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Executi ve Summary

The development of the Ugandan economy is at a crossroads. While the country’s growth record 
over the last 30 years has been impressive, there is a pervasive feeling that the current paradigm is 
running out of steam. In 2016, Uganda registered the lowest rate of economic growth in the last 30 
years. Income inequality has risen, and job creati on has been lackluster. As a consequence, growth 
has not been suffi  ciently inclusive. This study argues that one of the main reasons for this situati on 
is that the economy has been driven by the services sector, but at the expense of the industrial and 
manufacturing sectors. One of the consequences of the weak growth of the manufacturing sector 
is that it has made the economy more vulnerable and less resilient. 

Industrial sector development is undoubtedly a key priority for the Ugandan government and 
occupies an integral part of its social and economic development plan, “Vision 2040”. President 
Museveni declared 2017 the “year of mass industrialisati on”. But while government offi  cials are 
keenly aware of the importance of industrial policy, the eff ecti ve implementati on of policy has 
been a major challenge. 

Against this backdrop, this study provides an overview of the state of manufacturing in Uganda, 
and its contributi on to the structural transformati on of the economy towards higher value-added 
acti viti es. Some of the key key empirical fi ndings include:

 z The manufacturing sector has played no role in accelerati ng structural transformati on of 
the Ugandan economy, due to its declining share in total employment, from 6.5 percent 
in 2002 to 5.7 percent in 2013. 

 z Manufacturing value-added as a share of GDP has stagnated at around 8-10 percent of 
GDP. 

 z The sector is dominated by small and medium enterprises, which make up some 93.5 
percent of fi rms operati ng in the sector. In Jeune Afrique’s 2017 ranking of Africa’s top 500 
fi rms, Uganda has only three companies represented- two telecom companies and one 
uti lity company- and no manufacturing fi rms. 

 z In common with other EAC countries, the manufacturing sector is dominated by the food 
and beverages sector, which accounts for approximately two thirds of all manufacturing 
value-added. Outside of these sectors, manufacturing has a surprisingly slim sectoral 
spread.

 z Foreign investment has been heavily skewed towards the mining sector, and arguably has 
done litt le to further the goals of structural transformati on. Only 8.9 percent of the FDI 
stock has gone to manufacturing.

 z Of the 22 industrial parks that the Ugandan Investment Authority was tasked to establish 
in 2007, only 3 have become operati onal. The Offi  ce of the Auditor General’s Report 
(2015) remarked on the poor performance of the industrial parks in terms of job creati on. 
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Despite these weaknesses, there have also been some encouraging trends:

 z Uganda has been one of the best performers in the East Africa Community with regards 
to taking advantage of regional markets to boost its exports. In 2007, the EAC markets 
accounted for just 21 percent of the country’s exports. By 2016, the equivalent fi gure was 
36 percent. 

 z Regional trade has been parti cularly important for manufactured exports, representi ng 51 
percent of total manufactured exports in 2015. 

 z There is also some evidence of an incipient diversifi cati on of exports. 

The policy implicati ons are multi ple. The supply-side constraints on the manufacturing sector 
are well-known and include a lack of access to credit, skills shortages, inadequate infrastructure, 
and weak innovati ve capaciti es. In additi on, competi ti on in the manufacturing sector has become 
extremely intense, parti cularly from emerging markets. Imports from India and China now consti -
tute nearly 40 percent of all imports, up from just 16 percent in 2008. 

All this implies that a stronger manufacturing sector is unlikely to emerge ‘spontaneously’. To 
address the aforementi oned constraints, the paper concludes by suggesti ng that Uganda adopts 
a more purposeful ‘industrial policy’. This would require more eff ecti ve interventi ons in a host of 
areas to support the manufacturing sector bett er: among them, catalyzing the development of 
the industrial parks; cajoling the banking sector into lending more to the sector, as well as using 
the development bank more eff ecti vely; elaborati ng partnerships with other EAC member states 
to develop regional value-chains and industries, in sectors like automobiles, pharmaceuti cals, and 
texti les; and revising trade policy and the Common External Tariff  so that they support regional 
industrialisati on eff orts bett er. The study also recommends vigilance with regard to entering into 
new trade agreements with other regional blocks that could compromise eff orts to industrialise 
the region. 

Finally, there is much that could be learned from the recent experience of Ethiopia. Albeit from a 
very low base, Ethiopia now has one of the fastest growing manufacturing sectors in the world. 
To be sure, the Ethiopian example is not perfect and has suff ered its own setbacks. But the insti -
tuti onal resolve and concerted eff orts to realise their ambiti ous objecti ves have been impressive. 
Lessons in the implementati on of industrial policy could be usefully learned from that experience. 
Peer learning, it is argued, is one of the most powerful ways of energizing industrial and manufac-
turing development. 
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1. Introducti on: Why Uganda needs 
a strong manufacturing sector 

Over the last two decades, Uganda has registered a strong growth performance, accompanied 
by a rapid reducti on in poverty rates. Between 1992 and 2013, Uganda reduced, by over half, the 
proporti on of people living in poverty1, surpassing the fi rst of the Millennium Development Goals 
(MDGs), and representi ng the second fastest rate of reducti on in poverty in Sub-Saharan Africa. 
Because of these achievements, the World Bank considers Uganda a “poster child” for economic 
reforms (Whitworth, 2010, p. 20). However, the consensus opinion is that growth has not been 
suffi  ciently inclusive. Income inequality has increased and the economy has largely failed to gener-
ate enough job opportuniti es for Uganda’s young and rapidly growing populati on (Jellema, 2016).2 

Unemployment is currently esti mated to impact three out of four Ugandan youth (NPA, 2015).

One of the main reasons for Uganda’s non-inclusive growth is that its economy has been driven by 
the service sector (which has high shares of informality) at the expense of industry and manufac-
turing sectors. Around 59 percent of Uganda’s workforce operates in the informal economy (ILO, 
2015). The conti nued dominance of the service sector over other sectors does not auger well for 
job creati on with the majority of the populati on sti ll employed in low producti vity agriculture.

Ugandan policymakers are keenly aware of the urgent need to 
address these challenges. But in order to be eff ecti ve and pro-
mote more inclusive growth, employment and industrial policies 
will have to be part and parcel of wider eff orts to incenti vise 
the structural transformati on of the economy. Industrial sector 
development is a key priority of the Ugandan government, and 
occupies a central positi on in the government’s Vision 2040, the 
country’s social and economic development plan. This document 
outlines the government’s aims to build a modern, competi ti ve, 
and dynamic industrial sector that is fully integrated into the 
domesti c, regional, and global economy (Shepherd, 2016:1). 

Historically, most cases of sustained economic growth have been linked to industrialisati on, 
parti cularly the dynamic growth in manufacturing producti on. Manufacturing is a key engine of 
growth in low-income economies because there are usually very strong linkages and spill-over 
eff ects associated with manufacturing acti viti es (Rodrik, 2007, Szirmai, 2016). As stressed in vari-
ous recent publicati ons by the UNECA (UNECA, 2014, 2015, 2016) and others (Page, 2015, Rodrik 
and MacMillan, 2011), the pace of industrialisati on must be accelerated. 

1  Surveys and recent World Bank Poverty Assessment report show poverty declined from 56 percent in 1992 to 19.7 
percent in 2013.

2  Uganda has one of the highest ferti lity rates in the world, standing at 6.2 in 2015. This implies that approximately 
500,000 are currently entering the job market every year (World Bank, 2015).  

