’s growth include overfishing, inadequate infrastruc-
ture (electricity availability), and poor unloading and processing facilities for 
artisanal fishing.

Future Trends: Potential Growth and Labor Demand

In this section, we look 18 years ahead to estimate the growth of the 
national economy and how that economic growth will shape IWSS in 
value-added growth, employment, and skills. We assume that value-added 
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growth for non-IWSS between 2017 and 2035 will be the same as that 
between 2007 and 2017. For IWSS, we assume the annual growth rate 
between 2017 and 2035 will be double that of 2007–17. In doing so, we assume 
that some of the most important hurdles impeding IWSS growth will be 
removed with relevant policies and investments, as pledged by the govern-
ment in many recent policy documents. Figure 6-13 depicts the projected 
evolution of employment for IWSS, non-IWSS, and manufacturing sec-
tors. Unsurprisingly, it shows aggregate IWSS jobs gradually picking up 
from non-IWSS over time, consistent with previous observations and 
assumptions.

Table 6-7 shows that, over the 2017–35 period, IWSS jobs will increase 
more than tenfold to occupy 52.8 percent of the employment share. On the 
other hand, non-IWSS jobs will increase by more than 329 percent and will 
occupy 44 percent of the employment share. Among IWSS sectors, horti-
culture has the highest growth rate, at 19 percent a year over the sample 
period. The other annual growth rates are 10.1 percent for agro-processing, 
7.6  percent for tourism, 12.1  percent for information and communica-
tions technology, 13.6 for transportation, and 15.5 for finance.

A breakdown of jobs by skills (table 6-8) shows that, while the share of 
skilled and highly skilled workers will increase in the overall economy, for 
IWSS, the increase will be 1.4 percentage points for highly skilled, and 
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6.4  percentage points for skilled workers by 2035. In terms of annual 
growth rate, the number of skilled jobs will increase by 11.6 percent for 
IWSS, against 4.1 percent for non-IWSS and 7 percent for the overall 
economy. Tables  6-9 and 6-10 estimate skills gaps for IWSS and non-
IWSS by level of education. The tables show that the magnitudes of skills 
gaps are much larger for non-IWSS than for IWSS when it comes to sec-
ondary education or less, and similar magnitudes for post-secondary and 
university-level education.

Tables 6-11 through 6-13 show occupational skills gaps for some IWSS 
sectors (horticulture, tourism, and agro-processing). There are serious 
gaps in critical occupations for these sectors, meaning that IWSS should 
be expanded to become the leading sector of the economy in the coming 
years, a significant effort will need to be made to mitigate the skill gap 
constraint.

Table 6-9.  Sectoral Skill Gap in IWSS

Aspect of gap, 
2035

Less than 
secondary Secondary

Postsecondary 
certificate University

Absolute (’000)

Total labor supply 10,937 5,504 1,265 1,073
IWSS labor demand 816 3,963 1,633 1,023
Sectoral skill gap 10,121 1,541 −368 49
Skill availability 

ratio
13.41 1.39 0.77 1.05

Sources: Authors’ calculations using ANSD (2019), Direction de l’horticulture (2019), 
and O*NET (2019).

Table 6-10.  Sectoral Skill Gap in Non-IWSS

Aspect of gap, 
2035

Less than 
secondary Secondary

Postsecondary 
certificate University

Absolute (’000)

Total labor supply 10,937 5,504 1,265 1,073
IWSS labor demand 432 1,338 1,085 484
Sectoral skill gap 10,504 4,167 180 588
Skill availability 

ratio
25.31 4.11 1.17 2.22

Sources: Authors’ calculations using ANSD (2019), Direction de l’horticulture (2019), 
and O*NET (2019).
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Table 6-11.  The Occupational Skill Gap for Selected 
Occupations in Horticulture

Occupation

Years of school

Skill 
supply

Skill 
requirement

Skill 
gap

Farmworkers and laborers 6 10 −4
Agricultural equipment operators 6 10 −4
First-line supervisors of agricultural crop and 

horticultural workers
6 13 −7

Graders and sorters, agricultural products 6 10 −4
Agricultural engineers 6 15 −9
Farm equipment mechanics and service 

technicians
6 13 −7

Agricultural inspectors 6 13 −7
Food science technicians 6 15 −9

Sources: Authors’ calculations using ANSD (2019) and ENES (2020).

Table 6-12.  The Occupational Skill Gap for Selected 
Occupations in Tourism

Occupation

Years of school

Skill 
supply

Skill 
requirement

Skill 
gap

Cooks, fast food 6 13 −7
Hosts and hostesses, restaurants, lounges, and 

coffee shops
6 13 −7

Cooks, restaurants 6 13 −7
Hotel, motel, and resort desk clerks 6 13 −7
Waiters and waitresses 6 13 −7
Dishwashers 6 10 −4
Bartenders 6 13 −7
Lodging managers 6 15 −9
Food preparation workers 6 13 −7
Food service managers 6 13 −7

Sources: Authors’ calculations using ANSD (2019) and ENES (2020).
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Firm Survey Results

In an effort to better understand youth employment in Senegal’s IWSS 
sectors, a series of 11 interviews were conducted. The 11 interviews were 
distributed as follows:

•	 6 agro-processing
•	 3 horticulture
•	 2 tourism

Current Youth Employment: The Required Formal Education

In order to better understand youth employment in the IWSS sectors in 
Senegal, we conducted interviews with 11 companies, including six in the 
agro-processing sector, three in horticulture, and two in tourism. During 
these interviews, discussions revolved around these points: the identification 
of opportunities and constraints to the development of value chains; the 
three main occupations occupied by young people (15–24 years), as well as 
the diplomas required to exercise these occupations; skill requirements 
for the young occupations identified; the importance of digital skills; and 
medium-term development plans for companies. Interviewees were asked 
to rate the skill importance levels on a scale of 1 to 5. The skills include: 

Table 6-13.  The Occupational Skill Gap for Selected 
Occupations in Agro-processing

Occupation

Years of school

Skill 
supply

Skill 
requirement

Skill 
gap

Slaughterers and meatpackers 6 13 −7
Cabinetmakers and bench carpenters 6 13 −7
Food batchmakers 6 13 −7
Sawing machine setters, operators, and  

tenders, wood
6 13 −7

Fabric and apparel patternmakers 6 13 −7
Industrial engineers 6 15 −9
Patternmakers, wood 6 13 −7
Model makers, wood 6 13 −7
Fabric makers, except garment 6 13 −7
Food science technicians 6 13 −7

Sources: Authors’ calculations using ANSD (2019) and ENES (2020).
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basic, systems, social, technical, resource management and problem solving. 
Tables 6-14 through 6-17 summarize the interview results.

Agro-processing

In Senegal, the agro-processing sector helps solve both issues relative to post-
harvest losses and the diversification of products (Diop 2019). The emergence 

Table 6-14.  Main Occupations for Youth (15–24 Years) in  
Agro-processing Firms

Profession Number Diploma

Accountant   9 BTS/bachelor’s/master’s degree
Marketer   8 BTS/bachelor’s/master’s degree
Electrical mechanic 23 BTS
Food technician 20 BTS/bachelor’s/master’s degree

Sources: Authors’ calculations using ANSD (2019) and O*NET (2019).

Table 6-15.  Importance of Relevant Skills Required for Main 
Youth Occupations Identified in the Agro-processing Sector

Type of skills Accountant Marketer
Electrical 
mechanic

Food 
technician

Basic skills 4.0 3.9 4.0 4.0
Social skills 3.2 4.0 3.2 3.9
Problem solving 4.8 4.6 5.0 5.0
Technical skills 3.5 1.9 4.7 3.9
Systems skills 4.0 3.3 3.4 4.0
Resource management 

skills
4.0 2.8 3.4 3.7

Mean score 3.9 3.4 3.9 4.1

Sources: Authors’ calculations using ANSD (2019) and O*NET (2019).

Table 6-16.  Main Occupations for Youth (15–24 years) in the 
Tourism Sector

Occupation Number Diploma

Receptionist 6 BTS/bachelor’s degree
Cook 3 High school diploma
Barman 1 High school diploma
Maid 3 Primary school education

Sources: Authors’ calculations using ANSD (2019) and O*NET (2019).
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of small and medium-sized enterprises and industries also helped meet the 
local high demand in local products such as fruit juices, vegetables, and 
cereals. The sector is marked by a pronounced duality between a modern 
structured sector and a multiplicity of formal and informal processing units 
that limit the development of the value chain.

The conducted interviews allowed for the identification of the four 
positions most likely to be held by young employees (age 15–24), as sum-
marized in table 6-14. Among those positions, electromechanic was the 
most frequent. That position requires a professional certification, Brevet 
de Technicien Supérieur, which is a postsecondary degree. Food techni-
cian is the next most frequent position for the youth in the interviewed 
firms. This position also requires a Brevet de technicien supérieur or a 
bachelor’s degree.

Of these occupations, interviewees identified food technician as the 
position requiring the most skills (table 6-15). More specifically, respon-
dents noted that basic, systems, and problem-solving skills are necessary for 
food technicians. Accountants and electromechanics have relatively similar 
average requirements, and problem-solving skills are the most required for 
youth occupations in the agro-processing sector. In each of these profes-
sions, firm managers deemed computer literacy particularly important as it 
is needed for sorting and peeling high-quality seeds, prospecting markets, 
creating invoices, and managing products and human resources.

In the medium term, the interviewed agro-processing firms indicated 
that they aim to increase their production capacity, acquisition of addi-
tional equipment and the recruitment of qualified personnel. The ECOWAS 
Common External Tariff, which opens up the West African market is also 

Table 6-17.  Importance of Relevant Skills Required for Main 
Youth Occupations Identified in the Tourism Sector

Type of skillls Receptionist Cook Waiter Maid

Basic skills 4.6 4.6 4.2 3.7
Social skills 4.7 4.7 4.3 4.8
Problem solving 4.7 4.7 4.3 4.8
Technical skills 4.4 4.0 4.5 2.3
Systems skills 4.5 3.8 4.0 1.7
Resource management skills 4.8 4.8 4.5 3.9
Mean score 4.6 4.4 4.3 3.5

Sources: Authors’ calculations using ANSD (2019) and O*NET (2019).
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an opportunity these agro-processing firms intend to seize. To do so, it is 
primordial to bring factories closer to areas of production in an effort to 
lower production costs and thus increase competitiveness. In the long term, 
the interviewed firms expressed their intentions to diversify their produc-
tion lines to better meet market demands.

Tourism

In the tourism sector, table 6-16 shows that the companies interviewed 
revealed that the profession of receptionist is the most occupied by young 
people and requires a Higher Technician Certificate or a license. Cooks and 
maids are also common and require baccalaureate and elementary school 
degrees, respectively.

In the tourism sector, receptionists and cooks have the highest skill 
scores among occupations held by the youth (table 6-17). Apart from the 
systems skills which are less important for cooks, all the other skills appear 
quite important. Maids require the least amount of skills to perform their 
job-related duties.

Horticulture

The interviewed firms mainly produce potatoes, peppers, eggplants, onions, 
sweet potatoes, mangoes, and limes. In the horticultural sector, the posi-
tions held by the youth, as shown by table 6-18, are mainly irrigation 
specialists and agricultural workers, which both require a minimum level 
of education.

Per the surveys, in the horticultural sector, the phytosanitary agent 
requires the most skills (table 6-19). Irrigation agents and heads of production 

Table 6-18.  Main Occupations for Youth (15–24 Years) in 
Horticultural Firms

Profession Number Diploma

Head of production 2 BTS
Phytosanitary agent 2 BTS
Irrigation agent 16 BTS
Florist 3 BTS
Farm hand 11 Some high school
Driver 1 Primary school education

Sources: Authors’ calculations using ANSD (2019), Direction de l’horticulture (2019), 
and O*NET (2019).
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have the same average skill need. However, a head of production seems to 
require more systems skills compared with an irrigation agent, who requires 
more technical skills. Farm workers and drivers essentially require skills 
for problem solving.

According to interviewees, computer literacy seems also necessary for an 
effective workforce, especially considering the computerization of the drip 
system that allows for a more efficient management of resources such as water 
and phytosanitary products. Computerization would also allow for a better 
simulation of market needs and thus control risks through a good estimate of 
production quantities. Thus, in the long run, progressive automation of the 
production and packaging systems could boost growth by limiting post- 
harvest losses. In the medium term, horticultural firms aim to increase the 
scale of production in order to profit from the West African market but also 
the development of advanced technology—and cultivation of relevant digital 
skills in workers—for better management of post-harvest activities.

Skill Requirements for Youth: Hard, Soft, and Digital Skills

Understanding the skills required for each occupation in day-to-day 
tasks is essential for identifying the relevant skill capabilities ultimately 
required for each of the occupations. Thus, in our approach, we asked 
respondents to classify and rank skills aggregated into six overarching cate-
gories that are consistent with classifications provided by O*NET (2019). 
The importance of a skill, measured on a scale of 1 (not important) to  

Table 6-19.  Importance of Relevant Skills Required for Main Youth 
Occupations Identified in the Horticultural Sector

Type of skills
Head of 

production 
Phytosanitary 

agent
Irrigation 

agent Florist
Farm 
hand Driver

Basic skills 4.2 4.4 4.6 3.8 3.6 2.3
Social skills 3.8 2.8 3.8 3.7 2.8 2.7
Problem 

solving
4.0 5.0 4.0 3.0 4.0 5.0

Technical skills 3.0 3.5 3.5 2.8 3.4 2.4
Systems skills 3.5 5.0 1.7 2.0 3.0 2.7
Resource 

management  
skills

2.9 3.8 4.0 2.8 3.9 5.0

Mean score 3.6 4.1 3.6 3.0 3.5 3.3

Source: Authors’ calculations using ANSD (2019), Direction de l’horticulture (2019), and 
O*NET (2019).
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5 (critically important), can be thought of as how critical it is that an indi-
vidual has this skill in order to complete their day-to-day tasks.

We also classify these categories according to whether they are a “hard” 
or “soft” skill:

•	 Basic skills: skills that facilitate learning or the more rapid acqui-
sition of knowledge (soft skill).

•	 Social skills: skills that are used to work with people to achieve 
goals (soft skill).

•	 Problem-solving skills: skills that are used to solve novel, ill-defined 
problems in real-world settings (soft skill).

•	 Resource management skills: skills that are used to allocate 
resources efficiently (soft skill).

•	 Technical skills: skills that are used to design, set-up, operate, 
and correct malfunctions involving application of machines or 
technological systems (hard skill).

•	 Systems skills: skills that are used to understand, monitor, and 
improve socio-technical systems (hard skill).

In addition to these skills, the survey also asks about digital skills, 
defined as “a range of abilities to use digital devices, communication appli-
cations, and networks to access and manage information” (UNESCO 2018). 
Due to their importance in the current economic climate, these skills are 
asked about separately in the survey instrument.

Agro-processing

As shown in table 6-20, according to our surveys, food technician is the 
position held by the youth that requires the most skills, with an average 
score of 4.1. Respondents noted that, for this profession, basic, systems, 
and problem-solving skills are most important. Accountants and electrical 
mechanics have relatively similar requirements in terms of skill scores.

The youth occupations in the agro-industry sector require essentially 
soft skills (table 6-21). Indeed, according to interviews, soft skills are more 
important than hard skills for professions such as accountant, marketer, 
and food technician. However, for the profession of electrical mechanic, 
hard skills are more important. In each of these professions, digital skills 
are deemed very important, as tasks include sorting and peeling quality 
seeds, prospecting markets, creating invoices, and managing products and 
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human resources. In the development plans of the companies surveyed, 
the digitization of production and packaging equipment occupies a promi-
nent place given potential gains in efficiency. One company director surveyed 
emphasized the role of digital skills, asserting that “individuals without 
some level of digital literacy would soon be unable to complete the tasks 
required in youth in the agro-processing industry occupations.”

In the medium term, the interviewed agro-processing firms aim to 
increase their production capacity as well as the acquirement of additional 
equipment and the recruitment of qualified personnel. The ECOWAS 
Common External Tariff, which opens up the West African market, is also 
an opportunity these agro-processing firms intend to seize by bringing 
factories closer to areas of production in an effort to lower production costs 
and thus increase competitiveness.

Table 6-20.  Importance of Skills Required for Main Youth 
Occupations Identified in the Agro-processing Sector

Type of skills Accountant Marketer
Electrical 
mechanic

Food 
technician

Basic skills 4.0 3.9 4.0 4.0
Social skills 3.2 4.0 3.2 3.9
Problem 

solving
4.8 4.6 5.0 5.0

Resource 
management 
skills

4.0 2.8 3.4 3.7

Technical skills 3.5 1.9 4.7 3.9
Systems skills 4.0 3.3 3.4 4.0
Mean score 3.9 3.4 3.9 4.1

Source: Authors’ calculations.

Table 6-21.  Importance of Hard and Soft Skills Required for 
Youth Occupations in the Agro-processing Sector

Type of 
skills Accountant Marketer

Electrical 
mechanic

Food 
technician

Mean 
score

Soft 4.0 3.8 3.9 4.1 4.0
Hard 3.7 2.6 4.0 4.0 3.6

Source: Authors’ calculations.



	 Senegal	 253

Tourism

In the tourism sector, receptionists and cooks, among occupations held by 
the youth, have the highest skill scores. Apart from the systems skills which 
are less important for cooks, all the other skills appear quite important. 
Overall, to perform their job-related duties as shown on table 6-22, maids 
require the fewest skills.

Apart from the profession of waiter, which requires both hard and 
soft skills, tourism occupations for youth require essentially soft skills 
(table 6-23). Indeed, the interviews carried out show a predominance of soft 
skills for professions such as receptionist, cook, and maid. Digital skills are 
also important in tourism youth occupations, especially for the mastery of 
management software in hotels.

Horticulture

In the horticultural sector, table 6-24 shows that the phytosanitary agent 
requires the most skills. Irrigation agents and heads of production have 
the same average skill need. However, the head of production seems to 

Table 6-22.  Importance of Skills Required for Main Youth 
Occupations in the Tourism Sector

Type of skills Receptionist Cook Waiter Maid

Basic skills 4.6 4.6 4.2 3.7
Social skills 4.7 4.7 4.3 4.8
Problem solving 4.7 4.7 4.3 4.8
Technical skills 4.4 4.0 4.5 2.3
Systems skills 4.5 3.8 4.0 1.7
Resource management skills 4.8 4.8 4.5 3.9
Mean score 4.6 4.4 4.3 3.5

Source: Authors’ calculations.

Table 6-23.  Importance of Hard and Soft Skills Required for 
Youth Occupations in the Tourism Sector

Type of skills Receptionist Cook Waiter Maid Mean score

Soft 4.7 4.7 4.3 4.3 4.5
Hard 4.5 3.9 4.3 2.0 3.7

Source: Authors’ calculations.
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require more systems skills compared with the irrigation agents, who require 
more technical skills. Skills for problem solving are most important for 
farm hands and drivers.

Computer literacy seems also necessary given the computerization of 
the drip system, which allows for a more efficient management of resources 
such as water and phytosanitary products (table  6-25). Computerization 
also opens up more information for assessing market needs and thus con-
trol risks through a good estimate of production quantities. In the long 
run, progressive automation of the production and packaging systems could 
boost growth by limiting post-harvest losses. In the medium term, horti-
cultural firms aim to increase the scale of production in order to profit 
from the West African market but also the development of advanced tech-
nology for better management of post-harvest activities.

An analysis of skills by type shows that, by and large, the horticultural 
professions occupied by young people require more soft skills than hard 
skills, with the exception of phytosanitary agent. Moreover, according to 
the surveys, as modern machinery and equipment are used particularly for 
irrigation and harvesting systems, digital skills will be increasingly impor-
tant for horticultural occupations. These digital skills enable the employee 
to perform a rapid identification of the problems of the irrigation system 
and, therefore, their resolution.

Table 6-24.  Importance of Skills Required for Main Youth 
Occupations in the Horticultural Sector

Type of skills
Head of 

production
Phytosanitary 

agent
Irrigation 

agent Florist
Farm 
hand Driver

Basic skills 4.2 4.4 4.6 3.8 3.6 2.3
Social skills 3.8 2.8 3.8 3.7 2.8 2.7
Problem 

solving
4.0 5.0 4.0 3.0 4.0 5.0

Resource 
management 
skills

2.9 3.8 4.0 2.8 3.9 5.0

Technical 
skills

3.0 3.5 3.5 2.8 3.4 2.4

Systems skills 3.5 5.0 1.7 2.0 3.0 2.7
Mean score 3.6 4.1 3.6 3.0 3.5 3.3

Source: Authors’ calculations.
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Skill Gaps of Employed Youth

In the interviews, we also inquired into the skill gap for youth hires in each 
skill category. Indeed, respondents were asked to consider a category of 
skills and compare the required level of these skills to the level of the skill 
exhibited by youth hires in the firm. The skill deficit rating is measured on 
a 5-point scale, with a rating of 1 indicating that most employees met the 
skill requirements, and as a result, there is little to no skill gap present. In 
other words, a rating of 5 indicated that most employees did not meet the 
skill requirements at all and that there was a critical gap present for the 
relevant skill.

The results show that the skill deficit is more present in the horticultural 
sector with a score of 2.6 against 2.2 for the agro-processing sector and 2.1 
for the tourism sector (table 6-26). The systems skill deficit for youth jobs 
in the horticultural sector is particularly striking and might be explained 
by the workforce consisting mainly of agricultural workers with a very low 
level of formal education. The lack of technical skills is also worrying in 
the agro-processing sector since the operation of production and packaging 
equipment requires a mastery of the operating modes of the machines. In the 
tourism sector, the lack of problem-solving skills for youth occupations 
could be explained by the scarcity of continuing training in the hotel and 
restaurant sector. Indeed, according to the tourism sector respondents, 
training centers far from tourist areas do not facilitate the continuing training 
of young professionals.

Table 6-26.  Skill Deficit by Sector

Skill group

Skill deficit value

Agro- 
processing Tourism Horticulture

Average 
IWSS 
sector

Basic skills 2.0 2.7 2.7 2.4
Social skills 1.8 2.0 1.7 1.8
Problem-solving skills 2.0 3.7 2.0 2.6
Resource management 

skills
2.0 1.7 3.0 2.2

Technical skills 2.8 1.3 2.7 2.3
Systems skills 2.3 1.3 3.3 2.3

Aggregate 2.2 2.1 2.6 2.3

Source: Authors’ calculations.
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Policy Implications and Conclusion:  
Unlocking Growth Potential and Overcoming Skill Gaps

While certain IWSS sectors in Senegal certainly have the potential for 
job creation, a number of obstacles stand in the way of the growth of these 
sectors. Here, we summarize our findings concerning the biggest hindrances 
to the growth of these IWSS and provide recommendations on how to over-
come these hurdles.

Horticulture

Having access to credit in Senegal is a lengthy process and has several limi-
tations relative to obtaining credit from commercial banks. Interest rates 
are high, and barriers to access to credit are not homogeneous across sexes. 
More specifically, women have a harder time accessing loans as all the 
parameters relative to having worthy collateral are, most of the time, linked 
to the borrower’s employment status. Moreover, the horticulture sector lacks 
qualified and skilled laborers that would enable its operators to be com-
petitive in the international markets by producing high-quality products 
in the timeframe imposed by international buyers. Finally, the impact of 
climate change on livelihoods cannot be ignored: The natural resources 
required to have good yields are getting scarcer and the technological 
investments necessary to allow producers to adapt to those climatic changes 
are not made. As result, products are not properly conserved nor transformed 
thus leading to huge yield losses. To counter these above-mentioned issues, 
it would be important to make infrastructural investments to minimize 
yield losses and increase opportunities for conservation and transforma-
tion, provide capacity building opportunities, and develop and popularize 
climate change adaptation measures.

Tourism

The biggest issues in the tourism sector are related to climate change, as 
Senegal has capitalized on “watercourse tourism,” where most tourist 
activities are centered on water. Therefore, rising sea levels threaten most 
of those activities. Additionally, most investments around tourism are con-
centrated in big cities like Dakar. The remote rural areas, which also hold 
breathtaking tourist attractions, lack adequate infrastructure that would 
attract private investment. Finally, the tourism sector currently has several 
policies that are not in line with its policy objectives. Thus, policymakers 
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should make important infrastructural investments in rural areas as a 
means to attract private investments, and identify and implement climate 
change mitigation measures that would enable a sustainable exploitation of 
resources.

Agro-industry

Policymakers must take steps to reduce the barriers to entry to IWSS 
sectors, especially a lack of adequate infrastructure. For instance, per the 
World Bank, electric installations can take firms 75 days and cost as much 
as 3.42 percent of income per capita (World Bank 2019a). Eight percent of 
the companies interviewed in the World Bank Enterprise Survey 2014 
name electricity as the main constraint to conducting their business activ-
ities, and 48.2 percent characterize it as a significant constraint. Further-
more, in an effort to increase profit margins, it is crucial to have access to 
foreign markets with accessible import and export procedures. In Senegal, 
exporting a regular container of products requires up to six documents 
and up to $1,225 in fees. Importing the same container requires five docu-
ments and a $1,740 fee. Reforms for entry and export of goods are essential 
for this sector’s further growth.

∂

In this chapter, we have analyzed industries without smokestacks and 
their potential contribution to economic growth and job creation in 
Senegal. Our main finding is that this potential is huge and can be further 
leveraged by adopting important policies to improve the business envi-
ronment. Such policies include removing the many hurdles that exist 
in Senegal’s regulatory framework and deter private enterprise devel-
opment, including (1) highly rigid labor legislation; (2) a cumbersome 
and costly tax system; (3) a still-inhibiting importing system; and (4) a 
weak judicial system and poor contract enforcement environment. 
Moreover, infrastructure services are also found to be costly and highly 
unreliable, mainly in the areas of electricity, transportation, and tele-
communications. These infrastructural deficiencies are highly detri-
mental to all IWSS sectors. Removing these hurdles to IWSS growth 
might considerably change the growth trajectory of Senegal in the near 
future, by, in our estimates, doubling annual growth rates from their 
baseline level.
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SEVEN

Ghana

Beyond Jobless Growth to Productive Employment

ERNEST ARYEETEY, PRISCILLA TWUMASI-BAFFOUR,  

AND FESTUS EBO TURKSON

Introduction and Country Context

Countries in Sub-Saharan Africa have lately had some of the fastest eco-
nomic growth rates in the world, second only to East Asia and South Asia. 
At the same time, the issues of jobless growth and the poor performance of 
manufacturing have become major concerns in the region. It has become 
imperative for many African countries to find other ways to boost employ-
ment to improve the livelihoods of people, especially given the youthful 
nature of the region’s population and the over 122 million young people 
that are expected to join the continent’s labor force by 2022 (ILO 2014). 
Notably, a new pattern of growth is emerging in the region, but with higher 
growth rates in the services sector, contrary to the manufacturing, export-
led transformation previously observed in East Asia, and with the capacity 
to absorb low- to medium-skilled workers.
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Ghana is not an exception when it comes to the regional trend of rela-
tively significant growth over a long period not yet reflecting in employ-
ment and improvements in employment conditions, especially young 
people. Ghana has traditionally relied on primary commodities for 
exports, with gold and cocoa as principal export items, until significant oil 
finds made Ghana a petroleum exporter in 2010. This resource depen-
dence has, however, exposed the country even more to international com-
modity price fluctuations, making the need for structural transformation 
more urgent.

The issue of jobless growth in Ghana has become a major concern 
against the backdrop of the relatively significant growth observed over time, 
with a rate of 6.3 percent in 2018, substantially above the Sub-Saharan 
average of 3 percent. This growth notwithstanding, precarious and vulner-
able employment persists in the country, particularly among young people. 
With an average national unemployment rate of about 6 percent, unemploy-
ment among youth is much higher according to estimates from the Ghana 
Statistical Service. Specifically, about 59.6 percent of youth (persons age 
15–35 years) are employed, while 12.1 percent are unemployed, with the 
remaining 28.3 percent out of the labor force. Also, at least one in three 
young persons (31.8 percent) are found in self-employment in the non-
agriculture sector as own-account workers. Moreover, most employment 
opportunities for youth are in vulnerable/informal and part-time/temporary 
jobs (GoG 2014).

Ghana’s growth performance since 2014 has been relatively high, except 
for 2014 to 2016, when real gross domestic product (GDP) growth was 
about 5 percent. Growth for 2017 was 8.1 percent, for 2018 was 6.3 percent, 
and has been estimated at 7.0 percent in 2019, significantly exceeding the 
average Sub-Saharan African growth of 3.5 percent, and among the fastest-
growing economies in the world over the last three years.

Ghana’s recent growth has been driven mainly by oil production. Nonoil 
growth has, however, picked up over the last three years, growing faster in 
2016 and 2018 than overall growth. Most of this nonoil GDP growth has 
been driven by the services sector, particularly in information and com-
munication technologies, trade, and health and social work. As shown in 
table 7-1, the performance of agricultural and industrial sectors starting in 
2017 accounts for the growth of GDP in recent times. Consequently, at 
the end of 2019, Ghana projected higher growth in nonoil sectors over the 
period 2020–22.
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Table 7-1.  Real GDP and Sectoral Growth Rates (Percent), 
2014–22

Year 2014 2015 2016 2017 2018 2019 2020* 2021* 2022*

Overall 2.9 2.2 3.4   8.1   6.3 7.0 6.8 4.9 4.6
Nonoil 2.7 2.2 4.6   4.6   6.5 5.9 6.7 5.9 5.5
Agriculture 0.9 2.3 2.9   6.1   4.8 6.4 5.1 5.8 5.3
Industry 1.1 1.1 4.3 15.7 10.6 8.8 8.6 3.3 3.3
Services 5.4 3.0 2.8   3.3   2.7 5.4 5.8 6.0 6.9

Sources: Authors’ calculations using data from Ghana Statistical Service (2020) and 
MoF (2020).

*Projected.

The service sector is the largest contributor to GDP. The share of 
agriculture in GDP has declined steadily, from 30.4 percent in 2006 to 
19.7 percent in 2018. The services sector, which has seen a steady rise in its 
contribution to GDP in the last decade, has become the leading sector in 
terms of sectoral contribution.

Although this pattern is consistent with trends in other parts of Africa, 
it is inconsistent with the traditional narrative of structural transforma-
tion. As Page (2018) notes, between 1998 and 2015, services exports grew 
more than six times faster than merchandise exports across Africa, indi-
cating the relevance of the sector in recent times. Notably, economic growth 
has largely been jobless.

As shown in figure 7-1, the average ratio of employment growth to GDP 
growth is only 0.5, which indicates a generally weak relationship between 
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GDP growth and employment. Challenges with job creation in the country 
are attributable to both demand and supply factors. On the supply side, as 
in other African countries, a high fertility rate, improved health care, and 
increased educational attainment have led to a significant expansion in the 
working-age population. On the demand side, mineral exports, mainly  
the commencement of commercial oil production in 2010, continue to be 
the drivers of growth. These activities are not typical of the labor-intensive 
ones that the country needs in order to absorb the masses of youth seeking 
employment.

The jobless growth trajectory observed in Ghana and the poor perfor-
mance of its manufacturing sector have made it necessary for policymakers 
to direct attention to identifying and supporting sectors with greater 
employment potential. Ghana needs to chart a course to explore alternative 
development strategies rather than rely on a structural transformation 
model based on “traditional” manufacturing activity. Page (2019) has 
observed that many African economies are turning to “industries without 
smokestacks” (IWSS) to lead structural change. This trend, to a large 
extent, is being driven by the dominance of the services sector and the fact 
that services can be tradable. But notwithstanding this, it is important to 
note that the sustainability of any employment strategy that is based on 
IWSS depends on the employment prospects of IWSS, especially the gen-
eration of much-needed jobs for youth.

New technologies and the integration of the global economy have 
revealed the growth potential of some sectors. Such sectors, termed indus-
tries without smokestacks, display characteristics of traditional manufac-
turing: they have tradable output, have higher than average value added 
per worker, exhibit a capacity for technological change and productivity 
growth, and display evidence of agglomeration economies. According to 
Newfarmer, Page, and Tarp (2018), IWSS include agro-industries and 
horticulture, tourism, business services, and transportation and logistics. 
This country study identifies agro-processing and tourism as the IWSS sec-
tors with significant potential to lead in the diversification of the Ghanaian 
economy.

The agro-processing and tourism sectors are already targeted under 
the government’s flagship industrial transformation program. The inten-
tion of government is to develop Ghana’s industrial landscape for their 
products to diversify away from cocoa and mineral exports. The govern-
ment expects that these sectors will be instrumental in addressing the 
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challenges of job creation, promote import substitution, increase revenues 
from exports, and boost the generation of rural incomes.

An incentive program has been developed to support the growth of these 
sectors. Both sectors have been found in the literature to have high employ-
ment potential and high demand for low to moderate skills, a feature that is 
consistent with the characteristics of the Ghanaian labor market. The agro-
processing industry is dominated by microenterprises and small firms 
involved in adding value along the agricultural value chain in horticultural 
products, vegetables, roots and tubers, and palm oil for both domestic and 
foreign markets. In tourism, Ghana has several natural, cultural, and heri-
tage resources (historical forts and castles), national parks, a beautiful coast-
line, unique art, and cultural traditions that can be a source of attraction for 
the international community.

Employment Patterns and Salient Features

In general, despite the Ghanaian economy’s impressive performance of late, 
employment patterns have not changed much. According to the latest labor 
force survey (2015), 67.9 percent of the working-age population is actively 
employed; 71.4 percent of males are employed and 64.7 percent of females. 
This trend is consistent across all regions of the country.

Table 7-2 presents data on unemployment trends in the country by 
gender, location, and age cohort based on existing household surveys and 
the population census. The rate of unemployment has risen marginally 
over the years. Women have a higher unemployment rate than men, while 

Table 7-2.  Trends in Unemployment in Ghana, 1992–2017

Unemployment

GLSS 3 GLSS 4 GLSS 5 GLSS 6 GLSS 7
Population 

census

1992 1999 2006 2013 2017 2000 2010

Total 2.3 2.7 3.1   5.2 5.1 10.4   5.8
Male 2.2 3.4 3.2   4.8 4.5 10.1   5.4
Female 2.4 2.2 3.0   5.5 5.7 10.7   6.3
Urban 6.7 5.8 6.1   6.5 7.8 12.8   8.0
Rural 0.5 1.2 1.3   3.9 3.5   8.6   3.5
Youth (15–24) 5.2 5.0 6.6 10.9 7.1 16.7 12.9
Adults (25+) 1.4 2.1 1.9   3.4 4.1   8.6   4.0

Sources: Calculations from Ghana Living Standards Survey (GLSS) 3, 4, 5, 6, and 7; 
Population and Housing Census 2000, 2010.
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the unemployment rate among urban dwellers is higher (7.8 percent in 
2017) than rural dwellers. The unemployment rate among young people is 
higher compared with their older counterparts.

Attempts to use industrial policy to enable the manufacturing sector to 
generate jobs for young people have not been successful. As Ackah, Adjasi, 
and Turkson (2014) note, Ghana’s industrial policy1 was designed to pro-
mote increased competitiveness and enhanced industrial production. It 
was also designed to provide a broader range of fair-priced, better-quality 
products for domestic and international markets.

Figure 7-2 shows the pattern of employment by sector between 1990 
and 2018. The services sector has been the country’s leading employer 
since 2014, followed by agriculture and industry, respectively. The distri-
bution of employment by specific sectors in Ghana is consistent with the 
path of structural transformation in most African countries. Employment 
transitions from agriculture into services over time. Agriculture, as of 
2017, employed only 38.6 percent of the total workforce. Over that same 
period, the contribution of the services sector to employment grew from 
25.1 percent of the total workforce to 44 percent. Most jobs in the services 
sector are low-productivity activities with little or no connection to inter-
national markets. In addition, most employment in the services sector is 
informal and precarious.

Table 7-3 provides a breakdown of employment by sectors across IWSS 
and non-IWSS sectors between 2013 and 2017. Agro-processing and tourism 
(both IWSS) are among the sectors that experienced increases in employ-
ment and growth rates between 2013 and 2017. Within non-IWSS sectors—
that is, other agriculture, forestry and fishing and wholesale and retail—we 
observe significant changes in employment across the two periods.

Table 7-4 provides a breakdown of labor productivity by sectors across 
IWSS and non-IWSS between 2013 and 2017. IWSS sectors show higher 
productivity than manufacturing and non-IWSS sectors. IWSS sectors 
such as information and communications technology (ICT) and financial 
and business services have very high productivity. Among the non-IWSS 
sectors, mining and utilities have the highest productivity, and the lowest 
productivity is in informal trade.

Figure 7-3 seeks to show the extent of structural transformation that is 
ideally expected to transition from low-productivity low employment to 
increasing employment in highly productive IWSS sectors. The slope of 
the linear regression line indicates whether structural transformation has 
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Table 7-4.  Labor Productivity by Sector

Sector

 
 
 

Labor productivity

2013 2017

Ghanaian cedi per 
worker (’000s)

Total  24.1 22.6

IWSS  27.9 27.8
Agro-processing  15.6 11.4
Construction  50.0 41.5
Export crops and horticulture  15.6 17.3
Financial and business services  97.5 123.6
Information and communications technology 135.6 196.9
Tourism  20.7 26.3
Trade (formal)  32.6 27.2
Transportation  9.0 7.4
Other IWSS services   

Manufacturing  25.8 21.1

Non-IWSS  20.5 18.8
Agriculture (mainly subsistence)  10.3 11.4
Government  21.6 53.3
Mining  138.1 158.0
Trade (informal)  12.9 8.8
Utilities  108.2 131.9
Other non-IWSS  44.6 29.6

Sources: Authors’ calculations based on GLSS 6 and 7 Surveys from the Ghana 
Statistical Service.

been growth-inducing (positively sloped) or non-growth-inducing (nega-
tively sloped). The sizes of the bubble represent the sector’s share of employ-
ment in 2016/17. The bubbles with a dotted outline indicate the IWSS 
sectors, the black bubbles are manufacturing, and the gray bubbles are non-
IWSS activities.

As shown in the figure 7-3, labor is moving from traditional agriculture 
into higher-productivity sectors. Although a negative association is observed 
between the change in employment and productivity (i.e., a downward-
sloping regression line), this association is not significant and does not pro-
vide evidence of growth-inducing structural transformation. In addition, 
while workers in manufacturing have relatively high productivity compared 
with workers in traditional agriculture, labor resources are still dominated 
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in relatively low-productivity sectors. More importantly, typical IWSS sec-
tors are more productive than traditional agriculture and absorb a significant 
share of the change in employment in the 2013–17 period; thus IWSS sectors 
are playing a major role in employment.

Patterns of Growth: The Role of IWSS

Industries without smokestacks are newly emerging sectors that have 
similar characteristics to manufacturing and are beginning to play a role sim-
ilar to manufacturing, especially in employment numbers. Page (2019) 
provides an important working definition of IWSS as activities that are 
tradable, have high value added per worker—relative to average, economy-
wide productivity—exhibit the capacity for technological change and pro-
ductivity growth; and show evidence of scale and/or agglomeration economies. 
Examples of sectors exhibiting these characteristics include horticulture 
and high-value agri-business, tourism, ICT-based services, business 
services, and other tradable services (e.g., transportation and logistics). In 
the case of Ghana, we have identified two IWSS sectors: agro-industry 
and tourism.

Natural log of sectoral productivity

Change in employment shares

Agro-processing

Trade
(informal)

Trade (formal)

Manufacturing

Construction
Utilities

ICT

Transportation
Traditional agriculture

7

6

5

4

3

2

1

0

Tourism

Export crops &
horticulture

Financial & business
services

Government

–30.00% –20.00% –10.00% 0.00% 10.00% 20.00% 30.00%

Mining

Other
non-IWSS

FIGURE 7-3 . Sectoral Change in Employment Shares  
and Total Productivity

Source: Authors estimations based on GLSS 6 and 7 Surveys from the Ghana Statistical Service.
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Agro-industry

For the purpose of this study, “agro-industry” refers to value added that 
originates from agriculture, forestry, and fisheries, and that includes 
simple preservation operations such as drying products to more complex 
processing, such as upstream processing (processing of agricultural 
commodities into intermediate products) and downstream processing 
(processing of intermediate agricultural products to finished products).

The agro-processing industry in Ghana is dominated by microenterprises/ 
firms involved in value added of horticultural products (cut fruit and fruit 
juices, vegetables, roots and tubers, nuts, and palm oil) as well as rice and 
flour milling, fish canning and smoking, cotton ginning, textiles and gar-
ments, bakeries, beverages (both alcoholic and nonalcoholic and medicines), 
dairy products, footwear, and paper. A study of food crop agro-processing 
firms in Ghana shows that 85 percent of all these firms are microenterprises, 
12 percent are small firms, and only 3 percent are medium-sized or large 
firms (Afful-Koomson and Fonta 2015). The dominance of microenterprises 
and small firms within the agro-processing industry is confirmed by the 
Integrated Business Establishments Survey (IBES) done by the Ghana 
Statistical Service (GSS 2017b).

Table 7-5 shows the distribution of firms within the agriculture and 
manufacturing subsectors in 2015 (GSS 2017b).2 Most firms (80.7 percent) 
within agriculture and manufacturing are microenterprises, while small 
firms constitute 17.5 percent. Medium-sized to large firms makes up about 
2 percent of the 102,268 firms that are in agriculture and manufacturing.

Table 7-5.  Distribution of Firms in Agriculture and 
Manufacturing, 2015

Firm Size  
(number of employees)

Agriculture1 
(%)

Manufacturing 
(%)

Total 
(%)

Microenterprises (1–4) 59.3 89.3 80.7
Small (5–19) 26.1 17.2 17.5
Medium-sized (20–49) 6.9 1.0 1.1
Large (50+) 7.7 0.5 0.7
Total (%) 100.0 100.0 100.0
Total number of firms 2,831 99,437 102,268

Source: Author’s calculations using data from the GSS (2017b) Integrated Business 
Establishment Survey.

1Includes forestry and fishing.
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Agro-processing is the most important subsector of the manufacturing 
sector in output and employment, with food and beverages representing the 
largest component of processed commodities. Agro-industry is dominated 
by Ghanaians, who own about 99 percent of all manufacturing firms in the 
country. Of this number, over half are agro-processing firms. While about  
9 percent of large firms in Ghana are owned by foreign entities, less than  
2 percent of micro to medium-sized firms are owned by foreigners (GSS 2017a).

Data from the IBES (GSS 2017b) indicate that, in 2015, about 450,000 per-
sons were engaged in agro-processing and related activities. Of these, 24,494 
were engaged in the manufacture of beverages, 96,405 in food manufac-
turing, and over 50,000 in firms operating in crop and animal production, 
forestry and logging, and fish and aquaculture activities.

Medium-sized to large-scale processors often resort to backward  
integration for the procurement of inputs and forward integration for the 
distribution of processed products. Multinational agro-processors are 
increasingly making use of contract relations in the procurement of agricul-
tural inputs where they can specify their quality and quantity.3

Despite the limited value addition in agro-processing, there are some 
notable value chains. Such chains include palm oil, grains (rice, maize [corn], 
and sorghum), cassava, fruit, cocoa, cashew nuts, and rubber (MoFA 2015).

Figure 7-4 shows the pattern of export values for five typical agro- 
processing subsectors: meat and meat preparations; dairy products and birds’ 
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eggs; fish, crustaceans, mollusks, and preparations thereof; vegetables and 
fruit; and coffee, tea, cocoa, spices, and manufactures thereof. Evidence 
from the figure shows that the value of exports for these products has been 
increasing steadily, from $6.5 million in 2001 to about $20.9 million in 2018.

Tourism

Tourism has recently seen increased attention due to the view that it can 
become an effective tool for job creation. The sector’s importance in the 
country’s diversification drive is gradually increasing, largely as a result of 
several policies initiated by the government. The importance of the sector 
is further demonstrated by the government’s intention to renovate and 
improve various tourist sites. Ghana has several natural, cultural, and heri-
tage resources (historical forts and castles), national parks, a beautiful coast-
line, unique arts, and cultural traditions that can be a source of attraction 
for the international community. The country can leverage these sites to 
address problems of unemployment and poverty.