Historically, most 
cases of sustained 
economic growth 
have been linked to 
industrialisati on, par-
ti cularly the dynamic 
growth in manufac-
turing producti on.  
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At the nati onal level, the Ugandan authoriti es already have a set of policy frameworks in place to 
achieve a higher degree of industrialisati on. The second Nati onal Development Plan (2015/2016 
- 2019/2020) aims at strengthening Uganda’s competi ti veness for “sustainable wealth creati on, 
employment and inclusive growth” (Republic of Uganda, 2015) by focusing on increasing pro-
ducti vity and value added within value chains. Likewise, the Nati onal Industrial Policy (Ministry 
of Tourism, Trade and Industry, 2008) aims to boost the share of industry value added to about 
30 percent of GDP by 2018. In 2011, the government published the Nati onal Employment Policy 
for Uganda, a policy document that highlighted youth employment as a priority acti on area.3 In 
2013, the Ugandan parliament passed the Public Procurement and Disposal of Public Assets (PPDA) 
regulati on, allowing the government to take affi  rmati ve acti on to encourage the procurement 
of goods, works or services from local small-to-medium size industries. In a similar vein, the Buy 
Uganda Build Uganda policy of 2014, by the Ministry of Trade Industry and Cooperati ves, aims to 
support the producti on, purchase, supply, and consumpti on of local goods and services.4 

Enhanced regional integrati on eff orts can also contribute to these objecti ves. As a member of the East 
African Community (EAC), Uganda has already committ ed to adopt the EAC Industrialisati on Strategy 
(2012). However, as pointed out by Mold (2017), the EAC currently lacks the fi nancial and technical 
capacity to implement this programme, and must therefore rely on member states to align their nati onal 
policies to these objecti ves. In the context of all these policy frameworks and objecti ves, arguably the 
key challenge to industrialisati on has been implementati on. Policy documents alone will not produce 
the desired results; they have to be acti onable and backed up with the necessary fi nancial resources. 

Against this backdrop, the study is structured as follows. Secti on 2 provides a brief overview of the 
state of the Ugandan economy, focusing on some of the key macroeconomic challenges. Secti on 3 
provides an overview of the salient features of the manufacturing sector and its export structure. 

Secti on 4 discusses the changing geographic trad-
ing patt erns of Uganda and how it may impinge on 
industrial development. Special att enti on is dedi-
cated to analsing the implicati ons of the Economic 
Parntership Agreements (EPAs) with the European 
Union and the African Growth and Opportunity Act 
(AGOA) with the United States. Secti on 5 reviews 
both Ugandan and EAC industrial policy, stressing 

the need for a greater alignment between the two. Secti on 6 looks at the specifi c bott lenecks and 
constraints which have been hindering industrial development and how to address these chal-
lenges. Secti on 7 discusses the importance of peer-learning in industrial policy, and shares some 
lessons from Ethiopia’s industrial policy experience as well as some broad prescripti ons from the 
burgeoning industrial policy literature. Secti on 8 concludes.

3  A program named “Skilling Uganda” att empts to streamline skills development eff orts by bringing stakeholders 
together, e.g. trade unions, FUE, private sector organizati ons, etc. However, the implementati on of the employment 
policy has moved slowly. (Danish Trade Union Council for Internati onal Development Cooperati on, 2014). 

4  The policy has the following objecti ves; 1) To encourage the consumpti on of locally produced goods and services; 2) 
To promote conformity to standards and ensure the provision of quality goods 3) To provide training and capacity 
building programmes for local producers of goods and services.

Policy documents alone will not 
produce the desired results they 
have to be implementable and 
backed up with the necessary 
fi nancial resources
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2. An Overview of the State of 
the Ugandan Economy

2.1 An economy with growing challenges

Uganda has a strong record of economic growth and poverty reducti on. Over a period of approxi-
mately 20 years, from the 1990s unti l around 2010, the average annual rate of economic growth 
stood at around 7 percent, one of best performances in Eastern Africa. However, in recent years, 
the rate of expansion has slowed down. The average growth rate of 4.3 percent over the past four 
years is below the regional average (Figure 1), the high growth rates recorded by neighboring 
Kenya, Tanzania and Rwanda and also below the 
target of 7.2 percent for the enti re period of the con-
cluded Nati onal Development Plan (NDPI). In addi-
ti on, demographic trends are not favourable to 
Uganda. At 3.1 percent annually, the country has 
one of the highest populati on growth rates in the 
world reducing per capita income growth signifi -
cantly, to just about 1-2 percent per year. Global 
headwinds, drought conditi ons, the crisis in South 
Sudan, reducti on in access to credit and slowdown 
in the implementati on of public investment projects 
are some of the major reasons for the sluggish 
growth recorded in 2016 and early 2017. 

Figure 1: Real GDP growth (annual, %)
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The average growth rate of 4.3 
percent over the past four years 
is below the high growth rates 
recorded by neighboring Kenya, 
Tanzania and Rwanda and below 
the target of 7.2 percent for the 
enti re period of the Nati onal 
Development Plan
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Currently, there are four longer term macroeconomic problems negati vely impacti ng upon the 
performance of the economy, namely; a rising trade defi cit, a deteriorati ng fi scal defi cit, rising 
debt and price/currency instability. We need to discuss these, because they provide the backdrop 
to discussions about the need for an ‘industrialisati on push’, and why it could result in a more resil-
ient economy. In the following secti ons, we will briefl y discuss each of these constraints in turn.

2.1.1 Rising trade defi cit

One important characteristi c of the Ugandan economy has been the rising current account defi cit, 
which increased from -5.8 percent of GDP in 2000 to -9.7 percent of GDP in 2014 (Bank of Uganda, 
2015). The situati on seems to have improved somewhat in the fi nancial years 2015/2016 and 
2016/2017, refl ecti ng a combinati on of low global crude oil prices and weak domesti c demand. Yet, 
the defi cit is expected to widen again in the coming years on account of subdued exports and 
growing imports by public and private investors (Bank of Uganda, 2016a and 2016b).5 The recur-
rent defi cit is a result of a sustained trade gap with the domesti c demand for goods and services 
exceeding domesti c producti on, the resultant defi cit being fi nanced with a net infl ow of foreign 
exchange from the rest of the world. Consequently, Uganda is running up against what Thirlwall 
(2011) coined a “balance of payments constraint”, whereby an economy cannot grow faster with-
out engendering an un-fi nanceable and unsustainable widening of the current account defi cit. In 
the following secti ons we will argue that the weakness of the tradeable goods sector is essenti ally 
due to the lack of manufacturing capacity. 

2.1.2 Deteriorati ng fi scal defi cit 

There has been a similar deteriorati on in the fi scal balance in recent years. Between 2000 and 2010, 
the average defi cit was a modest -1.9 percent of GDP. Following increased government spending 
on infrastructure, the defi cit has deteriorated to -6.3 percent of GDP in 2015/16. At present, the 
defi cit is largely funded by external loans, with the majority of the loans on concessional terms 
(IMF, 2016). Concerns have been raised about domesti c public debt increasingly crowding out the 
private sector. While domesti c resource mobilizati on capacity has steadily increased over the past 
years (gaining 3.5 percentage points since 2013), revenues remain low. Tax income stands at 13.3 
percent of GDP, one of the lowest rates in sub-Saharan Africa, and below both the NDPII target 
of 16 percent and the 20 percent suggested target for Least Developed Countries (LDCs).6 At the 
same ti me, public expenditures have increased at a faster pace, rising from 16.6 percent of GDP 
in 2013/14 to 22.5 percent in the 2016/17 approved budget (World Bank, 2017). The pressure to 
sti mulate long term growth through increased spending on basic infrastructure, while maintaining 

5  There is an expectati on that over the long term the trade defi cit may improve due to future oil producti on. However, 
this is conti ngent on both oil producti on coming on tap as anti cipated and improvements in the price of crude, which 
over recent years has been at historic lows. 

6  The fi rst target of Sustainable Development Goal 17 on “Partnerships for the Goals” is to “strengthen domesti c 
resource mobilizati on, including through internati onal support to developing countries, to improve domesti c capacity 
for tax and other revenue collecti on”. UNDP (2010:26) suggests a tax revenue of at least 20 percent as of GDP for LDCs 
to meet the former Millenimum Development Goal targets. 

Uganda is running up 
against…a “balance of pay-
ments constraint”, whereby 
the economy cannot grow 
faster without engendering an 
un-fi nanceable and unsustain-
able widening of the current 
account defi cit
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social spending in health and educati on, makes fi scal stability a challenge. This challenge is all the 
greater against the backdrop of a rapidly expanding populati on.7 

This matt ers because the evidence supports that fi scal policy contributes to achieving social goals. 
Based on data for the fi scal year 2012/13, the Ugandan Commitment to Equity (CEQ) Assessment 
indicated that revenues collected via taxes, together with social expenditures and subsidy spend-
ing, had contriubuted to reducing inequality. The conclusion was that fi scal policy broadly sup-
ports Uganda’s development goals. However, the report also stressed that its impact is muted and 
overall revenue and spending levels are sti ll too low (Jellama et. al., 2016). 

2.1.3 Rising debt 

As a consequence of the sustained and growing public sector defi cit, Uganda’s public debt has 
risen, reaching 38.6 percent of GDP in 2016/17 (up from 25.9 percent in 2012/13). The Bank of 
Uganda (2016b, page 22) is expecti ng public debt to reach 45 percent of GDP by 2020. One con-
sequence of this is that by 2016/17 interest rate payments were ranked fourth in terms of sector 
expenditures (Ministry of Finance, Planning and Economic Development, 2016). Deteriorati ng 
debt aff ordability is refl ected in the fact that interest obligati ons are expected to consume almost 
16 percent of revenues by 2018. Private sector bodies 
such as the Bankers Associati on as well as Pricewater-
houseCoopers (PWC) are linking the high cost of credit 
in Uganda to the government’s conti nued appeti te 
for borrowing from the domesti c market. This has 
recently been miti gated to some extent by the Bank 
of Uganda, through a reducti on of the Central Bank 
Rate, which has been conducive to a modest decline 
in interest rates.8 But the high cost of credit has con-
ti nued to constrain private sector acti vity over recent 
years and the manufacturing sector in parti cular has 
suff ered the consequences (see Secti on 6.1.2.).

Given the weak revenue generati on capacity, the debt burden has risen faster than the govern-
ment’s resources, resulti ng in a debt-to-revenue rati o of 236 percent, one of the highest amongst 
B-rated sovereigns. According to the Bank of Uganda (2016b), Uganda’s debt sustainability is likely 
to face moderately high risk, amidst percepti ons that Uganda may not be able to service its rising 
debt levels. Worries about debt levels and defi cits were also voiced during the recent visit to the 
country by IMF Managing Director Christi ne Lagarde. While commending Uganda for its poverty 

7  As noted earlier, the populati on growth rate, esti mated in excess of 3 percent per year, is the highest within the 
region, and one of the highest in the world. 

8  In February 2017, amongst concerns of weakening economic acti vity, the Central Bank Rate was reduced to 11.5 
percent. 

Currently, there are four longer term macroeconomic problems negati vely impacti ng upon the 
performance of the economy, namely; a rising trade defi cit, a deteriorati ng fi scal defi cit, rising 
debt and price/currency instability. We need to discuss these, because they provide the backdrop 
to discussions about the need for an ‘industrialisati on push’, and why it could result in a more resil-
ient economy. In the following secti ons, we will briefl y discuss each of these constraints in turn.

2.1.1 Rising trade defi cit

One important characteristi c of the Ugandan economy has been the rising current account defi cit, 
which increased from -5.8 percent of GDP in 2000 to -9.7 percent of GDP in 2014 (Bank of Uganda, 
2015). The situati on seems to have improved somewhat in the fi nancial years 2015/2016 and 
2016/2017, refl ecti ng a combinati on of low global crude oil prices and weak domesti c demand. Yet, 
the defi cit is expected to widen again in the coming years on account of subdued exports and 
growing imports by public and private investors (Bank of Uganda, 2016a and 2016b).5 The recur-
rent defi cit is a result of a sustained trade gap with the domesti c demand for goods and services 
exceeding domesti c producti on, the resultant defi cit being fi nanced with a net infl ow of foreign 
exchange from the rest of the world. Consequently, Uganda is running up against what Thirlwall 
(2011) coined a “balance of payments constraint”, whereby an economy cannot grow faster with-
out engendering an un-fi nanceable and unsustainable widening of the current account defi cit. In 
the following secti ons we will argue that the weakness of the tradeable goods sector is essenti ally 
due to the lack of manufacturing capacity. 

2.1.2 Deteriorati ng fi scal defi cit 

There has been a similar deteriorati on in the fi scal balance in recent years. Between 2000 and 2010, 
the average defi cit was a modest -1.9 percent of GDP. Following increased government spending 
on infrastructure, the defi cit has deteriorated to -6.3 percent of GDP in 2015/16. At present, the 
defi cit is largely funded by external loans, with the majority of the loans on concessional terms 
(IMF, 2016). Concerns have been raised about domesti c public debt increasingly crowding out the 
private sector. While domesti c resource mobilizati on capacity has steadily increased over the past 
years (gaining 3.5 percentage points since 2013), revenues remain low. Tax income stands at 13.3 
percent of GDP, one of the lowest rates in sub-Saharan Africa, and below both the NDPII target 
of 16 percent and the 20 percent suggested target for Least Developed Countries (LDCs).6 At the 
same ti me, public expenditures have increased at a faster pace, rising from 16.6 percent of GDP 
in 2013/14 to 22.5 percent in the 2016/17 approved budget (World Bank, 2017). The pressure to 
sti mulate long term growth through increased spending on basic infrastructure, while maintaining 

5  There is an expectati on that over the long term the trade defi cit may improve due to future oil producti on. However, 
this is conti ngent on both oil producti on coming on tap as anti cipated and improvements in the price of crude, which 
over recent years has been at historic lows. 

6  The fi rst target of Sustainable Development Goal 17 on “Partnerships for the Goals” is to “strengthen domesti c 
resource mobilizati on, including through internati onal support to developing countries, to improve domesti c capacity 
for tax and other revenue collecti on”. UNDP (2010:26) suggests a tax revenue of at least 20 percent as of GDP for LDCs 
to meet the former Millenimum Development Goal targets. 

Uganda is running up 
against…a “balance of pay-
ments constraint”, whereby 
the economy cannot grow 
faster without engendering an 
un-fi nanceable and unsustain-
able widening of the current 
account defi cit
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reducti on achievements and prudent approach to fi scal and monetary policy, Ms. Lagarde herself 
called for bett er public investment management (IMF, 2017b).

From a macroeconomic perspective, the size of 
the fiscal deficit may have other important impli-
cations for structural transformation. Shepherd 
(2016) stresses the link between trade policy, the 
current account and ‘public sector dissaving’ (i.e. 
the fiscal balance) and suggests that it is not the 
failure of trade policy, per se, that is generating 
persistent current account deficits in Uganda, but 
rather the fiscal imbalance.9 While from a national 
accounts perspective, it is true that fiscal imbal-

ances will impact the current account, macroeconomists are unclear about the direction of 
causality between these different macro-aggregates.10 To simply assume that fiscal perfor-
mance is the driving force behind the current account imbalance may thus be unwarranted. 
In recent years, there have undoubtedly been some achievements in terms of an improved 
export performance, but Uganda still suffers from a lack of diversification and industriali-
sation, which has negative impacts on the country’s current account balance and long-term 
growth performance.

2.1.4 Price and Currency instability 

Another related macroeconomic challenge that has negati vely impacted on the industrial sector 
is price instability. While the annual average rate of infl ati on, between 2005 and 2015, was 8.5 
percent, the country experienced double-digit infl ati on rates between 2008 to 2012, with infl ati on 
peaking at 18.7 percent in 2011. To counteract these infl ati onary trends, the Nati onal Bank of 
Uganda reacted by raising interest rates, with the Central Bank Rate (CBR) averaging 14.4 between 
July 2011 and the end of 2016. Relati vely high infl ati on has also had a clear impact on the value 
of the Uganda shilling, which lost nearly 50 percent of its nominal value against the US dollar 
between 2010 and 2015. This has been accompanied by a sharp depreciati on of the real exchange 
rate (Figure 2). In theory, a depreciati on of the real exchange should boost the competi ti veness of 

9  Shepherd also claims (op. cit.; page 3) that “Uganda’s current account defi cit is by no means at an unmanageable 
level, and access to concessional fi nancing and grants means that if government borrowing is focused on securing 
resources for socially useful investments, the balance of benefi ts and costs may well be positi ve.” While it is true 
that there is no justi fi cati on to adopt a ‘mercanti list’ view of trade and current account imbalances, and that current 
account defi cits can result in stronger future growth if capital infl ows are well invested, or are principally generated 
by imports of capital goods, nonetheless a current account imbalance approaching 10 percent of GDP implies a high 
degree of vulnerability to sudden reversals of capital infl ows. Rajan et. al. (2007) show conclusively that persistent 
current account balances work to the detriment of growth in low income countries.  

10  Using the standard nati onal accounti ng identi ti es, since Y=C+I+G+X-M, and Y-C-T=S, it is quite straightf orward matt er 
to show that then: S = (G–T) + (NX + I) where NX= (X-M). Rearranging, we have (S − I) + (T−G) = (NX). It is clear then 
that the net trade positi on is product of both the private and public savings balance (where (T−G) implies a budget 
defi cit). This identi ty does not, however, help us with the causality. An economy is deemed to have a double defi cit if 
it sustains simultaneously both a current account and fi scal defi cit. Traditi onal macroeconomic theory predicts that 
persistent double defi cits will lead to currency devaluati on/depreciati on that can be severe and sudden. As we shall 
see in the following secti on, this has indeed been the case of Uganda in recent years.