The tourism sector is labor-intensive, mainly made up of the accommo-
dation and food service subsectors and the arts, entertainment, and recre-
ation subsector. Economic activities within the sector support a diverse and 
versatile labor market, by providing micro- and small-scale employment 
opportunities, such as travel and tours, handicrafts, music and dance, and 
Ghanaian cuisine. The major players in the sector are the Ghana Tourism 
Authority, hotels and resorts, restaurants and nightclubs, travel agents and 
tour operators, theater arts operators, music industry players, creative arts 
producers, and producers of arts, crafts, and handicrafts.

Firms operating within the tourism sector are mainly micro and small 
firms. Typically, these firms include hotels and other accommodation pro-
viders, travel agents, transport owners, and firms providing various forms 
of arts, culture, and entertainment recreation. As shown in table 7-6, less 
than 2 percent of firms in tourism are medium-sized, indicating that the 
sector provides crucial employment opportunities at the micro- and small-
scale level.

Over the past decade, employment in the sector has grown over 10 per-
cent annually, mainly in direct employment in accommodation and food 
services; creative arts and entertainment; libraries, archives, museums, 
and other cultural activities; gambling and betting (mainly sports bet-
ting); as well as sports, amusement, and recreation activities. Between 
2005 and 2015, employment in tourism more than doubled, from 172,823 
to 393,000, representing an increase of about 127 percent, mainly on 
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account of an expansion in accommodation and food and beverage service 
activities.

In 2015, accommodation and food service activities accounted for 
92.6 percent of the jobs in the tourism sector. Of every four persons 
employed within the tourism sector, three are engaged in the food and 
beverage service activities (table 7-7).

The IBES data given in 2015 show that employment in tourism is mainly 
concentrated in accommodation and food service activities (over 93 per-
cent). Hotels and tourist shops employed 85 percent of those engaged in 
accommodation and food service activities, and restaurants accounted for  
9 percent, while tour operations and car rentals accounted for 6 percent of 
jobs under accommodation and food services.

Available statistics from the Ministry of Tourism, Arts and Culture 
(MoTAC) suggest that the amount of receipts from tourism has increased, 
although the sector’s contribution to both GDP and total export receipts has 
decreased in recent times. Several possible factors account for the decline, 
including a slowdown in economic growth between 2014 and 2016, inade-
quate support from the government, and the Ebola virus outbreak in some 
West African countries. Domestic tourism increased from 1,353,253 visitors 
to tourist sites in 2016 to 1,420,915 in 2017, with corresponding receipts 
from GHS3,210,565 ($583,739.57) in 2016 to GHS3,531,622 ($642,113.09) in 
2017 (MoTAC 2020).

Although the tourism sector’s contribution to both GDP growth and 
total export receipts has decreased in recent years, it remains strong. Par-
ticularly, starting in 2011, the decrease in the sector’s share of GDP could 

Table 7-6.  Distribution of Firms in Tourism, 2015

Firm size (number of 
employees)

Accommodation 
and food service 

(%)

Arts, culture, 
entertainment, 
and recreation 

(%)
Total  
(%)

Micro (1–4) 85.9 91.9 86.5
Small (5–19) 12.7 5.9 12.1
Medium-sized (20–49) 1.0 1.4 1.0
Large (50+) 0.3 0.8 0.4
Total (%) 100.0 100.0 100.0
Total number of firms 56,352 5,845 62,197

Source: Authors’ calculations using data from the GSS (2017b) Integrated Business 
Establishment Surveys, 2015.
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Table 7-7.  Employment Shares of Subsectors in Tourism, 2015

Sector
Number of 

establishments

Number 
of persons 
engaged

Share of 
employment 

(%)

Accommodation and food 
service activities 

44,956 229,413 93.3

Accommodation 3,969 44,308 18.0
Food and beverage service 

activities 
40,686 183,280 74.6

Travel agency, tour operators, 
reservation

301 1,825 0.7

Arts, entertainment, and 
recreation 

4,657 16,385 6.7

Creative, arts, and entertainment 
activities 

351 3,752 1.5

Libraries, archives, museums, 
and other cultural activities 

71 838 0.3

Gambling and betting  
activities 

3,575 8,577 3.5

Sports activities and amusement 
and recreation activities 

661 3,218 1.3

Total tourism 49,612 245,798 100.0

Source: Authors’ calculations using data from the GSS (2017b). Integrated Business 
Establishment Surveys.

be attributed to the significant contribution of the oil and natural gas sectors, 
due to the discovery of oil in commercial quantities. Also, information from 
the Ghana Tourism Authority suggests that the number of licensed hotel 
rooms (including star-rated hotels) and licensed travel agents and tour oper-
ators has increased, suggesting the existing opportunities for employment 
generation within the tourism sector. Total jobs created in both formal and 
informal tourism enterprises increased from 438,000 in 2016 to 506,967 
in 2018.

In the effort to boost tourism and take advantage of the country’s his-
torical sites, the government launched the Year of Return campaign in 
2019 to commemorate 400 years since the arrival of the first enslaved 
Africans in Jamestown, Virginia, in the United States. The objective of 
the campaign was to position Ghana as a key travel destination for African 
Americans and the members of the African diaspora who were wishing to 
trace their ancestry—marketing Ghana as a tourism destination. The success 
of the Year of Return program in boosting tourism—preliminary estimates 
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point to about 200,000 additional international arrivals, with 1.5 million 
total visitors in 2019—resulted in the development of a follow-up program, 
named Beyond the Return, which is further expected to boost tourism. 
Evidently, prospects for tourism are enormous, with important employ-
ment implications.

Sectoral Decomposition in Employment and Productivity:  
IWSS Sectors in Comparative Perspective with Non-IWSS  

Sectors over the Last Decade

The pattern of employment in Ghana generally reflects the changes that 
have taken place in the structure of the economy in favor of the services 
sector. As shown in table 7-3, employment in agro-processing grew at an 
annual rate of 11.1 percent between 2013 and 2017, outpacing both manufac-
turing and non-IWSS sectors. Within IWSS, growth was also particularly 
strong for construction and formal trade activities. Table 7-8 shows the dis-
tribution of skills across a selected set of IWSS and non-IWSS sectors.

In the area of skills, the World Bank Enterprise Survey of 2013 showed 
that the food sector was the most productive, with over 50 percent of its 
production workforce being skilled. This is, however, low compared with 
garments, but greater than textiles and close to the average for both IWSS 
and non-IWSS (table 7-8). The average number of years of experience for a 
top manager in the food sector is 15 years—a similar value for other sectors 
that are not IWSS. However, that number is lower for other IWSS sectors 
that are classified under agro-processing, such as garments, leather, and 
wood, with 18 years of average experience. This confirms our selection of 
agro-processing as a typical IWSS sector in Ghana due to the level of pro-
ductivity observed, proxied by food processing.

Policies to Promote Agro-industry

Recently, the Government of Ghana launched a 10-point agenda as its 
central policy for industrialization. This agenda prominently features 
agro-processing.

So far, the National Industrial Revitalization Programme has selected  
80 distressed local industries for stimulus packages, which should be used to 
augment the expansion of these businesses, enabling them to create jobs and 
compete globally. The “One District One Factory” (1D1F) initiative seeks to 
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Table 7-8.  Distribution of Skilled Workers Across IWSS and 
Non-IWSS Sectors

Product sector

Proportion of 
production 

workforce who 
are skilled

Ratio of 
skilled to 
unskilled

Number of 
years of 

experience of 
top manager

IWSS 53.5 1.7 15.5
Food processing 50.2 1.0 15.3
Textile 31.6 0.5 12.4
Garments 78.6 3.7 18.9
Publishing 54.9 1.2 20.0
Wood 58.7 1.4 20.8
Paper 62.1 1.6 14.0
Leather 65.2 1.9 23.0
Transportation 45.0 0.8   7.5
Non-IWSS 53.3 1.3 15.7
Recycling 26.7 0.4 11.5
Refined petroleum 43.6 0.8 13.3
Chemicals 47.8 0.9 15.5
Basic metal 49.1 1.0 14.2
Nonmetallic 56.5 1.3 13.1
Furniture 58.7 1.4 17.0
Electronics 59.8 1.5 14.8
Fabricated metal 62.2 1.6 15.4
Plastics and rubber 62.7 1.7 19.2

Source: Authors’ calculations using data from the World Bank Enterprise Survey (2013).

identify and create business opportunities in local districts and harness the 
strengths and resources of locals through the use of efficient technology and 
demand-driven value chain processes. It is designed as a comprehensive pro-
gram for rural industrialization, driven by the private sector and involving 
setting up at least one medium-sized or large-scale factory in each of the 
administrative districts of Ghana—that is, factories in all 265 districts in the 
medium term. The main objective is to create employment, particularly for 
youth in rural and peri-urban communities and reducing rural-to-urban 
migration. The focus is mainly on higher value added in agro-processing for 
import substitution and exports as well as tourism.

The 1D1F flagship program, based on government estimates, is expected 
to create 7,000 to 15,000 jobs per district—and 1.5 million to 3.2 million 
nationwide by the end of 2021. By the end of 2019, 181 factories had been 
established, and an estimated 14,000 direct jobs and over 100,000 indirect 
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jobs had been created (MOTI 2019). The sectoral distribution of firms 
already established indicates that 56 percent of the firms are/will be engaged 
in agro-processing, 22 percent in other manufacturing, and 5 percent in 
poultry/fish/livestock processing.

Several factors make the agro-processing sector viable in Ghana, 
including the country’s diverse agro-ecological zone, which supports var-
ious agricultural products that can be processed; a well-endowed network of 
water bodies that can support agriculture, especially during the lean sea-
sons; and numerous incentives already in place to promote agro-processing 
in the country (Owoo and Lambon-Quayefio 2017). Indeed, a technical, 
financial, and commercial viability analysis was conducted for firms that 
submitted proposals for the government’s flagship 1D1F initiative, and, out 
of 462 proposals that were received, 191 were found to be viable (MoF 2018), 
demonstrating the economic viability of the agro-processing.

The Ghana Trade and Investment Gateway Project, with the support of 
the World Bank, established industrial parks under the Ghana Free Zones 
Board as export-processing zones (Ackah, Agyire-Tettey, and Turkson 
2020). The projects under current development include the Dawa Industrial 
Zone, the West Park, and the Appolonia Business Park (all of which are 
located in Southern Ghana). Other feasibility studies are being explored in 
Central Ghana (Boankra-Ashanti Region) as well as in Northern Ghana.

Policies to Promote Tourism

The overall policy directives for the tourism sector are detailed in the 
National Tourism Development Plan (2013–27). The Ghana Tourism 
Development Project is a World Bank–funded project that seeks to improve 
the performance of tourism in targeted destinations in Ghana. The project 
is a direct response to a series of critical challenges confronting Ghana’s 
tourism industry.

The National Tourism Development Plan seeks to strengthen the 
tourism-enabling environment; develop tourism sites and destinations; 
and provide support to tourism enterprises. This program is supported by 
projects such as the Marine Drive Tourism Investment Project, which com-
memorates 400 years of slavery (Year of Return) and the See Ghana, Eat 
Ghana, Wear Ghana, Feel Ghana campaign.

The Marine Drive Tourism Investment Project is a government initia-
tive aimed at developing sections of the coastline of Ghana’s capital city into 
a state-of-the-art tourism and hospitality enclave. It will cover over 240 acres 
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of land near the Arts Centre in downtown Accra. According to the Ministry 
of Tourism, when completed, Marine Drive Ghana will attract more invest-
ment in trade and improve tourism in addition to generating revenue and 
employment as well as increasing foreign exchange earnings.

The Year of Return program in 2019 marked 400 years since the first 
enslaved Africans arrived in Jamestown, Virginia, in the United States. 
Ghana used this campaign to market the country as a tourism destination 
with transatlantic trade appeal. The year-long event was designed to incen-
tivize diaspora returnees by waiving some visa requirements and permitting 
people of African origin the right to apply for an indefinite stay, all in a bid 
to boost tourism. Preliminary estimates from the Ministry of Tourism, 
Arts, and Culture show that there were about 200,000 extra international 
arrivals out of the 1.5 million total number of visitors for 2019, with an addi-
tional $1.9 billion in revenue realized—indicating the potential that exists in 
tourism for the country.

Constraints on IWSS Growth

In spite of the enormous potential of the IWSS sectors to structurally trans-
form the Ghanaian economy, there are constraints that need to be addressed 
to help unlock the potential of these IWSS sectors in driving the structural 
transformation needed for sustained and resilient economic growth and 
development. In Ghana, these include the regulatory environment and 
requirements, infrastructure, human capital/skills, export capacity, and firm 
capabilities, along with constraints within production value chains and the 
potential for future output and employment growth and labor demand.

The Regulatory Environment and Requirements

The regulatory environment within which firms operate in Ghana imposes 
constraints and invariably increases the costs of operations. It is well docu-
mented in various studies on enterprise development in Ghana that the regu-
latory environment imposes excessive and unnecessary burdens and 
increased costs on small and medium-sized enterprises (Ackah, Adjasi, 
and Turkson 2014; Turkson 2010; Abor and Quartey 2010; Baah-Nuakoh 
et al. 2002).

Ghana has lately made some attempts to reform the regulatory frame-
work to support micro and small firms that were often neglected in earlier 
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reforms. Recently, policymakers have devoted their attention to both the 
agro-processing and tourism sectors because of the potential that these 
two sectors have to become significant job creators, in addition to their 
contribution to output and diversification away from dependence on a few 
primary commodities and minerals. The major challenge, however, has 
been with the enforcement of the reforms. The Ghana Tourism Develop-
ment Plan reported a lack of enforcement of planning control and guid-
ance, leading to inappropriate development to the detriment of tourist 
resources. Relatedly, there has been a lack of enforcement of rules aimed at 
ensuring the environmental quality of tourism sites and beaches.

The general regulatory framework has improved marginally, as shown in 
the country’s performance on the World Bank’s Doing Business indicators 
(table 7-A1 in this chapter’s appendix), Ghana’s overall score increased from 
57 percent in 2016 to 60 percent in 2020, propelling the country up the rank-
ings, from 118 to 108. Specific improvements in the regulatory frameworks 
in access to electricity, trading across borders, and dealing with construction 
permits were major factors in this change in rank.

Infrastructure

The distribution of Ghana’s infrastructure generally reflects the country’s 
spatial distribution of economic activity, with a greater density in the 
south than in the north. The World Bank reports that Ghana’s infrastruc-
ture platform is generally advanced, especially when compared with other 
low-income countries in Africa (World Bank 2010). Institutional reforms 
targeting ICT, ports, roads, and water utilities have substantially contrib-
uted to this success (World Bank 2010). Ghana has succeeded in increasing 
household access to telephone, power, and water services by developing its 
national infrastructure. This success has not been confined to urban areas: 
rural water, electricity, and global systems for mobile communication cov-
erage rates are impressive. However, in 2016, a report by the Ghana Insti-
tution of Engineers ranked Ghana’s roads and bridges, electric power, and 
potable water infrastructure systems and networks as generally in a poor 
to fair condition.

Ghana’s National Tourism Development Plan (2013–27) identified 
poor road infrastructure to reach major tourist sites as a constraint on the 
sector’s growth. More specifically, it notes that road travel along transit 
corridors is prone to delays, as a result of poor road conditions (potholes, 
untarred sections, and a lack of general maintenance); frequent, severe 
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speed humps; too many and frequent police checkpoints; toll booths; cus-
toms posts; and congestion where the roads pass through towns. Proposals 
have been made to restore some railway networks through the establish-
ment of a more modern railway network that offers opportunities for 
tourist movement as well as specific railway-based tourism activities.

The Tourist Sector Development Project (2018) indicated that the cost 
constraining growth in the sector is the cost of energy. According to the 
report, energy costs represent about 40 percent of operational cost for hotel 
accommodations. Energy costs in Ghana are four times the regional average 
due to poor energy policies, debts downstream of the energy sector, multiple 
illegal connections, and a failure of the government to pay energy bills.

For agro-processing, constraints relating to poorly developed rural 
infrastructure (mainly poor roads and the high cost of installing electricity) 
hamper the ability of actors along the agro-processing value chain to com-
pete effectively. There has been significant improvement in the time and cost 
it takes to get electricity installed over the last five years, as seen in table 7-A1 
in the chapter appendix.

Skills

Ghana’s National Tourism Development Plan (2013–27) identified a gap 
between the quality and quantity of human resources in the tourism 
sector. Currently, there is no clear national policy framework on training 
and development of human capital for public, private, and informal firms 
in the sector. Other challenges include a poor quality of data on human 
resource development and employment, limited linkage of ICT with 
tourism human resource development, and low public awareness of tourism 
employment opportunities.

Most of the agro-processors in Ghana are household or domestic proces-
sors that add little value to agricultural commodities. This is mainly because 
most of these processors have no or low education, lack formal training (skills 
in agro-processing are acquired mostly through apprenticeship training), 
and make use of very simple and locally manufactured technology.

Capacity to Export

Tourism is Ghana’s fourth-largest foreign currency earner after the major 
primary export sectors of gold, cocoa, and remittances. Tourism busi-
nesses are subject to standards, such as trading standards, import and 
export rules, consumer protection, and business registration and licensing. 
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These businesses have not received the incentives that apply to other sec-
tors, such as tax relief. Lengthy, expensive, and complicated visa proce-
dures and policies have limited the development of air travel, and they 
continue to be obstacles to the continued expansion of travel and the 
exporting of creative goods.

In agro-processing, entrepreneurs have had a strong desire to export, but 
several constraints hinder their ability to do so. Ghanaian exporters remain 
uncompetitive because of higher trade costs and infrastructure constraints. 
Attempts to increase the proportion of storage facilities as efforts to reduce 
postharvest losses in the agricultural sector can benefit agro-processing 
firms. Turkson (2018) has identified burdensome documentation require-
ments, time-consuming customs procedures, and inefficient port operations 
that lead to corruption at the ports to be one of the main reasons for very 
high trade costs in Ghana. In addition, due to the highly perishable nature of 
most agro-processing products, the lack of cold storage facilities has been a 
major constraint on exports. Other constraints include the seasonality of 
agricultural produce as a hindrance to increasing capacity and the inability of 
exporters to meet strict phytosanitary standards to remain competitive.

Firm Capabilities

The agro-processing industry in Ghana is not well advanced, with a rela-
tively low degree of value added for agricultural commodities, and very few 
linkages with marketing and financial services in addition to the use of simple 
technology. This situation is partly due to small firm sizes that make most of 
the firms operate below capacity or use inefficient technologies. These bot-
tlenecks are revealed in the country’s high dependence on imported goods. A 
study by Gyeke-Dako and others (2017) of Ghana’s participation in the global 
value chain revealed that there is very little transformation for exports and 
imports, implying that there are minimal value added and limited participa-
tion along the value chain.

Constraints within the Value Chains

The value chains of both agro-processing and tourism are not well advanced, 
with a relatively low degree of value added. This result is partly due to the 
dominance of small firms along the value chain along with underdeveloped 
processes. Gyeke-Dako and others (2017) have shown that Ghana’s participa-
tion in the global value chain is limited, as there is very little transformation 
for exports and imports.
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In tourism, there are numerous sectors within the value chain, including 
accommodations, medical centers, agriculture, aviation, entertainment, and 
public transportation. The main challenges in this value chain are labor con-
straints, poor institutional arrangements, and inadequate funds to support 
tourism projects. As indicated in the Ghana Tourism Development Plan 
2011–27, one of the main complaints by both domestic and foreign tourists in 
Ghana is about the poor level of the quality of services in tourism, mainly as 
the result of the low quality of the workforce. With the exception of the 
higher star-rated hotels, which make use of extensive information technology 
infrastructure for all services and have well-trained staffs, most hotels and 
tourist sites lack skilled personnel and do not have the needed software and 
expertise to facilitate their technical operations. The industry is mainly made 
up of private micro and small firms, but upskilling the workforce through 
training and capacity development is not prioritized.

The Potential for Future Output and Employment Growth  
and Demand for Labor

Both the agro-processing and horticulture, as well as tourism, have the 
potential for growth and employment. The government has created plans 
for the two sectors to be given financial and policy support, as outlined in 
the country’s budget and development agenda. Moreover, the skill require-
ments of these two sectors are already abundant in the country. Ghana has 
a very youthful population, which can meet the needs of the two sectors.

Agro-processing is currently one of the priority sectors under Ghana’s 
policy of developing strategic anchor industries. Activities within the sector 
are going to be driven by the private sector but supported by the government 
in land acquisition, land registration, and the provision of infrastructure. 
The government also intends to support the development of industrial parks. 
These initiatives, according to the government, are expected to boost growth 
through the provision of employment opportunities for youth, while 
enhancing the country’s competitiveness.

In tourism, the government is encouraging the private sector to partici-
pate by supporting the development of various projects. Key among such 
projects is the upgrading of road infrastructure to various tourist sites, the 
development of government priority projects such as the Marine Drive 
Tourism Project, upgrades to various tourist sites, and the development of 
linkages between the tourism sector and other sectors such as agro-industry. 
These initiatives are expected to increase the number of international 
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travelers, as well as increase visitors’ lengths of stay. The National Tourism 
Development Plan projects that the proportion of domestic tourists will 
increase by 60 percent, and international travel by 15 percent, in the short to 
medium terms. The contribution of the tourism sector to the country’s GDP 
is further expected to increase significantly (Ministry of Tourism 2012).

There is a large pool of unemployed—and young—labor that can be 
relied on to improve the agro-processing and tourism sectors. In 2016/17, 
more than a third of the unemployed were between 15 and 24, and more than 
half were between 15 and 34 (table 7-9)—an increase from 2012/13. In 
2016/17, about 62 percent of the unemployed population had a basic educa-
tion, and 29 percent had a secondary education.

There appears to be a declining proportion of the unemployed with a 
basic education and an increase in those with a secondary education. 
Under the current government’s policy of providing free education at the 
secondary level, it is generally expected that average education of the total 
labor force of Ghanaians will gradually transition from the basic to the 
secondary level. This can significantly enhance the productivity of jobs 
and increase average wages.

Under the country’s current 10-point agenda for industrial transfor-
mation, various sectors with high growth and employment generation 
potential have been identified as strategic anchor industries, including 
agro-processing. The strategy for boosting the agro-processing sector 
includes at least four themes: improving production efficiency; develop-
ment of products; storage, processing, and transportation; and marketing.

Table 7-9.  The Demographic Pattern of the Unemployed in Ghana

Demographic group 2012/13 2016/17

Gender
Male 48.9 37.9
Female 51.0 62.1

Age (years)
15–24 36.0 40.7
25–34 29.8 30.0
35–65 34.1 29.3

Education
Less than secondary 76.8 62.1
Secondary 17.1 28.6
Postsecondary   6.1   9.3

Source: GLSS 6 and 7.
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The Government of Ghana is strongly leveraging the uptake of tech-
nology and digitization to improve administrative systems through initia-
tives such as the introduction of a national identification card, digital 
property addressing system, paperless port systems, mobile money inter
operability, and land digitization with block-chain technology. Where the 
agro-processing sector dominates, there are attempts to establish the Ghana 
Design and Manufacturing Centre, which will be a center of excellence for 
the design, manufacturing, and technology commercialization of manufac-
turing activities.

Scenarios for the Future: Projecting Output and Employment 
Growth and Demand for Skilled Workers

As discussed, both the agro-processing and tourism sectors in Ghana display 
a potential for high growth and employment, spurred on by the country’s  
(1) changing demographic patterns of the population; (2) path to economic 
and industrial transformation; and (3) uptake of technology and digitization.

In this section, we present projections for the country’s GDP growth 
as well as labor demand and its skill decomposition for Ghana in 2025 and 
2035. The projections for GDP are based on an annual average growth 
rate of about 8 percent, while the sectoral rates are based on past perfor-
mance and projections (MoF 2019). The projections for employment and 
sectoral employment are based on two rounds of the Ghana Living Stan-
dards Survey, GLSS 5 in 2012/13 and GLSS 6 in 2016/17 (see the chapter’s 
appendix A for assumptions underlying the projections).

The results, as seen in table 7-10, show that with annual GDP growth of 
7.4 percent, employment is projected to grow at a rate of 6.9 percent (with an 
employment output elasticity of 0.86). The IWSS sectors are expected to 
grow by about 8 percent. IWSS sectors that are contributing to this growth 
include hotels and restaurants, finance and insurance, and trade.

IWSS sectors are expected to contribute a little above 50 percent to 
employment by 2035, after a projected decline from a share of 43.3 percent 
in 2017 to 42.1 percent in 2025. Manufacturing and other non-IWSS sectors 
are expected to contribute 9.3 and 37.1 percent, respectively in 2035. The 
annual growth in employment for IWSS sectors is estimated at 10.3 percent 
relative to manufacturing and other non-IWSS sectors by 2035. The IWSS 
sectors driving the growth in employment include agro-processing and 
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horticulture, hotels and restaurants, finance and insurance, transportation 
and storage, and trade. Noticeably, annual employment growth in agro-
processing (7.2 percent) is expected to be double the annual employment 
growth of manufacturing (3.4 percent) and higher than that of non-IWSS 
(4.7 percent) by 2035. Employment annual growth in tourism (hotel and 
restaurants) is expected at a much higher rate (10.7 percent) compared with 
agro-processing (table 7-10).

The estimated pattern of growth and employment is expected to generate 
demand for high-skilled workers for the economy (table 7-11). The skills defi-
nitions are based on educational level: highly skilled workers are those with a 
postsecondary education; skilled workers have either completed secondary 
school or at least have some years of secondary education; and low-skilled 
workers have less than a secondary education or no formal education. For 
instance, the overall share supply of low-skilled workers is expected to decline 
by about 5 percentage points between 2017 and 2035, while that for skilled 
and highly skilled workers is expected to increase by 3 and 2 percentage 
points, respectively, over the same periods. Most of the skill transformation 
of the workforce is expected to occur in the non-IWSS sector. Manufac-
turing is expected to witness the most increase in demand for skilled workers. 
This notwithstanding, Ghana’s economy will remain dominated by low-
skilled workers.

Firm Survey Results

In order to establish whether the trends described above reflect the expe-
riences of firms in the agro-processing and tourism sectors, we conducted 
a survey with selected firms using the Association of Ghana Industries as 
a sampling frame; the sample was restricted to firms in Accra and Tema 
(the main business hubs of Ghana). Firms in Accra and Tema are not dif-
ferent from those in other regions, except for their proximity to the main 
ports. In all, the staffs of 15 agro-processing firms and 10 hotels and res-
taurants (tourism sector) were interviewed, with managers of the firms as 
the main respondents. Descriptive statistics of the sample are presented 
in appendix table 7-A3.

Categorizing firms based on the number of workers, the survey includes 
one small firm, eight medium-sized firms, and six large firms, all in agro-
processing. Firms in the tourism sector include two small firms, four 
medium-sized firms, and four large firms. The average age of employees  
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Table 7-11.  Projected Labor Demand by Skills

Sector

Annual % growth, 
2017–35

Skill shares (%) Labor demand Skill shares (%)
Growth in labor 

demand

Low 
skilled 

(%)
Skilled 

(%)

High 
skilled 

(%)
Low 

skilled Skilled
High 

skilled

Low 
skilled 

(%)
Skilled 

(%)

High 
skilled 

(%)

Low 
skilled 

(%)
Skilled 

(%)

High 
skilled 

(%)

Total population 71 17 13 9,767,902 1,574,801 705,809 66 20 15 7 14 13
Total IWSS 67 20 13 1,376,744 218,044 44,747 65 21 14 13 17 15

Agro-processing and horticulture 93 6 1 1,645,257 193,552 11,915 89 10 1 7 18 3
Construction 81 15 4 362,855 154,897 78,293 61 26 13 3 17 44
Trade 78 17 5 7,233,677 1,007,717 114,465 87 12 1 31 17 3
Hotels and restaurant 78 17 5 640,168 195,085 23,989 75 23 3 11 17 3
Information and communication technology 27 40 33 17,864 81,388 72,452 10 47 42 4 29 31
Transport and storage 79 16 5 996,551 76,298 25,137 91   7 2 19 3 3
Financial and insurance 41 28 31 111,330 31,057 26,662 66 18 16 19 3 1
Real estate 61 19 20 6,489 4,361 5,062 41 27 32 9 29 31

Manufacturing (excl. agro-processing) 84 14 3 941,566 671,140 72,492 56 40 4 3 39 17
Other non-IWSS 73 15 12 380,099 95,180 83,381 67 18 16 4 10 11

Other crops 92 6 1 2,305,742 162,832 31,462 92   7 1 3 4 3
Cocoa 92 7 1 1,338,966 92,226 9,373 93   6 1 11 9 3
Livestock 82 13 5 22,419 3,772 1,257 82 14 5 3 4 3
Forestry and logging 91 4 5 31,921 1,353 1,681 91   4 5 3 3 3
Fishing 94 6 0 86,239 5,379 - 94   6 0 2 1 0
Mining and quarrying 82 13 4 270,938 60,276 7,475 80 18 2 9 15 1
Electricity 74 21 5 27,116 9,616 4,160 66 24 10 7 11 28
Water and sewage 73 9 19 17,162 3,213 4,435 69 13 18 3 9 3
Professional, administrative & support service 59 25 16 126,851 33,935 50,354 60 16 24 9 3 17
Public administration & defense; social security 53 28 19 113,708 64,560 47,142 50 29 21 2 2 3
Education 37 22 41 190,102 538,191 626,685 14 40 46 3 44 25
Health and social work 34 31 35 37,489 109,039 258,139   9 27 64 0 17 43

Other service activities 79 15 6 372,638 152,944 41,791 66 27 7 0 9 3

Source: Authors’ calculations based on Ghana Statistical Service (2018), GLSS 5 and 
GLSS 6. See the appendix to this chapter for the methodology used in making the 
projections to 2035.

2017
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GLSS 6. See the appendix to this chapter for the methodology used in making the 
projections to 2035.

2035 (Projections)
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in agro-processing is 18.8 years, with average total employment of  
146.8 workers. Most of the workforce in agro-processing has a secondary 
education, confirming the moderate skill requirement. The average total 
workforce is 117.7 in tourism, with the majority having at least a post
secondary education.

Identifying Skills in Business

To assess the skills necessary for successful employment in these businesses, 
firms were asked to classify the main occupations of youth (15–24 years) 
workers in their organizations. The skill types include basic skills, social 
skills, problem-solving skills, technical skills, systemic skills, and resource 
management skills. Both the importance and level of the skills were ranked 
on a scale of 1 to 5, where 1 = not important and 5 = very important. The 
definitions of these skill categories were provided in the survey instrument.

Importance and Level of Skills in Agro-processing and Tourism

Details of main occupation classifications for both agro-processing and 
tourism are presented in the appendix. Classification of skills in occupation 
by level of importance and skill, as presented in figures 7-5 and 7-6, shows the 
differences in the relevance of skills for firms.

As shown in figure 7-5, firms in agro-processing ranked basic, social, 
problem-solving, technical, and resource management skills as very impor
tant. Resource management skills—developed capacities used to allocate 

0.0
0.5
1.0
1.5
2.0
2.5
3.0
3.5
4.0
4.5

Basic skills Social
skills

Problem solving
skills

Technical
skills

Systems skills Resource
management

Agro-processing importance Agro-processing level

Scale of importance

FIGURE 7-5 . Importance and Level of Skills for Youth in Agro-processing

Source: Authors’ calculations.
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Tourism importance Tourism level
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2.5
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skills

Problem solving
skills

Technical
skills

Systems skills Resource
management

Scale of importance

FIGURE 7-6 . Importance and Level of Skills of Youth in Tourism

Source: Authors’ calculations.

resources efficiently—include the management of financial resources, 
materials resources, personnel resources, and time management. With regard 
to tourism, the most important skills of youth workers in tourism were 
resource management skills, basic skills, and social skills (see figure 7-6). 
These same skills were ranked highest when firms were asked to indicate the 
current skill level for youth workers. Similar to firms in the agro-processing 
sector, firms in tourism indicated that the basic skills of youth workers met 
their requirements. Basic skills were followed closely by social skills, tech-
nical skills, problem-solving skills, and resource management skills. Systems 
skills of youth workers fall short of the requirement for firms in the tourism 
sector.

In Figure 7-7, we present the skill deficits for the different skill types.4 In 
both agro-processing and tourism, there are skill deficits. However, the def-
icit is less severe for basic skills and social skills. Systems skills face the highest 
deficits in both tourism and agro-processing.

Digital Skills and Future Occupational and Skill Needs

About 85 percent of the firms surveyed required digital skills. For instance, 
the digital skills identified by firms in agro-processing include data manage-
ment and analytics, production management, mobile transactions, and social 
selling. For tourism, digital skills identified include online communication 
and mobile transactions. For most agro-processing firms, plans for expansion/
growth are in the medium term (73.3 percent). Examples of such 
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medium-term expansion plans include increasing the sizes of factory floors, 
producing in other countries, introducing another line of production, 
gaining ownership of a farm, and exporting products to more countries.

Unlike firms in the agro-processing sector, most firms in the tourism 
sector did not show much interest in future expansion/growth (either in the 
medium or short term). The few that hinted of an expansion wanted to inte-
grate business operations vertically. Others had plans to open more branches. 
Most firms in the tourism sector are also likely to employ more young 
workers who have at least a secondary education if their business expansion 
plans materialize.

The Business Environment

The survey asked the firms to indicate the business environment variables 
that were major obstacles to their current operations. Specifically, firms 
were asked to select three business environment variables and rank them 
from 1 to 3, with 1 representing the variable considered the most impor-
tant obstacle and 3 representing the variable of least importance.

In order to measure the incidence of the obstacles, we computed a severity 
index. The results are presented in table 7-12. Electricity supply, access to 
credit, and the practices of informal competitors constitute the most signifi-
cant obstacles for agro-processing firms. The top three obstacles for firms in 
tourism are tax rates, policies, and administration; electricity; and access to 
credit.

Tourism Agro-processing

2.1

2.3

2.6

2.4

2.7

2.6

0 0.5 1 1.5 2 2.5 3

Basic skills

Social skills

Problem solving skills

Technical skills

Systems skills

Resource management skills

Source: Authors’ calculations.

Note: The scores use this ranking: 1 = meets requirements; 5 = does not meet skill requirements.

FIGURE 7-7. Skill Deficits
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Policy Implications: Unlocking Growth Potential  
and Overcoming Skill Gaps

Evidently, there is an enormous potential for growth, with attendant employ-
ment generation prospects, in the IWSS sectors (agro-processing and 
tourism) in Ghana. Given the country’s youthful population and the need to 
diversify its economy away from mineral dependence through industrial 
transformation. Industries without smokestacks, based on their shared char-
acteristics with traditional manufacturing, offer an important alternative 
in a multifaceted framework for structural transformation, the generation of 
productive jobs, and economic development.

The Government of Ghana’s policy directives for these sectors point to 
the fact that they are viewed as avenues for growth and employment, due 
to the intensive use of the low- to medium-skilled labor that is abundant 
in the country’s pool of unemployed youth. In agro-processing, the recent 
One District One Factory initiative is one such policy that focuses on 
higher value added along the agriculture value chain. The objective of this 
policy is to create employment for youth in rural and peri-urban commu-
nities in the country. In the tourism sector, the success of the Year of 
Return campaign in 2019, which sought to market Ghana as a tourism 
destination with transatlantic trade appeal, and its immediate impact of an 

Table 7-12.  Severity Index of Business Obstacles

Obstacle to Agro-processing Agro-processing Tourism

Electricity supply 0.8 0.3
Access to credit 0.6 0.3
Practices of informal competitors 0.6 0.1
Customs and trade regulations 0.5 0.1
Tax rates, policies, and administration 0.4 0.4
Competition from imports 0.4 0.0
Business licensing and permits acquisition 0.2 0.2
Political instability 0.2 0.1
Access to land 0.0 0.0
Uncertainty about government industrial policies 0.0 0.2
Corruption 0.0 0.2
Court delays 0.0 0.0
Crime, theft, and disorders 0.0 0.1
Labor regulations 0.0 0.1
Inadequately skilled labor 0.0 0.1
Transportation 0.0 0.1

Source: Authors’ calculations.
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increase in the number of tourists, is an indication of the potential inherent 
in the sector in Ghana.

Despite the modest growth observed in the IWSS sectors in Ghana in 
recent times, challenges exist that prevent the IWSS sectors from oper-
ating at their maximum potential. Overall, the constraints identified in 
agro-processing and tourism sectors include a lack of skilled labor, a lack 
of credit facilities, inadequate infrastructure, the cost of electricity, lim-
ited capacity to export, and an unfriendly regulatory environment. Skill 
gaps—including in systems skills, technical skills, and problem-solving 
skills—are predominant in the IWSS firms surveyed.

Ghana has been implementing policy reforms aimed at training young 
people to obtain the skills required to be productive in the economy. Prin-
cipal among these reforms was the 1987 educational reform, which sought to 
deemphasize the grammar-school-type education at the time and introduce 
technical and vocational education as part of primary and secondary school 
curricula. Subsequently, access to education improved, but the quality of 
education at all levels remained unchanged (World Bank 2014). Although 
several other interventions have been undertaken by the government to 
improve access and the quality of education in the country, challenges for the 
educational system persist vis-à-vis access and the quality of graduates. Con-
sequently, in 2017, the Government of Ghana launched the Free Senior High 
School Program for public senior high schools aimed at providing equitable 
access and a high-quality education, thus improving the human capital base. 
This policy was informed by the need for an educated workforce.

The government must prioritize and increase enrollment into technical 
and vocational education for hands-on employable skills to support growth 
and provide a pathway to sustainable employment for young people. In addi-
tion, like manufacturing, IWSS sectors’ growth and development hinge on 
technology; and the capability of firms to upgrade their output depends on 
the ability of their workforce to learn and master new technology.

Special economic zones are critical for IWSS sectors, especially for 
those in agro-processing. Support for the private sector by the Ghana Free 
Zones Authority and Ghana Investment Promotion Centre is anchored in 
potential benefits. However, due to challenges of installing the appropriate 
infrastructure, the benefits have yet to be fully realized.

Overall, infrastructure, a critical component of any attempt at indus-
trialization, must be strategically developed to facilitate diversification. 
As recently indicated by the Ghana Institution of Engineers, Ghana’s 
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roads and bridges, electric power, and IWSS sectors share characteristics 
with manufacturing—their effective functioning depends critically on the 
country’s infrastructural base.

The downstream activities of the agro-processing value chain are con-
strained by the lack of proper contractual relationships, thereby exacer-
bating the unreliable supply of inputs. In addition, there is limited long-term 
access to financial services for supporting these downstream activities. The 
tourism value chain has weak linkages with other sectors of the economy. 
Firms in the sector also have inadequate financial services/incentives to 
encourage locals to participate or patronize their activities.

Both sectors must enhance their operations by leveraging the opportu-
nities that exist in innovation and digitization. Typical non-IWSS sectors 
were observed to perform better in the exports market, but innovation and 
digitization provide various opportunities for the agro-processing and 
tourism sectors to enhance their productivity and general operations. In 
countries where agro-processing and tourism have been important con-
tributors to growth, digital technologies have been important in enhancing 
operations—specifically with respect to various trade-related aspects of 
their operations. Initiatives to encourage and promote innovation and dig-
itization need to be supported by the government, and, in the case of 
Ghana, both IWSS sectors have already been identified to receive priority 
in the current national innovation and digitization strategy.

In an attempt to address the financial needs of local firms, the government 
has recently set up the National Development Bank to establish an incentive-
based risk-sharing arrangement for agricultural lending, strengthen the  
Venture Capital Fund, and also establish the Ghana Commodity Exchange. 
In addition, the Government of Ghana, together with the banking commu-
nity, was planning to launch a GHS 2 billion credit and guarantee plan by 
the end of 2020. This initiative is structured to incentivize banks to lend 
to the private sector at discounted rates and is targeted at specific indus-
tries such as agri-businesses, hospitality, and tourism. The government 
has also shown a commitment to strengthening the Ghana Infrastructure 
Investment Fund by actively leveraging innovative financial sources to 
address infrastructural challenges, with a specific interest in infrastruc-
ture related to production and trade. For tourism, various programs under 
the National Tourism Development Project aim to address business envi-
ronment challenges by improving several tourist sites, ensuring the quality 
in service delivery, and encouraging private participation.
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Conclusion

This chapter has presented a case study of Ghana’s industries without 
smokestacks in Africa. Its main premise has been grounded on the empir-
ical observation that Ghana has had a trajectory of jobless growth against 
the backdrop of poor performance in the manufacturing sector and pro-
pelled by a low-productivity services sector. There is a need to refocus the 
country’s attention on identifying and supporting sectors with greater 
employment potential. This refocusing is critical for dealing with jobless 
growth while charting a new course. The specific IWSS sectors identified 
here, based on their characteristics and the unique nature of Ghana’s 
development challenges, are agro-processing and tourism.

This study finds that the agro-processing and tourism sectors have sev-
eral characteristics that can be relied on as an alternative development 
strategy for Ghana, including the recently improved regulatory environ-
ment, medium- to long-term policies aimed at enhancing economic growth, 
and the potential of the two sectors to rely on the large unemployed labor 
force because of their labor-intensive nature. Some of the policies intended 
to promote agro-processing include the National Industrial Revitalization 
Program; the One District-One Factory project; and Strategic Anchor 
Industries. For tourism, some of the specific policies are captured in the 
National Tourism Development Plan (2013–27) and programs such as the  
Marine Drive Tourism Investment Project; the Year of Return, which com-
memorates 400 years of slavery; and the See Ghana, Eat Ghana, Wear 
Ghana, Feel Ghana campaign. The government expects these projects to be 
instrumental in redirecting attention to the two sectors.

Some skill gaps were observed for both the agro-processing and tourism 
sectors. More specifically, systems, technical, and problem-solving skills 
appear to be lacking, while basic, as well as resource management skills, are 
relatively abundant.

Some business environment obstacles were found in both sectors. For 
agro-processing, access to credit, electricity supply, and practices of informal 
competitors are the main obstacles; while for tourism, the electricity supply, 
business licensing and permit acquisition, and tax rates, policies, and admin-
istration were cited.

The agro-processing and tourism sectors are labor intensive, and in the 
unemployed pool, a large group of individuals with at least a secondary edu-
cation can be relied on to develop the sectors. Third, while the technologies 
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used by agro-processing and tourism are also labor intensive, some comple-
mentary digitalization will be needed to enhance their relevance to the 
changing nature of work. Fourth, even though typical non-IWSS sectors, 
such as traditional manufacturing, have had a high growth and exporting 
potential, the increasing contribution of the IWSS sectors to employ-
ment generation will be indispensable for addressing Ghana’s jobless 
growth situation.

A more specific effort is required to address the issues of access to credit 
and gaps in infrastructure at important tourist sites, along with those for 
agro-processing, and to minimize the sector’s overregulation. Finally, there 
is a need to increase human resource capacity to enhance efficiency in both 
sectors.