Given the weak revenue gener-
ati on capacity, the debt burden 
has risen faster than the gov-
ernment’s resources, resulti ng 
in a debt-to-revenue rati o of 
236 percent, one of the highest 
amongst B-rated sovereigns
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the traded goods sector. However, as we shall see in following secti ons, the response of the export 
sector has not been suffi  ciently strong. In additi on, the accelerated rate of depreciati on has raised 
the price of imported inputs, thus undermining the competi ti veness of local industry. 

Figure 2: Nominal and Real Eff ecti ve Exchange Rates, 2000-2015*
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3. Overview of the Salient Features 
of the Manufacturing Sector

3.1 Small, concentrated, and regional 

As noted in the previous secti on, Uganda’s man-
ufacturing sector today plays a limited role in the 
economy. Recent growth in the economy at large 
has been concentrated in the service sector, with 
low contributi ons from the industrial sectors. While 
agriculture’s share of GDP declined from about 57 
percent in 1990 to 24 percent in 2015 (a positi ve 
development from the perspecti ve of structural 
transformati on), the share of the services sector 
increased from 32 percent in 1990 to 49 percent 
in 2015, converti ng it into the largest sector. In 
contrast, the industrial sector as a whole (which 
includes mining, uti liti es and constructi on as well as 
manufacturing) has only seen a modest increase in 
its share of GDP from about 11 percent in 1990 to 20 
percent in 2015. 

Over the period between 2000-2014, manufacturing’s contributi on to GDP growth has amounted 
to just 8 percent, compared to 30 percent related to other acti viti es (mostly services), 18 percent 
by transport and communicati ons and 17 percent by commerce (Figure 3). In short, manufactur-
ing’s contributi on to overall growth has been at best modest. It should be stressed that this lack 
of dynamism in the Ugandan manufacturing sector is common across Africa. In a recent analysis 
by Page (2016), only 4 of 25 economies in Africa exceed predicted values of manufacturing value 
added relati ve to their levels of income per capita. The fastest growing African countries in Page’s 
sample including Uganda were all negati ve outliers, i.e. with a lower level of manufacturing val-
ue-added than would be anti cipated.

Moreover, since 2011, the trends seem to be pointi ng in the wrong directi on, with a further con-
tracti on in the sector’s parti cipati on in GDP. Manufacturing represented 8.5 percent of Ugandan 
GDP in 2015 (UBOS, 2016), aft er peaking at 10.5 percent in 2011 (Figure 4). Although this fi gure 
is sti ll higher than that of regional neighbours like Tanzania and Ethiopia, it is lower than both the 
average for low-income countries (13 percent) and the global average (16 percent) (UNIDO, 2017 
and Figure 5). 

In a recent analysis, only 4 of 
25 African economies exceeded 
predicted values of manufactur-
ing value added relati ve to their 
levels of income per capita. The 
fastest growing African coun-
tries - including Uganda - were 
all negati ve outliers, i.e. with a 
lower level of manufacturing 
value-added than would be 
anti cipated
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Figure 3: Contributi on to total GDP growth by sectors (2000-2014, %)
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Figure 4: Ugandan Manufacturing value-added in 
USD millions and as share of GDP, 2008-2015
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Figure 5: Regional Comparisons of Manufacturing 
value-added as a share of GDP
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To understand the dynamics of the growth and development of the sector, there are several styl-
ized characteristi cs of the Ugandan manufacturing sector that should be highlighted. Firstly, the 
sector is dominated by small and medium enterprises (SMEs), which make up some 93.5% of fi rms 
operati ng in the sector. This in itself represents a serious challenge. Firms are usually not able to 
reap the benefi ts of economies of scale and, given the strong correlati on between fi rm size and 
export capacity, consequently have diffi  culti es competi ng internati onally.11 Of the top 500 fi rms in 

11  The largest manufacturing companies in terms of tax payments are the alcoholic beverage companies (Nile Breweries 
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Africa in 2017, Uganda has only three companies on the list, and pointedly, none are in the manufactur-
ing sector. 12 

A second stylized characteristi c of the manufactur-
ing sector is that it primarily engages in end-product 
assembly and raw materials processing, producing 
low value added goods such as food and beverages, 
wood and wood products, texti les, leather, and 
metallic and non-metallic fabricati on. Agro-process-

ing is one of the most important acti viti es in Uganda’s manufacturing sector and mainly consists 
of coff ee and tea processing, wheat and dairy products, cott on and tobacco processing. 

Indeed, outside these sectors, manufactur-
ing has a surprisingly thin sectoral spread. 
The food processing, drinks and beverages 
sub-sectors alone accounts for nearly two 
thirds of the total manufacturing output 
(Figure 6). This is again a common charac-
teristi c of the manufacturing sector across 
the EAC, where food and beverages sec-
tors account for approximately two thirds 
of total manufacturing capacity (Mold, 

2017). Food and beverages tend to be the dominant sub-sectors, because they are relati vely well 
protected by “natural protecti on”, being typically products which are either perishable or have a 
low value/weight, and so are not easily transported over long distances. 

Finally, despite some evidence of diversifi cati on, manufacturing value-added per capita remains 
low at around USD 27 compared to USD 57 for low-income countries and USD 1,277 for the global 
average (Figure 7). In additi on, medium and high technology acti viti es do not play a major role in 
manufacturing exports, consti tuti ng just 13.8 percent of total manufactured exports, lower than 
regional neighbours Kenya and Tanzania (Figure 8). We will say more on this point in Secti on 3.3.

Ltd and Uganda Breweries Limited), followed by Tororo Cements, Century Bott ling Co. Ltd., Kakira Sugar Limited, 
Umeme Limited, Kinyara Sugar Limited.

12  One uti lity company and two telecom companies: Umeme Limited (355th), MTN Uganda (359th) and Airtel Uganda 
(446th). Jeune Afrique, 2017 Ranking of Africa’s Top 500 Firms.

Of the top 500 fi rms in Africa in 
2017, Uganda has only three com-
panies on the list. Pointedly, none 
are in the manufacturing sector

Outside the food processing, drinks and 
beverages sector, manufacturing has a 
surprisingly thin sectoral spread. The 
food processing, drinks and beverages 
sub-sectors alone accounts for nearly 
two thirds of the total manufacturing 
output. 
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Figure 6: The Uganda Index of Manufacturing Producti on (Base 2002)

 

40,0

20,1

9,7 8,3 7,5 6,6
4,3 3,5

-20,0

-10,0

0,0

10,0

20,0

30,0

40,0

50,0

FOOD PROCESSING DRINKS AND TOBACCO BRICKS & CEMENT TEXTILES, CLOTHING
AND FOOT WEAR

MISCELLANEOUS SAWMILLING, PAPER
AND PRINTING

CHEMICALS, PAINT,
SOAP & FOAM

METAL PRODUCTS

share of manufacturing growth (% ,2015)

Source: UBOS (2016)

Figure 7: Manufacturing value added per capita 
(2005,$)
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Figure 8: Medium and high-tech export shares in 
total manufacturing exports (%)
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3.2  Measuring the Contributi on of the Manufacturing 
Sector to Uganda’s Structural Transformati on

To assess the pace and depth of structural transformati on13 in Uganda and the role of manufac-
turing, this secti on uses a methodology to decompose gross value added (GVA) per capita growth 
into three key components: (i) labour producti vity growth, (ii) changes in employment rates, and 
(iii) demographic change. We further decompose labour producti vity gains into within-sector and 
between-sector eff ects to assess structural transformati on. The within-sector component relates 
to labour producti vity improvements achieved through enhanced skills, complementary capital, 

bett er management practi ces and/or resource 
relocati ons within a specifi c sector to name a 
few. The between-sector component relates to 
the labour producti vity gains accrued by moving 
labour from low-producti vity to higher-produc-
ti vity sectors. This component is a proxy for 
structural transformati on, as we expect the bulk 
of labour to move from agriculture usually the 
sector with the lowest levels of labour producti v-
ity towards industry and services.14 

The table below shows the top 10 African countries in terms of the overall contributi on of struc-
tural transformati on. In the case of Nigeria, Ethiopia and Tanzania, between sector gains boosted 
gross value added per capita growth by around 2.5 percentage points. In Uganda, the absolute 
contributi on was signifi cantly lower at 1.4 percentage points but nonetheless ranked Uganda in 
the top 5 in Africa. However, it should be noted that Uganda had the lowest GVA per capita growth 
rate among these 10 top performing countries due to a combinati on of relati vely low within-sector 
producti vity growth, a declining employment rate, and a small demographic dividend. 