Appendix: Methodology for Growth Scenarios and Projections

The GDP projections were obtained based on historical values and the 
more recent economic growth targets using these formulas:

GDPt =GDPt- 1 + GDPt- 1 ) growth_targeta k

Labor demand was forecast from two household surveys of the Ghana 
Living Standards Surveys (GLSS 5 in 201/13and GLSS 6 in 2016/17). The 
projections for 2035 were calculated based on adjusted employment elastici-
ties and projected growth in labor productivity:

Lab_ddt = Lab_ddt- 1 + Lab_ddt- 1 ) adj_emp_elasticitya k

+ Lab_dd2017 ) Lab_dd_growtha k

To project skills breakdown, we rely on the growth of skills distribu-
tion between the two household surveys (GLSS 5 and GLSS 6). This was 
adjusted by sectoral employment elasticities from the projected employ-
ment growth. Skill definitions are based on educational level: high skilled 
workers are those with a postsecondary education; skilled workers have 
either completed secondary school or at least have some years of secondary 
education; and low-skilled workers have less than a secondary education or 
no formal education (see table 7-A1, 7-A2, and 7-A3).
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Table 7-A2.  Classification of Surveyed Firms

Category Agro-processing Hotels/restaurants

Firm size classification
Small (5–19) 6.7% 20.0%
Medium-sized (20–99) 53.3% 40.0%
Large (100+) 40.0% 40.0%

Average age (years; total 
sample)

18.8 11.4

Small (5–19) 7.0 11.5
Medium (20–99) 12.3 12.5
Large (100+) 29.5 10.3

Average employment (total 
sample)

146.8 117.7

Small (5–19) 10.0 15.5
Medium-sized (20–99) 48.9 46.5
Large (100+) 300.2 240.0

Total workforce (average 
proportion)
Presecondary 20.8 19.3
Secondary 46.9 32.9
Postsecondary 21.1 43.3

Youth (15–24) (average 
proportion)
Presecondary 24.2 27.4
Secondary 70.4 58.9
Postsecondary 10.8 29.9
Degree 7.1 10.6
Postgraduate 0.0 1.1

Sample 15 10

Sources: Authors’ calculations.
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NOTES
1. This was set within the context of Ghana’s long-term strategic vision of 

achieving middle-income status by 2020, through the transformation of the 
economy into an industry-driven one.

2. We refer to the firm distribution in agriculture and manufacturing sub-
sectors to discuss the distribution for agro-processing in the absence of census 
data on agro-processing. Fortunately, agro-processing firms make up the major-
ity of firms in these two subsectors.

3. Examples of such multinationals in Ghana are Nestle Ghana, Promasidor, 
Guinness Ghana, Accra Brewery, Cadbury, and Unilever Ghana limited.

4. Respondents were asked to rank the skill deficits from 1 to 5, where  
1 = meets skill requirements and 5 = does not meet requirements.
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Kenya

Linking Manufacturing and Industries without 
Smokestacks to Drive Transformation

BOAZ MUNGA, ELDAH ONSOMU, NANCY LAIBUNI, HUMPHREY NJOGU, 

ADAN SHIBIA, AND SAMANTHA LUSENO

This chapter argues that the persistence of high unemployment— 
particularly among women and the youth, despite high economic growth 

rates in Kenya—requires the creation of a new development pathway. We 
show that three service subsectors—horticulture, information and commu­
nications technology (ICT), and tourism—have the potential to create a suffi­
cient number of jobs in the future, although several constraints need to be 
overcome before the employment potential of these sectors can be realized.

After strong economic growth performance in the 1960s through the 
1980s, Kenya’s economy experienced slow growth in the 1990s and early 
2000s. Then economic growth picked up, and it has remained mostly positive 
since 2003. In the first half of the 1990s, real gross domestic product (GDP) 
per capita growth averaged a negative 1.7 percent, followed by a slight increase 
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to just over 0 percent in the second half of the 1990s. Some of the factors 
linked to the poor growth performance included droughts, oil price 
increases, aid embargoes, and ethnic clashes in 2007. Real GDP growth 
accelerated to an average of 2.7 percent in 2003–18. This was linked from 
2003 to 2007 with economic and structural reforms under the Economic 
Recovery Strategy for Wealth and Employment Creation, and from 2008 
onward with the implementation of Kenya Vision 2030. From 2012 to 2018, 
real GDP per capita remained on an upward trend, and its growth has been 
relatively stable.

Despite this robust economic growth, the country faces significant labor 
market challenges in the form of unemployment, time-related under­
employment, and inactivity.1 These challenges are more severe for youth 
and women, and they vary widely across both rural and urban areas. The 
Kenya Integrated Household Budget Survey (KIHBS) 2015/16 reveals that 
whereas the overall unemployment of the working-age group of the popu­
lation (15–64  years) was estimated at 7.4  percent, that of women was 
9.6 percent while that for the youth (15–24 years) was 17.7 percent. Time 
related underemployment was estimated at 20.4  percent for the overall 
population, and 26.0 and 35.9 percent for women and youth, respectively.2 
These statistics reveal that economic growth is yet to be fruitfully trans­
lated into employment opportunities, and/or is not large enough to offer 
adequate jobs.

The population and labor force growth patterns suggest not only a 
changing age structure but also a greater need for productive employment 
generation. While the country’s population grew from 37.7 million in 
2009 to 47.6 million in 2019—thus recording an average annual growth 
rate of 2.2 percent—the labor force grew by a higher rate, of 3.1 percent 
annually, over the same period, rising from 15.8 million to 20.7 million.

Table 8-1 shows access to various types of employment based on years for 
which survey data are available.3 The share of self-employed (own-account 
workers) has risen significantly to become the leading type of employment in 
Kenya. This shift saw the share of the self-employed rise from 23.9 percent 
in 1998/99 to 47.7 percent in 2015/16. Despite the increase in the share of 
formal wage employment, the economy is experiencing difficulty in gener­
ating wage employment.

Family agriculture was the major source of employment, particularly 
for women in 1998 and 2005. A larger proportion of men (31.1 percent) 
than women (17.7 percent) are in formal wage employment. This is likely 
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to be due to inequality in terms of employability (i.e., education and skill 
levels), among other factors. For example, although the gap is narrowing,  
a larger proportion of males (47.7 percent) than females (43.6 percent) had 
a secondary education or higher in 2015/16 (KIHBS 2015/16). Further, 
fewer females enroll for science, technology, engineering, and mathematics 
(STEM) courses in tertiary institutions; hence, they are disadvantaged in 
securing job opportunities within the industrial and the emerging tech­
nology sectors.

This chapter is structured as follows. It begins by analyzing the patterns 
of growth in Kenya. It then compares IWSS and non-IWSS sectors on a 
number of measures. Next, it highlights the value chain, employment poten­
tial, and constraints of selected IWSS sectors. This is followed by a projec­
tion of output and employment growth of IWSS and non-IWSS sectors 
until 2030. The chapter then identifies occupational skill gaps using quanti­
tative analysis, which is supplemented by the authors’ skill deficit findings 
from firm surveys. It is important to note that the firm surveys are illustra­
tive rather than representative of the sectors. The chapter concludes with 
sector-specific policy recommendations.

Patterns of Growth in Kenya between 1991 and 2018:  
The Role of IWSS Sectors

With respect to the three broad economic sectors of agriculture, industry, 
and services, the share of agriculture in total employment (formal and 
informal) generally increased, from 47 percent in 1991, to 60 percent in 2010. 
Levels thereafter fell to 57 percent in 2018 (table 8-2). Relative to 2001, the 
industrial share declined by 2 percentage points, while the share of services 
employment decreased from 38 to 35 percent.

Table 8-2.  Percentage of Total Employment

Sector 1991 2001 2010 2018

Agriculture (including horticulture) 47 51 60 57
Industry (including agro-processing) 13 10 7 8
Services 40 38 33 35
Total employment (’000s) 8,001 10,980 13,794 18,033

Source: World Bank (2019), World Development Indicators and Jobs Structure Tool.
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The sectoral employment growth patterns demonstrate that Kenya 
has not transitioned to industrial economic activities, despite policy efforts 
to support industrialization and/or expand manufacturing activities.  
It could be averred that employment in agriculture has remained large 
due to entry barriers and few opportunities for the labor force to be 
absorbed in industrial activity. In figure 8-1, we examine the evolution of 
employment shares of the three broad sectors in relation to their produc­
tivity levels.

We note that manufacturing, and services (which are mainly IWSS 
sectors) have maintained relatively high productivity levels. In agriculture, 
the value added per worker was lower in 2018 than it was in 2001, but 
slightly higher than the level in 2010. On the other hand, the value added 
per worker for 2018 nearly doubled for industry relative to its 2001 level. 
For services, there was a 79.5 percent increase in value added in 2018 rela­
tive to 2001 levels. The implication of these productivity trends (and the 
employment levels discussed above) is that most workers have moved to 
lower value-adding activities, with agriculture accounting for 57.5 percent 
of total employment in 2018 relative to 51.5 percent in 2001. The correlation 
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between productivity growth and employment growth is negative for 
agriculture, but no similar pattern is evident for industry and services.

Our overview of employment trends and structural transformation 
shows that between 1991 and 2018, the Kenyan economy shifted to low-
productivity agriculture and away from high-productivity services and 
manufacturing, constraining the economy’s ability to grow sustainably. 
Ideally, employment growth should be generated by high-productivity 
activities, such as those in the services sector. In the next section, we explore 
whether the services sectors have the potential to fulfill the role traditionally 
expected of the manufacturing sector: mass employment.

Sectoral Decomposition:  
The IWSS Sectors in Comparative Perspective

This section focuses on output, wage employment, productivity, and skill 
levels in more disaggregated IWSS and non-IWSS sectors or subsectors. 
The discussions provide more attention to wage employment and its growth 
in the 2001–18 period.

Our analysis of the Kenyan data identified seven IWSS sectors: agro-
processing, export crops and horticulture, tourism, information and 
communications technology (ICT), transportation, financial and business 
services, and trade and repairs. In this case study, we focus particularly on 
horticulture, ICT, and tourism. Horticulture, in Kenya’s context, is mainly 
dominated by the production of flowers (largely roses, carnations, cuttings, 
and mixed flowers), and fruit (mainly avocados and mangoes) and vegeta­
bles, which mainly encompass fine beans and processed beans. The focus 
on subsectors in horticulture is based on the relative production quantities 
and the commodities share in the export basket. For ICT, the focus is on 
its role as an enabler. As an enabler, ICT supports business processes and 
enhances efficiency in the development agenda. Tourism is viewed as a set 
of integrated services, which include travel and tours, accommodations, 
food and beverages, souvenirs and entertainment, and transportation and 
excursions.

The GDP of IWSS sectors, manufacturing, and other non-IWSS sec­
tors, are presented in table 8-3. With respect to absolute changes in GDP, 
the total change in IWSS was slightly lower than that of non-IWSS. The 
IWSS sectors with the largest absolute changes in GDP in 2018 relative to 
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2001 were export crops and horticulture, financial and business services, 
and transportation. While total output expanded at an annualized rate of 
5.1 percent, the respective annualized rates for IWSS, manufacturing, and 
other non-IWSS, were 5.1, 4.3, and 5.1 percent, respectively. The sectors 
with the highest annualized growth in output were mining, ICT, and con­
struction, with respective rates of 10.2, 9.5, and 9.1 percent. Even so, these 
sectors began from a relatively low GDP base in 2001—which partly explains 
their relatively higher growth.

The relatively large increase in mining output can be linked to the pro­
duction of a wider variety of minerals since recent discoveries of such min­
erals as titanium ore. Kenya began exports of titanium in 2014 and has begun 
commercial exploitation of other minerals, including niobium and rare earth 
metals. Although Kenya now exports crude oil, this began only after 2018. 
Construction has been largely driven by large investments in infrastructure, 
more so in recent years, encompassing roads and railways. A recent example 
is the construction of the Standard Gauge Railway, which hitherto is Kenya’s 
largest infrastructure project, at a cost of $3.6 billion.

Shifting our attention to employment (see table 8-4), we note that wage 
employment increased by over 1 million in 2018 relative to 2001. Non-
IWSS contributed 62.5 percent of this change, while the rest was contrib­
uted by IWSS (30.2 percent) and manufacturing (7.2 percent). Most of the 
employment within non-IWSS was in domestic services, which accounted 
for 64.2 percent and 62.1 percent of total non-IWSS employment in 2001 
and 2018, respectively.4 For the non-IWSS sectors, the main drivers of 
wage employment growth were services rather than a vibrant industrial 
sector. The largest absolute increase resulted from expansions in domestic 
services (mainly education) and government (administrative services). The 
increase in government’s wage employment was mainly driven by the 2013 
transition to a devolved governance structure that created 47 new govern­
ments. This resulted in the emergence of thousands of public sector jobs in 
the period 2013–18.

The absolute changes in employment were positive in all sectors except 
financial and business services. The IWSS sectors with the largest abso­
lute change in wage employment in 2018 relative to 2001 were trade and 
repairs, ICT, and tourism, with 14.3 percent, 9.0 percent, and 3.7 percent 
of the total absolute change in wage employment, respectively. Outside 
IWSS and domestic services, the construction sector and manufacturing 
had relatively strong performance with respect to absolute changes in 



T
ab

le
 8

-4
. 

IW
SS

 a
nd

 N
on

-I
W

SS
 S

ec
to

rs
’ F

or
m

al
 E

m
pl

oy
m

en
t,

 2
01

1–
18

Se
ct

or

W
ag

e 
em

pl
oy

m
en

t,
 

20
01

 
(m

il
lio

ns
)

W
ag

e 
E

m
pl

oy
m

en
t 

20
18

 
(m

il
lio

ns
)

W
ag

e 
em

pl
oy

m
en

t 
sh

ar
e,

 2
00

1 
(%

)

W
ag

e 
em

pl
oy

m
en

t 
sh

ar
e,

 2
01

8 
(%

) 

A
bs

ol
ut

e 
ch

an
ge

 
(m

il
lio

ns
)

Sh
ar

e 
of

 
ch

an
ge

 
(%

)

A
nn

ua
li

ze
d 

gr
ow

th
  

(%
)

T
ot

al
 w

ag
e 

em
pl

oy
m

en
t 

1,
59

9
2,

67
0

10
0.

0
10

0.
0

1,
07

1
10

0.
0

3.
1

T
ot

al
 I

W
SS

 
57

6
90

0
36

.0
33

.7
32

4
30

.2
2.

7
A

gr
o-

pr
oc

es
si

ng
 

27
31

1.
7

1.
2

4
0.

4
0.

9
E

xp
or

t c
ro

ps
 a

nd
 

ho
rt

ic
ul

tu
re

 
22

4
23

0
14

.0
8.

6
6

0.
5

0.
1

T
ou

ri
sm

 
49

89
3.

1
3.

3
39

3.
7

3.
5

In
fo

rm
at

io
n 

an
d 

co
m

m
un

ic
at

io
ns

 
te

ch
no

lo
gy

27
12

3
1.

7
4.

6
97

9.
0

9.
5

T
ra

ns
po

rt
at

io
n 

58
91

3.
6

3.
4

33
3.

1
2.

7
Fi

na
nc

ia
l a

nd
 

bu
si

ne
ss

 s
er

vi
ce

s 
84

76
5.

2
2.

8
−8

−0
.8

−0
.6

T
ra

de
 a

nd
 r

ep
ai

rs
 

10
7

26
0

6.
7

9.
8

15
3

14
.3

5.
3

M
an

uf
ac

tu
ri

ng
 

13
6

21
3

8.
5

8.
0

77
7.

2
2.

7

O
th

er
 n

on
-I

W
SS

 
88

6
1,

55
6

55
.4

58
.3

67
0

62
.5

3.
4

A
gr

ic
ul

tu
re

 
60

74
3.

8
2.

8
14

1.
3

1.
2

M
in

in
g 

5
15

0.
3

0.
6

10
0.

9
6.

5
U

ti
lit

ie
s 

21
34

1.
3

1.
3

13
1.

2
2.

8
C

on
st

ru
ct

io
n 

77
17

2
4.

8
6.

4
95

8.
9

4.
8

D
om

es
ti

c 
se

rv
ic

es
 

56
9

96
6

35
.6

36
.2

39
7

37
.0

3.
2

G
ov

er
nm

en
t 

15
4

29
5

9.
6

11
.0

14
1

13
.2

3.
9

So
ur

ce
: C

on
st

ru
ct

io
n 

ba
se

d 
on

 d
at

a 
fr

om
 K

en
ya

 N
at

io
na

l B
ur

ea
u 

of
 S

ta
ti

st
ic

s,
 v

ar
io

us
 y

ea
rs

, “
St

at
is

ti
ca

l A
bs

tr
ac

t.”

N
ot

e:
 M

an
uf

ac
tu

ri
ng

 e
xc

lu
de

s 
ag

ro
-p

ro
ce

ss
in

g.



316	 MUNGA, ONSOMU, LAIBUNI, NJOGU, SHIBIA, AND LUSENO

wage employment, accounting for 8.9 percent and 7.2 percent of the total 
absolute change, respectively.

With respect to annual employment growth across the sectors, the total 
wage employment growth between 2001 and 2018 was 3.1 percent and the 
employment growth of IWSS (at 2.7 percent) was equal to that of manufac­
turing but lower than other non-IWSS (3.4 percent). The wage employ­
ment growth of IWSS was lower than the growth of the national labor 
force (of about 3.1 percent). Although it was expected that agro-processing 
and horticulture would be vibrant with respect to wage employment growth, 
their respective wage employment shares declined in 2018 relative to 2001. 
On the other hand, the wage employment shares of ICT and tourism 
increased, despite a decline in the share of employment for the total IWSS 
sectors. Annualized growth in wage employment in tourism (at 3.5 percent) 
was larger than the total employment growth (of 3.1 percent). In relative 
terms, wage employment in manufacturing was 2.8 times larger than 
tourism in 2001, but tourism seems to have performed better with respect 
to growth in wage employment—resulting in wage employment in manu­
facturing settling at 2.4 times larger than tourism in 2018.

Among the sectors of focus, ICT stands out as a sector with both high 
output and wage employment growth. Export crops and horticulture have 
high output growth but low wage employment growth. On the other hand, 
tourism—despite a relatively lower base—fares better than manufacturing 
in output and wage employment growth in 2018 relative to 2001. Although 
wage employment in manufacturing expanded by 2.7 percent, its employ­
ment share declined (from 8.5 to 8.0 percent), suggesting that, on average, 
wage employment in the other sectors grew faster than in manufacturing. 
All the other non-IWSS sectors, except utilities and agriculture, recorded 
an increase in wage employment.

In terms of productivity, we observe that labor productivity increased 
consistently for IWSS, manufacturing, and non-IWSS sectors in 2018 
relative to 2001 and 2010 (table 8-5). Among the IWSS sectors, agro pro­
cessing, export crops and horticulture, and financial and business services 
had the largest productivity in 2018. These sectors also experienced the 
largest growth rates in productivity, suggesting that it is worthwhile to 
focus on these sectors to create productive employment—which is crucial 
for addressing the high poverty and inequality levels in Kenya.

Table 8-6 represents the breakdown of sectoral wage employment by 
relative skill composition of the IWSS and non IWSS sectors—as measured 



Table 8-5.  Labor Productivity by Sector

Sector

Labor productivity unit

2001 2009 2018

Total IWSS 0.95 1.08 1.42
Agro processing 2.07 2.58 4.47
Export crops and horticulture 1.12 1.09 2.08
Tourism 0.24 0.29 0.42
Information and communications technology 0.86 1.04 0.86
Transportation 1.21 1.38 1.96
Financial and business services 0.50 1.29 2.01
Trade and repairs 0.87 0.93 0.73

Manufacturing 0.52 0.53 0.68

Other non-IWSS 0.63 0.65 0.84
Mining 0.93 0.74 1.67
Utilities 0.92 1.57 1.91
Construction 0.41 0.53 0.82
Domestic services 0.32 0.34 0.45
Government 0.29 0.32 0.37

Source: Kenya National Bureau of Statistics, various years, “Statistical Abstract.”

Table 8-6.  Breakdown of Sectoral Employment by Skill Level, 2018

Sector

Absolute (’000s) Share (%)

Highly 
skilled Skilled

Low 
skilled

Highly 
skilled Skilled

Low 
skilled

Total employment 453,063 798,800 1,418,191 17.0 29.9 53.1

Total IWSS 152,639 314,999 432,358 17.0 35.0 48.0
Agro-processing 1,472 6,185 23,722 4.7 19.7 75.6
Export crops and 

horticulture 
6,550 71,687 151,602 2.9 31.2 66.0

Tourism 16,951 38,724 33,121 19.1 43.6 37.3
Information and 

communications 
technology

93,368 22,846 7,089 75.7 18.5 5.8

Transportation 12,573 37,374 40,701 13.9 41.2 44.9
Financial and 

business services 
43,263 18,202 14,164 57.2 24.1 18.7

Trade and repairs 54,169 113,416 92,816 20.8 43.6 35.6

Manufacturing 44,662 84,499 84,307 20.9 39.6 39.5

Other non-IWSS 264,104 425,181 867,015 17.0 27.3 55.7
Agriculture 1,846 17,240 55,027 2.5 23.3 74.2
Mining 572 1,951 12,841 3.7 12.7 83.6
Utilities 17,899 10,926 5,308 52.4 32.0 15.6
Construction 19,215 63,651 88,699 11.2 37.1 51.7
Domestic services 385,381 284,809 295,919 39.9 29.5 30.6
Government 118,859 138,005 38,145 40.3 46.8 12.9

Sources: Computations based on Kenya National Bureau of Statistics, “Statistical Abstract,” 
2019; KIHBS 2015/16.
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by education. High-skill jobs are defined as those performed by workers 
with a complete tertiary education. Skilled jobs refer to employees with a 
secondary education, while low-skilled workers are those with only a pri­
mary education or less. This is not directly observable in the data sources 
used. For this reason, the KIHBS 2015/16 data were used to generate the 
relative shares of sectoral wage employment by skill level and relevant ISIC 
codes. The computed shares were applied to aggregate data from the 
“Statistical Abstract” published by Kenya’s national statistical agency, KNBS, 
to estimate the distribution of wage employment across the IWSS and 
non-IWSS sectors. For total wage employment, the distribution is such 
that most wage employees (53.1 percent) are low skilled. Only 17 percent 
have high skills and about 30 percent are skilled.

The highest proportion of low-skilled workers is employed in non-
IWSS—at 55.7 percent, followed by IWSS, at 48.0 percent; and manufac­
turing, at 39.5 percent. ICT turns out to be the high growth sector that 
requires a relatively large proportion of highly skilled workers. Other sectors 
requiring relatively higher skills are the financial and business services 
sector (57 percent) and utilities (52.4 percent). On the other hand, tourism 
and horticulture can absorb a relatively high proportion of workers with 
moderate to low level skills. Agro-processing and horticulture are the 
IWSS sectors with the largest share of low-skilled waged employment, at 
76 percent and 66 percent, respectively. As for the non-IWSS sectors, util­
ities and government have the largest concentration of highly skilled and 
skilled employment.

Focus on Vulnerable Groups: Women and Youth

One of the attractions of IWSS compared with non-IWSS sectors is the 
greater ability of the IWSS sectors to exhibit inclusive growth—that is, 
growth that is experienced by all sections of society, especially those who 
have historically been underrepresented in the labor market. In our case 
study, we focus on two underrepresented groups: women and the youth.

Table 8-7 shows the distribution of wage employment share in 2001 and 
2018 for male and female youth. Relative to 2001, the share of employment 
in IWSS sectors increased from 33.8 percent to 43.6 percent for males in 
2018—while that of non-IWSS declined. On the other hand, females expe­
rienced a rise in the share of wage jobs in non-IWSS sectors. The share of 
wage jobs for IWSS sectors declined from 44.2 percent to 29.3 percent for 
females. The main drivers of the increase in the share of IWSS for males 
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Table 8-7.  Share of Youth (15–24 Years) in Wage Jobs by Sex,  
2001 and 2018

Sector

Wage 
employment 
share, 2001, 
males (%)

Wage 
employment 
share, 2001, 
females (%)

Wage 
employment 
share, 2018, 
males (%) 

Wage 
employment 
share, 2018, 
females (%)

Total wage  
employment (%)

100 100 100 100

Total IWSS 33.8 44.2 43.6 29.3
Agro-processing 2.2 0.8 1.6 1.4
Export crops and 

horticulture 
15.5 21.0 10.2 8.6

Tourism 4.0 4.3 4.2 2.6
Information and 

communications 
technology

1.2 3.0 5.0 4.0

Transportation 5.4 0.8 3.8 1.8
Financial and 

business services 
1.3 4.4 3.1 2.9

Trade and repairs 4.2 9.9 15.6 7.9

Manufacturing 9.0 7.0 10.3 6.1

Other non-IWSS 57.2 48.8 46.1 64.7
Agriculture 9.0 1.4 6.5 5.5
Mining 0.5 0.3 0.7 0.1
Utilities 1.2 0.3 0.5 0.3
Construction 5.2 0.2 4.8 7.5
Domestic services 40.5 44.9 32.2 50.0
Government 0.7 1.6 1.4 1.2

Sources: Computations based on Kenya National Bureau of Statistics, “Statistical Abstract,” 
2019; KIHBS 2015/16.

were trade and repairs, ICT, financial and business service, and tourism. For 
females, there were increases in ICT, transportation, and agro-processing.

The share of employment in manufacturing changed marginally, with 
an increase for males and a decline for females. Domestic services expanded 
for females and declined for males. With respect to jobs by sex, a key 
observation is that some of the sectors with strong growth in wage employ­
ment, such as ICT and construction, are less accessible to women. This is 
supported by the KIHBS 2015/16, which indicated that in construction and 
ICT, the share of women of working age in wage jobs was 5.4 percent and 
31.9 percent, respectively; see table 8-8). Women tended to dominate wage 
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jobs in services and agriculture, horticulture, tourism, and domestic services. 
These skewed shares suggest that efforts to enhance employment should 
pay keen attention to the sex distribution. IWSS sectors such as ICT and 
agro-processing would require enhanced participation of women. Other 
sectors that would require similar interventions include construction, 
manufacturing, and utilities. Overall, our findings suggest that while 
IWSS employment growth was slower than that of the non-IWSS sectors, 
IWSS has a better future employment potential based on its higher labor 
productivity and its absorption of low-skilled workers, particularly in the 
agro-processing and horticulture sectors.

Constraints on IWSS Growth

The identification of constraints that impede the ability of a country to 
experience sustainable growth is important in an environment where there 
is a limited number of resources (e.g., finance or institutional capacity). 

Table 8-8.  Share of Males and Females in Wage Jobs for the 
Working Age Group in 2015/16

Sector

Wage employment 
share

Males Females

Agro-processing 61.4 38.6
Export crops and horticulture 37.0 63.0
Tourism 45.5 54.5
Information and communications technology 68.1 31.9
Transportation 95.9 4.1
Financial and business services 50.6 49.4
Trade and repairs 57.3 42.7
Manufacturing 71.4 28.6
Agriculture 47.0 53.0
Mining 85.7 14.3
Utilities 73.2 26.8
Construction 94.6 5.4
Domestic services 46.8 53.2
Government 75.1 24.9
Total 57.5 42.5

Source: KIHBS 2015/16.
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In highlighting only the most severe constraints facing Kenya, from both 
economy-wide and sectoral perspectives, we hope to focus the minds of 
policymakers.

Constraints on Growth: The Broad Operating Environment for Firms in Kenya

We begin by identifying cross-cutting constraints that affect all sectors of 
Kenya’s economy. We emphasize the investment climate, which encom­
passes infrastructure, the regulatory environment, and skills. Infrastruc­
ture, in turn, focuses on enablers, which include not only utilities (energy 
and water supply), but also transportation and ICT.

INFRASTRUCTURE.  Limited access to reliable electricity was identified as a 
challenge in the Kenya Enterprise Survey 2018 (World Bank 2018), in all 
three sectors—that is, ICT, horticulture, and tourism. Besides the unreliable 
supply, the high cost of electricity was also identified by industry represen­
tatives as a key constraint. Indeed, electricity costs are higher in Kenya 
than in comparable countries in Africa, including Ethiopia, Nigeria, South 
Africa, Tanzania, and Uganda.

With respect to the ICT infrastructure, while Kenya outperforms the 
rest of Sub-Saharan Africa in mobile connectivity, there are still ICT-
related constraints that stifle growth. A key challenge is the relatively high 
cost of mobile broadband services, and a large digital divide between urban 
and rural areas of Kenya.

THE REGULATORY ENVIRONMENT.  The country’s average performance in the 
World Bank’s 2020 Doing Business rankings faltered mainly on account of 
three areas of business regulation, including starting a business in Kenya  
(it ranked 129 out of 190 countries), cross-border trade (117), and obtaining 
a construction permit (105). These cross-cutting constraints hamper the 
country’s ability to improve its competitiveness, attract investments, and 
create more jobs. Based on stakeholder consultations, a key issue that needs 
to be addressed in Kenya is weak regulatory quality—especially with respect 
to the incorporation of competition principles in designing regulations. 
Kenya trails behind other middle-income countries in rules that enable a 
market-based economy and was ranked 72 out of 129 countries (World Bank 
2020). There are concerns about monopoly behavior and the relatively strong 
participation of the government in some of the markets (e.g., utilities and 
agricultural input markets)—and its role as a regulator at the same time.
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SKILLS-RELATED CONSTRAINTS.  The first broad constraint is that educa­
tional achievement in Kenya is low relative to a typical middle-income 
country, and this is likely to be a key constraint on firm growth and access 
to gainful employment by youth. This can be associated with unsatisfac­
tory education and training outcomes among the populace. A key observa­
tion is that a relatively large proportion of the working-age population 
(46.5 percent) has a primary education or less as its highest education level.

The second broad hurdle is that the country faces a skills mismatch 
between those skills demanded and available in the labor market. This has 
been attributed (in part) to the weak linkages between education and industry.

Constraints on Growth in Specific IWSS Sectors

The key to comprehending the constraints faced by specific IWSS sectors 
is to understand the value chains of the sectors. Value chain analysis pro­
vides us with an understanding of the different activities of firms across 
the value chains, and describes constraints along each value chain.

HORTICULTURE.  The green bean value chain, like the other value chains in 
horticulture, consists of a wide range of actors, including farmers (i.e., both 
small- and large-scale farmers), traders, packing houses, canning factories, 
and logistics and freight establishments (figure 8-2). The small-holder and 
large-scale farmers sell their produce in three distinct markets for green 
beans: the fresh bean export market, the market for exporting canned 
beans, and the domestic market.

In terms of employment potential, it was estimated that of the 58,915 
full-time-equivalent wage jobs generated by the value chain, 49,400 
(84 percent) were on small-scale farms. The green bean value chain was 
estimated to account for at least a quarter of all jobs within the sector cov­
ering the exporting of crops and horticulture. About 95 percent of all the 
wage jobs are for the unskilled labor force. It is further estimated that 
21 percent of those employed are youth, and that women make up an esti­
mated 50 percent of all the wage jobs. The estimated jobs in the subsector 
can be improved if the constraints highlighted here are addressed.

A major constraint facing the actors in the subsector, especially small­
holders, is the quality of road infrastructure—specifically, the feeder roads 
from farms to the packing houses and/or canning factories. Farmers also 
lack cold chain facilities for fresh horticulture. Together, these two chal­
lenges are major causes of large postharvest losses on the horticultural value 
chain. Indeed, it is estimated that up to about 42 percent of the output of 
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green beans is lost due to poor road infrastructure and the lack of cold chain 
infrastructure (Kleih et al. 2018; RSA 2015; Kok, Osena, and Snel 2019).

A related constraint is the relatively high transportation costs and 
inadequate options for transportation. Kenya’s inland transportation costs 
are among the highest for comparator countries in the region. Although 
there is great potential in using maritime transportation, this option has 
yet to be properly utilized, for reasons identified by our key informants, 
including long transportation days to the market attributed to the lack of 
dedicated investment in maritime lines to the main target markets.

With respect to green beans and horticulture in general, there are con­
straints related to skill supply (or skill pool) and quality. In terms of the pool 
of technical skills, there is a general decline in the number of students regis­
tered in agricultural-related courses by an estimated 7 percentage points, 
from 9 percent in 2010 to 2.2 percent in 2019 (KNBS 2010, 2019). It is 
projected that unless there are specific interventions, the number of qualified 

Small-scale
farmers

(scattered)

Small-scale
farmers

(organized)

Large-scale
farmers

Small-scale
farmers

(organized)

Large-scale
farmers

Canned beans export

Rejects

Domestic marketExport market

Canning factories

Cargo companies (airport) Cargo companies
(seaport)

Consumption

 
Animal feed

Compost
Packing houses

Brokers/intermediaries
Traders

Input suppliers

(Agrovets, seed, extension services, etc.)

FIGURE 8-2 . The Green Bean Value Chain, with an  
Inventory of Market Players

Source: Adapted from Kleih et al. (2018).
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experts will decline—especially in farm technology, marketing, and soil and 
plant science.

INFORMATION AND COMMUNICATIONS TECHNOLOGY.  We focus on ICT as an 
enabler that supports the growth of various sectors. The role of ICT in job 
creation may be assessed using a simplified value chain that involves core 
infrastructure providers that are charged with the provision of back­
bone hardware and software services, such as telecommunication service 
providers, as shown in figure 8-3. Some of the core infrastructure providers 
include telecommunication firms and internet service providers. The inter­
mediary consumers/providers include finance firms, e-commerce firms, and 
banks. Finally, the end users are the final consumers of services offered by 
the intermediary consumers/providers in a value chain, and they are usually 
the subscribers or end users of services.

All along the ICT value chain, several jobs are created. While there are 
gaps in employment data, the available data indicate that between 2014 and 
2019, internet service providers and telecommunication firms generated 
between 12,200 and 19,000 jobs at the core infrastructure provider level, 
while at the intermediary service level, the number of mobile money 
transfer agents increased, from 143,946 in 2015 to 224,108 in 2019. Even 
so, Kenya has not significantly translated high mobile and internet pene­
tration at the last-mile user level into massive economic and employment 
opportunities, due to the constraints facing the sector.

According to the World Bank Enterprise Survey (2018), the major con­
straints facing the ICT sector are the political environment, tax rates, and 
corruption. In addition, ICT firms face broad competition restrictions, such 
as a lack of transparent regulatory frameworks for mobile spectrum alloca­
tion, the e-commerce ecosystem, infrastructure sharing, and mobile net­
work virtual operators. Skill constraints within the ICT sector also hinder 
its progress; for example, the business process outsourcing subsector strug­
gles to recruit individuals with specialized ICT skills. Finally, there is a low 

Core Infrastructure
Provider -

Backbone Hardware
and Software

Intermediary Consumer -
Financial Institutions, 
E-commerce, Banks,
Distributors, Agents

End User -
Subscriber

FIGURE 8-3 . The ICT Value Chain
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rate of adoption of emerging technologies such as cloud computing and 
artificial intelligence.

TOURISM. Kenya’s tourism industry has three major product lines—safari, 
coastal, and business and conference travel. These three lines are interrelated, 
and many visitors usually combine at least two of them in each visit. The 
tourism firms are distinguished by formality, size, and ownership. The focus 
of the value chain is to map an inventory of key market players (figure 8-4).

Based on information from the Tourism Satellite Account (Tourism 
Research Institute 2019), the contribution of tourism to employment was 
about 1 million individuals—if informal jobs are included. It should be 
noted that these numbers are comparable to those compiled by the World 
Tourism and Travel Council, in which the total employment was estimated at 
1.06 million in 2016, accounting for 9.2 percent of total employment in Kenya 
(World Tourism Organization 2015). Kenya’s tourism sector has over  
4,000 formal establishments that offer over 70,000 direct wage jobs. In addition, 
over 900,000 individuals are self-employed in direct tourism-related sectors.

Estimated number of formal establishments

Number of formal employees (wage jobs)

Number of informal employees

Accommodations Food and
beverages

Souvenirs and
entertainment

Transportation:
railway, roads,

waterways, airports

2,336 hotels,
resorts,

guesthouses,
lodges, etc.

811
restaurants,
bars, food

stall, markets

2,250 souvenir
shops, market,

sellers, craftsmen,
festivals, theme

parks

Railway: 1;
roads: 551;

waterways; 22;
airports: 443

21,614 7,508 2,500 Railways: 7; roads: 21,101;
waterways: 845; airports:

16,942

281,841 97,902 23,000 Roads: 275,150;
waterways: 11,021;
airports: 220,919

Excursions,
including

sports

112 guides,
tour operators,

and travel
agencies

1,368

1,368

FIGURE 8- 4 . The Tourism Value Chain

Sources: World Tourism Organization (2015); TSA Kenya.
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A major constraint faced by the Kenyan tourism sector is access to reliable 
electricity. According to the World Bank Enterprise Survey (2018), about 
91 percent of sampled hotels and restaurants experienced electricity outages, 
with an average of 6.3 outages in a typical month.

Another challenge relates to the issue of taxation of establishments. 
Almost a third of tourism establishments (31 percent) described taxa­
tion administration as a major obstacle, and it was called a very severe 
obstacle by another 6 percent (World Bank 2018). In addition, tax rates 
were perceived as a major or very severe obstacle by over 53 percent of all 
tourism establishments (World Bank 2018).

The tourism sector in Kenya faces inadequate or a lack of specialized 
training institutions delivering graduates who have crucial, high-level, and 
diverse skills. Examples of these skills include film production; decision-
making and problem-solving; food technology; information technology; 
and leadership. The World Bank Enterprise Survey (2018) shows that skills 
(particularly those related to technological upgrading) remain an obstacle 
for hotels and restaurants. About 20 percent of these businesses indicated 
that skilled labor power is a major or very severe obstacle to technological 
upgrading. A further 21 percent identified it as a moderate obstacle.

These broad and sector-specific constraints highlight the fact that 
Kenya faces several obstacles in achieving high growth rates. Only once 
these constraints are overcome can the full potential of these sectors be 
realized. In the next section, we compare the future employment potential 
of IWSS and non-IWSS sectors.

Trends into the Future:  
The IWSS Sectors’ Potential Growth and Labor Demand

This section outlines the projections of selected IWSS sectors to generate 
wage jobs on a comparative basis with manufacturing and other sectors of 
the economy. Job creation is estimated into the future (to 2030). To assess 
the current and projected employment creation potential of the respective 
sectors, the Jobs Structure Tools (World Bank 2018) were used to examine 
sectoral contributions to aggregate employment growth and productivity.5 
The resulting projections are discussed under three subheadings: overall 
wage employment prospects, youth wage employment prospects, and gender 
dimensions of employment.

The main assumption for the projections is that the prevailing sectoral 
growth trends from 2009 to 2018 continue to 2030 and that no major shocks 
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will occur. There are exceptions to this growth assumption, which include 
that agro-processing is assumed to grow at 1.0 percent a year, which is just 
about equal to its growth rate between 2014 and 2018, while the tourism 
sector growth is revised to about two-thirds of its rate between 2009 and 
2018, to incorporate the COVID-19 pandemic’s shock to the industry. The 
totality of these assumptions is subsequently referred to as the most likely 
scenario in our discussions. The growth rate is computed as a geometric 
average growth rate between the beginning and end year (t, t + T) using the 
compound average growth rate formula. For example, growth in economic

activity (Y ) is computed as gt,t+T =
Yt+T

Yt

J

L
KK

N

P
OO

T
1
- 1

where gt,t+T = period average growth rate of value added between year t and 
t + T; Yt = value added in year t; and Yt+T = value added in year t + T.

Overall Wage Employment Prospects

For the most likely growth scenario, the share of total wage employment 
in the IWSS sectors is projected to decline from 33.7 percent in 2018 to 
24.6 percent in 2030. On the other hand, the employment share of non-
IWSS sectors is projected to increase from 58.3 to 67.1 percent (table 8-9). 
The increase in the share of non-IWSS is driven mainly by the projected 
large growth in domestic services, rather than by a more vibrant industrial 
subsector encompassing mining, utilities, and construction.

The sectoral scenario suggests that the IWSS sectors are still important 
for total wage employment, as are manufacturing and non-IWSS. The spe­
cific sectors projected to contribute to the largest share of wage employ­
ment in 2030 are construction (non-IWSS), manufacturing, and trade and 
repairs (IWSS), with respective shares of 10.8, 8.3, and 7.9 percent. The 
other significant sectors will be mainly IWSS sectors—including tourism, 
horticulture, and ICT—with shares of 5.5, 4.0, and 3.5 percent, respectively 
(table 8-9). Based on these wage employment prospects, the implied policy 
is to focus on not just IWSS but also non-IWSS and manufacturing sectors 
for wage employment of the working-age group in Kenya to 2030.

Additional evidence points to substantial growth in informal employ­
ment (or informalization) in some IWSS sectors, suggesting that the con­
tribution of IWSS is potentially larger—but only if the new jobs are decent 
jobs. Examples include horticulture and financial services, which experi­
enced high output growth but low or declining wage employment growth. 
In horticulture, the relatively low wage employment growth is partly explained 
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by a large increase in nonwage jobs, resulting from a sizable expansion in 
small-scale producers rather than large farms. In financial services, there was 
a decline in the share of mainstream wage jobs amid financial innovations, 
which have seen a large increase in money transfers, as well as banking agents 
who are mainly self-employed.

Youth Employment Prospects, Assuming Historical Growth Trends

With respect to the potential to create wage jobs for youth age 15 to 
24 years—the focus of this project—wage employment projections suggest 
that not only IWSS but also manufacturing and non-IWSS are important 
for creating wage jobs. Wage employment projections to 2030 indicate 
that the sectors with the highest potential for creating wage jobs for youth 
are trade and repairs, construction, and manufacturing, with shares of 10.1, 
9.5, and 8.8 percent, respectively. The other sectors with the greatest poten­
tial (for youth 15 to 24), in succeeding order, are tourism, horticulture, 
and ICT, with respective shares of 5.9, 4.3, and 3.4 percent of total wage 
employment in 2030 (table 8-10).

Youth Wage Employment Prospects, Assuming IWSS  
Constraints Are Addressed

If IWSS sectors are assumed to grow faster than non-IWSS, based on 
historical trends, the outlook is likely to change. We assume that con­
straints are overcome and that the horticulture, ICT, and tourism sectors 
grow at 10 percent a year. The other IWSS sectors are assumed to grow at 
5 percent—except trade and repairs, whose growth is fixed at 10 percent. 
Non-IWSS and manufacturing are assumed to retain the most likely growth 
prospects.

Under this scenario, the overriding observation is that IWSS, non-IWSS, 
and manufacturing remain important for youth wage job creation in Kenya. 
Trade and repairs (6.8 percent), construction (14.9 percent), and manufac­
turing (9.4 percent) are the top three job creators. The importance of IWSS 
is reflected by the fact that the next three most important sectors are all 
IWSS—horticulture, ICT, and tourism, with respective shares of 5.6, 4.7, 
and 3.7 percent in 2030 (table 8-10).

Gender Dimensions of Employment

The projections indicate that there will be wider gender disparities in wage 
employment if the prevailing growth trends persist (and no interventions 
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Table 8-10.  Youth (15–24) Employment Across IWSS and  
Non-IWSS Sectors, 2018 and 2030

Sector

Employment 
(’000s)

Additional 
jobs 

(’000s)

Annual 
growth 

(%)

Share of  
total  

employment 
(%)

2018 2030 2018–30 2018–30 2018 2030

Overall, 15–24 years 505 1,422 917.3 9.0 100.0 100.0

Total IWSS 193 374 180.5 5.6 38.3 26.3
Agro-processing 8 9 1.0 1.0 1.5 0.6
Export crops and 

horticulture 
49 58 9.0 1.4 9.6 4.0

Tourism 18 75 56.5 12.5 3.6 5.3
Information and 

communications 
technology

23 48 24.8 6.2 4.6 3.4

Transportation 15 18 3.0 1.5 3.1 1.3
Financial and 

business services 
15 23 7.9 3.5 3.0 1.6

Trade and repairs 64 143 78.3 6.8 12.8 10.0

Manufacturing 44 130 85.5 9.4 8.8 9.1

Other non-IWSS 267 918 651.3 10.8 52.9 64.6
Agriculture 31 33 2.4 0.6 6.1 2.3
Mining 2 8 5.8 10.7 0.5 0.6
Utilities 2 3 0.4 1.3 0.4 0.2
Construction 29 154 125.1 14.9 5.8 10.9
Domestic services 195 711 515.1 11.4 38.7 50.0
Government 7 9 2.5 2.7 1.3 0.7

Source: Authors’ calculations using data from KIHBS 2015/16.

are put in place). This will be the case for the working-age group and the 
youth group (15–24 years). In the aggregate, male youth are forecasted to 
dominate the more productive sectors—including manufacturing, construc­
tion, and trade and repairs—and their numbers are projected to be respec­
tively 1.5, 13.8, and 1.2 times greater than females. In ICT, there will be 
nearly 3.0 times more males than females if present growth trends persist. 
The projections also indicate that there will be more females in horticulture 
(1.3 times more) and tourism (1.1 times more) (table 8-11).

Although the population ratio of males to females is about 1 to 1, 
males take up a larger share of wage jobs in the fast-growing nonservice 
sectors. In the aggregate, the respective ratios of females to males in wage 
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Table 8-11.  Total Potential Youth Employment Generation in 
IWSS and Non-IWSS Sectors by Gender, 2030 Projections

Sector employment by activity

Youth jobs  
(age in years; 

’000s)

Youth jobs  
(age in years; 

’000s)

15–24 
males

15–24 
females

15–34 
males

15–34 
females

Total IWSS and non-IWSS 724.5 697.4 2,304.4 1,923.4

Total IWSS 204.9 168.9 618.0 508.9
Agro-processing 5.9 2.9 12.5 7.0
Export crops and horticulture 24.7 32.9 58.7 93.0
Tourism 36.3 38.5 107.6 137.0
Information and communications 

technology
36.1 12.1 123.4 65.6

Transportation 18.0 0.5 62.5 2.8
Financial and business services 6.6 16.7 31.1 39.3
Trade and repairs 77.4 65.3 222.1 164.2

Manufacturing 77.3 52.4 282.3 134.8

Other non-IWSS 442.2 476.1 1,404.0 1,279.8
Agriculture 18.4 14.9 26.9 25.5
Mining 6.7 1.5 25.2 4.8
Utilities 1.9 0.6 10.9 6.6
Construction 144.0 10.4 469.6 32.1
Domestic services 267.1 443.4 764.7 1,163.6
Government 4.0 5.2 106.7 47.3

Source: Authors’ calculations using data from KIHBS 2015/16.

jobs are about 1 to 1.3 for those age 15–64 years and 1 to 1 for youth 
(15–24 years). The wage employment ratios are more uneven across the 
sectors; in the aggregate, women tend to dominate horticulture (63 percent) 
and to some extent agriculture (53  percent), tourism (55  percent), and 
domestic services (53 percent). The share of males is particularly large 
in the sectors associated with high productivity and high output, and 
employment growth, including construction (94.6 percent), ICT (68.1 per­
cent), and trade and repairs (57.3 percent). Males also dominate manufac­
turing (71.4 percent) and agro-processing wage jobs, with a share of 
61.4  percent. The gender shares in wage jobs suggest that efforts to 
enhance employment should pay keen attention to the gender distribu­
tion in sectors such as ICT, agro-processing, manufacturing, utilities, and 
construction.
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Labor Skill Requirements and the Skill Gap

In this section, we consider labor skills requirements, the skills supply, and 
the skill gaps of IWSS sectors. Our broad approach encompasses several 
steps, including estimating sectoral employment potential; obtaining pro­
files of sectors’ occupational requirements based on estimates of employ­
ment potential; determining skill requirements; and identifying skill gaps 
based on the skills requirements of the sector and the stock of skills in 
the target population (youth). The standardized O*NET (Occupational 
Network) database was used to develop a profile of occupations and ana­
lyze skill gaps, with a specific focus on tourism, horticulture, and ICT.6 
This broad approach was complemented by a mini-survey to assess the 
nature of skills gaps in Kenya at the firm level.

Skills are an important element in an economy and have implications for 
sustainable job creation for youth. Investment in human capital and strong 
education and training systems are drivers of economic growth and sustain­
able development. On the other hand, skill gaps constrain industries’ ability 
to grow. A gap in skills may be caused by a qualitative skills mismatch, where 
industries do not find employable graduates even when they have the right 
qualifications on paper, and a quantitative mismatch, where not enough 
young people are educated and trained at certain levels and in fields to satisfy 
specific industry needs. Five skill levels were considered: primary education 
(level 1); postprimary education, which includes artisan-level certificates 
(level 2); secondary education (level 3); postsecondary education, which leads 
to certificates or diplomas (level 4); and tertiary education (level 5).

Skill Gaps under a Growth Scenario without Constraints

HORTICULTURE.  Table  8-12 summarizes occupational categories with the 
largest skill gaps. The overall average skill gap for youth (15–24 years) was 
6.3 years of education. This gap increased to 14.3 years for the cohort age 
30–34 years. Soil and plant scientists, agricultural technicians, and nursery and 
greenhouse managers were some of the occupations with the largest skill gaps.

ICT.  The occupations under ICT are those unique to firms classified 
under ISIC Rev 2 codes: 3420, printing, publishing, and allied industry; 
7200, communications; 8323, data processing; and 9592, photographic studios 
activities. Occupations within the ICT sector demand high skills, and 
most fall under skill level 5. There exists a skills shortage for all occupa­
tions for all age cohorts (table 8-13).
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Table 8-12.  Selected Occupational Skill Gaps for Horticulture

Occupation

Modal 
schooling 

years 
(O*NET)

 
Skill gap (years)

15–19 20–24 25–29 30–34

Soil and plant scientists 18 −10 −10 −10 −18
Agricultural technicians 18 −10 −10 −10 −18
Biologists 18 −10 −10 −10 −18
Nursery and greenhouse 

managers
16 −8 −8 −8 −16

Farm and ranch managers 16 −8 −8 −8 −16
Aquacultural managers 16 −8 −8 −8 −16
First-line supervisors of 

landscaping, lawn service, 
and groundskeeping 
workers

15 −7 −7 −7 −15

Landscaping and grounds­
keeping workers

12 −4 −4 −4 −12

Pesticide handlers, sprayers, 
and applicators, vegetation

12 −4 −4 −4 −12

Farmworkers and laborers, 
crop farmers

10 −2 −2 −2 −10

Average (for 15 occupations) −6.3 −6.3 −6.3 −14.3

Source: Author’s calculations using data from KIHBS 2015/16.

TOURISM.  Occupations in food and beverages are mostly skill level 3 and 
below. For the sample of occupations selected for this node, there was a 
skill deficit of 4.4 years of schooling, with the smallest deficit being observed 
in the youth cohort between 20 and 24 (0 to 4  years) (table  8-14). Skill 
adequacies and surpluses were only observed for this cohort. Some of the 
skills with the largest gaps were occupational health and safety specialists 
(8 years), and chefs and head cooks (8 years).

For entertainment and excursions, skill gaps were computed for 20 occu­
pations. Occupations in this node mainly require high skills (at least level 5). 
The average skill gap for occupations was 6.7 years for all the age cohorts, 
except the 20–24 group, for which it was 2.7 years. Skill adequacies and sur­
pluses were only observed for the 20–24 cohort for six occupations. With 
respect to specific occupations, curators had the largest skill gap, ranging 
from 6 (for those 20–24) to 10 years—for the rest of the age cohorts. Other 
occupations with large skill gaps were poets and creative writers, talent 
directors, producers, and environmental restoration planners.
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Table 8-13.  Selected Occupational Skill Gaps in Information and 
Communications Technology

Occupation

Modal 
years of 

schooling 
(O*NET)

Skill gap (years)

15–19 20–24 25–29 30–34

Computer science teachers, 
postsecondary

18 −10 −6 −10 −10

Computer systems analysts 16 −8 −4 −8 −8
Network and computer 

systems administrators
16 −8 −4 −8 −8

Software developers, 
systems software

16 −8 −4 −8 −8

Information security 
analysts

16 −8 −4 −8 −8

Computer user support 
specialists

16 −8 −4 −8 −8

Computer network support 
specialists

16 −8 −4 −8 −8

Software developers, 
applications

16 −8 −4 −8 −8

Computer programmers 16 −8 −4 −8 −8
Web administrators 16 −8 −4 −8 −8
Bioinformatics scientists 16 −8 −4 −8 −8
Computer systems engineers/

architects
16 −8 −4 −8 −8

Average for 19 occupations −8.75 −4.75 −8.75 −8.75

Source: Author’s calculations using data from KIHBS 2015/16.

IWSS Sector Skill Deficits and Gaps (Firm Survey)

This subsection supports the analysis above by using findings from inter­
views at 24 firms across the three IWSS sectors to capture insights on the 
nature of skill gaps. An important caveat is that the IWSS survey (2020) 
firm data did not cover a representative number of firms in the respective 
sectors—that is, horticulture (3 firms), ICT (6 firms), and tourism (14 facili­
ties). Even so, the results offer important insights on current and anticipated 
skill requirements and deficits.

The horticultural firms were small, medium-sized, and large, with 32, 
110, and 1,200 employees, respectively. All the firms produced vegetables 
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and leguminous crops, and the largest firm also produced seeds used for 
propagation. The firms carry out basic value-added activities, like sorting, 
grading, and packaging produce for the export market. The smallest of the 
three firms had established an out-grower business model, while the two 
larger firms relied on their own production to meet their domestic and 
export demand. The six surveyed ICT firms ranged in size from small to 
large, with the largest having more than 100 employees. The firms were 
involved in computer programming, consultancy and support activities, 
software engineering, and software publishing. In tourism, firm inter­
views were conducted primarily in the accommodation and food and bever­
ages segments of the tourism value chain, which account for the bulk of this 
chain. The establishments interviewed ranged in size from 14 employees to 
260. The largest hotel was a 5-star-rated facility. The medium-sized hotels 
ranged from unrated (5 firms) to 3- or 4-star-rated facilities (7 firms) to 
5-star-rated hotels (2 firms).

The sampled firms were asked to provide a measure of their skill deficit 
on a 5-point scale, ranging from 1 = meets skill requirements to 5 = does 
not meet skills requirements at all. The range of skills assessed for the skill 
deficit were lumped together in six broad categories, including basic skills, 
social skills, and technical skills (table 8-15).

Table 8-14.  Selected Occupational Skill Gaps in Tourism

Occupation

Modal 
years of 
school 

(O*NET)

Skill gap (years)

15–19 20–24 25–29 30–34

Supply chain manager 16 –8 –4 –8 –8
Lodging managers 16 –8 –4 –8 –8
Meeting, convention, and 

event planners 
16 –8 –4 –8 –8

Real estate brokers 16 –8 –4 –8 –8
Concierges 12 –4 0 –4 –4
First-line supervisors of 

housekeeping and 
janitorial workers

12 –4 0 –4 –4

Average for 20 occupations –5.63 –1.63 –5.63 –5.63

Source: Author’s calculations using data from KIHBS 2015/16.
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The skill deficit of employees in the firms surveyed in the horticulture 
industry can be considered low, with an average skill gap measure of about 
1.1 out of 5. The firms interviewed indicate that their workers meet the 
skill requirements and there are no skills in deficit.

The skill deficit of ICT employees can be considered low or moderate, 
with an average skill gap measure of about 1.9 out of 5. The skills with a 
higher deficit score were resource management skills, with an average score 
of 2.5 out of 5. Generally, all the other skills have a score of 1.8 or less, and 
employees are described as meeting skill requirements in technical and 
problem-solving skills in banking sector technology solutions, software 
engineering, and in services to end users, including enterprise resource 
planning solutions.

Concerning the main deficit areas with respect to skills, the surveyed 
ICT firms indicated that although there was a potential for growth in 
the ICT sector, this growth would predominantly be along the lines of 
expanding current operations. The new occupations seem to require much 
higher skill levels than the current occupations available to youth in the 
sector. However, moderate skill gaps in a number of soft skills will need to 
be addressed before the true potential of the ICT sector as an engine for 
tackling youth unemployment in Kenya can be realized.

In tourism, the skill deficit of employees in the surveyed firms can be 
considered moderate, with an average skill gap measure of about 2.2 out of 5. 

Table 8-15.  Skill Deficits by IWSS Sector

Skill Category

Skill deficit (1–5)

Horticulture

Information and 
communications 

technology Tourism

Basic skills 1 1.8 2.4
Social skills 1 1.7 2.0
Problem-solving skills 1 1.7 1.8
Technical skills 1 1.8 2.3
Systems skills 1 1.8 2.6
Resource management skills 1.3 2.5 2.3
Average 1.1 1.9 2.2

Source: Authors’ data.

Note: The scale for deficits runs from 1 = meets skill requirements to 5 = does not meet 
skills requirements at all.
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The skills most critically in deficit are systems skills, with an average of 
2.9, followed by basic skills with a score of 2.4, and technical skills, with a 
score of 2.3 out of 5.7

Policy Implications

Although economic growth in Kenya improved in the two decades leading 
to 2020, this growth has yet to be translated into adequate wage employ­
ment, and/or may not have been strong enough to generate adequate wage 
employment. There are good prospects for improving economic growth, 
given that some of the key factors linked to less vibrant growth performance 
(e.g., droughts, oil price fluctuations, and uncertainty during election cycles) 
are amenable to policy interventions. A more predictable and stable electoral 
cycle, and an increase in the share of farmland under irrigation, will be cru­
cial for increased and sustained investments—as well as for reduced vola­
tility in the growth of IWSS and the overall economy.

With respect to the IWSS sectors, we found that horticulture, ICT, 
and tourism were among the sectors with a good potential for creating 
jobs. However, the potential of these sectors cannot be achieved if the con­
straints analyzed above are not addressed. In what follows, we focus on 
policies that will enable the growth of these three sectors. It is important 
to emphasize that sectoral growth requires multiple, complementary poli­
cies, and thus there is no single “magic bullet” policy prescription that will 
harness the employment potential of the sector.

Horticulture

For the employment potential of horticulture to be achieved, several con­
straints need to be overcome. Nontariff trade barriers—including consumer 
standards, such as the European Good Agricultural Practice Standard— 
are key impediments to the growth of horticulture. Similarly, deficits in 
cold chain infrastructure and declining skill pool in agriculture are key con­
straints. To overcome these constraints, continuous skill transfers and lend­
ing support to local producers (e.g., in leveraging consumer-driven standards) 
will be important. Also, initiatives to promote investments in cold chain 
infrastructure—for example, investing in cold collection centers and pack­
ing houses—make agricultural curricula more attractive to youth through 
redesign, and better marketing of agriculture to youth will help.
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ICT

Although ICT is one of the more promising sectors in Kenya, especially with 
the onset of the Fourth Industrial Revolution, several constraints prevent the 
realization of the true potential of the sector. Key constraints include non­
competitive market structures; lacks of comprehensive policy and legal 
frameworks for various ICT fields, such as e-commerce; an inadequate 
number of individuals with advanced ICT skills; and low rates of adoption of 
emerging technologies, such as cloud computing and artificial intelligence.

Policies should strive to enhance competitive markets so that costs are 
lowered, enabling greater access to ICT. They should also promote private 
sector investments in education for high-level ICT skills, attract certain 
skills (e.g., programming) from the Kenyan diaspora, and increase the 
adoption rate of emerging technologies by using these technologies on a 
wide scale, such as in government departments.

Tourism

The vast number of businesses involved in the Kenyan tourism value chain 
suggests substantial future employment potential. However, the sector 
faces several obstacles, including congestion at certain tourist spots, 
leading to the erosion of the value of natural attractions over time, limited 
inclusion of local small and medium-sized enterprises in the tourism value 
chain, and inadequate product diversification/innovation in coastal tourism. 
The sector could also benefit from more lodging options, which now 
mostly focus on international (i.e., Asian, European, or American) tour­
ists, rather than local or regional tourists. Several policies could overcome 
these constraints:

•	 Increase the entry price for international tourists at prime tourist 
locations to reduce the overall number of visitors: low-impact, high 
cost, or “quality over quantity.”

•	 Promote local value-added efforts by incentivizing major tourist 
businesses to include local small and medium-sized enterprises 
in their supply chain.

•	 Create new experiences and/or products in coastal tourism.
•	 Encourage tourist lodgings to create a differentiated pricing struc­

ture, with locals being charged a lower price compared with inter­
national tourists.
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Conclusion

Our research suggests that Kenya has achieved a relatively diverse economy 
in which IWSS, non-IWSS, and manufacturing sectors all have a prom­
ising potential to create jobs. Projections indicate that all these sectors will 
remain significant sources of employment in the next 10 years. IWSS and 
manufacturing have certain advantages over agriculture, including their 
high productivity levels, making them instrumental in reducing poverty. 
IWSS sectors also have high elasticity of employment relative to growth, 
further cementing their key role in generating more employment relative 
to non-IWSS sectors.

Even so, this study observes that a large share of new jobs are nonwage 
jobs. This could be a result of diverse factors, including complex regula­
tions, weak enforcement of regulations, high taxes, or even simply tax eva­
sion. This could also be a natural response to the poor investment climate. 
Due to the complexity of this subject, there is a need to carefully examine 
how growing and expanding informality (which varies across sectors) can 
be turned into a positive development.

A fundamental finding is that the growth observed in IWSS and other 
sectors of the economy is curtailed by constraints. Some of these are binding; 
but if addressed, they have the potential to generate higher growth in output 
and wage employment. The broad area of infrastructure and regulatory 
frameworks stands out as important for making the economy increasingly 
functional and thus capable of creating jobs. A key agenda should center on 
identifying and eliminating regulatory bottlenecks at sector/subsector levels 
on a continual basis. This requires strong monitoring and evaluation 
through continual stakeholder engagement, and subjecting all new laws and 
regulations to regulatory impact assessments.

The overriding finding on skills is that skill deficits can be a constraint 
to growth of IWSS and other sectors. In addition, skills mismatches may 
prevent youth from accessing gainful and productive employment. Moni­
toring skills needs will be a key component of ensuring that youth are 
equipped for available jobs. Stakeholders—including those for industry, 
and for education and training institutions—need to strengthen their 
partnerships for skill development and enhance programs that combine 
on-the-job and in-class training. The education and training system needs 
to be tailored to produce skills demanded by the market, rather than aca­
demic credentials.
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NOTES
1. Underemployment encompasses individuals whose total work hours are 

less than 29 (KNBS 2018).
2. This country case study mainly adopts the International Labor Organi­

zation’s (2016) definition of the youth 15 to 24 years. In some cases, the study 
uses the broader category of 15 to 34 years to accommodate the Kenyan 
definition.

3. Note that the survey data are not strictly comparable with those in the 
annual Economic Survey, which excludes small-scale farming and pastoralist 
activities.

4. The domestic services sector includes these categories: (1) professional, 
scientific, and technical services; (2) administrative and support services; (3) edu­
cation; (4) human, health, and social work activities; (5) other service activities; 
and (6) activities of households as employers.

5. The assumptions underlying the projections are given by Munga et al. 
(2021).

6. The O*NET database contains information on standardized and 
occupation-specific mixes of knowledge, skills, and abilities. The study focused 
on the occupational descriptors for tourism, horticulture, and ICT.

7. Systems skills are only required in three out of the eight occupations 
identified by respondents. Moreover, only some of the listed systems skills 
were applicable to these occupations. As a result, the deficit present in these 
skills may not be as practically serious as the deficit in other areas, such as 
basic skills and social skills.
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Zambia

From Mineral Dependence to Skill Development 
in New Sectors

ANAND RAJARAM, DENNIS CHIWELE, AND MWANDA PHIRI

This chapter contends that the combination of noninclusive economic 
growth and the recent increase in the overall and youth unemployment 

rates in Zambia entails the development of an alternative growth trajectory 
that accounts for Zambia’s current and projected stock of skills among its 
youth.1 We provide evidence that four services subsectors—horticulture 
and floriculture, agro-processing, tourism, and information and commu-
nications technology (ICT)—have the potential to generate a sufficient 
number of jobs that align with Zambia’s skill profile. However, this employ-
ment potential is predicated on overcoming a number of macroeconomic 
and sector-specific constraints, for which we provide a number of policy 
recommendations.

Zambia has been attempting to transition from an economy that is his-
torically dependent on primary sector activities, including mining, to a 
more diversified economy. The pace and pattern of this transition has 
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varied over the decades since independence: the first three decades were 
marked by import substitution, a strong direct role of the state in the eco-
nomic sphere, and the growth of industry and services. This period also 
witnessed volatile gross domestic product (GDP) growth and declining per 
capita incomes (figure 9-1). After the introduction of multiparty democ-
racy in 1991, structural adjustment reforms opened up the economy to 
import competition and marked the beginning of a more market-oriented 
approach to economic development.

Reforms liberalized exchange and interest rates, removed quantitative 
restrictions on trade, and privatized numerous state-enterprises. This pivot 
from a statist economy to a market-oriented one imposed drastic structural 
change. GDP declined sharply in 1994, but after a slow recovery, growth 
picked up after 2000, driven in part by a nine-year rally in copper prices. 
Whereas average GDP growth rates were barely 1 percent in the period 
1981–90, and 1.75 percent in 1991–2000, average growth in the first decade of 
the 2000s stepped up to an impressive 7.5 percent, before slowing to 5.2 per-
cent in 2011–15 and declining further in 2016–19 to about 3.2 percent.

Despite the recovery of GDP per capita, the quality of growth has been 
narrow and noninclusive in a number of respects—first, it has been confined 
to activities that are regionally concentrated in a few urban locations; and 
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second, it has not generated employment or income-earning opportunities 
to enable improvement in the standard of living for the broad population. 
Income inequality in Zambia is very high, with the Gini coefficient of income 
distribution in 2015 estimated to be over 0.70 (Bhorat et al. 2018).2 Regional 
inequalities across provinces, urban/rural inequalities, and inequalities across 
occupational groups have all widened. The poorest groups derive most of 
their income from agricultural self-employment, while the richest groups 
derive most income from wages. Those in the middle deciles derive most of 
their income from nonagricultural self-employment.

One reason for the poor distributional outcomes of growth is because 
the Zambian economy failed to create decent jobs to match the growing 
labor force. Table 9-1 indicates the trend in total and youth unemployment 
rates, both of which show a dip followed by an increase over the period 
2005–18. Youth unemployment has varied between 7 and 3 percentage 
points above the overall unemployment rate, although the very sharp dip 
between 2005 and 2008 raises some concerns about whether both the level 
and the change are accurately measured by the Labour Force Surveys.3 
Accordingly, it becomes imperative to acknowledge definitional shifts over 
time, since they pose some problems for identifying trends in the labor 
market (see box 9-1).

While the mining boom did have a subsequent effect on employment in 
construction, services, and the public sector, the dip of 8–9  percentage 
points in unemployment between 2005 and 2008 seems exaggerated.4 Lack-
ing skills and experience, nearly 70 percent of employed youth were in the 
informal sector (46.6 percent) or household workers (22.9 percent), where 
conditions of employment were likely to be unfavorable. An important fea-
ture of development in Zambia has been the stunting of the formal sector 
and the corresponding expansion of the informal sector. By the end of the 
economic rebound in 2014, 84.5 percent of the employed population (4.9 of 
5.8 million) worked in the informal sector. The major categories of informal  
sector employees were (1) own-account workers with no business registration, 
such as most of the small farmers in the agriculture sector; (2) employees in 
informal sector enterprises or in households, such as domestic workers who 
are “not subject to standard labor legislation, taxation, social security or 
entitlement to certain employment benefits”; and (3) paid or unpaid family 
workers.

Informal sector jobs are characterized by low earnings (implying low 
productivity), a lack of job security, poor working conditions, and poverty: 
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Box 9-1. Technical Note: Methodological Variation in Labour Force 
Surveys over Time

At the time of this chapter’s writing, Zambia had undertaken seven Labour 
Force Surveys (LFSs), covering the years 1986, 2005, 2008, 2012, 2014, 2017, 
and 2018. In 2017, major revisions were made to the methodological approach, 
including a change in the frequency of data collection from a biannual to a quar-
terly basis. A more significant change, however—which renders the 2017 and 
later LFSs incomparable with LFSs preceding 2017—are the changes in the 
labor force framework, the survey questionnaire, and the definition of employed 
and unemployed persons.

Before 2017, LFSs—namely, the 1986, 2005, 2008, 2012, and 2014 ones—were 
based on the 1982 Labour Force Framework adopted at the 13th International 
Conference of Labor Statisticians (ICLS). From 2017 onward, the LFS methodol-
ogy is premised on the 2013 Labour Force Framework adopted at the 19th ICLS, 
which issued new guidelines for measuring and compiling labor statistics. In this 
new framework, the employed population now strictly includes persons engaged 
in work for pay or profit (including self-employed or contributing family workers); 
while the unemployed population must strictly satisfy the conditions of seeking a 
paid job and being available to take up the job. In contrast, former LFSs included 
in the definition of persons employed, persons in own use (consumption) produc-
tion work such as “collecting firewood, growing of crops for household consump-
tion only, fishing for household consumption” (2015 report by Zambia’s Central 
Statistical Office).

These definitional changes have subsequently led to a significant reduction 
in the overall labor force population, which is defined as all persons—employed 
or unemployed—age 15 years or above at the time of the survey. For instance, in 
2014, the labor force population was estimated at 6,329,076, while it was esti-
mated at 3,398,294 in 2017 largely as a result of a marked reduction in number of 
employed persons in agriculture industries (2015 and 2018 data from Zambia’s 
Central Statistical Office).

In addition to the conventional measures of unemployment, there is now 
what is defined as the national combined rate of unemployment and the poten-
tial labor force. This is the sum of the unemployed and the potential labor force 
populations. Whereby, the potential labor force population is defined as “all 
persons of working age who during the short reference period were neither in 
employment nor in unemployment and (1) carried out activities to ‘seek employ-
ment,’ were not ‘currently available’ but would become available within a short 
subsequent period established in the light of national circumstances or (2) did 
not carry out activities to ‘seek employment’, but wanted employment and were 
‘currently available’”—that is, discouraged workers (2018 report from Zambia’s 
Central Statistical Office). The analysis given in this chapter is therefore made 
in cognizance of these methodological variations over time and the extent to 
which the authors reconcile these differences.
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“Whereas only 5.1% of formal workers can be classified as living in 
extremely poor households (per capita expenditure less than the $1.90/day 
poverty line), 60% of informal workers live in extremely poor households 
by the same measure” (ILO and OECD 2018). Formal sector workers on 
average earned 3.2 times more than their informal sector counterparts, and 
3.9 times more than household workers. Industries in the informal sector 
are hubs of low productivity. About 68.4 percent of the people employed in 
agriculture were in the informal sector. The 1994–2014 period witnessed a 
significant expansion of tertiary sector activities, as well as wholesale and 
retail trade, but much of this expansion was in the informal sector.5

This chapter is structured as follows. First, we examine the role of the 
IWSS sectors in the Zambian economy. We then compare the growth of 
the IWSS and non-IWSS sectors, with a special focus on women and 
youth. This is followed by an analysis of the constraints on four specific 
IWSS sectors, and a quantitative analysis of future employment growth 
between 2018 and 2030. We conclude the chapter with a number of policy 
recommendations.

Patterns of Growth: The Role of the IWSS Sectors

This section examines the structural transformation of the Zambian 
economy. Figure 9-2 illustrates the productivity–employment structural 
transformation nexus by correlating the level of relative labor productivity 
in 2005, with the change in the industry share of employment over the 
period 2005–18. Phrased differently, the figure allows us to assess whether 
labor is being released (denoted by a contraction in employment share) 
from industries that are least productive (i.e., in the lower left quadrant), 
and being absorbed (denoted by an expansion in the share of employment) 
in more productive industries (i.e., in the upper right quadrant) (Fox, 
Thomas, and Haines 2017).

We observe the following: First, employment has contracted sharply in 
agriculture (an industry with low productivity) and has expanded in both 
productive IWSS and productive non-IWSS (the upper right quadrant of 
figure 9-2). Second, while employment has contracted in agriculture by 
nearly 13 percentage points over this period, this industry still employs a 
considerable number of workers (57  percent of employed labor), as evi-
denced by the size of the bubble in the figure.

Third, the majority of IWSS (with the exception of tourism) are clus-
tered in the figure’s upper right quadrant, where relative labor productivity 
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is higher and employment is expanding. About 5.7 percentage points of 
the 12.7  percent reduction of workers in agriculture over the period 
2005–18 found employment in IWSS. Among IWSS, financial and busi-
ness activities—the most productive in 2005—expanded employment by 
2 percentage points. At the same time, workers were also reallocated to 
productive formal trade and agro-processing activities, albeit to a smaller 
extent. Respectively, these industries’ share of employment expanded by 
1.2 and 1.3  percentage points. Similarly, transportation grouped with 
ICT grew their share of employment by 0.8 percentage point over this 
period. Disappointingly, tourism recorded a contraction in its share of 
employment (0.8  percentage point), even though the industry displays 
higher relative labor productivity.

Agriculture

Agro-processing
Construction

Utilities

Financial and business

Manufacturing

Mining

Tourism Transportation, storage, and ICT

Trade: formal

Other + not stated

Trade: informal

(2.50)

(1.00)

0.50

2.00

3.50

–20.0% –15.0% –10.0% –5.0% 0.0% 5.0% 10.0% 15.0% 20.0%
Change in employment share, 2005–18

Natural Log of Relative Labor Productivity (Industry Labor Productivity /
Economy-wide Labor Productivity)

Sources: Authors’ construction based on Labour Force Survey data (2005 and 2018), gross 
value-added data from ZamStats; and World Travel and Tourism Council data.

Note: ICT = Information and communications technology. Relative labor productivity is 
computed as the natural log of the ratio of value added to labor of each industry divided by 
economy-wide labor productivity. A ratio > 0 indicates that the industry’s labor productivity is 
higher than the total productivity of the economy; < 0 means otherwise. Bubble size represents 
the size of employment in 2018. The dotted linear trendline shows the best fitted values.

FIGURE 9-2 . Correlation between Industry Productivity  
and Change in Employment Share, 2005–18



350	 A. RAJARAM, D. CHIWELE, AND M. PHIRI

Fourth, workers were also absorbed into traditional manufacturing, 
whose share of employment expanded by 0.8 percentage point. Manufac-
turing’s relative labor productivity in 2005, it appears, was only marginally 
above the average, so that it barely fits in the upper right quadrant. Com-
paratively, more workers have been absorbed into non-IWSS sectors that 
are relatively productive industries, such as construction and mining.

Fifth, confirming our observations about the rapid growth of the infor-
mal sector, informal trade increased its share of employment by the highest 
margin: 2.9 percentage points. Productivity in informal trade in 2005 appears 
higher than in manufacturing, but measurement issues would not warrant 
placing confidence in such an assessment. The share of employment in rela-
tively very high productive industries—mining, construction, and utilities—
also increased, but by 0.7, 1.7, and 0.1 percentage points, respectively.

All in all, Zambia’s structural transformation has been generally positive, 
as evidenced by the upward-sloping linear trend line. Indeed, employment has 
been shifting out of low-productivity agricultural activities into more produc-
tive activities in trade, finance and business, construction, agro-processing, 
mining, transportation, and ICT—and even, to a limited extent, manufac-
turing. However, as indicated by the small size of the bubbles in figure 9-2, 
the IWSS sectors remain a relatively small source of employment, collectively 
accounting for about 8.4 percent of employment.

The experience of structural change in Zambia confirms that manufac-
turing has not proven to be a growth leading sector. A significant propor-
tion of the structural change corresponding to the shrinking of agriculture 
appears to be driven by the absorption of labor into low-productivity activi-
ties in the informal urban services sector, a phenomenon that has been 
characterized as “growth reducing” (Cilliers 2018). However, the IWSS 
sectors have demonstrated both higher productivity and relatively high 
employment growth, which suggests a potential avenue for productive job 
creation. This is the subject of more detailed analysis in the next section.

Sectoral Decomposition:  
The IWSS Sectors in Comparative Perspective

To better understand employment dynamics within sectors, table 9-2 pro-
vides a breakdown of employment across industries, which are categorized 
under three groups: IWSS, manufacturing (excluding agro-processing), 
and other non-IWSS. Labor force survey data show that non-IWSS are 
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historically the major source of employment, as shown by the 96 percent 
share of total employment in 2005. Agriculture continued to shed labor as 
a share of total employment, declining from 69 to 57 percent between 2005 
and 2018, even though nearly 50 percent of new jobs in other non-IWSS 
were agriculture-based. Not surprisingly, given that this period coincided 
with the copper price boom, construction, mining, and government employ-
ment, all grew substantially over this period, with construction in par-
ticular more than doubling its share of employment in the economy to 
2.4 percent. Manufacturing employment grew by 8.3 percent and increased 
its employment share, but the level was just 2 percent of the total.6

Interestingly, employment in IWSS grew at a rate of 12.9  percent a 
year—well above the 3.6  percent of non-IWSS—more than doubling 
IWSS’ share of employment over the 13-year period to 8.8 percent of 
total employment. Nearly one third of all new IWSS jobs in this period 
came from finance and business services, bolstered by the expansion in 
insurance and pension funds and in professional, scientific, and technical 
activities. This demonstrated that the higher employment creation poten-
tial of IWSS is an important finding. It suggests future potential that will 
require further analysis to determine whether and how it can be sustained.

Among our IWSS sectors of interest, finance and business had the fastest 
annual growth in employment, expanding at the rate of 16.5 percent a year, 
quadrupling its share of total employment.7 Although this pace of growth 
in employment was closely followed by construction, a non-IWSS sector, 
growing at 15.1 percent, construction employment growth came at the back 
of the mining boom and the government’s decision to spend heavily on 
infrastructure development. Other high performers in employment growth 
were agro-processing and formal trade and wholesale trade, both IWSS 
sectors that grew at a rate higher than 10 percent. Among the non-IWSS, 
mining and government also grew above 10 percent a year. Although they 
could only still account for only a small share of employment by 2018, it is 
noted that IWSS sectors were largely creating new sources of employment 
growth away from the performance of the mining industry. This takes into 
account the fact that horticulture, which in essence is a part of the agricul-
ture sector, grew at nearly 10 percent in this period.

The employment potential of ICT activities is harder to gauge, owing 
to data constraints. At most, we are only able to discuss the industry’s share 
of employment in 2018, which, at 0.2 percent, is miniscule. But this is not 
surprising, because ICT is in its infancy in Zambia. However, the tourism 
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sector is a big disappointment; its share of employment contracted over the 
period, owing to an employment growth rate that was lower than average 
(1.4 percent a year). If the much-talked-about job creation potential of 
tourism is to be realized, it is important to obtain a deeper understanding of  
this sector by assessing the binding constraints it faces, and discovering 
how these could be resolved.

Knowing whether the movement of labor out of agriculture and into 
other productive activities has raised average labor productivity in Zambia –  
and by how much – is important to answer the question of whether the 
potential to raise living standards is being enhanced. Understanding which 
industries have the highest labor productivity is clearly important for 
enhancing productive job creation for the future. In table 9-3, we depict 
the within-industry labor productivity estimated for 2018, measured as 
value added per worker. IWSS displays the highest labor productivity, 
somewhat more than manufacturing, with other non-IWSS sectors having 
lowest labor productivity as a group. While IWSS labor productivity is 
boosted by the inclusion of ICT, most of the IWSS subgroups show higher 
productivity than manufacturing. Parts of non-IWSS—such as mining, 
utilities, and construction—are the exception, since they clearly display 
very high labor productivity due to their high capital-intensity. In general, 
the relative labor productivity of IWSS is six times greater than other 
non-IWSS and about four times the economy-wide average.8

Changes in statistical methods complicate inferences about directions 
of change in labor productivity through 2018, particularly regarding man-
ufacturing and agro-processing, and the figures in general appear unreli-
able. In table 9-4, it appears that between 2005 and 2018, economy-wide 
labor-productivity increased by nearly 30 percent, driven by an increase in 
other non-IWSS and manufacturing labor productivity. As a result, the 
labor productivity gap between IWSS and manufacturing productivity 
particularly appears to have decreased markedly in 2018 relative to 2005, 
with the ratio being about 1. IWSS sectors relative to non-IWSS sectors 
also show a narrowing of the productivity advantage of IWSS. There is 
no explanation that would lead us to understand whether such a dramatic 
change is indeed real. While it is possible that agro-processing productiv-
ity declined and manufacturing increased, the size of the productivity 
shifts for these two industries may be overstated because of the methods 
used to rebase GDP, and the resulting effects on manufacturing and agro-
processing outputs.9 For these reasons, we report the 2018 results but do 
not use them to make any inferences about recent labor productivity.
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Table 9-3.  Labor Productivity: Value Added per Worker,  
in Constant 2010 Prices

Labor productivity 
(ZMW) Growth, 

2005–18 (%)Sector or productivity 2005 2018

Economy-wide 17,188 22,188 29

Total IWSS 166,734 82,540 –50
  Agro-processing 205,589 32,010 –84
  Tourism 64,571 71,699 11
  Transportation and storage 67,303 49,120 –27
  Financial and business 410,445 86,317 –79
  Trade: formal 335,138 121,442 –64
  Information and communications  

  technology
— 422,272

Manufacturing (excl. agro-processing) 18,225 57,946 218

Other non-IWSS 11,171 14,561 30
  Agriculture (incl. horticulture) 4,040 2,278 –44
  Mining 226,540 185,463 –18
  Construction 305,830 101,251 –67
  Trade: informal 36,373 32,758 –10
  Utilities 149,192 123,271 –17
  Government — 92,421
  Domestic services — —
  Other 12,587 15,094 20

  Relative labor productivity:  
  IWSS to other non-IWSS

15 6

  Relative labor productivity:  
  IWSS to manufacturing

9 1

  Relative labor productivity:  
  IWSS to total

10 4

Sources: Authors’ calculations based on ZamStats labor force and gross value-added 
data.

Note: The sum of IWSS excludes tourism to avoid double counting, since the tourism 
sector is a composite of tourism activities in various industries. We lack disaggregated 
gross value-added data for government and domestic activities for years before 2010. 
For domestic services, data were also not available after 2010. Similarly, information  
and communications technology cannot be disaggregated before 2010. Thus, labor 
productivity for some industries in some years is not computed. Agriculture includes 
horticulture activities due to the lack of disaggregated gross value-added data at the 
4-digit level required to compute labor productivity for the horticulture subsector.
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Table 9-4 provides an overview of the education profile of employed 
workers in the aggregate and by industry between 2005 and 2018. While 
data on skills were not readily available, we use the level of education as a 
good proxy predictor of the capacity of workers to build their skills. In 
general, a higher proportion of employed workers in 2018 were educated 
than in 2005.

Using the highest level of education successfully completed in 2018, we 
find that in all IWSS, 63 percent of the employed had successfully com-
pleted some level of secondary education, having completed at least grade 7, 
up to a maximum of grade 12. This number is significantly higher than the 
17 percent level in 2005. At the high end of the spectrum, among IWSS, 
the highest proportion of workers—with more than 12 years of schooling— 
are employed in finance and business activities (23 percent). Conversely, 
at the lower end, horticulture and transportation employed the lowest 
percentage of postsecondary workers. Manufacturing, like IWSS, shows a 
sharp increase in the employment of those with secondary schooling, from 
19 percent in 2005 to 54 percent in 2018.

In non-IWSS, the highest level of education completed is more varied. 
In the aggregate, the majority of workers have a primary education. Mining 
and utilities demand a higher level of education, with about a third of the 
employed population in these industries having completed more than 12 years 
of schooling. Similarly, almost the majority of workers (42 percent) in other 
services, which includes health and education services, have a higher pro-
portion of workers with a postsecondary education. Government employees 
include a quarter who have more than 12 years of education. Agriculture and 
domestic services, on the other hand, employ a higher proportion of workers 
with primary education and very few with a postsecondary education.

Exports

Trade remains an important mechanism for productivity growth that has 
been demonstrated empirically to hasten the process of structural transfor-
mation for countries locked in low-productivity agricultural activities. In 
table 9-5, we contrast the export performance of IWSS relative to manu
facturing, non-IWSS, and overall exports. Under IWSS, we make an addi-
tional distinction between merchandise exports and services exports.

Zambia’s exports are dominated by mining products. In large part because 
of the commodity super-cycle that occurred over this period and boosted 
copper prices and exports, the share of mining exports increased from 
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54 percent in 2005 to 72 percent in 2018.10 Manufacturing exports have 
gained over the years, increasing from 3.5 percent in 2005 to 10 percent in 
2018, with annual growth of over 21 percent. A part of this increase in manu-
facturing outputs can be traced to the increase in export of chemicals.11 On 
the other hand, the share of agricultural exports declined from 6.1 percent in 
2005 to 2.3 percent in 2018. In the aggregate, non-IWSS’ share of exports 
increased from 60 to 76 percent.

IWSS exports have lagged non-IWSS exports by a considerable margin 
over this period, but this comparison may be overstated because of the choice 
of 2018 as the ending date, since IWSS agro-exports were significantly 
reduced over this period, in part due to weather conditions. Growing at 
well below the rate of total export growth, the share of IWSS sectors 
in aggregate exports declined markedly, by 20 percentage points, from 33 
to 13 percent. Under services, the share of tourism exports fell by more 
than half, while the share of transportation and ICT exports contracted 
marginally, by 0.1 percentage point. Under merchandise exports, the share 
of horticulture and agro-processed goods also fell, from 2  percent and 
10  percent to 0.2 and 4  percent, respectively. Horticulture exports have 
been contracting by 7 percent a year after a promising start in the 2000s.

Focus on Vulnerable Groups: Women and Youth

An important consideration of IWSS sectors is whether growth in these 
sectors is more inclusive than non-IWSS sectors. In our analysis, we focus 
on two groups that have historically been underrepresented in the Zambian 
labor market: women and youth.

Table 9-6 shows the change in and composition of employed females 
and youth in IWSS and non-IWSS sectors. Overall, it appears that the 
IWSS sectors have not performed as well in creating jobs for women and 
youth, the two critical demographics of great concern for creating an inclu-
sive economy.

The IWSS have seen sharply lower shares of young workers, and the 
proportion of female workers also declined over the 2005–18 period, both 
in IWSS and in manufacturing, with a corresponding rise in the shares 
employed in agriculture. Although female employment in the IWSS sectors 
expanded at a rate of 9 percent, that of males was growing at an even faster 
rate, at 16 percent a year. Therefore, the share of women employed in IWSS 
appears to have declined from 52 percent in 2005 to 34 percent in 2018. The 
share of employment for those age 15 to 24  years declined from 37 to 



T
ab

le
 9

-6
. 

P
er

ce
nt

ag
e 

Sh
ar

es
 o

f E
m

pl
oy

ed
 F

em
al

es
 a

nd
 Y

ou
th

, I
W

SS
 v

er
su

s 
N

on
-I

W
SS

 S
ec

to
rs

, 2
00

5–
18

 
Sh

ar
e

C
om

po
un

d 
an

nu
al

 
gr

ow
th

 r
at

e

Se
ct

or
 

Fe
m

al
es

Yo
ut

h
Fe

m
al

es
Yo

ut
h

 
Fe

m
al

es
Yo

ut
h

T
ot

al
 I

W
SS

 
 

52
37

34
12

9
3

 
A

gr
o-

pr
oc

es
si

ng
47

39
43

24
12

9
 

H
or

ti
cu

lt
ur

e
57

36
45

10
 

8
0

 
In

fo
rm

at
io

n 
an

d 
co

m
m

un
ic

at
io

ns
 te

ch
no

lo
gy

 
 

37
25

 
 

 
Fi

na
nc

ia
l a

nd
 b

us
in

es
s

50
40

39
 3

 
14

–3
 

T
ra

ns
po

rt
at

io
n 

an
d 

st
or

ag
e

57
33

2
 8

 
–1

8
–3

 
T

ra
de

: f
or

m
al

46
36

41
12

 
14

5

M
an

uf
ac

tu
ri

ng
 (e

xc
l. 

ag
ro

-p
ro

ce
ss

in
g)

49
38

 7
17

 
–7

2

O
th

er
 n

on
-I

W
SS

 
51

41
58

28
 

5
1

 
A

gr
ic

ul
tu

re
52

41
67

34
 

5
1

 
M

in
in

g
54

42
12

 7
 

–2
–4

 
C

on
st

ru
ct

io
n

49
42

 2
 9

 
–1

1
2

 
U

ti
lit

ie
s

50
43

 2
17

 
–1

6
–1

 
T

ra
de

: i
nf

or
m

al
49

43
59

12
 

9
–2

 
G

ov
er

nm
en

t
50

28
40

 3
 

9
–7

 
D

om
es

ti
c 

se
rv

ic
es

57
36

70
31

 
5

2
 

O
th

er
50

46
49

 9
 

13
0

 
N

ot
 s

ta
te

d
50

40
39

33
 

–1
0

So
ur

ce
s:

 A
ut

ho
rs

’ t
ab

ul
at

io
ns

 b
as

ed
 o

n 
Z

am
St

at
s 

L
ab

or
 F

or
ce

 d
at

a.