The pace of structural transformati on in Uganda has thus been relati vely strong, especially when 
compared to its regional peers. Nevertheless, it is important to look beyond these aggregate 
numbers and investi gate specifi c sectoral patt erns. Table 3 illustrates the changing patt erns of 
producti on and employment. The share of agriculture in total GVA nearly halved in about 20 years, 
declining from 43 percent in 1991 to 22 percent in 2013.

13  By structural transformati on, UNECA means the fundamental changes in economic and social structures that drive 
inclusive and sustainable development. Kuznets (1971) says that “major aspects of structural change include the shift  
away from agriculture to non-agricultural pursuits and, recently, away from industry to services; a change in the scale 
of producti ve units, and a related shift  from personal enterprise to impersonal organizati on of economic fi rms, with a 
corresponding change in the occupati onal status of labour.”

14  The data used in this empirical exercise is taken from Marti ns (2015).

Uganda had the lowest GVA per 
capita growth rate among the 10 
top performing countries due to 
a combinati on of relati vely low 
within-sector producti vity growth, 
a declining employment rate, and 
a small demographic dividend
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Table 1: Top-10 Structural Transformati on Performers in Africa, 2002-2013

Country
GVA
per capita
growth (%)

Contributi on from (%):
Gross value added per worker Employment

Rate
Demographic
StructureWithin-sector Between-

sector
Nigeria 5.1 2.5 2.6 0.1 -0.1
Ethiopia 6.9 3.5 2.5 0.3 0.7
Tanzania 3.6 1.2 2.4 0.1 -0.1
Zambia 3.2 1.5 1.7 0.1 -0.1
Uganda 2.4 1.4 1.4 -0.6 0.2
Ghana 4.7 2.7 1.3 0.4 0.4
Mauritania 2.5 0.2 1.3 0.6 0.4
Chad 4.3 3.3 0.9 -0.1 0.2
Cabo Verde 3.2 0.4 0.9 0.3 1.7
Congo, D. R. 3.3 2.3 0.8 -0.1 0.3

Source: Marti ns (2015)

The largest gains were recorded by transport (10 percentage points) and constructi on (5 per-
centage points). The weight of manufacturing in total output initi ally grew from 6 to 9 percent 
(1991-2002), but then declined to 8 percent in 2013. In terms of GVA growth, we note an overall 
decelerati on from 7 percent in 1991-2002 to about 6 percent in 2002-2013. In fact, most sectors 
experienced a growth slowdown the excepti ons were transport and constructi on. The growth of 
the manufacturing sector nearly halved in the latt er period, while agriculture’s performance also 
deteriorated signifi cantly.

Table 2: GVA and employment by sector

Gross value added
 (% total)

Gross value 
added

(annual % 
growth)

Employment
(% total)

Employment
(annual % 
growth)

1991 2002 2013 1991-
02

2002-
13 1991 2002 2013 1991-

02
2002-

13
Agriculture 43.3 34.5 21.9 4.8 1.7 70.4 65.3 60.2 2.3 2.3
Mining & Uti liti es 3.6 4.0 4.0 8.0 6.0 0.4 0.4 0.4 3.9 2.9
Manufacturing 6.1 9.1 8.1 11.0 4.8 6.1 6.5 5.7 3.5 1.8
Constructi on 3.0 4.2 7.9 10.4 12.1 0.8 1.3 1.8 7.4 6.6
Commerce 11.9 13.7 14.7 8.4 6.6 13.0 15.0 11.3 4.3 0.4
Transport 4.6 6.7 15.0 10.8 14.0 1.7 2.1 2.6 5.2 5.2
Other services 27.5 27.8 28.4 7.1 6.2 7.7 9.5 18.0 4.9 9.2
TOTAL 100.0 100.0 100.0 7.0 5.9 100.0 100.0 100.0 3.0 3.1

Source: Marti ns (2015) 
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The sectoral distributi on of employment plays a key role in any structural transformati on narra-
ti ve. The table above shows that the share of employment in agriculture declined from 70 percent 

in 1991 to 60 percent in 2013, while other services increased by a 
similar magnitude – i.e. 10 percentage points. Both manufactur-
ing and commerce observed an initi al increase, followed by a 
decline in the latt er period. The weight of constructi on and com-
merce in total employment increased by 1 percentage point over 
the enti re period, while employment in mining and uti liti es stag-
nated in relati ve terms. Total employment growth remained rela-
ti vely stable, at around 3 percent per year. Nonetheless, there 
was a marked decelerati on in commerce and manufacturing, 
while employment growth in other services nearly doubled.

Figure 9: Employment and Labour Producti vity by sector (2013)
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The labour producti vity data corroborates the common view that agriculture is the sector with 
the lowest labour producti vity levels. In 2013, labour producti vity in commerce (the second least 
producti ve sector) was about 3.5 ti mes higher than in agriculture, while mining and uti liti es, a 
traditi onally capital-intensive sector, had labour producti vity levels about 28 ti mes higher. Over 
the past two decades, manufacturing has consistently been the third least producti ve sector. Table 
3 highlights the large producti vity gaps that exist across sectors, as well as their capacity to absorb 
workers. Constructi on, transport and mining and uti liti es have signifi cantly higher labour produc-
ti vity levels than the rest (above $5,000 per worker), but jointly account for less than 5 percent of 
total employment.

When comparing 1991-2002 to 2002-2013, labour producti vity growth accelerated in three sec-
tors- constructi on, commerce and transport — but decelerated in the remaining four. In fact, 
labour producti vity declined in agriculture and other services. The latt er was due to a large infl ux 

The growth of the 
manufacturing sector 
nearly halved in the 
period from 2002-2013, 
while agriculture’s 
performance also dete-
riorated signifi cantly
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of workers that was not met by a proporti onal increase in output. In manufacturing, labour pro-
ducti vity growth slowed from about 7 percent in 1991-2002 to 3 percent in 2002-2013. As a result 
of these trends, aggregate labour producti vity decelerated from nearly 4 percent to just less than 
3 percent.

The analysis conducted so far provides insightf ul trends on output, employment and labour pro-
ducti vity by sector. We now apply the decompositi on method menti oned earlier, with a view 
to uncovering the sectoral contributi ons to structural transformati on. GVA per capita growth 
declined from 3.6 percent in 1991-2002 to 2.4 percent in 2002-2013. Decomposing this perfor-
mance for the period 1991-2002 suggest that within-sector producti vity improvements were the 
main driver of this positi ve economic performance - 88 percent compared with the 22 percent of 
between-sector eff ects. The employment and demography components somewhat undermined 
economic performance. 

Table 3: Sectoral decompositi on of GVA per capita growth

 1991-2002 2002-2013
Share of contributi on from (%): Total

(%)
Share of contributi on from (%): Total

(%)Within Between Employment Within Between Employment
Agriculture 27.0 5.8 -15.4 17.3 -7.2 11.0 -34.5 -30.8
Mining & 
Uti liti es 4.2 0.9 0.1 5.2 4.9 -0.3 -0.1 4.5

Manufacturing 14.8 0.2 0.8 15.9 10.5 -1.3 -4.6 4.6
Constructi on 2.8 3.1 1.2 7.1 12.5 6.3 1.8 20.6
Commerce 13.8 -0.4 4.8 18.1 36.0 -1.9 -17.3 16.8
Transport 8.2 2.4 1.1 11.7 34.6 7.4 1.5 43.5
Other services 16.8 9.8 4.2 30.8 -35.4 37.6 29.2 31.4
Subtotals 87.6 21.7 -3.3 105.9 56.0 58.8 -24.1 90.7
Demography - - - -5.9 - - - 9.3
TOTAL 100.0 100.0

Source: Marti ns (2015)

For 2002-2013, the relati ve contributi ons of within-sector and between-sector eff ects were bal-
anced, 56 and 59 percent, respecti vely. Other services dampened the within-sector contributi on 
due to the decline of labour producti vity in the sector. However, the sector signifi cantly boosted 
structural transformati on by absorbing a large amount of labour that was previously employed in 
agriculture - a sector with much lower producti vity levels. 