N
ot

e:
 D

at
a 

on
 w

or
ke

rs
 in

 t
he

 to
ur

is
m

 in
du

st
ry

 b
y 

le
ve

l o
f e

du
ca

ti
on

 w
er

e 
no

t a
va

ila
bl

e.
 “

Yo
ut

h”
 a

re
 d

efi
ne

d 
as

 a
ge

 1
5–

24
 y

ea
rs

.



	 Zambia	 361

12 percent in 2005 and 2018, respectively, while it grew for the 35–64 demo-
graphic category, from 33 percent in 2005 to 50 percent in 2018. While the 
labor force data for 2018 are relatively robust and the underlying surveys are 
of a better quality, the corresponding data for 2005 may not be as robust.12 
One implication is that the share of IWSS female and youth employment in 
2005 is likely overestimated, so the decline in female and youth employment 
in IWSS by 2018 may be overstated. Nevertheless, it is likely that current 
trends are not expanding employment for these critical demographic groups, 
and Zambia will need to do more to create jobs for women and youth.

Constraints on IWSS Growth

The recognition of the most severe constraints a country faces should 
enable governments to prioritize overcoming these greatest hindrances to 
economic growth.

Constraints on Growth:  
The Broad Operating Environment for Firms in Zambia

The experience of growth in IWSS and non-IWSS industries has been 
influenced by economy-wide constraints, as well as industry-specific con-
straints. Macroeconomic policies over the past decade, and the resulting 
high deficits and payment delays, have crowded out private sector access to 
credit, raised debt levels alarmingly, and caused exchange rate instability 
(over the past five years)—all of which have adversely affected firms’ oper-
ations and profitability. Power shortages due to drought conditions, and 
uncertainties regarding tax policies, have also undermined investor confi-
dence and growth.

Labor market regulations over the past five years have increasingly tilted 
the playing field against employers, as concerns for protecting workers  
have failed to take into account the impact on employers, and therefore on 
employment. New regulations impose significant burdens on employers by 
reducing flexibility, and they damage job creation, as confirmed by business 
surveys. Zambia introduced legislation in 2015 to address concerns about 
increasing the “casualization” of work, which appeared to reduce jobs of a 
more permanent nature to repeated casual contracts, impinging on the 
rights of workers. While clarifying different kinds of contracts (including 
consultancies and seasonal contracts), the legislation defined terms under 
which a repeated use of shorter-term contracts would need to be upgraded 
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to longer-term contracts. However, the Employment (Amendment) Act 
also criminalized violations of the terms of the act, moving adjudication 
from the industrial courts to the judicial courts. A 2017 study (Masumbu 
and Mwenge 2017) surveyed firms across various regions to assess the effect 
of labor market regulations on labor outcomes. The responses identified 
this criminalization as a major concern for employers, as the perceived 
implicit ban on casual work limited the ability of firms to cope with uncer-
tain economic conditions. High severance pay requirements for longer-
term workers were also seen as disincentivizing for such contracts.

More recently, the new Employment Code Act, which came into force 
in May 2020, has been described by most firms as “disastrous” for their 
activities, raising costs and lowering labor productivity. The act has been 
critiqued by Zambian policy analysts as particularly inappropriate during 
the economic downturn, and employers have called for suspending the 
provisions of the act and reconsidering its approach to employment reg-
ulations (Saasa and Mwenge 2020). The study noted that the act requires 
all categories of employees (including those previously unprotected) to 
be covered, significantly expanding the scope of the law. By increasing 
leave entitlements, gratuity and severance payments, including manage-
ment in overtime eligibility, and codifying the provision of housing assis-
tance and medical services to employees, it significantly escalates costs to 
enterprises across the country. The new employment code inhibits job 
creation as it renders seasonal/temporary hiring extremely difficult, which 
particularly affects sectors such as tourism but also adversely affects many 
other industries. It also restricts the recruitment of expatriate staff, which 
will limit the acquisition of necessary skills in various industries.

Other binding constraints on economic growth in Zambia include the 
low quality of human capital, poor infrastructure services (electricity, water, 
and sanitation), and coordination failures that limit exports.13 In a 2013 World 
Bank Enterprise Survey, firms in Zambia stated that they faced obstacles 
such as access to finance, electricity supply, and taxation. At that time, 
27.5 percent of firms indicated that access to finance was their biggest 
obstacle, compared with a world average of 14.9 percent, and the Sub-Saharan 
African average of 22.2.

Constraints on Growth in Specific IWSS Sectors

Key to understanding the constraints of specific IWSS sectors is examining 
the value chain for each sector. Value chain analysis is potentially useful to 
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identify each stage of production, distribution, marketing and retail, the 
key actors, and the linkages between them. In applying it to specific IWSS 
subsectors (horticulture, agro-processing, tourism, and ICT), we seek to 
understand the value chain for each industry, to identify likely constraints, 
and to assess the potential for job creation.

HORTICULTURE AND FLORICULTURE.  The value chain for large scale farmers in 
horticulture and floriculture indicates that farms typically have contracts 
with European supermarkets, which determine prices and standards, and 
provide packaging. For example, York Farm produces organic vegetables 
to supply Tesco in the United Kingdom. In flower production, Khal Amazi 
is the major player and supplies stores in the Netherlands, the United 
Kingdom, Germany, and Sweden, using both passenger and cargo freight 
carriers. A key part of the value chain is using high-quality seeds, appropriate 
fertilizers, and pesticides, especially for vegetables intended for export 
markets, ensuring phytosanitary standards, and maintaining the cold 
chain. The Zambia Export Growers Association (ZEGA) is an association 
of farmers who export to the European Union and South Africa. ZEGA 
owns ZEGA Limited, a company that does cold chain management. ZEGA 
Limited virtually controls the entire logistics market for horticulture/ 
floriculture that is moved by air freight.

Air freight became a constraint for Zambian flower exporters during this 
period, as British Airways discontinued direct flights to Lusaka in 2013, and 
KLM did the same in October 2014. KLM had initiated the direct flights 
in May 2012, citing the robust growth of the Zambian economy, and the 
link to growing flower exports as the rationale. However, the stoppage of 
the flights in 2014 was blandly attributed to the decision to optimize the 
KLM network portfolio. Since Amsterdam is the global hub for the flower 
industry, and almost all Zambia’s rose exports were to the Netherlands, the 
stoppage negatively affected the Zambian floriculture industry.

Further constraints faced by horticulture and floriculture are irriga-
tion difficulties due to poor rainfall and erratic electricity supply. Floral 
firms have largely invested in irrigation systems to support year-round 
production, but costs are affected when the power supply is unreliable and 
power generators must be used. Firms also complain that the removal of 
duty exemptions has increased costs and reduced profitability. As relatively 
small producers, Zambian exporters are price-takers, so rising costs run 
into an international price constraint that squeezes profits.
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AGRO-PROCESSING.  Agro-processing firms process agricultural products, 
including horticultural produce, into other processed goods. Sugarcane and 
beet sugar and related products, oilcakes, beverages, and cereals are the main 
exports of the Zambian agro-processing sector. In this study, we looked at 
the agro-processing value chain for milkshakes.

Inputs into the milkshake business are imported or bought from 
domestic producers. Domestic logistics are conducted entirely by the agro- 
processing firm. Import and export logistics are conducted by a third party. 
The firm collects milk and milk powder in warehouses, processes them 
into milkshakes in production plants, and then transfers the final product 
to depots. From the depots, the product is distributed to domestic sellers 
or exported. The agro-processor provides marketing support for sellers 
through billboards, TV and radio advertisements, and roadshows. An 
increase in cost-competitive domestic production of raw materials would 
remove the need to import raw materials and enable an increase in domestic 
employment. In addition, if the quality of the milkshakes is further improved, 
firms could increase the export market from just Zambia’s neighbors to the 
greater Africa region, Europe, and Asia.

Although the agro-processing sector has a lot of potential to grow in 
Zambia, the Zambia Development Agency (2014) states that the sector faces 
major constraints, such as “inadequate raw material supplies, limited access 
to appropriate technology, limited capacity to maintain technologies, failure 
by locally processed products to compete against imports, low viability of 
existing agro processing enterprises, and limited access to credit.”

Agro-processors need a reliable supply of raw materials, with quality 
being a particularly important aspect for export markets. Currently, crop 
and livestock production can vary and be unreliable for downstream pro-
cessing firms. Raw materials that are supplied in Zambia are of varying 
quality and quantity, partly because of fluctuations in weather and damage 
due to pests. While the Zambia Development Agency recommends that 
agro-processors should ensure implementation of appropriate standards 
for soil, pest, and water management, this will require staff with necessary 
scientific skills that are not widely available. There is an important role 
for public extension services to provide advice to farmers beyond what 
agro-processors themselves can provide.

TOURISM.  In 2018, Zambia received almost 1 million international arrivals—
the bulk (78  percent) of whom were from Sub-Saharan Africa, while 
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9.2 percent were from Europe, and 7 percent were from Asia. Business 
visitors were the largest group, at about 53 percent. Tourism is a sector 
that can provide high-value jobs to skilled and moderately skilled labor, 
and there is considerable underexploited potential to increase value 
added in this sector. According to the Zambia Tourism Agency, there are 
three tourism value chains in Zambia: (1) leisure tourism; (2) meetings, 
incentives, conferences, and events; and (3) “shopping” tourism (interview, 
Zambian Tourism Agency 2019).

For leisure tourists, Zambia has abundant natural assets, such as Victoria  
Falls and many national parks. There are several opportunities to increase 
employment in this sector. In particular, because the safari season runs for 
only six months of the year, during the other six months, lodges, other 
infrastructure, and labor are not utilized. To increase use in the low season, 
leisure tourism operators could consider offering other activities, including 
cultural activities, to attract tourists (Acorn Tourism Consulting 2018). 
Increasing the number of activities, and highlighting unique aspects of 
wildlife and landscapes, would encourage tourists to look at Zambia as a 
sole destination in itself, rather than just a short add-on destination to a 
South African or Botswana safari. Moreover, the northern circuit remains 
largely unexploited, owing to underdeveloped tourism products and weak 
linkages to the southern circuit.14 This has exacerbated, in large part, the 
declining and short average length of stay.15

Zambian tour operators are not earning the producer surplus from 
tourists coming in from Europe, who either book online or use foreign 
travel agents. By looking to domestic and regional tourists, perhaps Zambian  
firms can earn a bigger share of revenues. However, to make this happen, 
Zambian firms need to invest in better technology (e.g., to make bookings, 
payments), need to develop their industry networks, and need to train more 
skilled labor (Acorn Tourism Consulting 2018).

The Zambia Tourism Master Plan 2018–23 provides a comprehensive 
and critical analysis and approach to addressing these issues, so as to suc-
cessfully grow the tourism sector. It provides clarity and a strategy for 
growing the sector in a phased way, which, in the best case, could enhance 
international tourism revenue by $3 billion by 2038 and add 1.63 million 
arrivals to the current 0.98 million. But it acknowledges that this will 
require attention to (1) sustained clarity in policy direction toward tour-
ism; (2) improved tourist access, including easy visa processes and air and 
road connections; (3) an expanded supply of suitable tourist venues, 
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including more three- or four-star accommodations and reduced costs; (4) 
effective destination promotion of Zambia; and (5) perhaps most impor-
tantly, improved management of the sector, which will require a reduction 
of the bureaucracy, better government coordination, strengthened law 
enforcement, and more skilled professionals.

Zambia is seen as an expensive tourist destination; a handicap that will 
need to be addressed, unless Zambia adopts a focus on a high-end clien-
tele, for whom cost may not be a consideration. Transportation connec-
tions into and within Zambia are limited and costly. It is often more 
expensive to fly to Zambia than other tourist destinations in Africa, such 
as Kenya and South Africa. Across the tourism firms surveyed, the high 
costs of domestic and international travel were identified as a major con-
straint on the growth of the sector. Additionally, the lack of a national 
carrier has rendered traveling to Zambia very expensive compared with 
other destinations, such as South Africa, Botswana, and Namibia. Internal 
flights are also expensive.

The potential for Zambian tourism has not been achieved for a number 
of reasons. In 2018, Acorn Consulting conducted an analysis to determine 
what is stopping Zambian small and medium-sized enterprises from attract-
ing European customers. They named a number of constraints, including not 
enough differentiated products, such as activities and accommodations that 
meet the necessary standards of European tourists. Connectivity between 
different tourist areas in Zambia is poor. Domestic tourism has been signifi-
cantly hampered by the poor state of the nation’s roads. Although, in recent 
years Zambia has invested significantly in improving its road network, its 
road density of 9.1 per 100 square kilometers is still well below the Sub-
Saharan average of 14.9 kilometers per 100 square kilometers.

A narrow range of accommodation choices also hinders the growth of 
tourism. In general, many hotels and lodges are luxury-rated, and there 
are few mid-range accommodations, the effect of which is to limit tourist 
options, raise costs, and reduce tourist arrivals and lengths of stay. Skilled 
labor is a bottleneck, a fact confirmed by the 2018 Acorn Consulting 
report, which notes that the quality of service staff is a constraint on the 
sector’s development.

ICT.  ICT, one of our four IWSS industries of interest, exhibits a growth 
rate unparalleled by non-IWSS and the overall economy; as such, we dwell 
on it a bit more—but on a broader level. Between 2005 and 2018, ICT 
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expanded rapidly, on average by 18.5 percent a year, driven in large part by 
the adoption of modern communications technologies by businesses and 
government, and a rapidly growing share of the population. Financial 
accounts in 2017 were accessed digitally by 46 percent of the population, 
relative to 21  percent in 2011, a fact driven both by the adaptations of 
banks and financial institutions and wider access to mobile money pro-
viders in Zambia. The number of active mobile subscribers almost trebled, 
from 5.4 million in 2010 to 15.5 million in 2018. Similarly, mobile broad-
band users increased exponentially, by 2,486  percent, from less than 
400,000 to more than 9 million (World Bank 2020a).

Beyond the direct output growth, ICT enables growth in other indus-
tries as well by improving productivity. The growth of mobile money, for 
instance—a derivative of ICT and financial services that is also proving to 
be a source of employment—has also been unprecedented. Between 2012 
and 2018, the volume of mobile money transactions grew exponentially, by 
1,644 percent, exceeding the number of transactions vis-à-vis other con-
ventional payment forms. In tandem, the value of transactions grew by 
1,807 percent—albeit, this remains below the value of transactions carried 
out through automated teller machines and electronic funds transfers.

Although the ICT industry has grown explosively, its past performance 
may not be sustained. First, skill limitations are apparent and will likely 
cause such growth to stall, and for dependence on foreign expertise to 
deepen, if not addressed through urgent action to develop a suitable digital 
curriculum. Second, the World Bank’s (2020a) “Diagnostic Report” also 
pointed to the limited availability of digital entrepreneurship—the capac-
ity to identify opportunity, design solutions, and take risks. The real chal-
lenge for Zambia, then, is with regard to upgrading digital technology 
skills in its population to enable full exploitation of the available infra-
structure. Entrepreneurship is a skill that is not easily taught, but once the 
digital skills are available, there are ways in which angel investors could 
help develop the entrepreneurial instincts among those who show promise.  
While there is an incipient growth of digital enterprises—with more firms 
registering to provide digital services across sectors such as tourism, edu-
cation, and financial services—there is also tremendous scope for expan-
sion if skill levels are enhanced. The diagnostic report recommends that 
the government develop a digital transformation strategy to better exploit 
the potential of ICT, including promoting greater use of digital technolo-
gies and paying specific attention to the investments necessary to improve 
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digital skills. Relaxing this important skills constraint would help cata-
lyze rapid growth of ICT-related enterprises, and related employment for 
youth in Zambia in high-productivity occupations. Prospects for attract-
ing foreign investment and generating the exporting of ICT services will 
also depend on demonstrated skills to provide reliable services in the 
domestic market first, as Kenya has shown.16

Trends into the Future: Potential and Labor Demand

In the third section, we showed that between 2005 and 2018, the employ-
ment growth rate of IWSS sectors was greater than non-IWSS sectors. In 
this section, we show that, under a number of assumptions, future employ-
ment growth is expected to be higher in IWSS sectors compared with 
non-IWSS sectors.

In “Vision 2030,” a document prepared in 2006, the Government of 
Zambia outlined an aspirational path to become a “prosperous, middle-
income nation by 2030.”17 This scenario offered the opportunity to examine 
how future growth might influence labor demand in IWSS, manufactur-
ing, and non-IWSS sectors. “Vision 2030” provides a basis for projecting 
the likely implications for sector-specific growth, and employment elas-
ticities could then be used to estimate employment growth and skill demand 
across sectors.

“Vision 2030,” in its “preferred scenario,” projected growth rates increas-
ing to higher plateaus in each five-year plan period, beginning at 6 percent 
and reaching 10 percent for the final decade, 2021–30. Zambia did grow at an 
average rate of 7 percent over the 2004–12 period, so such a high growth rate 
is conceivable, although the copper boom was a major factor in the high 
growth. The 2017–21 five-year plan moderated growth assumptions to 5 per-
cent, a more realistic target.18 Whether these growth assumptions are realistic 
or unlikely in today’s postpandemic world is not relevant for the purpose of 
this exercise, which is to demonstrate, for any given rate of projected GDP 
growth, the potential effects on employment growth and skill requirements.

In our projection, we assume an overall GDP growth rate of 7.2 per-
cent annually from 2018 to 2030. We also assume that IWSS sectors will 
grow at 7.6 percent annually, with manufacturing and non-IWSS growing 
at 10.5 percent and 7 percent, respectively.19 With respect to labor demand, 
our projections, which are described in table 9-7, are consistent with a story 
of continuing structural transformation. We see a significant transition 
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away from agriculture and toward more productive sectors, with the majority 
of new formal sector jobs being created in IWSS. The derived employment 
elasticities were 2.7 across all IWSS, 1.02 for manufacturing, 0.85 for other 
non-IWSS, and 0.88 for total employment.

Under these assumptions and parameters, IWSS employment shares 
are projected to expand from 6.2 to 19 percent of total employment by 
2030, largely driven by the high employment elasticity of the category. 
Other non-IWSS shares decline, from 92 to 78 percent of the total. Manu-
facturing employment shares rise by just 1  percentage point over this 
period. These employment numbers are a result of the “preferred” GDP 
growth projection of 7  percent embedded in “Vision 2030.” It demon-
strates empirically the greater potential for employment creation in IWSS, 
given its higher employment elasticity. If actual growth rates were lower, 
overall levels of employment growth, and the shift in labor allocation to 
IWSS, would be correspondingly lower.

Table 9-8 provides a perspective on how skills demand across indus-
tries may shift over the next decade, in line with the projections of labor 
demand described in table 9-7. In general, the distribution of skills will 
shift from lower to higher skills, with a narrowing of demand for those 
with low skills. Within IWSS, finance and business will see the greatest 
demand for high skills, while agro-processing will require almost three-
fourths of its workers to be moderately skilled. The numbers are similar 
for manufacturing, while mining will require all but 10  percent of its 
workforce to be highly skilled.

The overall context for Zambia is one where it is not easy to signifi-
cantly expand the supply of skills in the medium term. Thus, even for mod-
erate rates of overall economic growth in the range of 3 to 5 percent, skill 
constraints will be a factor limiting the ability of many sectors, but particu-
larly the IWSS industries as well as mining and construction, to expand their 
output and employment. It would be important, then, for policymakers to be 
highly aware of this constraint and to ensure that there are as few impedi-
ments as possible to the recruitment of higher-level specialized skills from 
international sources. Regulations that limit the ability of firms to recruit 
specialized skills would be costly and should be avoided, since they will 
limit the capacity of firms to invest and expand overall employment. In 
addition, the incentive for in-service training by Zambian firms could be 
improved. Identifying and targeting the factors that make firms use this 
form of skill upgrading would improve opportunities for younger workers. 
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Over the longer term, Zambia urgently requires a jointly developed public–
private strategy and an implementation plan for improving the supply of 
required skills, particularly among young as well as female workers.

Policies to Promote Employment Growth

The discussion up to this point has established the potential that Zambia 
needs to grow its output and employment in industries such as agro- 
processing, horticulture, tourism, and ICT, by noting their potential through 
their performance over the past 15 years. No industry shows a compelling 
argument, but each shows potential, which suggests that closer attention 
to addressing constraints may boost greater employment creation. But what 
policies will Zambia need to follow to significantly increase and sustain 
productive employment growth for its growing population?

At the time of writing, Zambia finds itself in a very difficult macro
economic predicament, having defaulted on its external debt, becoming 
the first African country to do so in 2020. Zambia also confronts the 
effects of the global COVID-19 pandemic, which has disrupted global 
trade and travel to an extraordinary extent and has caused producers to 
reconsider their supply chains. Inevitably, this economic shock will be 
extremely disruptive, and many firms may not survive the difficult condi-
tions. The policies that will be required for Zambia to achieve its objective 
of ensuring productive employment for its population will need to take 
into account the extraordinary conditions that now prevail. However, 
there are some clear issues for policy attention within Zambia, regardless 
of the path the world takes to restoring normalcy.

Keeping the Macroeconomy Stable

A necessary condition for economic growth and employment generation is 
macroeconomic stability. Access to finance at reasonable cost, and a stable 
exchange rate and tax program, are essential for private investment and 
enterprise. These are critically necessary but not sufficient conditions for 
enhanced growth. But absent them, substantial employment growth on 
the scale required for poverty reduction will remain a goal that will be 
perennially out of reach. Zambia has wasted the opportunity provided by 
the Heavily Indebted Poor Countries’ debt relief in 2005 by following a 
fiscally risky approach, borrowing heavily during the copper price boom 
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Table 9-8.  Projected Labor Demand by Skill Level

2018 %  2030 number / % (Projected)
Annual % 

growth, 2018–30

Sector LS S HS  Total LS S HS LS S HS  LS S HS

Total 45.6 46.6 7.8  9,664,253 1,056,646 4,258,715 4,348,892 10.9 44.1 45.0  2.1 9.2 16.6

IWSS 20.3 66.3 13.4  9,911,928 155,635 4,437,973 5,318,319 1.6 44.8 53.7  4.2 25.1 38.7
Agro-processing 27.4 65.9 6.6  4,058,197 265,932 3,026,315 765,951 6.6 74.6 18.9  7.2 22.0 31.7
Tourism — — —            
Transportation and storage / information and communications 

technology*
17.3 76.0 6.7  2,240,690 31,051 1,980,511 229,127 1.4 88.4 10.2  –0.5 24.4 27.2

Financial and business 16.9 59.8 23.3  3,613,041 28,067 1,146,628 2,438,346 0.8 31.7 67.5  6.1 30.0 49.8

Manufacturing (excl. agro-processing) 36.3 56.1 7.6  302,281 36,471 228,821 36,989 12.1 75.7 12.2  4.2 17.1 18.9

Other non-IWSS 47.8 44.8 7.4  –549,956 –83,347 –235,552 –231,057 15.2 42.8 42.0  1.9 8.2 15.4
Agriculture (incl. horticulture) 53.8 43.7 2.5  –2,573,635 –1,029,821 –1,461,797 –82,017 40.0 56.8 3.2  1.5 6.4 6.0
Mining 13.1 56.6 30.3  76,849 82 6,228 70,539 0.1 8.1 91.8  –2.9 23.3 59.0
Construction 19.6 66.6 13.8  231,309 7,575 221,192 2,542 3.3 95.6 1.1  6.4 27.3 —
Trade 36.1 58.2 5.7  162,482 22,057 128,412 12,012 13.6 79.0 7.4  5.2 17.1 16.6
Utilities 7.3 57.9 34.9  30,543 97 16,823 13,623 0.3 55.1 44.6  –7.8 19.1 22.1
Government* 12.3 61.8 25.8  102,950 2,100 96,347 4,422 2.1 93.6 4.3  0.3 20.2 —
Domestic services 53.8 46.2 —  — — — — 40.5 59.5 —  4.8 9.6 —
Other + not stated 46.6 34.6 18.8  1,419,546 255,452 334,411 829,683 18.0 23.6 58.4  2.1 7.1 21.5

Sources: Authors’ own computations, based on ZamStats Labor Force Survey data.

* Before 2010, transportation and storage was classified with information and  
communications technology, as per ISIC Revision 3. For comparability over time,  
we add information and communications technology to transportation and storage  
in 2018.

Note: LS = low skilled; S = skilled; HS = high skilled. Level of education attained is used  
to proxy skills, owing to the data challenges of using occupations. Skills are defined as  
low skill if the highest grade completed is equal to or less than 7 but more than 1; skilled  
if greater than 7 but less or equal to 12; and high skilled if greater than 12. The totals do  
not include workers with zero years of schooling completed and workers with unstated  
highest level of education completed. Thus, the total does not add up to the total of  
workers employed in each industry. Data on workers in the tourism industry by level of  
education were not available.
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to build infrastructure that has rebuilt debt to critical levels. Recogni-
tion that booms are short-lived should have prompted forward-looking 
efforts to set up fiscal rules and finance a stabilization fund, as countries 
such as Chile have established. Restoring and sustaining macroeconomic 
stability is a deep policy and institutional challenge that will require 
attention if the future growth path is to achieve job creation and poverty 
reduction goals.

Labor Markets Need Flexibility to Create Jobs

Zambia faces a difficult task in creating jobs for its growing population, 
but an important part of the problem is self-inflicted. From the early years 
of independence, advisers have warned that the Zambian economy could 
not have both big increases in wages and growth in jobs, but political 
forces ensured that this advice was ignored (Seers 1970). First, the formal 
public sector continues as a privileged sector, where wage increases are not 
linked to labor productivity, the effect of which is to disadvantage other 
sectors competing for skills. Second, Zambia has a multiplicity of labor 
laws and regulations that are often enacted with little consultation with 
employers, which raise the cost of labor and limit the ability of firms to 
adjust the workforce during lean times (Masumbu and Mwenge 2017). 
These include provisions on minimum wages, severance packages, hous-
ing allowances, and a ban on “casualization.” Despite firms being man-
dated to contribute to the National Pensions and Social Security Authority 
toward an employee’s social protection, they are additionally required to 
pay two months’ salary for every year completed as a redundancy package 
for an employee being laid off. When severance pay arises from a firm’s 
low performance, such as during an economic downturn, these severance 
packages are often unaffordable and may lead to a company ceasing opera-
tions altogether. The recent Employment Code Act significantly increases 
the regulatory constraints on and related costs for employers, and further 
undermines the scope for formal sector employment growth.

Under these conditions, firms are averse to hiring labor, and incline 
toward less labor-intensive production technologies or avoiding invest-
ment altogether. This situation may also exacerbate a bias against younger 
workers, whose lower skills and lack of experience may already be a dis
advantage in the job market. The rigidity of the formal labor market is a 
strong factor in explaining the stunting of the formal sector and the 
sprawling growth of the informal sector, where 70 percent of young job-
seekers earn a living. Current labor market policies and institutions maroon 
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millions of Zambians in low-productivity, informal sector occupations that 
cannot provide a decent living.

Instead of reforming policies to help achieve flexible labor markets, the 
country has unwisely sought to deepen its labor laws and regulations. 
While the instinct to protect workers is understandable, such policies 
are demonstrably hurting workers; particularly youth entering the labor 
market. Each of the three national development plans since 2006 has 
included a long list of measures aimed at protecting the fundamental rights 
of workers. The measures have been subsequently picked up in various 
legislative amendments. The culmination has been the 2019 Employment 
Code, which introduced a number of mandatory benefits, like a housing 
allowance that had been done away with in the 1990s. Coming at a time of 
high interest rates, unstable exchange rates, and slow business even before 
the COVID-19 pandemic, this new code has forced many firms to cease 
operations altogether and lay off workers. Amending this wrong-headed 
approach to labor markets will be essential for creating the enabling envi-
ronment for formal sector growth and productive job creation, both in 
IWSS and in manufacturing, but also in non-IWSS. Any policy that has 
stubbornly resisted change for many decades suggests strong political 
interest in its retention, so we need to acknowledge the difficulty of this 
political economy challenge. However, the opportunity costs for millions 
of young Zambians of allowing narrow self-interest to prevail should be 
recognized and, if widely understood, may spur change.

Skill Development Should Be a Priority

Sustained improvements in productivity will require a strategy and con-
tinuous investment in developing Zambia’s human capital, more so in a 
world where new technologies require higher skills and adaptability. This 
will require a solid foundation at the base of the population pyramid, 
where Zambia needs to ensure that primary and secondary schools provide 
equitable access to education for children in every region, while also 
enhancing the capacity of higher educational institutions to provide spe-
cialized skills to those preparing to enter the labor market in skilled posi-
tions. Recent research has shown that the distribution of teachers in 
Zambia is highly uneven across the provinces and even within provinces; 
the result of which is to limit opportunities for students in many parts of 
the country (Walter 2019). This built-in inequality in access to education 
clearly should be remedied to enable equitable growth and development. 
Preparing students for a world where digital technologies are the norm 
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needs to begin at the school level, and this access to appropriate curricu-
lums should be provided across the country. As noted in the discussion on 
ICT, Zambia has an immense potential to grow the industry, but it will 
need to make a sustained effort to develop skills broadly in the population, 
with an appropriate expansion of science, technology, engineering, and 
mathematics training. The potential for ICT services to grow is particu-
larly dependent on skills to manage and implement the new technologies, 
and will require adapting curriculums, even at the school level, to facilitate 
such skill acquisition.

The use of training and vocational education is likely to be important to 
imparting skills that are required by employers, but the design of these pro-
grams should include strong collaboration with the private sector to ensure 
that relevant skill shortages are addressed. As noted in the discussion of 
value chains in tourism, Zambia wisely invested in developing its Tourism 
Master Plan in 2018. Effective implementation of this plan would require 
attention to improving the quality of training institutions, and for teach-
ing professionals to enable a sustained upgrading of skills required by firms 
in the sector. Similarly, for success to be broad based and sustained in agro- 
processing and horticulture, a significant upstream effort will also be required 
to expand the availability of agronomists and other scientists who could 
support the increase in quality and productivity of horticulture and flori-
culture outputs for export.

Agriculture Productivity Is Important

Any strategy for sustained growth in Zambia must attend to the dismal and 
declining productivity of the agricultural sector—both because it is the 
livelihood of a majority of Zambians, and because a successful and growing 
agro-processing sector will require it. Policies to enhance agricultural diver-
sification and growth both by smallholders and commercial farmers should 
not be neglected, and efforts should be made to strengthen the value chain 
connections to downstream agro-processors, and ultimately to domestic 
and foreign consumers. There is a role for the government in facilitating 
the collaboration and coordination with the private sector that will be nec-
essary to make such development successful.

Transportation Connections Matter

Addressing the specific constraints faced by the IWSS industries will be 
another important area for policy attention. Restoring direct air connections 
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to Europe and to other export markets appears to be another critical 
condition to enable horticulture, floriculture, and tourism to expand out-
put and employment. Internal road networks are also important for 
domestic as well as regional and foreign trade – including tourism. Zambia 
has invested substantially in its road network over the past decade and 
some recent research by the International Growth Centre (Peng and Chen 
2020) suggests that such infrastructure investment may improve the quality 
of life in settlements by improving access to markets, with a potential posi-
tive impact on IWSS, including agro-processing and tourism. However, it 
remains important to ensure good ex ante cost benefit analysis in selecting 
the projects, as well as transparent procurement and project implementation, 
to ensure that the investment provides a cost-efficient and well-maintained 
asset, and the benefits to the population exceed the costs.

Accurate Data and Timely Analysis Are Foundational

Given the importance of employment issues for the welfare of Zambians, 
there is a critical need for accurate and timely data on a range of issues related 
to the labor market. In particular, consistent long-term data are required 
on the labor force, labor force participation, employment across industries, 
the size and nature of formal and informal employment, unemployment 
and underemployment rates by age and gender, and the supply and demand 
for skills across industries, to name a few. In the course of undertaking 
this study, it became apparent that there are significant inconsistencies in 
the labor force and employment data.20 Both Zambian and international 
researchers would benefit from attention to improving the quality, consis-
tency, and timeliness of such data in order to enhance empirical research. In 
turn, the government will benefit from solid research in designing evidence-
based policies for job creation and productivity enhancement. This impor-
tant challenge would require a joint effort by the public, private, and academic 
sectors under the leadership of the government.

Conclusion

Zambia faces an immense challenge in generating productive and decent 
employment for its burgeoning population. Structural transformation is 
taking place, but at a pace and in a pattern that reveal both problems and 
promise. Workers leaving the declining agricultural sector, and others 
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entering the labor market, are being forced to find livelihoods in the infor-
mal sector, largely in informal trade—a sector characterized by low pro-
ductivity and low incomes. Both unemployment and underemployment 
disproportionately affect younger workers, whose capacity to contribute 
productively is being lost.

A necessary condition for any effective growth and employment gen-
eration process is macroeconomic stability. After a creditable first decade 
(2001–10), during which it was better managed, macroeconomic stability 
has steadily eroded over the past decade, to the point where Zambia 
defaulted on its external debt in 2020. While concerns about an unsustain-
able fiscal policy have been repeatedly raised by both domestic and external 
analysts over the past five years, the government has delayed and resisted 
making the necessary policy and budgetary adjustments. This delay has 
been costly and had rendered the objectives of “Vision 2030” unattainable. 
Macroeconomic stability will need to be restored and sustained in Zambia 
for any of the propsed interventions to improve industrial employment 
and growth to achieve their full potential.

The overall growth of the formal sector in recent years has also been 
constrained by, among other things, increasing labor market regulations 
that raise the cost of labor and limit the ability of firms to respond to 
changing market conditions. Until recently, these regulations largely 
applied to the formal sector, constraining its growth and exacerbating the 
expansion of the informal sector. Reforming labor regulations would go a 
long way toward creating a healthier process of structural transformation, 
enhancing job creation in the formal sector, and enabling workers to be 
employed in higher-productivity activities. Even the manufacturing sector 
might do better and contribute to job creation with less onerous labor 
regulations.

Despite this policy-induced (and, therefore, correctable) handicap, there 
is a promise of growth in output and employment in the IWSS sectors, 
notably in agro-processing, horticulture, floriculture, tourism, and ICT. In 
each of these industries, firms have shown the ability to exploit Zambia’s 
comparative advantage and create productive job opportunities across dif-
ferent skill levels, more than other sectors. However, each of these indus-
tries also faces particular constraints that will need to be addressed, some 
of which are amenable to policy intervention. Logistical constraints are a 
hurdle for floriculture and horticulture to reach high-value export markets 
in Europe; but if that key constraint is addressed, there is a great potential 
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for growth in employment, output, and exports. Agro-processing has a 
great potential both in the domestic market and in regional markets, but it 
will require the development of value chains between growers and proces-
sors, and between processors and retail shopping outlets. Tourism faces 
both logistical hurdles along with costs imposed by regulations.

All sectors will require investment in skills to ensure that firms are 
able to recruit the necessary capabilities to sustain quality and grow their 
markets. Nowhere is this more important than in the nascent ICT industry, 
where demand for digital services is strong but skill shortages are already 
evident. If Zambia is to develop its high-productivity services, including 
ICT and finance and business services, it will need to call on a deeper 
reservoir of skilled talent than is currently available. This implies that 
Zambia will need to urgently develop and implement a deep strategy of 
education and training to create the requisite generation of skilled tech-
nology workers to fuel and manage the expansion of this sector. Tourism, 
another promising sector, has the advantage that the government has 
developed the Tourism Master Plan, whose effective implementation—
no easy task—would greatly enhance growth prospects in the sector. If 
these constraints are addressed, the process of productive job creation 
will be significantly improved and, with it, the standard of living for a 
growing share of the population.

The rewards to Zambia for accomplishing these necessary improve-
ments in policies and implementation with regard to macroeconomic 
management, labor market regulation, and skill development would be 
substantial. While creating the conditions for broad-based growth across 
sectors, including manufacturing, it would also enable the IWSS sectors to 
expand output and productive employment for the burgeoning youth 
workforce. Structural transformation of this nature would enable impor-
tant progress to the goals outlined in “Vision 2030.”

NOTES
  1.	Contributions from S. Haria, R. Tabetando, P. Mathewson, and  

H. Chomba are acknowledged.
  2.	Research commissioned by the International Growth Centre, Zambia. 

The World Bank and Zambia CSO estimates for the Gini coefficient for 
Zambia for 2015 is 57.1, substantially lower than the estimate cited above, 
which is explained by the fact that Bhorat et al. (2018) use income rather than 
expenditures to measure inequality.
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  3.	For more details on the methodological problems of the Labour Force 
Surveys, see Rajaram et al. (2021).

  4.	ILO data for 2012–18 suggest that unemployment rates did dip by 2 to 
3 percentage points for both the 15–19 and 20–24 age groups in 2012–14 but rose 
sharply to about 24 percent by 2018 as economic growth slowed dramatically.

  5.	Arnold and Mattoo (2007) noted that while services have grown consis-
tently over the period 1966–2002, at an annual average growth rate of 3 per-
cent, its growth appeared impressive only relative to the low overall average 
GDP growth of 1.4 percent over the same period. Also, growth of services 
such as tourism, transport and communications, and finance and insurance, 
lagged behind less dynamic sectors such as community and social services, 
and wholesale and retail trade (p. 62).

  6.	Manufacturing employment grew in absolute and relative terms during 
a period when manufacturing’s share of GDP declined. This is likely due to 
growth in some more labor-intensive industries relative to those that declined 
or grew at lower rates.

  7.	In some instances, we single out agro-processing, tourism, ICT, and 
horticulture as IWSS with the most potential for employment creation and 
economic transformation in Zambia.

  8.	Changes in statistical method between 2005 and 2018 complicate infer-
ences about directions of change in labor productivity through 2018, so trends 
over this period cannot be computed. But the 2018 data is considered relatively 
robust so relative productivities in 2018 can be reliably estimated.

  9.	Agro-processing, financial and business, and formal trade became sig-
nificantly less productive over the period under review. The marked reduction 
in labor productivity in agro-processing (84 percent) and corresponding 
increase in manufacturing (218 percent), are interesting to note but we suspect 
this is an artefact of the data. Between 2009 and 2010, we observe a step in the 
time series gross value-added data for manufacturing and agro-processing. 
Gross value added jumped by 379 percent from ZMW 963 million in 2009 to 
ZMW 3.9 billion in 2010 for manufacturing. Conversely, gross value added 
nearly halved for agro-processing from ZMW 6.3 billion in 2009 to ZMW 3.5 
billion in 2010. This abrupt change is borne out of the change in the variable 
used to disaggregate gross value added according to manufacturing subsec-
tors. Before 2010, ZamStats relied on the Industrial Production Index for this 
disaggregation. Following the rebasing of the national accounts in 2010, the 
Economic Census became the basis of the computation of the gross value 
added for manufacturing sub-sectors.

10.	Most copper exports are classified as manufactured basic metals. We 
exclude exports of manufactured basic metals from manufacturing in order to 
better gauge and reflect the performance and contribution of non-mining 
manufactured exports.
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11.	Data from ITC indicate that Zambia is a major exporter of sulfuric acid 
and cobalt oxides, accounting for between 9-11 percent of world trade in these 
items in 2017.

12.	The 2018 data proved to be more reliable in terms of being clearly 
labelled with a detailed questionnaire that was easy to follow. Further, the 
2018 data had a lower share of workers with unstated economic activities.

13.	“Analysis of Constraints to Inclusive Growth in Zambia,” Millennium 
Challenge Corporation, 2011.

14.	Office of the Auditor General, “Report of the Auditor General on the 
Performance of the Tourism Sector in Ensuring an Increase in the Length of 
Stay of International Tourists,” 2020.

15.	Office of the Auditor General.
16.	“Kenya’s Reputation for Quality Leads Companies to Choose Nairobi,” 

Financial Times, November 1, 2019.
17.	The “optimistic scenario” assumed that growth would increase steadily 

from 6 percent to 14 percent over the 24 years (National Planning Commis-
sion 2006).

18.	See the 2017–21 Five Year Plan, https://www.mndp.gov.zm/wp-content/
uploads/2018/05/7NDP.pdf.

19.	Over the years 2010–18, the compound annual GDP growth rate was 
4.4 percent, while IWSS grew at 4.6 percent, manufacturing at 8.1 percent and 
other non-IWSS at 4.4 percent. Given the assumption of GDP growth of 
7.2 percent over 2018–30, the corresponding growth rates for the three catego-
ries are assumed to be 7.6 percent, 10.5 percent, and 7 percent, respectively.

20.	E.g., official figures suggest that the labor force dropped from 6.3 million 
in 2014 to 3.3 million in 2018. Since the working-age population in 2018 was 
9.5 million, this suggests that 6.2 million are considered to be “outside the labor 
force.” Similarly, the labor force participation rate drops sharply, from 78 to 
35 percent, between 2014 and 2018. Such large discrepancies need to be fully 
explained in order to sustain the credibility of labor data and to ensure accu-
rate tracking of real trends. Lack of disaggregated employment data by youth 
age 15–24 years and by two-digit ISIC classification of economic activities also 
limits analysis of issues regarding youth employment.
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The Employment Challenge: Education and Skill Constraints

South Africa has been in a long-run, low-growth trap since the onset of 
democratic rule in 1994. Between 1994 and 2008, real gross domestic 
product (GDP) per capita growth was between 1 and 3 percent, with a sharp 
decline in 2009. Since 2010, real GDP per capita growth has been below 
2 percent, with the rate of growth turning negative in 2014. The impact of 
this poor economic growth on the labor market has been significant: In 
2018, 16.4 million individuals were employed in the South African economy, 
with 6.1  million unemployed, rendering the national unemployment rate 
27.1 percent (table 10-1). If we include discouraged work seekers—defined as 
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those who want to work but are not actively seeking employment—then a 
further 2.8 million unemployed are added, resulting in an expanded unem-
ployment rate of 35 percent. This situation is particularly dire for youth age 
15 to 24 years: The narrow and expanded unemployment rates for youth are 
substantially higher than those of the overall population, at 53.4 percent and 
64 percent, respectively.

Figure  10-1 highlights the stark differences in unemployment rates 
between education levels. Those who have not completed secondary edu-
cation face the highest unemployment rates, although this line is very close 

Table 10-1.  Employment Patterns and Salient Features in South 
Africa, 2010–18

Aspect of employment 2010 2018
Absolute 
change

Annualized 
% change

Labor market aggregates 
(’000s)
Working-age population 32,007 37,907 5,900 2.1
Employment 13,061 16,394 3,333 2.9
Narrow unemployment 4,332 6,103 1,771 4.4
Narrow labor force 17,393 22,496 5,103 3.3
Expanded unemployment 6,330 8,909 2,579 4.4
Expanded labor force 19,391 25,303 5,912 3.4
Discouraged work seekers 1,998 2,806 808 4.3

Labor force participation rate 
(LFPR) (%)
Narrow LFPR 54.3 59.3 5.0 1.1
Youth narrow LFPR 25.9 25.4 -0.5 -0.2
Expanded LFPR 60.6 66.7 6.2 1.2
Youth expanded LFPR 32.3 32.9 0.6 0.2

Unemployment rate (%)
Narrow unemployment 

rate (all)
24.9 27.1 2.2 1.1

Narrow unemployment 
rate (youth)

50.5 53.4 2.9 0.7

Expanded unemployment 
rate (all)

32.6 35.2 2.6 1.0

Expanded unemployment 
rate (youth)

60.3 64.0 3.6 0.7

Sources: Authors’ calculations using data from Kerr, Lam, and Wittenberg (2019).

Note: Narrow unemployment refers to individuals who are currently unemployed and 
who have actively looked for work in the recent past (typically in the past four weeks). 
Broad unemployment includes the narrow unemployed and the unemployed who are not 
searching for jobs (Kingdon and Knight 2005).
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to that for individuals who have completed secondary schooling. Degree 
holders, both undergraduate and postgraduate, generally have much lower 
unemployment rates, although unemployment has been increasing among 
even this group in recent years. Thus, addressing South Africa’s unem-
ployment will require not only an increased number of jobs but also an 
increased number of the right jobs: In short, South Africa is particularly in 
need of the types of jobs that can provide employment to those with lower 
levels of education.

It is evident that South Africa’s current economic growth trajectory  
is not producing the volume and types of jobs required to reverse these 
trends in unemployment. Manufacturing, traditionally one of the largest 
employers of low-skilled workers, experienced an annual growth rate of 
less than 1 percent between 2010 and 2018. Instead, there has been a shift 
to services.

This chapter is structured as follows. First, we examine the sectoral pat-
terns of economic growth in South Africa. This is followed by a comparative 
assessment of industries without smokestacks (IWSS) and the non-IWSS 
sectors. We then identify constraints on growth in four specific IWSS 
sectors and provide a quantitative analysis of future employment growth 
between 2019 and 2028. This quantitative analysis is supplemented by a firm 
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survey, which we use to better understand the skill requirements of firms in 
these sectors. Based on our findings, we conclude the chapter by discussing 
a number of policy implications.

Patterns of Growth: The Role of the IWSS Sectors

We begin this chapter by examining the structural transformation of the 
South African economy. Figure 10-2 brings together output and employ-
ment growth to give a holistic picture of industry changes over time and 
shows the correlation between the natural log of relative productivity 
(measured as value added per worker), and the change in employment by 
industry for South Africa between 1995 and 2019. In the figure, the size 
of each bubble represents the sector’s share of employment in 2019. The 
linear regression line indicates whether the structural transformation is 
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FIGURE 10-2 . Correlation between Sectoral Productivity and Change  
in Employment in South Africa, 1995–2019

Sources: Authors’ calculations using SARB (2019).

Note: AGR = agriculture; MIN = mining; MAN = manufacturing; UTI = utilities;  
CON = construction; WRT = wholesale and retail trade; TRA = transportation services;  
FIN = financial and business services; CSP = community, social, and personal services;  
PHH = private households.



	 South Africa	 389

growth-inducing (positively sloped) or not (negatively sloped). The 
desired change over time would be declining shares of employment in low- 
productivity sectors (the lower left quadrant) and increased shares of 
employment in high-productivity sectors (the top right quadrant).

For South Africa, between 1995 and 2019, although the slope of the 
regression line is positive, the estimated coefficient is insignificant (p value = 
0.72), indicating that there is no evidence of growth-inducing structural 
transformation. In other words, labor resources have shifted from low-
productivity sectors such as agriculture to other low-productivity sectors 
such as community, social, and personal services, wholesale and retail 
trade, and transportation. To a lesser extent, employment has also shifted 
to higher-productivity sectors like construction, and financial and busi-
ness services.

This pattern of structural transformation contrasts with what has been 
observed in the East Asian countries, with manufacturing in the top right 
quadrant—that is, a shift in labor resources to high-productivity manufac-
turing industries. In South Africa’s case, the opposite has occurred, with 
manufacturing in the top left quadrant, suggesting a shift of labor away 
from this high-productivity industry. Shifts toward higher-productivity 
activities have been concentrated in the financial and business services and 
transportation sectors—both predominantly tertiary sectors.

These trends in productivity growth, combined with the increase in 
employment shares of finance and transportation, suggest that nonmanu-
facturing sectors—specifically, tertiary sectors—are already an important 
component of the South African economy. Unlike emerging economies in 
Asia, structural transformation in South Africa has gone straight from 
low-productivity agriculture to high-productivity services, with no stop at 
manufacturing along the way.

South Africa has bypassed the traditional Lewis model of structural 
transformation and begun the process of deindustrialization. In the context 
of this deindustrialization, this chapter explores whether other sectors that 
share several characteristics with manufacturing (so-called industries without 
smokestacks, IWSS) have the potential to fulfill the role of manufacturing in 
the structural transformation of an economy when manufacturing is unable 
to do so. We start with a detailed comparison of the composition of employ-
ment in IWSS and non-IWSS sectors in the next section.

Here, we have presented an overview of the trends in growth and struc-
tural transformation in South Africa, noting a decline in manufacturing 
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and a shift toward services instead. The decline in manufacturing is a 
cause for concern, given that this sector has been widely understood to be 
a key driver of structural transformation in an economy. In the next sec-
tion, we consider whether other sectors, which share a number of charac-
teristics with manufacturing, have the potential to fill the role traditionally 
expected to be industrialization in an economy. These sectors, termed IWSS, 
have these shared characteristics:

1.	 They are tradable.
2.	 They have high value added per worker relative to average 

economy-wide productivity.
3.	 They exhibit the capacity for technological change and produc-

tivity growth and show some evidence of scale and/or agglom-
eration economies.

4.	 They have the ability to employ large numbers of low- and 
moderately skilled labor.

Sectoral Decomposition: IWSS Sectors in Comparative Perspective

Our analysis of the data identified eight IWSS sectors in the private formal 
sector in South Africa: agro-processing, horticulture, commercial agricul-
ture (excluding horticulture), tourism, information and communications 
technologies (ICT), transit trade, financial and business services, and trade.1 
In this section, we consider employment in these IWSS sectors in compar-
ison with the non-IWSS sectors. The non-IWSS sectors include mining, 
manufacturing (excluding agro-processing), construction, utilities, and com-
munity, social, and personal services. Informal, government and domestic 
employment are excluded from consideration in the discussion of IWSS 
versus non-IWSS sectors because we are concerned only with those sectors 
that have the potential for wide-scale expansion to absorb the labor force.2 
The discussion is restricted to employment and not GDP, as disaggregated 
IWSS-sector-level GDP data are not available.

We compare the numbers of jobs in IWSS sectors with those in non-
IWSS sectors, noting to what extent IWSS sectors account for formal 
private employment in South Africa and consider the demographic of 
employment in the IWSS sectors (as a whole) in comparison with non-IWSS 
sectors. Table 10-2 shows employment in the formal private sector in the 
IWSS and non-IWSS sectors, as well as in individual IWSS sectors, in both 
2010 and 2018.
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IWSS activities account for two-thirds (66.7  percent) of 8.8 million 
formal private sector jobs in South Africa in 2018, up from 65.5 percent of 
7.8 million jobs in 2010. Two sectors account for close to two-thirds of this 
employment: financial and business services (34.4  percent), and trade 
(23.3  percent). The share of financial and business services has, however, 
increased from 30.7  percent, while the share of trade has declined from 
25.6 percent. Horticulture and transit trade have also seen increases in their 
share of IWSS employment.

The importance of IWSS sectors is clear when we consider the share of 
change in formal private employment between 2010 and 2018, with the 
increase in IWSS employment accounting for 71.8 percent of the change in 
employment over the period. All IWSS sectors have seen an increase in 
employment, apart from ICT (declining at a rate of 1.2 percent a year). ICT, 
however, accounted for just 1.3 percent of total IWSS employment in 2019.

Non-IWSS sectors account for close to 3 in 10 new jobs in the formal 
private employment sector over the period 2010–18. The dominant con-
tributor to employment growth in these sectors is community, social, and 
personal services, which grew at a rate of 3.8 percent a year, and accounts 
for just under half (47.1 percent) of the increase in non-IWSS employment 
over the period. It is, thus, clear that IWSS sectors became more impor-
tant contributors to employment in South Africa between 2010 and 2018, 
with IWSS employment increasing at an average annual rate of 3.0 per-
cent, compared with 2.3 percent for non-IWSS sectors’ employment.

It is also clear that, within the IWSS sectors, one sector dominates with 
respect to the increase in employment: financial and business services account 
for close to half (48.1 percent) of the increase in employment in the IWSS 
sectors, growing at an annual average rate of 4.5 percent. The next fastest-
growing sectors in employment are commercial agriculture and horticulture. 
Employment in these sectors has grown at a rate of 4.0 percent a year. Col-
lectively, these two sectors account for 11.4 percent of the change in total 
IWSS employment. Tourism and transit trade have also seen considerable 
growth: employment in both grew at a rate in excess of 3 percent a year, 
accounting for 14.5 and 8.3 percent, respectively, of total IWSS employment 
growth over the period. Trade has grown at a relatively lower rate of 1.8 per-
cent a year. However, it still accounts for the second-highest share of the 
change in total IWSS employment (14.9 percent) over the period.

Three sectors (financial and business services, tourism, and trade), 
therefore, accounted for three-quarters of the growth in employment in 
the IWSS sectors, with financial and business services being the major 
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contributor to this growth. However, commercial agriculture, horticulture, 
and transit trade have also seen employment growth greater than the average 
growth in IWSS employment, while trade employment has been growing at 
a rate lower than the overall IWSS average. These trends suggest that, apart 
from the dominant financial and business services sector, there may be 
considerable employment growth potential in the IWSS sectors of tourism, 
horticulture, commercial agriculture, and transit trade.

Table 10-3 shows the change in and composition of employment in IWSS 
and non-IWSS sectors by education and skill level. In 2018, 35.3 percent of 
those employed in the IWSS sectors had less than a secondary education, 
compared with 35.2 percent of those employed in the non-IWSS sectors. Of 
those employed in IWSS, 42.4 percent had completed a secondary education, 
compared with 34.8 percent in non-IWSS. Over three-quarters (77.7 per-
cent) of IWSS employment was, thus, accounted for by individuals with a 
secondary or lower level of education in 2018 (down slightly from 78.5 per-
cent in 2010). In non-IWSS sectors, the share is 70 percent of employment 
(down from 72.4 percent in 2010).

Overall, our results show that IWSS sectors are more intensive in 
employment of individuals with lower levels of education, showing higher 
growth in employment for the two lower educational attainment groups 
than non-IWSS sectors. This trend is confirmed by our results in the 
lower half of table 10-3, which shows that low-skilled employment accounts 
for just over a fifth (20.3 percent) of all employment in IWSS sectors, com-
pared with 16.9 percent for non-IWSS employment. Low-skilled employ-
ment is also the fastest-growing occupational category of employment across 
both the IWSS and non-IWSS sectors, growing at an annual average rate of 
4.2 percent and 4.3 percent a year, respectively.

Skilled employment accounts for 61.3 percent of IWSS employment 
(down from 61.9 percent in 2010) and 64.7 percent of non-IWSS employ-
ment (down from 66.6 percent in 2009). Highly skilled employment accounts 
for 18.5 percent of employment in the IWSS sectors (down from 19.6 per-
cent in 2010), and 18.4  percent of non-IWSS employment (down from 
18.9 percent in 2010). This profile of employment suggests that the IWSS 
sectors are more intensive in low-skilled occupations. However low-skilled 
employment has grown at similar rates in both sectors. The profile also sug-
gests that, while skilled employment accounts for a similar share of employ-
ment in both sectors and has seen its share decline in both sectors, the 
decline in share has been greater in IWSS sectors. This finding suggests 
that lower-skilled employment is becoming more important over time in 
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the IWSS sectors. Furthermore, across all levels of skill, in absolute num-
bers, increases in employment have been greater in the IWSS sectors.

Although the gap between the share of low-skilled workers in the IWSS 
and non-IWSS sectors has decreased marginally, IWSS sectors remain 
more intensive in low-skilled occupations, and this intensity is increasing 
over time. While employment opportunities for skilled and highly skilled 
employment opportunities are also increasing, the shares of these skill 
categories are shrinking, albeit at a minimal pace. This finding suggests that 
IWSS sectors may be better placed than non-IWSS ones to provide jobs for 
the low-skilled unemployed in South Africa, while still providing jobs that 
can accommodate the more highly skilled among the labor force as well.

Focus on Vulnerable Groups: Women and Youth

An important consideration of IWSS sectors is whether growth in these 
sectors is more inclusive than non-IWSS sectors. The Organization for 
Economic Cooperation and Development (OECD 2018) defines inclusive 
growth as “economic growth that creates opportunities for all groups of 
the population and distributes the dividends of increased prosperity, both 
in monetary and non-monetary terms, fairly across society.” In our analysis, 
we focus on two groups that have historically been underrepresented in the 
South African labor market: women and youth.

Table  10-4 shows the change in and composition of employment in 
IWSS and non-IWSS sectors by gender and age. Notably, IWSS employ-
ment is more female-intensive than non-IWSS employment, with 41.9 per-
cent of employment in the sector accounted for by women in 2018, 
compared with 33.3  percent in non-IWSS sectors. The female share of 
employment has increased in both sectors, up from 40.3 percent in 2010 
for the IWSS sectors, and from 31.7 percent for the non-IWSS sectors.

In 2018, those age 15 to 24 years accounted for 8.9 percent of employment 
in IWSS sectors and 5.4 percent of employment in non-IWSS sectors. The 
share of those age 25 to 34 in employment is also higher in the IWSS sectors 
than the non-IWSS sectors: 33.9 percent, in comparison with 29. 0 percent. 
IWSS sectors, thus, seem to be slightly more intensive in employing youth.

In terms of changes in the profile of employment over time by age, 
employment of those age 15 to 24 years has declined in non-IWSS sectors 
(at a rate of 0.5 percent a year) and has remained virtually unchanged in 
IWSS sectors. Employment of those age 25 to 34  years has, however, 
increased in both IWSS and non-IWSS sectors, with the rate of increase 
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higher in the IWSS sectors (2 percent a year, in comparison with 1 percent 
per year for non-IWSS). The greatest growth in both the IWSS and non-
IWSS sectors has been for older cohorts, with employment for those age 35 
to 65 growing at, respectively, 4.3 and 3.5 percent a year for these sectors.

Overall, we have also noted that the IWSS sectors seem to be more 
female- and youth-intensive in terms of the current composition of employ-
ment, suggesting that these sectors may have the potential to provide greater 
opportunities for employment for these groups. Importantly, however, the 
broad IWSS sectors consists of a number of different sectors, some of which 
may individually be better placed to provide the type of employment required 
to address South Africa’s widespread unemployment.

A further analysis of the composition of IWSS employment shows that 
across demographic, education, and skill characteristics, tourism, trade, 
and agro-processing are most intensive in employing women; trade, tourism, 
and horticulture are most intensive in employing youth; and horticulture, 
commercial agriculture, and agro-processing are most intensive in employing 
those with the lowest levels of education.3 At this point, we refer to our initial 
discussion of the structural transformation of the South African economy, 
which suggests that South Africa was already on an IWSS-based growth 
path, but one that is dominated by growth in the financial and business 
services sector. Across our disaggregation of the broader IWSS sectors, in 
terms of employing women, youth, and the lower-skilled—the three groups 
with the worst employment outcomes in South Africa—the financial and 
business services sector has not been particularly intensive in employing 
these groups.

Overall, our findings suggest that, though South Africa is already on an 
IWSS-based path, there is potential for a different IWSS-based growth path 
that may be better suited to addressing South Africa’s unemployment. A shift 
to other IWSS sectors that are more intensive in their employment of lower-
skilled workers may be necessary to realize the full potential of the IWSS 
sectors in generating employment.

Constraints on IWSS Growth

Key to realizing the employment potential of these IWSS sectors is to 
understand the constraints that currently inhibit their growth, at both a 
macroeconomic and sector-specific level. The identification of the most 
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severe constraints facing a country or sector facilitates the allocation of 
limited resources, such as institutional capacity and financial capital, to 
areas where they can have the most impact in generating higher levels of 
economic growth and employment.

The Broad Operating Environment for Firms

Page’s (2020) growth constraints framework identifies four broad con-
straints facing IWSS: the investment climate, exports, agglomeration, and 
firm capabilities. Here, we outline a number of other overarching con-
straints that have an impact on the operating environment for firms, and 
that exacerbate constraints in the four broad areas identified by Page (2020), 
by giving rise to an unfavorable investment climate and limiting: export 
potential, the benefits of agglomeration, and firm capabilities. We note five 
overarching constraints that affect the operating environment for all firms:

1.	 Infrastructure. South Africa’s current electricity crisis poses 
possibly the biggest constraint on economic growth. Eskom, 
the country’s state-owned electricity utility, has implemented 
load-shedding—deliberate, planned shutdowns of power in parts 
of the power distribution system—to varying degrees since 2008 
to prevent a complete shutdown of the system. According to 
Ateba, Prinsloo, and Gawlik (2019), an insufficient and unstable 
electricity supply has led to increased input costs and difficult 
industrial relations, affecting business enterprises’ performance 
and investment plans.

2.	 Fiscal pressure. The country’s proposed 2020 budget adopts a  
fiscal consolidation plan and suggests cuts to the wage compen-
sation bill and poorly performing programs (National Treasury 
2020). These changes will include decreased spending on infra-
structure. Extreme and consistent cuts in infrastructure invest-
ments might result in lower capital stock in the long run and, 
therefore, lower growth (Stupak 2018).

3.	 A lack of capacity and a skills mismatch. Another reason often cited 
for South Africa’s poor infrastructure delivery is the public sector’s 
lack of capacity and limited technical skills and expertise for 
infrastructure projects (DBSA 2019). The lack of capacity acts 
as a headwind for infrastructure investment in South Africa, 
exacerbating dwindling economic growth.
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4.	 Labor market regulation. According to Bhorat and Stanwix (2018), 
the most frequently cited constraints employers and firms face 
are the regulations governing firing, hiring, and other nonwage 
costs. The study found that South Africa, in comparison with 
other countries, ranks relatively high in difficulty of firing and 
hiring employees, and in rigidity of working hours.

5.	 Corruption and political interference. Since 1996, the World Bank’s 
global governance indicators have shown a steady decline in South 
Africa’s estimates of corruption control and governance effective-
ness (Kaufman and Kray 2020).4 The estimate of corruption 
control declined from 0.73 in 1996 to –0.02 in 2018 (Kaufman and 
Kray 2020). In the same period, the estimate of governance effec-
tiveness also declined by 0.68, from 1.02 to 0.34. During the Zuma 
era,5 the integrity and effectiveness of state institutions were 
undermined by political interference (Cilliers and Aucoin 2016). 
Corruption and patronage have compromised the strength of many 
state institutions, leading to waning international confidence.

Constraints on Growth in Specific IWSS Sectors in South Africa

Key to understanding the constraints of specific IWSS sectors is exam-
ining the value chain for each sector. Value chain analysis allows us to 
recognize the types of firms that operate in the sector and identify poten-
tial weaknesses (constraints) within the sector.

TOURISM.  In figure 10-3, Daly and Gereffi (2017) illustrate the value chain 
for leisure tourism.6 The value chain is designed from the perspective of an 
international tourist and has three main components: consumers (tourists), 
distribution intermediaries, and service providers. This illustration is 
intended to be representative at the broadest level: In reality, there is likely 
to be integration between the “distribution intermediaries” and “service 
provider” segments of the value chain.

Constraints on realizing the potential of tourism and its associated employ-
ment in South Africa can be thought of in terms of the three key agents 
involved in the value chain: consumers, intermediaries, and service providers. 
With respect to these components of the value chain, the tourism sector faces 
a number of challenges that inhibit it from reaching its full potential.

A number of factors limit the number of consumers of South African 
tourism (i.e., the demand for tourism), including government regulations, 
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perceptions, and ease of access. With respect to the first, in mid-2014, the 
Department of Home Affairs introduced new visa regulations to reduce child 
trafficking (Oxford Business Group 2015). The regulations were onerous, in 
that they required all children under the age of 18 who were entering South 
Africa to have an unabridged birth certificate. In addition, for countries for 
which a visa is required to enter South Africa, all applicants had to appear in 
person during the application process to obtain the new biometric visa (Oxford 
Business Group 2015).

A further constraint influencing consumer demand is crime (Depart-
ment of Tourism 2016). South Africa has one of the highest crime rates in 
the world, with many instances in the media of international tourists having 
been victims of crime. These stories create a negative perception of South 
Africa as unsafe and, as a result, deter potential international tourists.

In terms of ease of access, the country is far from many key source  
markets—such as the United Kingdom and Germany—which makes flights 
expensive. Furthermore, attracting visitors from new countries is made 
more difficult by the inconvenience of a lack of direct flights (Department 
of Tourism 2012a).

Service providers

International
transportation

Distribution
intermediaries

Direct booking

Consumers

Consumers

Package booking

Online package
booking

Domestic
transportation

Hospitality

Excursions

FIGURE 10-3 . The Leisure Value Chain

Source: Adapted from Daly and Gereffi (2017).
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Service providers, on the other hand, contend with not only limited con-
sumer demand but also factors that limit their ability to fulfill consumer 
demand. A report noted that about 30 percent of employment in the sector 
was difficult to fill because the skill requirements were high,7 with the con-
sequence that these occupational roles were not filled or filled by individuals 
with insufficient skills (Department of Higher Education and Training 
2019). However, the report did not stipulate which specific skills were in 
shortage.

While there is potential to develop tourism services where they do not 
currently exist, a number of obstacles inhibit this growth. Although South 
Africa has a well-developed tourist market, the focus remains on established 
tourist hubs—such as Cape Town, Durban, and the Garden Route—and 
national parks in the North-West and Mpumalanga provinces, such as 
Kruger National Park (Africa Geographic Travel 2017). At the same time, 
rural communities have been neglected, despite the many new opportuni-
ties they could present to both local and international travelers (Department 
of Tourism 2012b). Development of tourist experiences in rural communi-
ties could lead to a much-needed cash injection into local, low-income econ-
omies, and could empower people who have been economically marginalized 
for decades.

The distribution intermediaries play an important role in connecting 
consumers with service providers, and constraints at this part of the value 
chain can have an impact on both the demand for and supply of tourism. 
As noted, however, it does not seem that major constraints on tourism in 
the country are currently being experienced at this level of the value chain. 
The online package booking distribution channel, in particular, has grown 
in recent years (Daly and Gereffi 2017).

HORTICULTURE.  Figure 10-4 shows a generic fresh fruit and vegetable (FFV) 
value chain (adapted from Sohnen, Goldmark, and Pswarayi 2015) as an  
example of a typical horticultural value chain. As the figure shows, this value 
chain has six segments, beginning with the planting of a fruit or vegetable 
seed through the purchase of the final product by consumers. Not all activi-
ties are undertaken by different agents; a number of integrated firms are 
involved in many activities along the value chain. The different components 
of the chain face a number of constraints, which we outline here.

High input costs—especially for seeds and fertilizer—are a constraint 
for especially smaller-scale producers. There are a variety of seeds for a 
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particular crop, and the higher-quality seeds cost more money, which 
many farmers cannot afford (Harvest SA 2016). The lack of high-quality 
seeds ultimately affects the yield of the crops, and the profits of the farmer.

Poor infrastructure is a further constraint faced all along the value 
chain. On the production side, many farmers lack proper farm equipment, 
such as tractors and fences. However, in terms of product distribution, 
many farmers also do not have easy access to markets, which is crucial for 
developing a steady supply of customers (Harvest SA 2016). Indeed, the 
poor state of road infrastructure in rural areas makes it difficult for farmers 
to guarantee wholesalers that they will deliver their products on time.

Climate change also remains an ongoing concern for horticulture 
farmers, as many horticulture crops are rain-fed and therefore are susceptible 
to variations in the climatic conditions of the area (Harvest SA 2016). In 
addition, long-term land degradation caused by climate change has made the 
land less resilient to the changing climatic conditions, exacerbating the 
effects of droughts (Harvest SA 2016).

AgriSETA (2018) identified a list of “hard-to-fill” vacancies along the 
horticultural value chain. Employers pinpointed the insufficient number  
of students with the necessary mathematics and science grades to enter  
agriculture-related degree programs and a lack of experience among gradu-
ates for one set of horticulture occupations. For another set of horticulture 
occupations, employers noted that certain occupations were not seen as a 
career path in agriculture (e.g., market researcher), and other industries 
were regarded as more attractive than agriculture in certain occupations.

Inputs
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FIGURE 10- 4 . Horticulture: The Fresh Fruit  
and Vegetable (FFV) Value Chain

Source: Adapted from Sohnen, Goldmark, and Pswarayi (2015) and from Fernandez-Stark, 
Bamber, and Gereffi (2011).
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AGRO-PROCESSING.  In figure 10-5, we provide a generic value chain through 
which agricultural products are processed for further distribution and sale. 
The chain of activities relevant to the sector includes agricultural inputs and 
production, as well as distribution and retail. Notably, the key value addition 
of this sector is in the processing segment of the value chain—for example, 
processing oranges into orange juice. Our analysis of constraints, detailed 
below, covers the entire spectrum of the agro-processing value chain.

With respect to inputs, a key constraint is the lack of raw material 
supply. Firms report challenges in obtaining inputs of sufficient quality 
and supply (DAFF 2012). In addition, the high cost and volatility of inputs, 
such as animal feed, put further pressure on businesses.

The lack of access to capital is another constraint, impeding the ability of 
firms to expand their operations. Small firms are unable to provide enough 
collateral for the loans they require (DAFF 2012). Moreover, banks regard 
lending to the agro-processing industry as risky, due to the inherent uncer-
tainty of variables such as weather, which can greatly affect the amount of 
revenue that a firm can be expected to earn.

A lack of skills is another challenge in the agro-processing sector; in 
2018, the FoodBev Sector Education and Training Authority analyzed  
633 firms in the sector and found that about 43 percent of firms cited a lack 
of skilled people as the reason they could not fill vacancies, while a further 
27 percent cited an inadequate supply of suitable candidates (FoodBev 
2018). Furthermore, firms cited these skill gaps existing in the sector: soft 
skills (e.g., communication, team, and interpersonal skills) and mana-
gerial skills. The latter skill gap arose because some individuals had earned 
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farmers

Commercial
farmers

Processing

Processors

Distribution

Wholesalers

Large
distributors

Labor

Retail

Supermarkets

Independent
retailers

Food services

FIGURE 10-5 . The Agro-processing Value Chain

Source: Adapted from Dube et al. (2018).
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promotions to managerial positions, however, they did not yet have all the 
requisite skills (FoodBev 2018).

Firms in the sector also encounter challenges in supplying their goods 
to the retail market. Stringent regulations and standards are set by the 
retail market, which constitutes a lucrative source of income for small agro-
processing firms. However, many smaller firms cannot meet the standards, 
due to the huge investment required (DAFF 2012), so they turn to the 
informal sector for their supply, which then hinders firm expansion.

TRANSIT TRADE (LOGISTICS).  Figure 10-6 illustrates the components of a typical 
logistics value chain. Goods are first received from a manufacturer and are 
packaged into the correct container (Erkan 2014). Once the goods are pack-
aged, they are transported to a warehouse using various modes of transporta-
tion. In these warehouses, the goods are repackaged in a suitable format 
for customers and then are finally delivered to customers, either indirectly 
through retailers or directly through door-to-door delivery (Erkan 2014). 
Our analysis highlights the current constraints the logistics sector faces 
along the value chain.

A key constraint on further development of the sector is the distinct 
lack of integration across the various logistics subsectors in South Africa. 
Havenga (2011) notes that South Africa has 10 departments or agencies 
responsible for the country’s logistics system. The number of depart-
ments involved create fragmentation, a lack of accountability, and policies 

Packaging Transporting
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management

Delivery

Loading

Clearing

Storage Unloading

Clearing

FIGURE 10-6 . The Transit Trade (Logistics) Value Chain

Source: National Skill Development Corporation (2010).
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inconsistent with each other. Ultimately, the lack of policy coordination 
creates suboptimal outcomes for the logistics subsectors involved.

Related to a lack of policy coordination at the national level are two 
issues: a lack of standardized documentation, and no document integration 
(Barloworld Automotive and Logistics 2013). Both result in companies 
having to fill out many different forms and send them to different institu-
tions, increasing the time they have to focus on administration rather than 
the movement of goods.

A key metric in the logistics industry is efficiency. Specifically, efficiency 
refers to the speed at which goods can be delivered to the customer. In this 
value chain especially, any bottlenecks along the way can have a substantial 
impact on the value of the goods. For example, fruits and vegetables des-
tined for export require certain time targets to be met and, if these targets 
are not met, retailers will refuse to accept them, costing the farmers and 
other intermediaries a lot of revenue. Currently, the average on-loading and 
off-loading times in South Africa are long, about 4 hours (Barloworld Auto-
motive and Logistics 2013). Furthermore, cross-border clearance takes 
between 24 and 48 hours (Barloworld Automotive and Logistics 2013).

Given the skills profile of common occupations in the sector, the sector 
also faces skills constraints. Heyns and Luke (2012), who conducted a 
survey aimed at determining the skill gaps within the logistics industry, 
found that, while operational positions were relatively easy to fill, 63 per-
cent of strategic-level positions were difficult to fill. Furthermore, respon-
dents were asked to rate the most important skills for logistics managers. 
Of the top 10 skills, 5 were behavioral/interpersonal skills (e.g., problem 
solving, teamwork), 3 were general management skills (e.g., ability to plan 
and priorities), and 2 were logistics sector-specific skills.

If both the economy-wide and sector-specific constraints are addressed, 
the substantial growth potential of IWSS sectors can be fulfilled. In the next 
section, we analyze future employment projections for IWSS and non-IWSS 
sectors, and provide quantitative estimates for the sectors’ employment 
potential.

Trends into the Future: Potential Growth and Labor Demand

In this section, we show that projected employment growth will be 
higher in IWSS than non-IWSS sectors. In addition, we estimate that 
there will be a sufficient youth labor supply to take advantage of the 
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additional employment opportunities, with the potential exception of 
high-skill jobs.

We employ two different analyses in this section:

1.	 We use the ratio of labor to value added as a measure of labor 
intensity to calculate a simple projection of IWSS employment 
(and therefore the number of new jobs) in the next 10 years on the 
current growth path;8 and

2.	 We adjust these estimates to consider the potential of these sectors 
to generate jobs and reduce unemployment—especially youth 
unemployment—if these sectors were to be scaled up and enabled 
to grow beyond the current growth path (i.e., at a rate greater than the 
historical growth trend suggests, due to constraints on the IWSS 
sectors having been addressed).

For both these projections, we also note the occupational profile of the 
projected new IWSS jobs and consider whether the skills required for 
these occupations exist or are likely to exist among youth. We use ratios of 
labor to value added (see appendix table 10-A1) to project IWSS employ-
ment between 2020 and 2028, in the case of the current growth path and 
then beyond the current growth path.

Projection of Jobs on the Current Growth Path

This subsection presents simple projections of new employment in formal, 
private, nondomestic employment in the IWSS and non-IWSS sectors, 
making use of labor–to–value added ratios calculated by the authors. Con-
stant linear growth rates across the nine main sectors at the 1-digit SIC 
level are applied on the basis of established trends in gross value added 
(GVA) in these sectors over the period 2010–18.9 The annualized growth 
rate is applied to the period 2019–28 to estimate employment in IWSS and 
non-IWSS on the current growth trend.10

Table  10-5 shows the growth patterns of jobs across IWSS and non-
IWSS sectors from 2019 to 2028 using these projected growth rates. It is 
immediately clear that, on the current growth path, the majority of employ-
ment growth will be concentrated among IWSS sectors, and that, up to 
2028, IWSS employment growth will consistently account for about 78 per-
cent of total employment growth in South Africa.
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South Africa is not on a manufacturing-based growth path, and services—
especially financial and business services—are dominant in the country’s 
current growth path. Indeed, on the current growth path, financial and 
business services can be expected to account for just over one-third of the 
increase in total employment over the period. The sector accounting for 
the second-highest proportion of new jobs is trade, with about one in five 
new IWSS jobs being projected to be created in this sector between 2019 
and 2028. The three largest sectors in IWSS (financial and business ser-
vices, trade, and tourism) collectively, then, are expected to contribute 
61.5 percent of all new jobs in South Africa over the period. In contrast, 
non-IWSS employment growth is only expected to account for 22.6 per-
cent of all new jobs between 2019 and 2028, with community, social, and 
personal services projected to be the dominant driver of the increase in 
employment in the non-IWSS sectors.

Overall, the evidence suggests that South Africa is already on an IWSS-
intensive growth path. The IWSS sectors most intensive in the employment 
of low-skilled workers are horticulture, agriculture, and agro-processing. 
Collectively, these sectors are projected to account for just 11.1 percent of the 
increase in IWSS employment between 2019 and 2028, on the current 
growth path. Thus, while IWSS seems to be the major driver of future 
employment growth, the subsectors driving current IWSS growth are not 
those best suited for the employment of the low-skilled and youth. The cur-
rent growth path will be unable to generate future jobs at the scale and skill 
level required for the country’s labor force.

Occupational Distribution of New Jobs on the Current Growth Path

We proceed now to consider the skills profile of these new jobs on the basis of 
the most recently available skills profile of employment across sectors in 
South Africa.11, In table 10-5, we present both the numbers of individuals in 
different occupations and the number of individuals of different levels of 
education required for the new jobs projected in the years 2019, 2024, and 2028.

Between 2019 and 2028, we project that just over 1 million new jobs will 
be created in IWSS. Of these new jobs, around one in five (21.4 percent) are 
projected to be created for service, shop, and market sales occupations, while 
another 18.1 percent are projected to be created for elementary occupations. 
These two occupations are followed by clerks (17.6 percent of new jobs) and 
managers and senior officials (14.3 percent). These four occupational cate-
gories account, therefore, for just over 70 percent of all jobs projected to be 
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created on the current growth path during that time period. Only one of 
these (elementary occupations), however, is a low-skilled occupation. Other 
lower-skilled occupations (craft workers, plant and machine operators, and 
assemblers) account for 13.5 percent of the projected new jobs collectively. 
Around one in three new jobs (31.6 percent) are thus expected to be created 
in the three lowest-skilled occupational categories.

Looking at the education profile, it is projected that over half of all the 
new jobs (57 percent) will require a completed secondary education, while 
36.8 percent will require a postsecondary education. Just 6.2 percent of the 
new jobs will require individuals with less than a completed secondary 
education, which is a cause for concern, given that this group still accounts 
for a large proportion of the current unemployed as well as those entering 
the labor force each year.

Skill Gaps on the Current Growth Path

Table 10-6 shows the difference between the number of jobs required in 
each education category in 2028 and the number of youth who fall into 
these categories in the same year.12 Of course, the gap (or surplus) does not 
take into account that the stock of supply here (youth) is not the only pool 
from which employment for IWSS will be drawn. It also does not take into 
account that youth will be employed in non-IWSS sectors as well. It should 
thus be interpreted as an indicator of whether the skills required can be 
drawn from the youth population alone, while bearing in mind that in 
reality, it will not be the case that all skill requirements will come from 
solely the youth population, and the youth population’s skills will not 
solely serve the skills requirement needs of the IWSS sectors only.

The table shows that, on the current growth path, the skills required for 
new jobs will be available in the youth labor force in 2028. In fact, there will 
be a surplus of available skills at all education levels, with this surplus 
decreasing considerably, from over 1 million individuals for both presec-
ondary and completed secondary, to just 33,900 for postgraduate as the edu-
cation level increases. The next subsection considers how employment 
numbers and skill gaps can be expected to change if potentials in the IWSS 
sectors were to be realized.

Beyond the Current Growth Path

In this subsection, we project employment using the same methodology 
used in the subsection above, but instead apply a higher rate of job creation 
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across four selected IWSS sectors with the potential to create jobs across 
the skills spectrum in South Africa. We apply higher growth rates for the 
four IWSS sectors of horticulture, agro-processing, tourism, and transit 
trade.13

On this higher growth path, financial and business services—the cur-
rently dominant sector in the South African economy—can be expected to 
account for 27 percent of the increase in total employment over the period, 
with this share declining from just under a third (32 percent) for 2019–23 
to 25 percent for 2023–28. At the same time, tourism is expected to increase 
its share of the change in total employment, from 13  percent for the 
2019–23 period to 24 percent for the 2023–28 period (averaging 20 percent 
for the full 2019–28 period). Thus, by 2028, under this scenario, tourism 
attains a level of job creation on par with financial and business services. 
Tourism, unlike financial and business services, is not concentrated in one 
services sector of the economy. Thus, expansion of the tourism sector can 
be expected to have more inclusive growth outcomes and stimulate growth 
in other sectors of the economy that are linked to tourism.

Table  10-7 shows the growth patterns of jobs across the IWSS and 
non-IWSS sectors from 2019 to 2028. Under this scenario of a higher 
growth path, IWSS employment growth will account for 79  percent of 
total employment growth between 2019 and 2023, and 84 percent of total 
employment growth between 2023 and 2028. For the overarching period 
2019–28, then, IWSS employment growth will account for about 82 per-
cent of total employment growth in South Africa, with this share increasing 
as growth increases in the four selected IWSS sectors.

On this higher growth path, financial and business services—the cur-
rently dominant sector in the South African economy—can be expected to 
account for 27 percent of the increase in total employment over the period, 
with this share declining from just under a third (32 percent) for 2019–23, 
to 25 percent for 2023–28. At the same time, tourism is expected to increase 
its share of the change in total employment, from 13  percent for the 
2019–23 period to 24 percent for the 2023–28 period (averaging 20 percent 
for the full 2019–28 period). Thus, by 2028, under this scenario, tourism 
attains a level of job creation on par with financial and business services. 
Tourism, unlike financial and business services, is not concentrated in one 
services sector of the economy.14 Thus, expansion of the tourism sector 
can be expected to have more inclusive growth outcomes and stimulate 
growth in other sectors of the economy that are linked to tourism.
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Horticulture is also expected to increase its share of the total change in 
employment considerably, from 4 percent in the 2019–23 period to 7 per-
cent in the 2023–28 period (averaging 6 percent for the full 2019–28 period). 
In comparison with the current growth path, this higher share of horticul-
ture in the change in employment suggests a more balanced, IWSS-based 
growth path under the higher growth path scenario, where growth in 
employment in the skills-biased financial and business services sector is 
complemented by growth in more inclusive sectors such as tourism and 
horticulture.

We now consider the skills profile of these new jobs on the basis of the 
most recently available skills profile of employment across sectors in 
South Africa.15 Between 2019 and 2028, we project that about 1.4 million 
new jobs will be created in the IWSS sectors. Under the current growth 
path, this number was estimated at just over 1 million. Of these new jobs, 
around one in five (21.7 percent) is projected to be created in service occu-
pations, while another one in five (20 percent) is projected to be created in 
elementary occupations. These two occupations are followed by clerks 
(16.9 percent of new jobs) and managers and senior officials (14 percent). 
These four occupational categories account, therefore, for 72.6 percent of 
all jobs projected to be created over the period on this growth path. Com-
pared with the current growth path, the share of jobs expected to be ele-
mentary is higher (20 percent, compared with 18 percent for the current 
growth path). Just over a third of all new jobs (34.3 percent) are expected 
to be created in the three lowest-skilled occupational categories. In 
table 10-8, we present both the numbers of individuals in different occu-
pations and the number of individuals of different levels of education 
required for the new jobs projected in the years 2019, 2024, and 2028 for 
the new growth path scenario.

Looking at the education profile, it is projected that over half of all the 
new jobs (58.6 percent, higher than the share of 57 percent for the current 
growth path) will require a completed secondary education, while a third 
will require a postsecondary education (lower than the share of 36.8 percent 
for the current growth path). About 8 percent of the new jobs will require 
individuals with a less-than-complete secondary education, higher than the 
6.2 percent share of new jobs for this group of individuals on the current 
growth path. Thus, a greater share, and number, of jobs that can be accessed 
by individuals who do not have high levels of educational attainment under 
the new growth path scenario will emerge.
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Table 10-9 shows the difference between the number of jobs required 
in each education category in 2028 and the number of youth who fall into 
these categories in the same year. As noted above, the gap (or surplus) does 
not take into account that the stock of supply here (youth) is not the only 
pool from which employment for IWSS will be drawn. It also does not 
take into account the fact that youth will be employed in non-IWSS sec-
tors as well. Thus, the indicator only specifies whether the skills required 
are available within the youth population.

The table shows that, in 2028, overall, the skills required for the new 
jobs on the new growth path will be available in the youth labor force. 
There is a surplus of available skills at all education levels, with this sur-
plus decreasing considerably from over 1 million individuals for both pre-
secondary and completed secondary to just 33,100 for postgraduate as the 
education level increases. Given the greater demand for labor, the surplus 
is lower than under the current growth path case.

These projected numbers suggest that, while increased employment 
opportunities may arise from overcoming sector-specific constraints, the 
accessibility of such opportunities depends on the availability of suitable 
skills. In comparison with the current growth scenario, there remains a 
surplus of individuals in the labor force in the higher growth scenario. 
However, in terms of skill requirements, there is likely to be a low propor-
tion of youth who can take advantage of employment opportunities in 
higher-skilled occupations. In contrast, there will be a sufficient supply of 
youth for lower-skilled job opportunities.

Skill Requirements of the IWSS Sectors Beyond Qualification: 
Preliminary Evidence from Firm Surveys

Our quantitative analysis shows the large potential employment growth in 
IWSS sectors, regardless of whether the economy continues along its current 
growth path or on a higher growth path. However, the results also highlight 
the possibility of skills shortages in qualifications (and in high-skill occupa-
tions in particular). We now examine the issue of skill shortages in more 
detail, noting that while our quantitative analysis shows an abundant supply 
of low-skilled workers, we used education as a proxy for skill level. In our 
firm surveys, we provide a more holistic view of skills that cannot be mea-
sured using education data.
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Our firm survey consisted of 18 semistructured firm interviews. Fifty  
percent of these interviews were conducted in the tourism sector, while the 
remaining 50 percent were split equally across the agro-processing, horticul-
ture, and logistics sectors.

The survey instrument used to conduct the interviews—comprising a 
mixture of closed-ended and open-ended questions—aims to provide mea-
sures of these factors, among others: the main occupations within the firm; 
the current skills profile of the firm; the expansion plans of the firm; and the 
future employment, occupational, and skills needs of the firm.

We were particularly interested in understanding occupational skills 
requirements, which can act as an input to the development of a national 
skill development strategy. Respondents were asked about the occupa-
tional requirements for a highly disaggregated list of soft and hard skills. 
The various skills are aggregated into six overarching categories, which 
are consistent with classifications provided by O*NET (2019b). We also 
classify these categories according to whether they are a “hard” or “soft” 
skill:

•	 Basic skills: skills that facilitate learning or the more rapid acqui-
sition of knowledge (soft skill).

•	 Social skills: skills that are used to work with people to achieve 
goals (soft skill).

•	 Problem-solving skills: skills that are used to solve novel, ill-
defined problems in real-world settings (soft skill).

•	 Resource management skills: skills that are used to allocate 
resources efficiently (soft skill).

•	 Technical skills: skills that are used to design, set up, operate, 
and correct malfunctions involving the application of machines 
or technological systems (hard skill).

•	 Systems skills: skills that are used to understand, monitor, and 
improve sociotechnical systems (hard skill).

Consistent with metrics used in the O*NET database (O*NET 2019a), 
respondents were asked to classify each skill in the above-noted categories 
according to two metrics: level and importance. The level of a skill refers to 
how complex the application of the skill is in the occupation’s daily course of 
events.16 A skill’s level was measured on a scale ranging from 1 (lowest) to 5 
(highest). On the other hand, the importance of a skill can be thought of as 
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how critical it is that an individual has this skill in order to complete their 
day-to-day tasks. Importance was also measured on a scale of 1 (not impor-
tant) to 5 (critically important).17

Respondents were asked to estimate the severity of the skill gap of youth 
hires for each skill category. In other words, respondents would consider a 
category of skills—for example, basic skills—and compare the required level 
of these skills with the level of the skill exhibited by youth hires in the firm. 
The skill deficit rating is measured on a 5-point scale, with a rating of 1 
indicating that most employees met the skill requirements and a rating of 5 
indicating that most employees did not meet the skill requirements and that 
there was a critical gap present for the relevant skill. Where a skill was not 
identified as applicable to a certain occupation, respondents did not provide 
an estimate of the skill gap.

In what follows, we provide a summary of the results from our surveys. 
A more detailed analysis is given by Allen and others (2021).