Disappointi ngly, the manufacturing sector played no role in accelerati ng structural transforma-
ti on, due to its declining share in total employment. The relati vely large negati ve impact of the 
employment rate was driven by agriculture and commerce - both sectors shed a large number of 
workers, in relati ve terms. The demographic component turned positi ve in this latt er period, sug-
gesti ng that the relati ve size of the working-age populati on is increasing, thus reducing the eco-
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nomic burden on workers. Overall, and despite the slowdown in economic performance, structural 
transformati on is playing a larger role in boosti ng GVA per capita growth from 0.8 percentage 
points in 1991-2002 to 1.4 in 2002-2013. 

Finally, we investi gate the correlati on between changes in the 
structure of employment and the relati ve producti vity of sec-
tors. In a classic patt ern of structural transformati on, we expect 
to fi nd agriculture in the bott om-left  quadrant with relati vely 
low labour producti vity and a declining employment share and 
the more dynamic sectors in the top-right quadrant with rela-
ti vely high labour producti vity and a rising employment share. 
Figure 10 provides further evidence of structural transformati on 
in Uganda, with the employment share declining in the sector 
with the lowest labour producti vity level (i.e. agriculture) and 

increasing in (some) higher-producti vity sectors. However, commerce and manufacturing have 
registered declines in their labour shares, while labour producti vity in other services, the sector 
absorbing most of the labour shed by agriculture, is not signifi cantly higher than the aggregate aver-
age. Hence, there remains considerable scope to accelerate structural transformati on in Uganda.

Figure 10: Correlati on between sectoral producti vity and change in Employment shares (1991-2013)
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To conclude, while there has been signifi cant structural transformati on in Uganda, this has been 
mainly due to labour shift ing from agriculture to other services. The sustainability of this patt ern 
of transformati on hinges on whether the latt er sector will be able to generate further employment 
while considerably boosti ng its labour producti vity. Meanwhile, manufacturing has played a very 
limited role in transforming producti on and employment structures. The sector remains relati vely 
small accounti ng for about 8 percent of GVA and less than 6 percent of total employment and has 

Disappointi ngly, the 
manufacturing sector 
played no role in 
accelerati ng structural 
transformati on, due 
to its declining share 
in total employment
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the third lowest labour producti vity level. Unleashing the potenti al of the manufacturing sector 
would support eff orts to accelerate and sustain structural transformati on. As we shall argue in 
the following secti ons, this can only be achieved through a strong sectoral policy framework, 
eff ecti vely funded and implemented. 

3.3  A profi le of Uganda’s manufacturing exports

Refl ecti ng the weak manufacturing capacity described in the 
previous secti on, Uganda’s exports also conti nue to be concen-
trated in agro-based commoditi es such as coff ee, tobacco, tea 
and cocoa (Figure 11). Indeed, there are relati vely few goods out-
side primary resources where the country has strong revealed 
comparati ve advantage (Figure 12).15 By stage of processing, 
the country has a strong stati c comparati ve advantage in raw 
materials and a moderate comparati ve advantage in interme-
diate goods, which might imply a potenti al opportunity to integrate regional value-chains. For 
consumer goods, however, the challenge is much more serious (Figure 13).

Figure 11: Sectoral compositi on of exports 2016
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Source: COMTRADE, 2017

Hidalgo et al. (2007) argue that economic development involves learning how to produce (and 
export) more complex products. And consequently a country’s development path is determined 
by its capacity to produce diff erent and more sophisti cated goods. They show empirically that 
countries moved from the products that they already created to others that were “close by” in 
terms of the producti ve knowledge that was required. Their Economic Complexity Index (ECI) 
measures the amount of producti ve knowledge that each country holds: countries with a high 
ECI are well diversifi ed countries exporti ng, on average, more complex products (Hausman et 

15  The Revealed Comparati ve Advantage (RCA) index measures the relati ve export ‘success’ of a country vis-
a-vis global or regional averages across product lines. An index above zero indicates a comparati ve 
advantage in that sector, while a value less than zero indicates a lack of competi ti veness in a sector.

In the Economic Com-
plexity Index 2014 
Uganda ranks as the 
83rd out of 128 coun-
tries in the world. 
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al., 2014). Uganda currently ranks 83rd out of 128 countries. Not only are Uganda’s exports sti ll 
concentrated in a few narrow products, the products are also ubiquitous, in the sense that the 
ability to produce and export them does not require knowledge and skills that can be used in the 
producti on and export of other more complex products (Figure 14).

Figure 12: Revealed Comparati ve Advantage 
Uganda (2015)

 

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17

Vegetable
Hides and Skins
 Raw materials

Animal
Food Products

Minerals
 Intermediate goods

Wood
Metals

Chemicals
 Consumer goods

Miscellaneous
Tex!les and Clothing

Plas!c or Rubber
Footwear

 Capital goods
Mach and Elec
Transporta!on

Stone and Glass
Fuels

0,04
0,33

0,96

5,39

0

1

2

3

4

5

6

 Capital goods  Consumer goods  Intermediate
goods

 Raw materials

Figure 13: Revealed Comparati ve Advantage by 
Stage of Processing (2015)
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Figure 14: Economic complexity and income

 
-2 -1 0 1 2

Economic complexity index

In
co

m
e p

er
 ca

pi
ta

 (c
on

tro
llin

g f
or

 re
so

ur
ce

s r
en

ts)
-2

0
2

4

UGA

Source: Hausman et al. (2014)



Achievements, Bott lenecks and Challenges

19

Figure 15: Uganda product share space, 1995 and 2014

1995 ($750 million)

2015 ($1.5 billion)

Source: The Observatory of Economic Complexity. Includes re-exports.

The message is not all negati ve, however. Despite the concentrati on of manufacturing producti on 
in food products, drinks and tobacco, exports diversifi ed quite signifi cantly between 1995 and 
2014 (Figure 15). Lin and Xu (2016) note that the number of sectors where Uganda has a reveal 
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comparati ve advantage expanded from 22 in 1996 to 37 in 2013. But while exports have become 
more diverse over ti me, this has been mostly due to diversifi cati on into other primary products, 
such as mining and fi sh, rather than through the desired shift  into manufacturing.

There has also been some increase in exports of light manufactured building materials including 
cement and steel products. According to Bhorat et al. (2016, pages 16 and 26), this suggests that 
“[Uganda] had existi ng producti ve structures that embodied a suffi  cient level of producti ve capa-
biliti es so as to allow for a transiti on into more complex manufactured products.” There is certainly 
scope for greater eff orts to pursue diversity. Lin and Xu (2016) take the analysis of revealed com-
parati ve advantage a step further, by using a group of benchmark countries16 to inform the selec-
ti on of a list of ‘what Uganda can potenti ally do well’. They conclude that the following sub-sectors 
show considerable promise: garments, footwear, trunks and cases, video and radio equipment, 
cott on yarn, vessels, agro-processing business, iron and steel, paper producti on, dyeing/colouring 
materials, printi ng industries, and glass and glassware. 

16  China, India, Nigeria, Uzbekistan and Vietnam. 
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4. Changing Geographic Trading Patt erns 
and Their Implicati ons for Industrial
Development 

4.1 Introducti on – A burgeoning regional market,
but also growing competi ti on

Part of the explanati on for the incipient diversifi cati on noted in the previous secti on may reside 
in the dynamism of regional trade. In 2015, 50.8 percent of Uganda manufactured exports were 
traded with EAC countries (EAC, 2016), with South Sudan being one of the major clients of Ugan-

da’s diversifi ed exports. Companies like Roofi ngs Group 
have owed their dynamism not only to the domesti c but 
also regional markets (Box 1). Deepening regional integra-
ti on will be criti cal for boosti ng manufacturing competi ve-
ness, parti cularly in view of adverse trends in world trade 
that have been limiti ng the expansion of manufacturing 
globally.17 In this sense, Uganda has in fact been the best 
performer in the East Africa Community with regards to 
taking advantage of regional markets to boost its exports. 
In 2007, the EAC markets accounted for just 21 percent of 
the country’s exports. By 2016, the equivalent fi gure was 
36 percent (Figure 16). 