In terms of the types of jobs that could be created by our four target 
industries, our results suggest that the industries could cater to different 
sections of the unemployed youth population. While the tourism and hor-
ticulture sectors provided the most scope for catering to low-skilled indi-
viduals, agro-processing and logistics cater to higher-skilled individuals. 
The weighted average level and importance of soft skill requirements are 
presented in figure 10-7.

These results paint a slightly different picture of the formal educa-
tional requirements, and instead indicate that the horticulture sector 
requires the second-highest level of soft skills of all sampled IWSS 
sectors—a finding likely driven by the sector’s need for many laboratory 
technicians and plant pathologists, and that does not necessarily take 
away from the sector’s high employment potential for unskilled youth in 
roles requiring less specialized skills, such as farm workers, operators, 
and plant extractors. The tourism sector still presents a potential employ-
ment opportunity for low-skilled workers, with a low aggregate level of 
soft skills required.

In terms of job growth, the results are more heterogenous. Although a 
total of about 458 jobs were expected to be created across all 18 inter-
viewed firms in the next five years, the number of jobs per firm differ 
greatly by industry. Interviewed firms in the agro-processing industry 
showed the highest job creation potential over the next five years, with 
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62 jobs per firm, while the interviewed horticulture firms project to create 
about 6 jobs per firm. This job growth pattern is heavily skewed toward 
semiskilled occupations, which agrees with the findings in the data given 
above.

However, high deficit scores in certain key skill groups (basic, social, 
and resource management skills) suggest that finding youth to fill the 
positions that are created may be challenging. Assuming that unem-
ployed youth have similar, if not greater, skill deficiencies than employed 
youth, the soft skill deficits found in this section are a cause for concern 
for the employability of future youth. A particular deficit that appeared 
across all industries was that of basic skills. Given that basic skills 
include those skills that should be developed in the early stages of formal 
education—for example, reading, mathematics, and active listening— 
it may be worthwhile to more carefully monitor the South African edu-
cation system to ensure that it upholds education standards to those 
required by firms.

Table 10-10 presents a summary of the incidence of job creation and 
skill deficits across the interviewed IWSS firms. From the first row of 
the table, it is clear that the majority (42 percent) of new jobs are pro-
jected to be created in the agro-processing sector, with the overwhelming 

0
0.5
1.0
1.5
2.0
2.5
3.0
3.5
4.0
4.5
5.0

Agro-processing Horticulture Logistics Tourism

Importance Level

Score

FIGURE 10-7. Average Level and Importance of Soft Skills by IWSS Sector

Source: Authors’ data.

Note: Averages are calculated by weighting responses according to the proportion of jobs in the 
interviewed firms represented by the response.
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majority of these jobs being in occupations that currently exist within 
the firms. Across the 18 interviewed firms, a total of 448 jobs were 
expected to be created, with 96 percent of these occurring in sectors that 
present with relatively low skill deficits of between 1.7 and 2.29 out of 5.18 
Only 4 percent of jobs projected to be created by these firms are in the 
horticulture sector, which presents the highest aggregate skill gap of 
employed youth.

An important finding is the degree of heterogeneity across the firms, 
and across industries more generally, a trend that should be taken into 
account when designing policies for increasing employment in the sector. 
The differences between and within sectors must be recognized and under-
stood so that appropriate actions can be taken to grow the sector and for 
youth to be able to access employment in them.

Policy Implications and Conclusion:  
Unlocking Growth Potential and Overcoming Skill Gaps

In prescribing policy options for the IWSS sectors, and specifically for the 
four industries focused on in this study, we emphasize that these industries 
are heterogeneous and, as such, there is no single policy prescription or 
magic bullet that will unlock growth for these sectors. Rather, a coherent 
plan, with multiple policies that complement each other, will unlock the 

Table 10-10. Incidence of Job Growth and Skill Deficits in the 
IWSS Sectors

Growth or 
deficit

Agro- 
processing Horticulture Logistics Tourism All

Share of jobs 
created

0.42 0.04 0.21 0.33 1.00

From existing 
occupations

0.38 0.04 0.20 0.26 0.88

From new 
occupations

0.04 0.00 0.01 0.07 0.13

Average skill 
deficit  
(out of 5)

1.70 3.20 1.80 2.29 1.98

Source: Authors’ data.

Note: Numbers may not add up correctly due to rounding.
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growth potential of the IWSS sectors. Thus, this section explores these 
four high-level, interrelated recommendations for enabling growth and 
job creation in the IWSS sectors:

1.	 Facilitating an enabling operating environment in which firms 
can thrive across the economy.

2.	 Crafting and implementing policies that focus on enabling the 
growth of specific IWSS sectors and addresses the specific con-
straints faced by different IWSS sectors.

3.	 Developing relevant skills that will support the growth of the 
IWSS sectors.

4.	 Ensuring that all policies grow the economy and that the IWSS 
sectors are inclusive.

Facilitating an Enabling Operating Environment to Promote Economic Growth

The country-level constraints on economic growth discussed in the fourth 
section—particularly infrastructure, fiscal consolidation, labor market 
regulation, and corruption—must be addressed to facilitate an enabling 
operating environment for firms to grow so that employment can be gen-
erated. Here, we propose changes that can be made to facilitate an oper-
ating environment. We focus specifically on infrastructure development 
and government spending challenges. In terms of infrastructure, we focus 
on three policy options:

•	 Increase institutional capacity at the municipal level, especially 
in the engineering and town-planning fields;

•	 Increase the amount of money for the maintenance, rehabilita-
tion, and upgrading of existing infrastructure; and/or

•	 Increase transnational infrastructure development to facilitate 
better economic integration between South Africa and its 
neighbors.

In relation to government spending, our main policy prescription is that 
the South African government needs to move to a zero-based budgeting 
approach, which will require each government department to justify its 
budget each year, rather than use the previous year’s departmental budget as 
a starting point for budget negotiations.
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Focused Policies That Enable the Growth of Specific IWSS Sectors

TOURISM. Both our quantitative analysis and the firm survey of the tourism 
sector demonstrated that the sector has the potential to generate many 
new jobs, especially low-skilled ones that can benefit youth. However, for 
the employment potential of the sector to be achieved, several constraints 
need to be overcome. These include:

•	 Negative perceptions of South Africa as a tourist destination and 
the lack of ease of access to South Africa; and

•	 The concentration of tourism experiences in South Africa, and 
particularly the lack of inclusion of individuals from disadvan-
taged backgrounds within the service provider segment of the 
value chain.

Given that the tourism sector requires many different parts to work 
together, private–public cooperation is vital to secure the future of the 
tourism industry. Indeed, this is the underlying thrust of the policy rec-
ommendations provided by Saunders (2019), outlined here:19

•	 Actively develop and promote tourism markets in less established areas. 
Active development of and marketing for less-developed tourist 
regions will increase growth in the sector and include more pre-
viously disadvantaged individuals.

•	 Enhance crime-prevention strategies, especially in tourist hotspots. 
The tourism industry and the country’s South African security 
apparatus—including the South African Police Service, the metro 
police, and the private security industry—must be coordinated 
more closely.

•	 Develop and implement a world-class e-visa system. An easy-to-use 
interface, support for multiple languages, nononerous documen-
tation requirements, and quick turnaround times for visa appli-
cations will increase ease of access to South Africa as a tourist 
destination.

HORTICULTURE. We have shown that horticulture has many job opportuni-
ties for low-skilled youth. However, numerous constraints faced by firms 
undermine investment in the sector, and consequentially the ability of the 
sector to generate jobs. Key constraints include:
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•	 Insufficient financial support for farmers; and
•	 Inadequate infrastructure, which inhibits production and distri-

bution from farmers to wholesalers and to retailers.

To overcome these constraints, Lemmer (2017) outlines a few major 
policy recommendations that, if enacted, would enable growth of the sector. 
These include:

•	 Implement comprehensive water infrastructure development. As 
South Africa is one of the driest countries in the world (World 
Wildlife Fund 2020), policymakers should increase support for 
projects that expand the storage capacity of South Africa’s dams, 
maintain the upkeep of water irrigation schemes, and more effi-
ciently utilize its current water reserves.

•	 Allocate sufficient financial aid to the agriculture sector in order to 
mitigate shocks. The development of affordable, specialist insur-
ance products that cover natural disasters is necessary.

•	 Partially subsidize input costs for emerging farmers. High input 
costs act as a barrier to entry for new market entrants; thus, the 
government should partially subsidize these high input costs to 
encourage new entrants into the industry.

AGRO-PROCESSING.  While overall employment in manufacturing decreased 
between 2010 and 2018, formal private employment in agro-processing 
increased, indicating the resilience of the sector. When more favorable  
economic conditions return, we expect faster growth in the agro-processing 
sector. However, for the substantial employment potential to be reached, deci-
sive action needs to be taken to address key constraints faced by the sector:

•	 High costs and a lack of access to capital, and
•	 A lack of support for small and medium-sized enterprises in 

particular.

Owoo and Lambon-Quayefio (2018) discuss a number of policies that 
helped the Ghanaian agro-processing sector grow and may also be appli-
cable to the South African agro-processing sector:

•	 Create a comprehensive incentives program for imported agro-processing 
equipment and inputs. Incentives could take the form of reduction of 
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the value-added tax and import duties and the introduction of an 
export-processing zone.

•	 Increase coordination between the public and private spheres vis-à-vis 
relevant technology. The government must facilitate technological 
transfer between publicly funded research institutions and the 
private sector, which can utilize these inventions.

LOGISTICS.  While the results of our study suggest that job opportunities 
for low-skilled youth will be limited, for youth who obtain the requisite 
education, there are multiple job opportunities along the logistics value 
chain. For these opportunities to be realized, however, constraints faced 
by the sector must be overcome. These include:

•	 The lack of integration within the sector;
•	 The lack of a coherent national policy framework for the sector; and
•	 Inefficiencies along the value chain.

In 2019, the governor of the Saudi Arabian General Customs Authority, 
His Excellency Ahmed Alhakbani, outlined these key lessons that other 
countries could learn from Saudi Arabia (Sivalingum 2019):

•	 Take an integrated approach to the logistics sector. In South Africa, this 
move would require a coherent national strategy for the sector as 
well as mechanisms to ensure that the sector is integrated with 
others in the economy.

•	 Eliminate regulations that increase the difficulty of doing business and 
adopt technologies that make businesses more efficient. In transforming 
Saudi Arabia’s logistics sector, technology was the key—most clear-
ance procedures are automated, and the government has developed 
an integrated electronic platform that makes 135 services easily 
available to customers.

•	 Cooperate with global organizations to reduce the number of obstacles that 
hinder the free flow of goods through the country. Although South 
Africa has a number of free trade agreements (FTAs) with key 
trading partners, it still lacks FTAs with three of its five biggest 
trading partners: China (1st), the United States (3rd), and Japan 
(5th) (Workman 2020), and concluding FTAs with these countries 
must be a priority.
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Developing Skills to Support the Growth of IWSS Sectors

Overall, the projected skill gaps for the current and higher IWSS growth path 
scenarios suggest that there will be a large labor surplus of youth for roles in 
the IWSS sectors. However, for occupations that require either an undergrad-
uate or postgraduate university degree, there may be challenges in finding 
youth specifically with these educational qualifications. To ensure a sustain-
able supply of individuals educated at the required levels, Asmal and others 
(2020) suggest that there be a demand-led approach to the attainment of qual-
ifications through collaboration between employers and postsecondary educa-
tional institutions.

Providing better qualification support is not enough, however, because soft 
skill gaps exist as well in different sectors and occupations, as demonstrated  
in the firm surveys. Possible measures to increase the number and inten-
sity of soft skills, according to Lapm (2016), include these:

•	 Including compulsory courses on public speaking and written and 
verbal communication in all postsecondary schooling courses;

•	 Promoting a culture of volunteerism at secondary schools and at 
postsecondary educational institutions;

•	 Encouraging extracurricular teamwork activities; and
•	 Developing mentorship and ongoing training programs for new 

trainees.

Promoting Inclusive Growth:  
Policies Must Be Cognizant of the Most Vulnerable

When considering the policies described above, policymakers must consider 
the differing effects that such policies can have on underrepresented groups, 
such as women and youth, and should incorporate the needs of these groups 
into national development strategies. With respect to gender, while a number 
of IWSS sectors employ a considerable number of women, their access to 
employment in different occupations along value chains is variable. For 
example, the Department of Tourism (2016b) notes that, despite women 
accounting for much of the employment in the sector, many of these women 
are in low-skilled occupations, with women constituting only 40 percent of 
managerial positions and 20 percent of general management roles.

Policies need to incorporate channels through which those who are still 
excluded from participation in the economy (e.g., women and youth) are con-
sciously targeted. For example, this may mean ensuring that tourism is 
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Appendix Table 10-A1. Ratios of Sectoral Labor to Value Added 
at the 1-Digit SIC Level, 2018

Sector 
Ratio of labor to value added

2018

Agriculture 11.57
Trade 7.72
Transportation 3.66
Financial and business services 3.92
Average 6.72

Mining 1.82
Manufacturing 4.63
Utilities 2.26
Construction 13.78
Community services 7.80
Average 6.06
Average (excluding community services) 5.62

Sources: Authors’ calculations using data from StatsSA (2017; 2019) and Kerr, Lam, and 
Wittenberg (2019).

Note: Employment figures by sector are publicly available from official data sources in 
the form at both the 1-digit and 3-digit Standard Industrial Classification (SIC) level. 
For the purpose of calculating labor–to–value added ratios, employment data for all 
quarters of 2018 has been used (Kerr, Lam, and Wittenberg 2019), in conjunction with 
the most recent 2018 GVA figures (in 2010 prices). The averages are simple averages.

developed in areas where there are currently no established tourism markets, 
or ensuring that women or youth are actively targeted and supported to 
obtain the skills that are required in the IWSS sectors and are linked to 
employment opportunities in those sectors.

In this regard, the legal environment can be used to achieve socially 
inclusive outcomes: Affirmative action measures in relation to hiring prac-
tices, equal pay for equal work, and higher education opportunities are all 
policy levers available to policymakers—some of whom are already inte-
gral to South Africa’s labor legislation. However, it is ultimately important 
that there is buy-in from all sectors of society to achieve inclusive growth.

In conclusion, the set of policies that we have presented indicate that over-
coming economy-wide and sector-specific constraints will require a sustained 
effort from several different stakeholders for an extended period. Collabora-
tion between the private and public sectors will be crucial to unleash the 
employment creation potential of the agro-processing, horticulture, logistics, 
and tourism sectors—and to ultimately achieve a more inclusive growth trajec-
tory that provides better prospects for employment of youth in South Africa.
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NOTES
  1.	Transit trade refers to “the business connected with the passage of 

goods through a country to their destination” (Free Dictionary, 2019).
  2.	In the remainder of this chapter, employment refers only to formal, 

private sector employment.
  3.	See Asmal et al. (2020).
  4.	Estimate of governance (ranges from about –2.5 (weak) to 2.5 (strong) 

governance performance).
  5.	Jacob Zuma was the president of the Republic of South Africa from 

May 9, 2009, until his resignation on February 14, 2018.
  6.	Leisure tourism accounts for 66.0 percent of South Africa’s tourism 

GDP, compared with 34.0 for business tourism (World Travel and Tourism 
Council 2020).

  7.	The sector combined the culture, arts, tourism, hospitality, and sports 
subsectors.

  8.	A technical explanation of the computation of labor–to–value added 
ratios is given by Asmal et al. (2020).

  9.	Given that this was a particularly poor period for economic growth 
across most sectors in the country, it may be that projections based on these 
rates may not represent the growth potential of the sectors.

10.	The base year is 2018, as this is the latest year that we have GVA data 
and all Quarterly Labour Force Survey data for the entire year.

11.	This is based on an average of the shares of employment for each occupa-
tional and education group across all quarters of 2018. Here, we make an 
assumption that the occupational employment profile in the different sectors 
will remain constant over time. In reality, however, it is likely that in many of 
these sectors skill requirements will become higher. Therefore, any skill 
requirements and gaps estimated here should be interpreted as a lower bound. 
That is, the skill requirements for many sectors may be higher in the future, and 
thus an estimate based on the current occupational distribution of employment 
may be an under-estimate of the skill requirements the skill gap calculated in 
the next section. The methodology is further detailed by Asmal et al. (2020).

12.	A technical explanation for the estimation of skill gaps is given by 
Asmal et al. (2020).

13.	While the previous section made use of GVA growth rates to project 
employment, in this section we make use of the employment growth rates 
implied by the GVA growth rates we used before as a basis for the analysis. 
This is because we are unable to apply a sector-specific GVA growth rate to 
the IWSS sectors, as we do not have access to sector-level GVA data. This 
essentially means that the new growth path projections scale up the employ-
ment creation projections of the previous section for the four IWSS sectors 
according to the new growth path scenario laid out here.

14.	While all financial and business services employment can be found in 
one services sector, tourism employment is found in multiple services sectors 
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including trade, community services, and financial and business services. The 
type of skills required in these service sectors is typically lower than the type 
of skills required in the financial and business service sector.

15.	As noted above, this is based on an average of the shares of employment 
for each occupational and education group across all quarters of 2018. Here, 
we make an assumption that the occupational employment profile in the dif-
ferent sectors will remain constant over time. In reality, however, it is likely 
that in many of these sectors skill requirements will become higher. There-
fore, any skill requirements and gaps estimated here should be interpreted as a 
lower bound. In other words, the skill requirements for many sectors may be 
higher in the future, and thus an estimate based on the current occupational 
distribution of employment may be an underestimate of skill requirements 
and, consequently, the skill gap calculated in the next section.

16.	E.g., mathematics may be classified as a low-level skill for a reception-
ist, while it would be classified as a high-level skill for a professor of mathe-
matics at a university.

17.	It is important to note that there is not necessarily a correlation between 
the importance of a skill and the level of a skill; e.g., a receptionist taking tele-
phone messages for their superior may not require a high level of active  
listening—however, it is essential that this skill is present in order for the 
individual to complete their daily tasks. In this case, the “active listening” skill 
would present as low-level, but high-importance.

18.	Recall that the scale used in measuring skill deficits codes 1 as “meeting 
skill requirements.”

19.	Saunders was a special adviser to the previous tourism minister, Derek 
Hanekom.
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ELEVEN

Policies to Create Productive  
Jobs in Africa

Unleashing Industries without Smokestacks

CHRIS HEITZIG, RICHARD NEWFARMER, AND JOHN PAGE

Engaging the full power of Africa’s young labor force in the process of 
development is a major challenge across the continent. As this book has 

shown, employing Africa’s young labor force requires integrating them 
into both traditional growth-driving sectors like manufacturing, as well as 
agro-processing, horticulture, and export crops; information and communi-
cations technology (ICT); business and financial services; and other indus-
tries without smokestacks (IWSS). The case studies have described in detail 
how IWSS sectors are at the center of efforts across the continent to accel-
erate growth, increase trade, and create new jobs.

Policy has an important part to play in shepherding Africa’s economic 
transformation. This chapter lays out policies that emerge from the case 
studies to create jobs in the transformation process, and in the IWSS sectors 
in particular. To set the stage, the chapter begins with a brief summary of 
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key trends emerging from the case studies and then a look ahead at prospec-
tive job creation over the next 10 to 15 years. It then considers policies on 
both the demand side of the labor market (those spurring overall growth) 
and the supply side (those developing skills). It also advances specific policies 
to promote IWSS. It concludes by pointing to ways the international com-
munity can support Africa’s transformation.

Revisiting the Main Findings of the Case Studies

The case studies have sought to document the rapid expansion of “modern” 
sectors that we have termed IWSS in their respective economies and to 
assess their potential for growth and job creation. Common patterns run 
through the case studies. On one hand, the manufacturing sectors in 
African economies look different from those in the rest of the world. The 
sectors tend to be smaller and less productive than in other parts of the 
world and be characterized by a few large firms in a sea of many small firms 
(Rodrik 2022). Still, the manufacturing sector is creating new jobs at a fast 
clip; in six of the eight case studies, the share of the labor force employed 
in manufacturing has been growing since 2000. Yet, unlike the IWSS 
sectors, growth in employment has not translated to concomitant growth 
in output. In many case study countries (Rwanda, Zambia, Kenya, Ghana, 
and Senegal), we observe a decline in manufacturing’s share of total value 
added, despite a rise in manufacturing’s share in employment. Much of the 
labor absorption in Africa’s manufacturing sector has gone into small 
manufacturing enterprises and, while creating jobs, has not raised produc-
tivity substantially (Diao et al. 2021).

Conversely, however, IWSS sectors have been more productive than 
other sectors in the economy and have attracted a substantial majority of 
labor leaving traditional agriculture in the case studies. Consequently, 
IWSS sectors are creating jobs at a fast rate and are expected to create a 
significant share of new jobs in the coming decades. While many IWSS 
sectors—such as ICT, tourism, and wholesale trade—stand out in their job 
creation potential, it is the highest-productivity sector, financial and busi-
ness services, that is the fastest employment-creating IWSS sector in five of 
the eight case study countries. The case studies also note a sharp rise in the 
IWSS share in overall output. In countries like Ethiopia and Uganda, this 
rise in output share has been greater than the rise in the employment share, 
which implies increases in IWSS sector productivity over time.
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Unlike the growth paths of now-developed economies, in which employ-
ment has flowed from agriculture to industry and then to services, the 
countries studied in this volume have seen employment flow from agricul-
ture directly into services. This has raised questions subsequently explored 
by the case studies, such as whether a services- and manufacturing-led 
growth model is viable. It is helpful to review key trends emerging from the 
case studies, which are presented here by income group.

The Low-Income Countries

The low-income countries featured in this book—Ethiopia, Rwanda, and 
Uganda—have important differences from the middle-income countries. 
Of course, they are poorer, with an average gross domestic product (GDP) 
per capita of $775. But they are also larger, have lower unemployment 
rates, and are more reliant on women and youth in the labor force.

These characteristics provide an important context for the main findings 
about the low-income countries. In the low-income countries, the IWSS 
sectors tend to have lower employment and value-added shares. High- 
productivity agricultural sectors and retail trade tend to be less developed in 
the low-income countries. The IWSS sectors tend to have high productivity 
in these countries, and the gap between productivity in the IWSS sectors 
and other sectors tends to be large relative to middle-income countries. Rapid 
structural transformation could partly explain the large productivity gap, 
and indeed there is some evidence for this in the case studies of low-income 
countries, where a disproportionate share of productivity growth is from 
more productive sectors attracting labor. Individual country experiences 
illustrate these commonalities, albeit with considerable variation.

ETHIOPIA.  Ethiopia has undergone significant economic transformation over 
the last several decades. The case study notes that labor is leaving subsistence 
agricultural sectors at a rapid rate, and is joining a diverse range of economic 
activities, from both high-productivity agricultural IWSS sectors and 
nonagricultural IWSS sectors to manufacturing. The result is impressive 
growth in productivity, at a rate of more than 5.3 percent per year. Produc-
tivity growth has channeled much-needed improvements to individual live-
lihoods. In 2000, Ethiopia was the poorest country in Africa, according to 
the World Development Indicators’ GPD per capita. By 2017, Ethiopia had 
jumped 15 places, to 16th.

IWSS sectors have been the focal point of this productivity growth. 
Despite employing only about 10 percent of the labor force in 2017, IWSS 



436	 Chris Heitzig, Richard Newfarmer, and John Page

sectors were responsible for 59 percent of the country’s productivity growth 
from 2000 to 2017. IWSS sectors have had less success in Ethiopia absorbing 
labor; the IWSS share of employment rose only a few percentage points 
over the study period. Tourism and construction have nonetheless been a 
bright spot in this regard. Thanks to the promotion of United Nations 
Educational, Scientific, and Cultural Organization’s World Heritage Sites—
such as Aksum, Simien Mountains National Park, and the Rock-hewn 
Churches of Lalibela—annual tourist arrivals have grown nearly ninefold 
over the last two decades, with the employment share of tourism doubling. 
The tourism sector has had important linkages with the transportation 
sector, whose flagship air-carrier, Ethiopian Airlines, has become a Star 
Alliance member and one of the largest airlines in the world in countries 
served. Unfortunately, the civil war, ignited in 2021, coming on the heels of 
the COVID-19-pandemic-driven recession in tourism, seemed likely to 
undermine these gains and entail a huge social cost.

RWANDA.  The extent of structural transformation into IWSS sectors in 
Rwanda has been impressive. Employment elasticities have exceeded 1, and 
have been in a broad array of sectors, especially in agro-processing, construc-
tion, and retail trade. Structural transformation into the IWSS sectors has 
supported strong growth rates of about 8 percent annually. As in the other 
low-income countries, IWSS sectors have a big productivity premium over 
the rest of the sectors, including manufacturing. ICT and financial and busi-
ness services are the two most productive sectors in Rwanda, though together 
they only account for about 1 percent of employment. Construction, tourism, 
and transportation each employ more than 2.5 percent of the population and 
are notably more productive than the economy as a whole.

The case study reveals that, in Rwanda, IWSS have accounted for a 
major share of employment increases since 2000. Growth in IWSS sector 
exports has outpaced growth in non-IWSS sectors, with the strongest growth 
coming from tourism, horticulture, and agro-processing. These sectors, 
like manufacturing, display high average productivity, contribute a large 
portion of exports, and employ a relatively skilled labor force. IWSS sectors 
in Rwanda are about twice as productive as the economy as a whole. High-
employment growth sectors include agro-processing, horticulture and export 
agriculture, business and financial services, tourism, and construction. These 
sectors employed only 5 percent of the population in 2000, but more than 
tripled in size, to 16 percent, by 2017.
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UGANDA.  At nearly one-fifth of the labor force, Uganda has the highest 
employment share in IWSS of any of the low-income countries studied. 
Employment in IWSS sectors is very evenly distributed across a range of 
IWSS sectors—including agro-processing, construction, export crops and 
horticulture, financial and business services, tourism, retail trade, and 
transportation—with each accounting for between 1.9 and 3.3 percent of 
the labor force. Importantly, IWSS sectors have also increased their output 
significantly over the last two decades and now account for nearly half of 
annual GDP in Uganda. Chief among these is financial and business ser-
vices, which accounts for 11.5 percent of Uganda’s GDP, followed closely 
by ICT, at 10.6 percent.

Despite averaging 5.4 percent growth over the period 2008–18, there has 
been limited creation of productive jobs. Most of these jobs have tended to 
be in the services sector, in sectors like financial and business services and 
retail trade. IWSS sectors have been an especially welcome source of job 
creation in Uganda, given the manufacturing sector’s inability to create jobs 
over the last 10 to 15 years. The challenge in the coming decades is to ensure 
that high-quality job creation keeps pace with Uganda’s high population 
growth rate. In this vein, IWSS sectors have shown a potential to create 
high-quality jobs alongside manufacturing, in no small part due to their 
tradability. In 2017, for example, horticulture products and agro-processed 
goods amounted to a combined one third of Uganda’s total exports.

The Lower-Middle-Income Countries

With the exception of Kenya, the lower-middle-income countries that were 
studied tend to have smaller labor forces than the low-income countries 
described previously. They also have more diversified economies than their 
low-income counterparts. Whereas traditional agriculture accounts for 
63.1 percent of the labor force in the low-income countries, it employs just 
40.1  percent in the lower-middle-income countries. The primary benefi-
ciary of this diversification away from traditional agriculture has been IWSS 
sectors, which employ on average 25.3 percent of the labor force, compared 
with just 16.4 percent in the low-income economies. Manufacturing’s share 
in employment is also higher: 5.8 percent versus 3.4 percent.

Despite IWSS sectors employing about 9 percentage points more of the 
labor force than the low-income countries, they are responsible for only 
about a 2-percentage-points higher share in output. The more important 
point, however, is not that output has not risen one-to-one with employment, 



438	 Chris Heitzig, Richard Newfarmer, and John Page

but that IWSS sectors have been able to employ large swaths of workers while 
still remaining productive. This pattern has unfortunately not been true for 
manufacturing sectors, which, while having success in creating jobs in most of 
the case study countries, have also seen their share of GDP decline.

GHANA.  Ghana has had more success diversifying its economy than any 
other case study outside Africa, its recent macroeconomic travails notwith-
standing. An estimate of only one-fifth of its workforce is employed in 
traditional agriculture. Almost 40  percent of workers are employed in 
IWSS sectors, while another 11.5 percent are employed in manufacturing. 
The mining sector employs about 1.5  percent of workers, and is highly 
productive, accounting for 10.3 percent of GDP. Diversification has gone 
hand-in-hand with strong growth. From 2001 to 2018, Ghana averaged an 
annual growth of real per capita GDP of 3.6 percent, the highest of any of 
the lower-middle-income case study countries and the fourth-highest in 
Africa over this period.

The two largest IWSS sectors in terms of production are retail trade 
and financial and business services, which account for 13 and 9 percent of 
GDP, respectively. Both have a higher productivity than the economy-
wide average. Modern agricultural sectors like agro-processing and horti-
culture are excellent sources of jobs, but are not as productive as other 
IWSS sectors (or even sectors like manufacturing or mining). In addition 
to improving its macroeconomic management, an important challenge for 
Ghana in the coming decades will be its ability to guide service-sector 
workers in IWSS and non-IWSS from low-productivity, own-account 
workers to employment in productive firms with connections to interna-
tional markets.

KENYA.  Kenya stands out from other African economies in many ways. It is 
an innovative economy whose population has widely adopted mobile phones, 
digital finance, and other technologies. It has relatively strong mobile 
internet connectivity and is an important seller of coffee, tea, and flowers 
in international markets. It is the third-largest country in Sub-Saharan 
Africa by GDP, after showing 28 straight years of positive GDP growth 
from 1992 to 2020. Despite this positive growth and despite a signifi-
cant economic transformation between 1980 and 2010, Kenya’s structural 
transformation stalled in the 2010s, with employment and GDP shares in 
IWSS and manufacturing showing minimal growth, if any. During this 
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same period, however, overall output growth was the highest of any case 
study, resulting in strong within-sector productivity gains.

Moreover, this country case study identified horticulture, tourism, and 
ICT-based services as among the most promising IWSS sectors. The hor-
ticulture sector accounted for at least 20 percent of the value of all annual 
exports between 2014 and 2018. Horticulture features a labor-intensive 
production process, solid backward and forward linkages with other sectors, 
and strong policy support from the government. This combination of 
factors makes it a particularly important subsector for the creation of wage 
jobs. In addition, Kenya’s tourism industry has a contribution (including 
indirect linkages) to GDP estimated at 5 to 12 percent. The sector is an 
important interaction point with the global economy. Finally, ICT is an 
important source of quality employment in Kenya, representing about 
4.5 percent of wage employment and 0.8 percent of overall employment, 
which is the highest share of any of the case studies. The sector continues 
to demonstrate strong growth, expanding 7.3 percent in 2018.

SENEGAL.  In contrast to the rest of the continent, Senegal experienced 
sluggish growth in GDP per capita from 2002 to 2013—averaging just 
0.4 percent growth per year—yet it grew at 3.6 percent per year from 2014 
to 2018, a time when many African economies were reeling from commodity 
price shocks. In 2014, the Senegalese government launched the Emerging 
Senegal Plan. This plan is built on three strategic areas: (1) structural trans-
formation of the economy and growth; (2) human capital, social protection, 
and sustainable development; and (3) governance, institutions, peace, and 
security. Strategic area 1 has been a boon for IWSS sectors, whose employ-
ment share grew by as much as 5 to 10 percentage points in just five years.

Between 2010 and 2017, as the case study confirms, movement of labor 
from agriculture into manufacturing, historically a major employer of 
moderately skilled labor, was absent, and IWSS sectors—including agro-
processing, tourism, and horticulture—are absorbing a significant share of 
the labor released by the decline in agriculture. IWSS have recorded both 
higher than average productivity growth and an increasing employment 
share. Horticulture and tourism have been doing well in output growth. 
Between 1999 and 2019, horticulture increased its value added more than 
four times. Tourism nearly tripled its value added. Overall, IWSS sectors 
are doing better than manufacturing at generating jobs per unit of value 
added. In manufacturing, the employment elasticity with respect to value 
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added is 0.88. It reaches 0.97 for horticulture and 0.96 for tourism. Projec-
tions indicate that IWSS sectors in Senegal will be home to two-thirds of 
jobs created between 2017 and 2035, and manufacturing will only create 
2 percent of jobs.

ZAMBIA.  After struggling initially after the introduction of structural adjust-
ment programs in the 1990s, a strong period of economic growth from 
2000 to 2011 accelerated Zambia into lower-middle-income status and was 
seen by many as an example of success for other poor countries. Yet Zambia 
has struggled to diversify its economy away from mineral resources, especially 
copper, and has the highest mining share in GDP of any of the case study 
countries. Zambia also has the lowest share of employment in IWSS sectors 
(12.8 percent) of any of the eight case studies and is nearly 4 percentage points 
below the low-income country average. The result has been a vulnerability to 
changes in commodity prices, particularly for the IWSS sectors with linkages 
to mining (transportation, tourism, construction, etc.).

The other side of the coin of low IWSS employment is IWSS’ tremen-
dous productivity: IWSS’ share in output, at nearly 54 percent, is the highest 
of any case study country except South Africa. In this sense, Zambia is akin 
to many of the low-income countries, with a large gap in productivity 
between IWSS sectors and the rest of the economy. Construction and retail 
trade are among the most productive IWSS sectors, accounting for a com-
bined 19.5 percent of GDP.

Despite a dependence on minerals and low IWSS employment share, 
Zambia has made considerable progress since 2005 in growing IWSS 
sectors that are at various stages of maturity. Zambian horticulture firms 
have developed close partnerships with European supermarkets, which 
import flowers and organic vegetables. In 2018, Zambia eclipsed 1 million 
international tourist arrivals, a roughly even split between business and 
leisure travel. Tourism firms, although smashed by the COVID-19 pandemic 
recession, could well resume their high growth rate by expanding their 
online sales presence, as many tourists book travel online via foreign travel 
agencies. Tourism firms should take advantages of linkages with Zambia’s 
fastest-growing sector: ICT. Nearly 50  percent of the population has 
access to digital financial accounts. Zambia is home to nearly 15 million 
mobile phone subscribers, a majority of whom have access to the internet 
through their devices.
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Upper-Middle-Income Countries

While South Africa is the only upper-middle-income country featured in 
this volume, it is sensible to categorize it separately given its important 
structural differences from other case study countries. Global estimates of 
the relationship between the size of IWSS sectors and wealth are strongly 
positive, and South Africa is no exception. At $6,373, South Africa boasts 
the highest GDP per capita of any of the case study countries and, at 
54.6  percent, has the highest employment share in IWSS. Importantly, 
IWSS sectors in South Africa are also responsible for 63.8 percent of the 
country’s GDP, offering evidence that the sector can employ significant 
shares of the population while also remaining productive.

SOUTH AFRICA.  South Africa has been in a long-run, low-growth trap since 
the onset of democratic rule in 1994. The case study further finds that 
South Africa is on a path of structural transformation driven by a shift 
toward IWSS. The tertiary sector accounted for almost 75 percent of 
employment growth between 1980 and 2018. Manufacturing’s share of 
GDP declined from 17.3 percent in 1980 to 13.5 percent in 2018. Agriculture 
accounted for only 2.6 percent of GDP in 2018. The financial and business 
services sector experienced the largest increase in GDP share over the 
period (a 9 percentage point increase). Shifts toward higher-productivity 
activities have been toward the financial and business services and trans-
portation sectors. These tertiary sectors have absorbed labor in the place 
of a declining manufacturing sector. In fact, between 2010 and 2018, 
IWSS sectors such as agro-processing, horticulture, tourism, and finan-
cial and business services have become increasingly important contribu-
tors to employment. The increase in IWSS employment accounted for 
about 72  percent of the change in employment over the period. Three 
sectors—financial and business services, tourism, and trade—accounted 
for three-quarters of growth in employment. These trends suggest that 
there may be considerable employment growth potential in tourism, 
horticulture, commercial agriculture, and transit trade.

South Africa’s recent growth, the case study notes, has been uneven at 
best. While economic growth has resulted in modest reductions in house-
hold poverty levels, it also has ushered in era of high-income inequality; 
according to the World Bank, South Africa has among the highest Gini 
coefficients in the world (World Bank 2022). The labor market is the 
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primary driver of the rise in inequality. South Africa’s unemployment rate 
and, more specifically, its youth unemployment rate—at 29 percent and 
56 percent, respectively, in 2018—were considerably higher than compa-
rable upper-middle-income countries and have been on a clear upward 
trend since 2008. The case study concludes with a salient question relevant 
to many case studies: “The question for South Africa is not whether there 
is a role for IWSS in the economy, but rather which particular IWSS sectors 
have the potential to address South Africa’s unemployment crisis.” For 
South Africa, these sectors appear to be tourism and horticulture.

The future of economic growth for South Africa, as with all the case 
studies, will necessarily involve competitive IWSS sectors working in con-
cert with sectors outside IWSS.

Looking Ahead: Job Creation in the Coming Decade

Driven by high, if declining, fertility rates, the rapid growth of Africa’s labor 
force indicates that the informal sector will expand for decades ahead, even 
under the best IWSS scenarios. The country studies use different method-
ologies to develop scenarios for growth to map the relative expansion of the 
IWSS, non-IWSS, and manufacturing sectors. Chosen to take advantage  
of government scenarios, the time horizons vary from 2028 (South Africa), 
to 2030 (Uganda and Zambia), to 2035 (e.g., Rwanda, Senegal, and Ghana), 
and the overall economic growth rates differ, sometimes on the basis of 
government aspirations and other times based on historical averages, so the 
specific country numbers are not strictly comparable.

In spite of their differing assumptions, the country studies’ base case 
scenario assumptions collectively suggest that the IWSS sectors are likely 
to be growing at a more rapid rate than the economy as a whole. If the 
numbers envisioned in these illustrative scenarios materialize, the projec-
tions indicate that over the next decade or so, somewhere between one-
third and two-thirds of new jobs created will likely be in IWSS sectors in a 
majority of the countries.

The results of the country studies suggest that while IWSS sectors 
create many new jobs with a higher productivity than traditional agricul-
ture, the types of jobs created in the IWSS sectors are varied and may 
cater to different segments of the labor force. While the agro-processing, 
export agriculture and horticulture, transportation, and construction 
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activities provide the most scope for absorbing low-skilled individuals, 
tourism, ICT-based activities, and finance offer higher-skilled indi-
viduals prospects for increased employment. This is consistent with the 
findings of Nayyar and others (2021), who noted quite different employment 
patterns for segments of the service sector.

As governments turn increasingly to IWSS sectors to push the pace  
of economic change, several countries have undertaken projects that have  
a positive impact on women’s employment in sectors such as tourism.  
In Ghana, the proposed Tourism Development Project will target women-
owned small and medium-sized enterprises (SMEs) in the tourism sector 
by providing SME business development services. Direct jobs in the 
tourism sector are expected to rise from 305,628 in 2019 to 380,000 in 2030 
and 419,562 by 2035. The indirect jobs supported by the tourism industry 
and related sectors are projected to increase from 764,000 in 2019 to 
895,000 in 2027. In Kenya, employment projections to 2030 indicate that 
the sector with the highest potential for creating good-wage jobs for youth 
is trade and repairs. Other sectors with potential are tourism, horticulture, 
and ICT. Among female youth, the most important wage employment sec-
tors are export crops and horticulture, trade and repairs, and construction. 
In Senegal, IWSS sectors are doing better than manufacturing in gener-
ating jobs per unit of value added. The employment elasticity with respect 
to value added in manufacturing is 0.88. It reaches 0.97 for horticulture and 
0.96 for tourism. Horticulture and tourism have been doing well in output 
growth. Between 1999 and 2019, horticulture increased its value added 
more than four times, and tourism nearly tripled its value added.

In part because IWSS jobs are highly productive, it follows that their 
skill content would be generally higher. Indeed, in four of the eight coun-
tries we were able to map education of the labor force—a proxy for skill 
requirements—into job categories. Assuming jobs with education levels of 
some high school and tertiary were adequate proxies for “skilled” workers, 
IWSS activities generally employ a higher percentage of skilled workers 
on average than manufacturing (32 percent vs. 23 percent) and non-IWSS 
activities (19 percent), as shown in table 11-1. This pattern held for all the 
countries but Ghana. Among IWSS activities, sectors employing a higher-
than-average share of high-skilled workers include agro-processing, tourism, 
ICT, and business services.

Looking to the future, it is also evident that for these countries, IWSS 
sectors will make greater demands on those workers with higher levels of 
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education. Though all projections have to be taken with a grain of salt, the 
demand for skilled labor in the IWSS sectors is likely to outpace even 
manufacturing and non-IWSS sectors (table 11-1), a conjecture borne out 
in the impressionistic surveys for the case studies.

This background sets the stage for looking at policies that affect the 
labor market in the future. Let us consider first those policies affecting 
the demand for labor, and then those that affect the supply of labor, 
notably skills. In each section, the role of the IWSS sectors plays an 
important role.

Demand-Side Problems and Policies: Overcoming  
Economy-Wide Constraints on Job Creation

Harnessing the full power of Africa’s young labor force to propel growth 
is a central challenge facing the continent. The case studies have shown 
that the policy focus necessary to meet this challenge includes but goes 
beyond developing the manufacturing sector. Indeed, the studies have 
shown that increasing the pace of productivity growth requires investing 
in a broad array of activities, in people, and in the organization of the 
development process.

The Big Driver of Labor Demand: Recovering  
from the Serial Shocks After 2020

Because the strongest determinant of the demand for labor is the growth 
of the economy, policy must prioritize economy-wide solutions to problems 
that constrain growth. The recession resulting from the COVID-19 pandemic 
dragged down the global economy and cut economic growth short in 2020. 
Just as green shoots of strong recovery began to blossom in 2021, the omicron 
variant of the COVID virus hit, stalling global recovery, particularly in 
China. Then, in early 2022, Russia invaded Ukraine, unleashing a second 
shock of rising food and energy prices. Rising prices then led high-income 
countries to raise interest rates dramatically.

The scene in the rearview mirror was not pretty. Much like other regions, 
Africa suffered devastating human losses in 2020. Per capita incomes con-
tracted for the second time in this century; health status, whether measured 
by nutrition indicators or mortality, worsened; and many of the gains in 
poverty reduction were erased—at least temporarily, if not permanently. 
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Virtually all countries emerged from the serial shock with lower international 
reserves, higher fiscals deficits, and greater indebtedness, and a new adjust-
ment imperative: the need to reduce fiscal deficits.

The IWSS sectors, a bright spot in trend growth prepandemic, turned 
out to be the main conduits of the recession caused by the global pandemic. 
Tourism, a major source of foreign exchange for many African countries, 
virtually stopped (Page 2021). The effects were twofold: on one hand, the 
willingness of potential tourists, particularly those from rich northern 
countries, evaporated in the face of travel risks; on the other hand, many 
governments in the region temporarily closed their borders as part of lock-
down efforts. Tourist arrivals to African countries in 2020 fell by 72 percent 
(World Bank 2023).

Similarly, in the long wake of the pandemic, restrictions on cross-
border movement in Africa reduced export earnings from agro-processing. 
Border closings backed up trucks for days and created queues miles long. 
Mobility indices show reductions in traffic of more than 40 percent for 
the last 10 months of 2020 (see World Bank 2023). But this shock was rela-
tively short lived, and surging agricultural prices soon favored export 
agriculture.

The IMF forecast the region’s growth to decline to 3.6 percent in 2023, 
down from 3.9 percent in 2022 after the strong rebound of 2021. Regional 
averages mask considerable variation across the continent. The low-income 
countries in this volume—Ethiopia, Uganda, and Rwanda—were predicated 
to average 6.0  percent in 2023. The middle-income countries—Kenya, 
Ghana, Senegal, and Zambia—will grow somewhat more slowly, at 5.4 per-
cent, with wide variation, because of slow growth in Ghana and a sharp 
recovery in Senegal. The region’s largest economy, South Africa, will 
likely drag down the regional average because of power outages and weak 
global demand. Near-term growth remains shackled by the need to fight 
inflation through restrictive monetary and fiscal policies, constraints on 
external finance, and the prospect of weak global growth, dragged down 
because of the continuing conflict in Ukraine. Some of these constraints 
might ease marginally in 2024–26, with regional growth projected to surpass 
4.0 percent in 2024 and beyond, and thus create much stronger demand for 
labor (see IMF 2023).