Geographic trading patt erns outside of the EAC have also changed over the last 15 years, with 
major implicati ons for the industrialisati on agenda. In parti cular, the rise of India and China as a 
source of imports is quite striking, representi ng nearly 30 percent of all imports (Figures 17 and 
18). To the extent that a proporti on of these imports relate to capital goods, these trends are 
positi ve for longer term growth, as it reduces the cost of capital goods. Capital goods imports 
from China and India can signifi cantly reduce the cost of investment, compared with traditi onal 
suppliers of equipment in Europe and the United States (OECD, 2011). Pointedly, while in 2000, 
Uganda imported 7.9 percent of its total capital goods from China and India, by 2015 that share 
had increased to 35.2 percent (COMTRADE, 2017). 

17  2016 was the fi ft h consecuti ve year of sluggish trade growth and the year with the weakest trade performance since 
the aft ermath of the 2008 fi nancial crisis (World Bank, 2017b).

Deepening regional inte-
grati on will be criti cal for 
boosti ng manufacturing 
competi veness, parti cu-
larly in view of the adverse 
trends in world trade 
limiti ng the expansion of 
manufacturing globally
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Box 1: Private sector perspecti ves on manufacturing in Uganda: 
the case of Roofi ngs Group

Uganda’s privately owned Roofi ngs Group was originally established as a “one-stop shop” 
for constructi on materials. Initi ally, the company focused on supplying imported iron and 
steel products to Uganda and the East African region. In 2004, the company took advan-
tage of growth in the regional market by verti cally integrati ng producti on processes into 
its business. To this end, it invested US$125m in a new industrial complex on the outskirts 
of Kampala, in Namanve industrial park. According to the company, this has made it East 
Africa’s biggest producer of iron and steel constructi on materials, and it employs directly 
over 2,000 people. However, the company has faced challenges, as noted by Mr. Lalani, the 
Executi ve Director, which include: high producti on costs; high dependency on imports, vol-
ati le exchange rates, insuffi  cient infrastructure, non-tariff  barriers to trade, disharmony in 
Common External Tariff s (CET) and instability in neighbouring countries including Congo & 
South Sudan (EAC,2015).

Figure 16: Share of intra-Regional EAC Exports

 

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

EAC Kenya

Tanzania Uganda

Source: IMF Directi on of Trade Stati sti cs (2017)



Achievements, Bott lenecks and Challenges

23

Figure 17: Share of Ugandan imports from 
advanced and emerging economics (%)
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Figure 18: Share of Ugandan Imports from China 
and India (%)
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On the other hand, these trends also imply a much more intensifi ed competi ti ve environment for 
Ugandan manufactures. For the EAC as a block, Chinese and Indian imports now account for 44 
percent of all imports, subjecti ng the region to signifi cant 
competi ti ve pressures, parti cularly in labour-intensive 
manufactured goods. Econometric evidence is increas-
ingly lending support to this hypothesis. Giovannetti   and 
Sanfi lippo (2009) found econometric support for the 
propositi on that, with the intensifi cati on of economic rela-
ti ons, China has not only started fl ooding African markets 
with its low cost manufactures - oft en at the expense of 
local producers - but has also begun to crowd-out cheap 
African manufactures in the region’s traditi onal foreign 
markets (principally in Europe). 

The fact that the analysis of Giovannetti   and Sanfi lippo (2009) was carried out on data that is now 
ten years old suggests the impact is now probably far more signifi cant. A more recent study by 
Jeanneney and Hua (2015) also fi nds that manufactured goods imports from both China and other 
countries had an adverse eff ect on African industrialisati on.18 This dimension to the challenges of 
industrialisati on in the region clearly merits greater att enti on. 

Finally, a more positi ve consequence of the intensifi cati on of economic relati ons with China is that 
it is being accompanied by a gradual relocati on of some selected labour-intensive industries from 

18  They measured the impact of Chinese competi ti on on African (including Ugandan) manufacturing value added, by 
using panel data from 44 African countries over the period from 2000 to 2013. Besides the negati ve impact on the 
pace of African industrialisati on, they also found that the real appreciati on of the Chinese currency had a negati ve 
impact on African’s manufacturing through its eff ect on the increased cost of imported machine and transport 
equipment.

For the EAC as a block, 
Chinese and Indian imports 
now account for 44 percent 
of all imports, subjecti ng 
the region to signifi cant 
competi ti ve pressures, par-
ti cularly in labour-intensive 
manufactured goods
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China towards the sub-region. Whereas a decade ago, Chinese Foreign Direct Investment (FDI) 
was barely appreciable, by 2015 the East African Community was receiving in excess of USD 700 
million a year. Uganda alone received more than USD 200 million in 2015 (Figure 19). While some 
of this FDI is clearly linked to infrastructure and natural resources, it has always been hoped that 
China would increasingly displace exports to Africa with local producti on through FDI.19 This is 
happening, but thus far to a limited extent. Lin and Xu (2016:27) note that in 2013, whereas nearly 
60 percent of Chinese FDI to Uganda went to the services and mining sectors, manufacturing 
accounted for only one fi ft h.20 The issue of the potenti al of FDI to boost Uganda’s manufacturing 
sector will be discussed further in Secti on 6.2.

Figure 19: China’s outward FDI fl ows to the EAC 2007-2015, USD million
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Source: Ministry of Commerce of People’s Republic of China (2017)

4.2 The EAC-EU Economic Partnership Agreement:
A Facilitator or Impediment to Industrialisati on? 

Another potenti al challenge to Ugandan industrial policy are the proposed Economic Partnership 
Agreements (EPAs) between the European Union and African countries to replace its existi ng 
preferenti al agreements. The EU claims that the existi ng preferenti al access arrangements will no 
longer be tolerated within the WTO and could be legally challenged. The EPAs were premised on 
the grounds that they would be negoti ated only on a regional level and would help consolidate 
regional integrati on processes in Africa. 

19  There is both cost-push factor in this process, as Chinese fi rms try to maintain their competi ti veness by relocati ng 
labour-intensive acti viti es to countries with lower costs, and also a demand-pull factor, as Chinese companies react to 
new market opportuniti es being created in the rapidly-growing economies of Africa.  

20  Among manufacturing sectors, ‘manufacturing of metal and metal products’, ‘gas’, ‘cott on and texti les’ were the top 
three subsectors, while ‘leather and footwear’ and ‘manufacturing of electronics’ only accounted for “meagre share 
of China’s total FDI fl ows to Uganda”. The authors further note that the gas and metal subsectors are capital-intensive, 
creati ng relati vely less employment opportuniti es. 
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The negoti ati ng process between the EU and the EAC has been long and arduous. Initi al negoti -
ati ons between the EU and African regional groups formally started in 2003 and entered what 
was intended to be the fi nal stage in 2007, with a view to agreements being implemented from 
2008 (Morrissey et. al., 2007). Refl ecti ng the diffi  culti es in reconciling the diff erent positi ons, 
negoti ati ons for the EAC-EU EPA were not concluded unti l 16th October 2014. The EAC-EU EPA 
was scheduled to be signed on 18th July 2016. However, the Tanzanian government subse-
quently changed its positi on and made a decision not to sign, citi ng its far reaching implicati ons 
for the EAC’s industrial development.21 

Historically, there is no doubti ng that the EU has been an important development partner for 
Uganda.22 However, it is also of note that the EU’s relati ve positi on, in terms of trade links, 
has been declining over the last decade and a half, in part because of the rise of trade with 
emerging partners like India and China, as noted in the previous secti on. According to Bank of 
Uganda data, Uganda-EU trade now accounts for only 15.6 percent ($460 million) of exports 
and 10.4 percent ($440 million) of imports compared with 34.7 and 21.7 percent respecti vely 
in 2000 (Figures 20 and 21). 

Figure 20: : Uganda Exports, % share by region, 
2000-2016
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Figure 21: Uganda Imports, % share by region, 
2000-2016

 
 
  
 

 
 
 
 
 
 
 
 
 
 
 
 
 

21,7

10,4

0

10

20

30

40

50

60

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

European Union Africa Asia

44,3

15,6

0

10

20

30

40

50

60

European Union Africa Asia

 Source: Bank of Uganda (2017)

What would be the implicati ons of the EAC-EU EPA for Uganda? UNECA (2017) simulated the 
potenti al impact using the Globe Trade Analysis Project (GTAP) 9.0 data base and model. The 
model describes global bilateral trade patt erns, producti on, consumpti on and intermediate use 

21  Benjamin Mkapa (2016), “The EPA with Europe is bad news for the enti re region, even Kenya”, The East African, 30th 
July.