Circumventing near-term constraints to speed faster growth in labor 
demand requires efforts over the medium term to accelerate exports, invest 
in infrastructure, and augment firms’ capabilities. In each, IWSS plays a role.
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Accelerating Export Growth

Exports are a key driver of growth. Export growth is strongly correlated 
with overall growth (figure 11-1). As Africa emerged from the serial shocks, 
its debt levels—already having increased steadily in the decade after the 
financial crisis—surged to an average of 55.5 percent of GDP across the 
region, up from 37.6 percent in the 2011–19 period (IMF 2023). Access to 
foreign exchange to finance investment has become a greater imperative 
for the region. Indeed, because it provides foreign exchange for imported 
capital goods, export growth is also associated with higher investment rates 
(see Lea 2023).

While the IWSS sectors were a channel for the pandemic-driven reces-
sion, it was precisely because they had been a main driver of export devel-
opment and job creation for the prior decade of growth in Africa. Exports 
from IWSS sectors have nonetheless played an increasingly important role 
in overall trade in Sub-Saharan Africa (see chapter 1). In Rwanda, for 
example, exports of goods and services in IWSS sectors account for 61 percent 
of overall trade—$1.3 billion of $2.1 billion. In recent years (2011–17), 
IWSS exports have grown at a considerable rate of 15 percent a year, 
increasing their share of overall exports from 59.8 percent to 61.1 percent. 
The exporting of services has played a particularly important role: the share 
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of IWSS services in overall trade increased from 43 percent to 46 percent 
from 2011 to 2017. At $438 per year, tourism account for almost half of 
Rwanda’s IWSS services exports. Meanwhile, IWSS goods exports are 
concentrated in coffee and tea (8 percent of total trade).

Despite the strong performance of IWSS goods sectors in trade, the 
duty drawback, tariff exemption, and value-added-tax reimbursement pro-
grams remain complex and poorly administered. Export procedures—
including certificates of origin, quality and sanitary certifications, and 
permits—are burdensome. Reforms to improve the institutional frame-
work of trade logistics—including customs and standards—have not been 
implemented in many countries analyzed in this volume. In Ghana, for 
example, documentation requirements, customs procedures, and inefficient 
port operations exacerbate high trade costs. In Uganda, the days needed to 
clear customs and obtain import licenses increased between 2006 and 
2013, and regional political feuds that result in sporadic border closures 
and nontariff barriers limit the country’s prospective benefits from regional 
integration.

In Kenya, poor export performance reflects specific constraints, including 
poorly functioning tariff exemption programs. Several coordination prob-
lems affect the horticulture, ICT, and tourism sectors. For example, 
respondents indicated that in horticulture, there was little collaboration 
among exporters to consolidate shipments, combined with little export 
promotion or advertising. There is limited branding of export products, 
despite opportunities to leverage fair trade certification and emphasize the 
role of small farmers and women in the production of horticultural products. 
In ICT, a failure to comply with foreign certification processes and diffi-
culties in establishing a local presence in external markets was identified as 
a constraint on the capacity to offer ICT products and technical support. 
In Rwanda, cumbersome export procedures limit the growth of the horti-
culture sector.

Nontariff barriers, permit requirements, and standards in importing 
countries create obstacles to trade in agro-industrial products in Uganda 
and restrict the reach of products such as dairy to neighbors. At the same 
time, horticulture exports—dominated by coffee, tea, and cut flowers—
account for about 21 percent of Uganda’s export basket and are almost 
exclusively export to the high-income markets of the North. For these, 
delays, high transportation costs and burdensome export procedures con-
strain horticultural exports. Similarly, service exports are hampered by 
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regulatory and other barriers. Even though services amount to nearly one-
fifth of its foreign exchange earnings in the pre-COVID years, the World 
Bank’s Services Trade Restrictiveness Index indicates that Africa’s barriers 
are significantly higher than average, and are a detriment to services export 
development.

The Challenge Ahead: Spurring Exports to Create Jobs

The case studies provide limited evidence that governments have developed 
a package of trade and exchange rate policies, public investments, regulatory 
reforms, and institutional changes aimed at creating an “export push” that 
would raise growth to a new and sustained high plateau. Because individual 
firms face high fixed costs in entering export markets, countries risk that 
they will export too little unless public policies are put in place to offset the 
costs to first movers. To deal with these externalities, African governments 
need to develop a package of trade and exchange rate policies, public invest-
ments, regulatory reforms, and institutional changes to increase the share of 
nontraditional exports in GDP. Tariffs on intermediates and capital goods 
can place exporters at a disadvantage relative to global competitors. One 
option to address antiexport bias is to create an effective free trade arrange-
ment for exporters through various mechanisms to eliminate or rebate 
tariffs on intermediate and capital inputs used in export production. Export 
procedures—including certificates of origin, quality and sanitary certifica-
tion, and permits—can be burdensome. These institutional failures fall dis-
proportionally on IWSS sectors such as horticulture and agri-business.

The exchange rate influences the relative attractiveness of producing 
for the domestic or foreign market, and a competitive real exchange 
rate has underpinned most prolonged episodes of rapid export growth. 
Hausmann and others (2004) and Rodrik (2008), among others, have 
argued that countries at early stages of economic transformation might 
even try to maintain an undervalued exchange rate over some period to 
establish beachheads in foreign markets. At a minimum, macroeconomic 
policy should strive to avoid overvaluations that stifle nontraditional exports 
(see Eichengreen 2008).

To foster dynamic service sectors that can drive exports, Nayyar and 
others (2021), in their seminal study, focus on what they call the 4Ts: trade, 
technology, training, and targeting. Trade is essential to expand access  
to larger markets and scale economies, requiring reductions in barriers 
to services exchange, harmonizing regulation, and developing common 



450	 Chris Heitzig, Richard Newfarmer, and John Page

policies for data. Policies to access technology are crucial, including digital 
technologies and platforms, improving internet services, and increasing 
firm capabilities. Expanding training in technical skills across the board 
(see below) is a sine qua non. They also suggest targeting specific services 
activities for development in any given country, pushing available infra-
structure and skills at the margin to move into higher-value-added ser-
vices (see Nayyar et al. 2021).

Investment in Infrastructure

Export development, particularly regional trade and trade in tasks asso
ciated with service exports, has greatly increased the importance of trade 
logistics and infrastructure services. Limao and Venables (2001) find that 
an improvement in communication and transportation infrastructure 
from the median score on the World Bank’s trade logistics index survey to 
the highest 25th percentile is associated with a decrease in transportation 
costs of 12 percent and an increase in trade volumes of 28 percent. Beyond 
exports, by one estimate, the current infrastructure deficiencies in Africa 
exacerbate a loss of about 2 percentage points per year in GDP growth 
(NEPAD, AU, and AfDB 2011). Reliable electrical power may be the 
greatest single constraint. The quality of electricity service is ranked as a 
major problem by more than half the firms in more than half the African 
countries in the World Bank’s Investment Climate Assessments. Trans-
portation follows as a close second.

These facts echoed through the case studies. In Kenya, for example, a 
reliable supply of power and the high cost of electricity pose challenges not 
only to firms in IWSS sectors but also to firms across the economy. Limited 
access to reliable electricity was identified as a challenge in ICT, horti-
culture, and tourism. About 89 percent of ICT firms reported electricity 
outages (averaging 3.5 outages monthly) and 91 percent of tourism estab-
lishments (mainly hotels and restaurants) experienced outages—averaging 
6.3 electricity outages a month. A lack of feeder roads has been a major 
cause of large postharvest losses in the horticultural value chain (estimated 
at 42 percent). A key challenge for tourism is the difficulty of accessing 
natural and wildlife assets due to poorly maintained roads within the 
national parks. Prime tourism offerings are also affected by congestion. 
Zambia, which depends on hydropower for building its energy generation 
capacity, has experienced serious shortages over the past half decade because 
of declines in rainfall.
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Both connectivity and high-speed data transmission are critical for 
exporting a wide range of services and IT-intensive exports. Connectivity 
is also important to IWSS sectors such as tourism and horticulture. 
Travelers attach importance to internet access and communication infra-
structure. While Kenya outperforms the rest of Sub-Saharan Africa in 
mobile connectivity, there are still ICT-related constraints that stifle growth. 
Although the government set out to position the country as a leading 
business process outsourcing (BPO) destination, this is yet to be matched 
by a world-class BPO infrastructure.

In Rwanda, the government has committed to develop horticulture by 
earmarking sites for horticultural cultivation, investing in agricultural land 
information systems and irrigation facilities, and developing a cold chain 
system. ICT-enabled services in Rwanda have received a policy focus under 
the National ICT Strategy and Plan. The second phase of the plan (2006–10) 
centered on establishing a world-class communications backbone infrastruc-
ture. The government has also emphasized the tourism sector by supporting 
improvements in tourism infrastructure. Substantial investments have been 
made in Kigali International Airport, the Kigali Convention Centre, and the 
national airline carrier.

Several constraints inhibit the expansion of the horticulture sector.  
In South Africa, the high costs of seeds and fertilizer are a constraint, espe-
cially for smaller-scale producers. Poor infrastructure is a further constraint. 
Many farmers do not have easy access to markets. The poor state of road 
infrastructure in rural areas makes it difficult for farmers to guarantee 
wholesalers that they will deliver their products on time. In Senegal, high 
costs and poor quality of most infrastructure services are major causes of the 
country’s poor performance in exports. In Ghana, the lack of cold storage 
facilities has been a major constraint on exports of highly perishable agro-
industrial and horticultural products. Zambia’s horticulture and floriculture 
industries were badly affected when KLM and British Airways discontinued 
flights to Europe in 2014.

According to enterprise survey data from Uganda, electricity is a major 
obstacle to firms’ competitiveness. In a typical month, firms reported about 
9 outages, resulting in losses of about 16 percent of total sales. The high 
cost of internet connectivity and mobile phone services makes information 
exchange between small-scale firms, agricultural traders, agro-processing 
plants, and global markets cumbersome and expensive. According to the 
2017–18 Uganda National Information Technology survey, over 76 percent 
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of respondents reported the high cost of an internet subscription as a key 
limitation on internet use. Although Uganda’s road density is among the 
highest in Sub-Saharan Africa, the quality of the roads is low.

The challenge ahead is to secure infrastructure finance to create jobs. 
Governments in Africa—responding to the critical role that infrastructure 
plays in raising productivity—need to focus on mobilizing new sources of 
finance. Yet going into 2024–25, nearly all countries face mounting pressures 
to accommodate rising interest payments; and, with fiscal headroom 
exhausted in response to the serial shocks, programs of fiscal consolidation is 
the order of the day for most countries. Too frequently, these programs end up 
cutting public investment—at precisely the moment when it is needed most.  
At the same time, external sources of finance are tightening (IMF 2023).

Firms’ Organization and Capabilities

The creation of “good jobs”—those with higher remuneration and greater 
productivity—is highly correlated with formal wage labor. As Fox and 
Ghandhi point out in chapter 2 of this volume, most new jobs in Africa are 
informal and/or are self-employment. Bringing workers together in a firm 
structure creates the opportunity for productivity gains through special-
ization typically not available through self-employment.

Bandiera (2021) has shown that formal wages and salaried labor are 
highly correlated with levels of income—as it is in the eight country 
studies. Key to raising productivity and creating good jobs is increasing 
the number, average size, and capabilities of formal firms. Creating oppor-
tunities for the self-employed to form firms, and for small and medium 
sized enterprises to become large firms, is one secret for increasing labor 
productivity (Cian et al. 2018).

Enhancing firms’ capabilities, the knowledge and working practices 
used by firms in the course of production and in developing new products, 
is another. Capabilities in the agro-processing industry in Ghana are not 
well advanced. The industry has a relatively low degree of value added to 
agricultural commodities and very few linkages with marketing and finan-
cial services. In addition, firms use simple technologies. Ghana’s participa-
tion in the global value chain shows that there is very little transformation 
to exports. Surveys conducted in Senegal found that most businesses feel 
they lack the technological and managerial skills needed to succeed on the 
international market. Although they want to export, they do not believe 
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that they will meet the price and timeliness requirements imposed by 
demanding international buyers.

The Senegal study also indicates that not only do they experience a lack 
of adequate information, but, more significantly, firms do not believe they 
have the necessary technical mastery of production. Indeed, Maloney and 
others (2021) have shown for a much larger group of firms in other countries 
that access to technology is critical for firms to develop and raise their levels 
of productivity.

Regulation of business is particularly important for ensuring environ-
mental, health, and safety standards; but, where they constitute a policy 
barrier to competition, they may have adverse effects. Competition is 
essential to firm-level productivity. Senegal’s decline in IT-enabled services 
provides an example of the costs of a monopoly controlling the price and 
quality of access to the backbone infrastructure (English 2018). A lack of 
competition in transportation markets—often a product of regulation— 
is associated with higher trucking costs. Reforms of the regulatory envi-
ronment that promote competition are an essential complement to other 
investment climate reforms. In Ethiopia, the transportation sector is highly 
regulated. Permits and licenses require extensive red-tape and are prone to 
corruption. In Kenya, the business regulatory environment is complex. 
The Kenya Enterprise Survey 2018 indicates that 8.6  percent of firms’ 
senior management time is spent on complying with government regula-
tions. Horticulture is affected by nontariff barriers, which represent a key 
constraint, especially for small-scale farmers. The ICT sector lacks a com-
prehensive policy and legal framework for e-commerce, and firms have 
identified several regulatory constraints. Some of the main constraints 
reported include business licensing and permits, bureaucracy, and corrup-
tion. A key issue is weak regulatory quality, especially with respect to incor-
porating competition into the design of regulations. In Ghana, tourism 
businesses are subject to standards and regulations under the Ministry of 
Trade and Industry. Lengthy, expensive, and complicated visa procedures 
and policies that limit the expansion of air travel are obstacles to the con-
tinued expansion of tourism.

Foreign investment is another channel that can enhance firms’ capa-
bilities in IWSS and other activities. The UN Conference on Trade and 
Development estimated that f lows of foreign direct investment (FDI) 
to all developing regions peaked in 2015 and thereafter began a secular 
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slowdown, a contraction that was even more pronounced in low-income 
countries. This pattern was mirrored in Sub-Saharan Africa, where FDI 
flows peaked at about $45.5 million, only to fall steadily downward, to 
$29.6 billion in 2020. While much of this can be explained by the decline 
in petroleum prices, the sudden contraction of global commerce has 
affected both manufacturing and IWSS.

The Challenge Ahead: Spawning Firms,  
Increasing Firm Size, and Building Firm Capabilities

Capabilities are mainly embodied in people and in working practices,  
so they are difficult to codify and measure. Bloom and Van Reenen (2007) 
find that better management practices are strongly correlated with several 
measures of productivity and firm performance. Management training can 
be used to improve firm-level productivity, though studies cast doubt on the 
effectiveness of classroom-based training (see Valerio et al. 2014). Orga-
nized efforts to acquire good management or working practices could take 
the form of collective action by firms. Alternatively, a public-private part-
nership could be formed to seek out information on good practices and 
make it available as a public good. The success of the Fundación Chile— 
a public-private partnership—in helping to establish Chile’s world-class 
wine and salmon export industries has been widely documented. Initiatives 
of this type might be undertaken at a lower cost, and with a greater share of 
the cost borne by the private beneficiaries, than training.

Creating an attractive environment for foreign investment – along with 
domestic investment – is a key challenge for all of Africa. FDI is one— 
and some would argue, for countries at low levels industrial development, 
the most important—way of introducing higher-capability firms into 
an economy. The foreign investor can bring the technology, managerial 
knowledge, and working practices it has developed elsewhere.1 Once higher 
capabilities have been introduced, their potential benefit will depend on 
the extent to which the technical knowledge and working practices held by 
the firm are transmitted to other firms. Buyer-seller relationships along the 
value chain are effective ways to transfer both technological knowledge and 
better working practices. Removing barriers to foreign entry can increase 
competition, reduce costs, and extend access to a broader range of services. 
FDI is a particularly important channel for the transfer of know-how and 
technology, as foreign firms introduce new types of services that may be 
better suited to the needs of clients.
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Supply-Side Problems and Policies: Skill Constraints 
on Job Creation and Skill-biased Growth

The supply of labor entering Africa’s labor market is rapidly increasing and 
will continue to grow well into coming decades. Understanding ways that 
skills can be developed—and better harnessed—to deal with the changing 
nature of growth itself is a crucial issue for policymakers.

Skill Deficiencies, Allocation, and Mismatches  
as Constraint on Productivity Increases

The importance of education and skills—human capital—for growth and 
economic transformation is well analyzed in the literature.2 Although 
Africa has had considerable success in expanding access to education, 
nearly 60  percent of African 15- to 24-year-olds have only completed 
primary school and only 19 percent have gone beyond lower-secondary 
school (Filmer and Fox 2014). Beyond this, even at higher levels of educa-
tion, too many graduating students are not equipped with skills that match 
employers’ demands, a mismatch that exacerbates relatively high levels of 
unemployment among secondary and tertiary graduates (Fox and Gandhi 
2021). Educational quality is an issue at all levels. Learning assessments 
show that most primary students in Africa lack basic proficiency in reading 
at the end of second or third grade. Employer surveys report that African 
tertiary graduates are weak in problem solving, business understanding, 
computer use, and communication skills. In Uganda, for example, feed-
back from employers indicates that current training programs are failing 
to equip trainees with practical skills and job-relevant competencies.

These skill gaps and mismatches are likely to be particularly acute in an 
IWSS-led growth path. To get a qualitative reading of the skills require-
ments and deficiencies in IWSS sectors, some of the case studies conducted 
an informal qualitative survey of a few firms on the importance of various 
skills to be employable and productive in IWSS. Countries indicate high 
importance across all the six skill groups: basic, problem solving, resource 
management, social, systems, and technical skills. The only exceptions were 
social and systems skills in the logistics sector. Importantly, the ICT sector 
stands out as the sector for which skills requirements are quite high.

Skill shortages are prevalent across most IWSS sectors, but with varia-
tions. In the logistics sector, the skills shortage is less severe. Soft skill 
gaps exist in different sectors and occupations, and youth, including those 
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who are employed, often lack both formal qualifications and soft skills. For 
example, in Kenya firms reported that IWSS sectors faced a mismatch 
between skills demanded and skills available in the labor market, which 
was partly attributable to weak linkages between education and industry. 
The lack of skills in ICT is frequently cited as one of the factors limiting 
the growth of BPO. In agro-processing and horticulture, inadequate skill 
levels, especially among small-scale producers, result in a large share of 
substandard outputs. Firms also reported skills deficiencies in appropriately 
trained and qualified personnel in the tourism sector. About 20 percent of 
hotels and restaurants indicated that a lack of skilled staff members was a 
severe obstacle to growing their business. At least 5,000 new graduates 
with tourism qualifications are needed annually, compared with only 3,000 
produced. The tourism sector has only a limited number of specialized 
training institutions in the region. Some of the most needed skills are 
customer service; decision-making and problem-solving; food technology; 
information technology; leadership; oral, written, and interpersonal 
communication; and time management.

In Rwanda, about 31 percent of workers in IWSS sectors are either high-
skilled or medium-skilled workers as defined by educational attainment. 
The financial, business services, and ICT sectors require the most educa-
tion. IWSS sectors with the highest share of low-skilled workers are formal 
trade, export crops, horticulture, and maintenance and repairs. Lacks of 
adequate knowledge of proper crop cultivation, fertilizer use, pest manage-
ment, and postharvest handling limit the growth of the horticulture sector. 
Other challenges to horticulture include gaps in the knowledge and skills 
required to cultivate high-yield varieties, and inadequate quality manage-
ment. Limited basic education in rural areas also may impede technological 
adoption, even when it is offered through agricultural extension. To improve 
employment prospects, the Rwandan government approved a project to 
upskill 30,000 youth for careers in the tourism and hospitality sector in 
2018. Major initiatives under the program include support for programs of 
technical and vocational education and training that offer tourism-related 
courses and short courses to improve service delivery for hotel staff.

Ghana’s National Tourism Development Plan identifies the poor quality 
of tourism services as a major complaint made by both domestic and foreign 
tourists. Except for the higher-star-rated hotels, most hotels and tourist sites 
lack skilled personnel. Currently, there is no clear national policy frame-
work for tourism training and development. The large informal sector of 
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the tourism industry has been similarly neglected. Failure to make use of IT 
infrastructure is a constraint on the development of the tourism sector.

Senegal faces significant occupational skills gaps in three IWSS sectors— 
horticulture, tourism, and agri-business. The lack of skills is most acute in 
tourism, followed by horticulture and agri-business. In South Africa, despite 
low formal qualification requirements for many of the jobs done by youth, 
high deficit scores in key skill groups—such as basic, social, and resource 
management skills—suggest that finding youth to fill the jobs created by 
IWSS may be challenging. A skill deficit that appeared across all IWSS 
industries was that of basic skills—skills that should be developed in the 
early stages of formal education. Soft skill deficits were also noted and limit 
the employability of youth. Firms surveyed indicated an increasing reliance 
on digital skills for the majority of their occupations. These stories, though 
anecdotal and perhaps unrepresentative, illuminate the importance of estab-
lishing programs in close collaboration with domestic private sectors to 
upskill the labor force, starting with reforms for basic and secondary educa-
tion (see Arias, Evans, and Santos 2019).

Skill-Biased Growth and the Risks of Unequal Growth

Africa experiences very high levels of inequality when compared with other 
regions (Bhorat and Naiboo 2017).3 The serial shocks and ensuing fiscal 
tightening may well have intensified inequality by undermining educational 
progress in much of Africa, with particularly adverse effects on low-income 
groups. In Uganda, for example, the COVID-19 pandemic forced the closure 
of schools for two years. Beyond this, trends toward greater inequality may 
be more structural. As more become integrated into the global economy, 
international market forces tend to pull up the salaries and wages of the most 
skilled Africans toward international levels. At the same time, product and 
technology markets typically introduce both a skill bias and a capital inten-
sity to production. Baldwin (2019) highlights the “phenomenal advance” 
in digitization and deepening integration of world markets, a process he 
christened “Globotics,” that is, the merger of globalization with robotics.

Technological advances in the global economy, while contributing to 
growth, have been driving worsening inequality in labor markets around the 
world. Qureshi (2020) underscores the role of technology in labor markets:

Digital technologies and automation have shifted demand toward 
higher-skill levels. Globalization has exerted pressure in the same 
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direction. Demand has shifted, in particular, away from routine, 
middle-level skills that are more vulnerable to automation. . . . Job 
markets have seen an increasing polarization, with the employment 
share of middle-skill jobs falling and that of higher-skill jobs, such 
as technical professionals and managers, rising.4

How these forces will play out in developing countries generally and in 
Africa in particular remains to be seen. The recent emergence of generative 
artificial intelligence compounds the uncertainty. However, the country 
studies analyzed in this volume point out that both IWSS and manufac-
turing create strong demand for skilled workers. If skill levels are proxied 
by educational attainment, and “skilled workers” are assumed to be those 
with at least a primary school degree, in all countries for which we have 
information, save for Ghana, both IWSS and manufacturing employ 
more skilled workers than non-IWSS sectors. This is despite the fact that 
the non-IWSS sectors include both public sector employment and mining, 
both activities that employ many more skilled workers in their respective 
labor forces. Employment growth in the IWSS sectors as well as manufac-
turing is, if anything, likely to intensify this pattern.

Investing in Skills: Improving Labor Productivity  
and Offsetting Unequal Growth

Because of the rapid growth in population and the labor force of Africa, 
informal employment in both the rural and urban sectors is likely to be a 
feature of Africa’s growth pattern for years to come. For the bottom half of 
the income distribution in virtually all African countries, labor skills are the 
most important asset poor Africans possess, so programs to expand their 
productivity is central to reducing poverty and offsetting market-driven 
tendencies toward inequality. Access to education and skills constitute a 
central determinant of economic opportunity for Africans.

A first-order priority—as Arias, Evans, and Santos (2019) recommend— 
is building universal foundational skills—investments in the early years as 
well as basic literacy and numeracy—though investments to promote school 
readiness, including through investments in maternal health, child nutrition, 
and early stimulation during the first 1,000 days of life and the early years. 
Beyond this, improving access to basic education with decisive interventions 
to close large and persisting learning gaps is necessary through improvements 
in school quality. Improving foundational skills also require interventions, 
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such as second chance and adult literacy programs, to support those who 
missed out on critical early learning opportunities. Many countries in Africa 
as well as in other regions have expanded access without assuring effective 
teaching and thus school quality. Countries will have to find simultaneous 
ways to build more high schools and improve the quality of education pro-
vided by becoming more efficient in the use of resources. Those countries 
in the region with the biggest gains in enrollment boast free education. 
Ethiopia, Lesotho, and Malawi have leveraged cash transfer programs tar-
geted to poor families as part of a strategy to increase enrollment and offset 
other indirect costs, including the opportunity cost of school; the results 
have been overwhelmingly positive (Arias, Evans, and Santos 2019).

There are skill deficits, especially among the young—particularly in soft 
skills and digital skills—that may limit the job-creating potential of IWSS.  
A demand-led approach to qualifications, through collaboration between 
employers and postsecondary educational institutions, can be effective in 
addressing these skill gaps. Programs that focus on focus on digital skills 
training and development for young girls and women to make them more 
employable could have a high, equalizing payoff. Because skill requirements 
differ across sectors, businesses must be consulted on a regular basis. 
Nationally representative surveys, which typically only ask firms about the 
distribution of employees across skill levels, could be expanded to include 
questions about areas of skill deficiency and how they affect their plans. 
To address digital and soft skill deficits, employers can develop mentorship 
and training programs for new trainees. Such programs are also a way in 
which the specific skills required in a sector can be learned. Mentors can 
teach life-skills to young people and highlight areas of strength and areas 
for improvement. Because mentors are usually people who hold more senior 
positions at a company, they can help new trainees to understand the skills 
required to reach such a position.

Over the medium term, however, redressing the skill-intensive bias in 
African growth will require more than simply expanding the supply of 
skilled workers. Fiscal policies are particularly important. Lustig (2018) 
points out that net fiscal incidence is typically mildly progressive among 
low-income countries, but relatively small—as in the case of Uganda, 
because the taxes and spending of the government as a share of national 
income are relatively low. Although the tax system across the continent is 
generally regressive, the increasing share of direct taxation in the total 
revenues observed in several countries has reduced inequality. Moreover, 
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increases in well-targeted social expenditures in South Africa, Ethiopia, 
and a few other nations could mitigate income inequality. On the spending 
side, spending on social services is nearly always progressive (Odusola 2017).

Spending levels, however, are not the only determinant of effective-
ness. Even more important is increasing the effectiveness and efficiency 
of expenditures. In Uganda, for examples, surveys show that teacher 
absenteeism amounts to an astronomical 27 percent of class time (Akseer 
and Karamperidou 2020). In an age of rapid technological progress, and 
where technology holds the key to productivity increases, countries can 
ill afford to neglect education and do so at the peril of reducing growth—
and falling further behind.

Policies to Enable IWSS to Support Job Creation

The country studies suggest that sector-specific public actions on both the 
demand and supply sides of the labor market interact to accelerate growth. 
To illustrate the power of drilling down on sector-specific obstacles to 
growth, this section highlights efforts that could be made in the focus 
IWSS sectors covered in the case studies—agri-business and horticulture, 
tourism, ICT enabled services, and financial and business services, as well 
as other IWSS sectors.

Agri-Business and Horticulture

Investments to improve trade logistics are essential to export success in 
agro-processing and horticulture—as is the skills and knowledge dissemi-
nation associated with agricultural research and extension. Vulnerability 
to excess costs is particularly acute for processing activities because these 
frequently operate on small margins relative to the production of tradi-
tional exports. The global value chains characteristic of horticulture are 
demanding of logistics. Horticultural exports are perishable and particu-
larly vulnerable to delays in shipping. As we saw in the case of Ethiopia, 
the underlying infrastructure in getting cut flowers to the airport is crit-
ical to success. Zambia’s experience underlines the critical need for direct 
flight links to destinations markets for the growth in flower exports and 
other highly perishable products. Kenya’s flower-growing region is well 
connected by road to Kenya’s international airport, whereas Ethiopia’s 
flower-growing region in the past has had poor road connectivity, resulting 
in a 40 percent spoilage rate. Skilled labor is very important to produce 
and deliver high-quality horticulture products. Shortages of skilled labor 
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in flower production and marketing constrain the growth of Ethiopia’s cut 
flower industry, for example. In Rwanda, adequate knowledge of proper 
crop cultivation, fertilizer use, pest management, and postharvest handling 
limit the growth of the horticulture sector. Other challenges for horti-
culture include gaps in the knowledge and skills required to cultivate high- 
yield varieties, and inadequate quality management.

Tourism

Adequate tourist-related infrastructure is a necessary condition for fully 
leveraging tourism’s potential. Infrastructure constraints associated with 
air travel and road quality can limit the growth of the sector. Connectivity 
to the internet and communication infrastructure are also important con-
siderations for travelers to Africa. Such logistical challenges restrict end-
market upgrading opportunities in a number of countries. A workforce 
that has the skills needed to interact with tourists and to provide the many 
services that are inputs into the production of high-quality tourism is 
essential. Lack of skills consistently emerges from the country studies as a 
constraint on tourism development. Management, organization, commu-
nication, and computer skills are critical. In Zambia, the low quality of 
training at tourism-related institutions diminishes the effectiveness of the 
700 students who graduate each year. In Kenya, about 20 percent of hotels 
and restaurants indicated that skilled labor power was a major or very severe 
obstacle to growth. In Ghana, there is no clear national policy framework for 
tourism training and development. Although there are international pro-
grams designed to teach these skills, Africa only has two schools that have 
earned certification from the UN World Tourism Organization. A study con-
ducted by Acorn Consulting to assess impediments to Zambian tourism SMEs 
from attracting European customers and found a number of constraints, 
including poor connectivity between different tourist attractions and a sparce/
inefficient domestic road. Despite significant investments in recent years, 
Zambia’s road density of 9.1 per 100 square kilometers remains well below the 
Sub-Saharan average of 14.9 kilometers per 100 square kilometers.

ICT-Enabled Services

Not surprisingly, ICT-based services may be the most sensitive IWSS 
sector to infrastructure constraints. Backbone infrastructure is essential to 
exploit opportunities in first-generation IT-enabled services. Most African 
countries lack adequate backbone infrastructure. The cases of Kenya, 
Rwanda, and Senegal show that high-speed data transmission is critical for 
exporting a wide range of services, and especially for IT-intensive exports.
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More broadly, governments need to revamp their innovation systems to 
encourage the creation of local technologies, adaption of imported technolo-
gies, and research and development. This is particularly important in agricul-
ture, where new varieties hold the promise of enormous productivity gains. 
With COVID-19, pharmaceutical technologies have dramatized the impor-
tance of moving swiftly to create new capacities. Maloney and others (2021) 
provide a list of practical measures that would accelerate innovation and accel-
erated technological adaption in Africa and other developing countries.

ICT-enabled services depend on high-level skills—often those obtained 
at the tertiary level. The ability to hire university graduates at a fraction of 
the cost in Europe or the Arab Gulf was the initial impetus for many 
IT-enabled startups, but there remains a substantial supply-demand gap in 
the high-end talent pool in the IT workforce. A lack of skills in ICT is fre-
quently cited as one of the factors limiting the growth of BPO in Kenya. 
Computing design skills, cybersecurity, and programming languages were 
identified as having the largest skills gaps. There is also a need to promote 
private sector–led skills development initiatives in high-level ICT skills such 
as programming. Senegal’s ranking among the top 50 potential suppliers of 
outsourcing services has fallen significantly in the last five years, due to 
declines in the quality and quantity of human resources (English 2018). The 
growth of ICT in Zambia has been facilitated by the growth of digital infra-
structure, digital financial services, and digital platforms, but is constrained 
by shortages of skills and entrepreneurship. Training for young people in 
digital skills should facilitate a greater employability in ICT-related work.

With the advent of generative artificial intelligence, the rising impor-
tance of e-commerce, and increase in digital activities, the role of ICT 
skills to command these activities assumes a heightened importance. A recent 
Brookings study developed an index of the gap in digitalization facing African 
countries relative to the Group of Twenty countries, comprising four dimen-
sions: infrastructure (e.g., telecommunication), entrepreneurship (e.g., venture  
capital), finance (e.g., digital payment systems), public participation (e.g., 
online government services), and required education.5 The gap between 
African countries and the frontier is imposing (figure 11-2). Moreover, the 
study finds very little improvement over time. If African countries are to 
seize the opportunities opened up by the emergence of ICT technologies, 
they cannot afford to overlook the importance of investments in science, 
technology, engineering, and mathematics education and the mastery of 
digital technologies.



	 Policies to Create Productive Jobs in Africa	 463

Financial and Business Services

More efficient financial services have positive spillovers to nearly every 
sector. More efficient financial services not only involve adopting digital 
solutions that improve accounting and access to financial instruments, but 
they also mean deepening and expanding the financial instruments avail-
able to businesses. Even nonfinancial businesses need access to an array of 
insurance and hedging products that help them make prudent investments. 
Firms also need to have affordable access to different currencies to finance 
trade and investment. The case studies serve to second points raised by 
Nayyar and others (2021) that financial services are high-productivity and 
high-wage, and are correlated with levels of per capita income. As jobs in 
the financial services sector tend to be skills oriented, governments should 
ensure that their youth enter the labor markets with skills demanded by 
the sector.
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FIGURE 11-2 . Digitization Index Gap, 2017

Source: Bhorat et al. (2023).
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Other IWSS Sectors

Other IWSS sectors—such as transportation and logistics services, formal 
retail and wholesale trade, and even construction—are promising sectors in 
their own right. They also have important linkages with the sectors dis-
cussed above. An efficient and properly functioning transportation and 
logistics system drives competitiveness, particularly in an era of tightly inte-
grated global supply chains. The small size of Africa’s economies and the 
fact that many are landlocked make regional approaches to infrastructure, 
customs administration, and regulation of transportation in trade corridors 
imperative. Regional economic communities need to act by strengthening 
trade facilitation, improving services regulation, and investing in inter
connected physical infrastructure. Road interconnections within regional 
economic communities may offer a way to close the infrastructure con-
straint to transportation. The issues extend beyond needed investment to 
policy. A lack of competition in transportation markets represents a sig-
nificant barrier to integrating markets in regional groupings. Competition 
in the trucking industry plays a major role in price determination and there-
fore in trade. Lack of competition is associated with higher trucking 
costs. The most common anticompetitive regulations are discriminatory 
prices on transit permits; different axle-load regulations, discriminatory road 
use charges for foreign-registered vehicles, taxes at borders, and prohibition 
of sabotage.6

At the other end of the services spectrum, retail and wholesale trade in 
Africa absorbs a huge pool of new entrants into the labor market but has 
low productivity. It is decidedly local: more than 70  percent of food, 
beverage, and personal care products are purchased from small, indepen-
dent shops rather than supermarkets (Ivers et al. 2022). The formal sector 
of trade, for our purposes designated an IWSS sector, is notably higher in 
productivity than the self-employed, informal sector. Large retailers and 
wholesalers, often foreign owned, are increasingly high tech and create jobs 
with relatively higher productivity and wages. Even SMEs can participate 
in deploying some new technology, whether it is laptop computers to 
manage inventories or accounting or cell phones to manage deliveries or 
collect mobile money payments. Policies should be aimed at equipping 
SMEs with the logistical and digital solutions (e.g., e-commerce and mobile 
money) they need to meet the changing needs of their communities as well 
as tap into. These solutions can help employees in the formal trade sector 
tap into regional and domestic markets if the opportunity arises.



	 Policies to Create Productive Jobs in Africa	 465

Like trade, construction emerges in the case studies as a dynamic sector 
of job creation, most unskilled. Its growth is a direct result of rising invest-
ment rates associated with the growth of other IWSS sectors and the rest of 
the economy. Over the last five years, real estate and transportation have 
been among the sectors that have garnered the greatest value of construc-
tion projects across the continent (Deloitte 2022). Ample attention has been 
given to China as the continent’s largest builder of construction projects; 
but domestic firms are responsible for the second-largest number of projects 
and, given their expanding share of projects built, could surpass China in 
this decade. Despite being one of the largest IWSS sectors and its promise 
for growth, construction in Africa faces impediments. These range from 
constraints on investment financing to weak bureaucratic processes that 
created delays in obtaining construction permits that open the way to cor-
ruption. Governments would be wise to find ways to expedite these pro-
cesses, improving public procurement, and engaging the private sector in 
financing growth-promoting projects. Governments should pay special 
attention to domestic and region firms, as African firms themselves will play 
an important role in building African infrastructure.

With policies that drive the growth of these IWSS sectors, along with 
manufacturing and other activities, these studies show that opportunities 
for productive job creation are abundant.

The International Community Can Help:  
Resources, Remedies, and Research

As Africa emerges from the serial shocks of the events of 2020 to 2023, the 
international community can actively help recovery and accelerate the 
region’s growth during the remainder of the decade. Three ways are par-
ticularly important.

First, as African countries confront the postserial shock need for fiscal 
budget tightening, the international community can ease adjustment pres-
sures by providing increased access to finance growth. The cost of private 
borrowing on international capital markets has increased dramatically. 
Borrowing on private markets has also grown rapidly, and countries from 
Angola to Zambia have issued sovereign Eurobonds (IMF 2023). At the 
same time, donor finance has remained virtually flat for the last half 
decade—and itself is under strain because of responses from the countries  
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that belong to the Organization for Economic Cooperation and Develop-
ment to the Ukraine refugee crisis have placed a hold on normal development 
finance and on mobilized new sources of finance, including public-private 
partnerships and private borrowing. Nonetheless, the international com
munity can mobilize several forms of external investment finance: bilateral 
development assistance, grant and concessional lending from multilateral 
development banks and the international financial institutions, greater 
access to nonconcessional windows of the multilateral development banks, 
redistribution of quota arrangements, grants from the growing (if still rela-
tively small) private foundations, and public guarantees for private finance 
as well as innovative forms of public-private partnerships. Because develop-
ment assistance to Africa is at risk with the demands to provide humanitarian 
and development resources to Ukraine and Eastern Europe, mobilizing nec-
essary resources will require an extraordinary political effort in the high-
income countries (Heitzig and Newfarmer 2022).

Second, ending the COVID-19 pandemic was especially important 
because it permitted the reactivation of IWSS activities, tourism in partic-
ular and services in general, along with a general recovery. This underscores 
the importance of providing access to vaccines that will protect the health of 
Africans against any new variants, Ebola and Marburg, and other pandemics 
that are likely to occur in the future. Africa has the lowest vaccination rates 
in the entire world—with only one in five of its citizens having been vacci-
nated (Africa Center for Disease Control 2022). The longer Africans remain 
underprotected and without adequate research and public health, the more 
likely it is that they will be affected by future pandemics—with risks to the 
whole world.

Third, promoting the generation and dissemination of knowledge holds 
the ultimate key to productivity growth. This volume also suggests several 
areas where knowledge dissemination and new research could shed light 
on economic transformation in Africa. Much research has already gone 
into increasing productivity in agriculture, but the pressures of climate 
change point to the need to accelerate the transition to new, higher-value-
added crops and more efficient techniques for production. Agro-processing, 
which is linked inextricably to production in agriculture for inputs, is an 
activity that Africa could harness to drive growth; identifying promising, 
new unique products, new technologies and new markets, often as part of 
newly forming value chains, is a priority. Services remain understudied as 
a source of productivity growth but have been shown in this study to be 
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central to Africa’s growth path. Improvements in telecommunications have 
created whole new activities—and opened up new possibilities, ranging from 
telecommuting and remote service supplying to new forms of back-office 
services supply. Likewise, identifying new ways to promote new services 
exports—including tourism and tourism-related activities in the age of 
pandemics, business services, and cross-border financial services—requires 
more study. Evaluating programs that promote goods and services exports 
will be increasingly important to policymakers to identify successful 
approaches. In all the trade areas, the role of regional agreements, 
including the African Continental Free Trade Agreement, will be crucial. 
Finally, improving the quality of education to increase labor skills is as—
or perhaps more—important as investments in expanding quantity, yet 
work on organizing education and motivating teachers has yet to pro-
duce a definitive menu of modalities. This includes for youth and women. 
Remote learning holds enormous promise, yet the determinants of access 
and effectiveness remain largely unknown. This list is only suggestive. The 
agenda of new questions is as large as the process of economic transformation 
in Africa itself.

Conclusion: Realizing the Promise of Transformation

Economic transformation is happening in Africa. This volume has sought  
to highlight the potential of industries without smokestacks—nontraditional 
activities and services that share characteristics with conventional 
manufacturing—to drive economic development alongside manufacturing. 
The eight case studies we have presented have revealed that many sectors 
in addition to manufacturing enjoy productivity growth and job creation 
potential that exceeds both manufacturing and other sectors, such as mining 
and utilities. Because several activities in agriculture have the opportunity 
to adopt new technologies (including in the organization of business and 
value chains), and because services are now tradable, new industries without 
smokestacks offer an opportunity to accelerate growth through an accel-
eration of economic transformation. Doing so, however, will require persistent 
attention to policies. Improving their business climate through investments to 
improve competitiveness is no less important to propel IWSS-led growth 
than it is for other sectors. Investing in programs to raise skill levels—from 
basic education through tertiary levels—is essential, not only to relieve 
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the skill constraints and mismatches to growth but also to offset the 
unevenness of a technology-biased growth path that would otherwise lead 
to greater income inequality. Realizing the promise of the new opportuni-
ties for economic transformation is a central challenge facing Africa’s 
policymakers—and their supporters in the international community.

NOTES
1. For a survey of the relevant literature, see Harrison and Rodriguez-Clare 

(2010).
2. Woldemichael and Shimeles (2019) point out that human capital forma-

tion is positively correlated with growth in labor productivity, both within-
sector productivity growth and between-sector growth. This correlation is 
particularly strong at Africa’s relatively early stage of development, though it 
begins to dissipate at levels of developments of today’s high-income countries. 
Poor countries—and those at Africa’s level of development—have much to 
gain from investments in education, health, and nutrition. See Woldemichael 
and Shimeles (2019) and the World Bank (2019).

3. Shimeles and Nabassaga (2017), using Gini coefficients as a measure of 
inequality, found that income inequities had remained stubbornly high over 
time, particularly since 1990. Odusola (2017) noted that 10 of the 19 most unequal 
countries globally are in SSA and seven outlier African countries are driving 
this inequality. Although the average unweighted Gini for Sub-Saharan Africa 
declined by 3.4 percentage points between 1991 and 2011, a clear bifurcation in 
inequality trends existed across countries in the region. Some 17 countries, 
mainly resource-poor agricultural economies, experienced declining inequality, 
while, on the other hand, 12 countries, predominantly resource-rich countries, 
mainly in South and Central Africa, recorded a rise in inequality. Using the ratio 
of income in the top 10 percent to the lowest 50 percent as a measure of inequality. 
Chancel and others (2019) found that inequality in Africa was more than three 
times that of Europe and substantially greater than the United States. Growth in 
GDP appears to have had a mild equalizing effect. A 1 percent rise in economic 
growth reduces inequality by 0.45 percent—with higher impact from manufac-
turing and agriculture than services (Odusola 2017).

4. These findings are echoed by a World Economic Forum (2020) study, 
which was based on a survey of business leaders around the world. It concludes: 
“In the absence of proactive efforts, inequality is likely to be exacerbated by the 
dual impact of technology and the pandemic recession.”

5. See Bhorat et al. 2023 as well as Viviers et al. (2021) and Parry (2023).
6. This entails using foreign-registered vehicles for the domestic movement 

of merchandise.
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