22  With respect to development aid, the majority of EU development funding to Uganda is fi nanced by the European 
Development Fund, but European bilateral donors such as the UK are also major partners. EU aid to Uganda was 
expected to receive the 11th EDF for 2014-2020 increasing to € 578 Million, compared with the €479 million received 
in the 2008-2013 cycle. 
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of commoditi es and services. The simulati on allows us to model the stati c eff ect of the EU EPA on 
four out of the fi ve existi ng EAC-5 member states (Kenya, Rwanda, Uganda and Tanzania).23 The 
simulati ons use the standard GTAP closure, modifi ed to allow for fi xed wages to account for the 
high levels of unemployment and under-employment prevalent in Sub-Saharan countries. Tariff  
reducti ons are modeled in line with the published tariff  reducti on schedules. 

Our simulati ons suggest that Ugandan imports from the 
EU would increase signifi cantly by 11 percent. However, 
this would be the result of a diversion of imports from 
elsewhere – mainly from Asia – since total imports actually 
register a small decline (-0.3 percent). In contrast, exports 
from Uganda to the EU only increase marginally (0.2 per-
cent).24 There is also a slight deteriorati on of the terms of 
trade for all countries in the EAC. With regard to GDP, the 
simulati on suggests that the EPA reduces GDP by 0.2 to 0.5 
percent across the four EAC countries considered in the 
exercise, with Uganda losing -0.2 percent (Table 4). Abso-
lute changes are shown in Table 5.

Table 4: Impact of EPA in 2042 (change from baseline, %)

 GDP Imports Exports Terms of 
Trade Imports(EU) Exports(EU)

Uganda -0.2 -0.3 0.2 -0.1 10.9 0.4 

EAC - -0.3 0.5 - 12.7 0.7 

EU 0.0 0.0 0.0 0.0 0.0 0.0 

Source: UNECA (2017)

Table 5: Impact of EPA in 2042 (change from baseline, USD million)

 Welfare Imports 
(Total)

Exports 
(Total)

Imports 
(EU)

Exports( EU) Tariff  
Revenue

Uganda 0 -15 8 103 6 -20 

EAC -49 -99 97 815 42 -169 

EU 212 441 303 -100 -96  

Source: UNECA (2017)

23  Burundi is not currently included as a separate country in the GTAP database. The Burundian economy represents 
only 1.8 percent of EAC-5 GDP, and less than 1 percent of trade. 

24  This is a consequence of the fact that the EPAs will not result in any substanti ally improved market access to the EU 
market, as Uganda already benefi ts from the Everything But Arms (EBA) agreement, which provides for non-reciprocal 
market access for all products except armaments and a few select agricultural products (sugar, rice). 

There is no doubti ng that 
the EU has been an impor-
tant development partner 
for Uganda…but it is also 
of note that its positi on in 
terms of trading links has 
been declining over the 
last decade and a half
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It is worth noti ng that imports from all other regions decline––the trade diversion eff ect. Perhaps 
more importantly, intra-EAC imports decline by $42 million – mainly in manufacturing – while 
tariff  revenues accruing from imports would decline by $20 million in Uganda.

These simulati on results contrast with the results presented 
by the EU in a study published in February 2017 (EC, 2017), 
despite the fact that both studies use the same underlying 
database (GTAP 9.0). That study shows net gains for both 
Uganda and the other EAC members. We were unable to 
ascertain the precise reasons for the diff erences, as the EC 
study does not contain details such as the model closure, the 
elasti citi es uti lized, etc. The reasons for the diff erences are 
probably ti ed up in a number of factors, including the fact 
that the EU study uses a baseline scenario which presupposes 
a return to standard Generalised System of Preference tariff s 
for Kenya (the only non-LDC in the EAC block) and uses a 
dynamic rather than stati c modelling approach. 

It is notable, however, that in macroeconomic terms, both studies show relati vely small eff ects. 
For instance, for Uganda UNECA esti mates suggest that the welfare impacts would be negligible. 
This is generally the case with this kind of modelling, parti cularly when (as in the EPA agreement) 
one party (the EAC) is not gaining any signifi cant enhanced access compared with existi ng arrange-
ments. The modelling exercise does, however, alert us to the possibility that any potenti al gains 
with regards to trading relati ons with Europe may be at the expense of trading relati ons with other 
EAC partners and the rest of the world.   

Beyond the direct impacts, questi ons have also been raised about the way the EPA could potenti ally 
constrain the development of Ugandan industrial policy. The agreements contain various arti cles 
relevant to EAC industrial policy objecti ves. Some are trade related; others impinge on the way 
domesti c support measures may be provided. Regarding the former, these mechanisms do enable 
temporary emergency restricti ons on imports of specifi c products in the case of a surge in imports 
or a sharp decline in import prices. However, the trade-re-
lated safeguard provisions are limited in scope and their 
implementati on is, arguably, cumbersome. Parti cularly 
relevant are Arti cles 3 (Rendezvous Clause), 12 (Standsti ll 
Clause), 14 (Export Duti es and Taxes), 49 (Bilateral safe-
guards) and 50 (Multi lateral Safeguards). For instance, 
Arti cle 3 “the Rendezvous Clause” gives the negoti ati ng 
parti es a fi ve-year deadline aft er the entry into force of 
the EPA to conclude negoti ati ons on matt ers regarding 
trade in services, competi ti on policy, investment, environ-
ment, procurement and intellectual property rights. Yet an 
agreement on procurement or investment might prevent 

Intra-EAC imports 
decline by $42 million – 
mainly in manufacturing 
– while tariff  revenues 
accruing from EU 
imports would decline 
by $20 million in Uganda

Questi ons have been 
raised about the way the 
EPA could potenti ally con-
strain the development of 
Ugandan industrial policy...
adding to the potenti al 
complexity in rolling out an 
eff ecti ve industrial policy
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EAC countries from eff ecti vely implementi ng their “Buy East Africa, Build East Africa” strategy 
as well as similar nati onal strategies (such as “Made in Rwanda” or “Buy Uganda, build Uganda”) 
(SEATINI, 2017). Similarly, Arti cle 12 “the Standsti ll Clause” may prevent the EAC from later apply-
ing a higher tariff  rate on capital goods or other manufacturing products like pharmaceuti cal prod-
ucts. While many of these products are currently imported from Europe in any case, in the future 
EAC countries might be in a positi on to produce them, as industrialisati on of the region moves 
forward, and hence member states would require a higher level of protecti on for their nascent 
industry. Other analysts have also stressed the complexity of the implementati on procedures for 
bilateral safeguards (Arti cle 49) arguing that the measures are limited “to the miti gati on of the 
damage caused by import surges [in existi ng sector], but not for the building up of new sectors” 
(CUTS, 2011:4). 

Concerns are not one-sided. Some member states of the European Union have also expressed 
their reservati ons on some aspects of the proposed EPAs. In a recent meeti ng with NGOs, German 
Chancellor, Angela Merkel echoed Tanzania’s concerns and criti cised the current state of negoti -
ati ons with Africa. She called for talks on possible renegoti ati on to commence at the 5th EU Afri-
ca-EU Summit to be held in November 2017. Even more vocal is the German Africa Commissioner, 
Günter Nooke, who has publicly decried the EPAs, claiming the agreements directly contradict 
Europe’s development policy eff orts in Africa. Merkel’s comments, along with increasing conver-
sati on around the EU-EAC EPA, presents perhaps an opportunity for an improved agreement that 
is more in harmony with both nati onal and regional industrial policy. 

4.3 AGOA -An Opportunity Missed? 

Diffi  culti es have arisen recently with regards to the trading 
relati ons with another major trading partner, the United States 
of America. Uganda was one of the fi rst countries in Africa to 
express interest in benefi ti ng from the provisions of the US’s 
African Growth and Opportunity Act (AGOA), and in 2003 com-
missioned Rosa Whitt aker,25 a former negoti ator of AGOA, to 
help access the tariff  preferences available under its provisions. 
Despite the big hopes initi ally pinned on AGOA, however, the 
reality is that Uganda has, in practi cal terms, benefi ted very 
litt le from the provisions of AGOA (Figure 22). In 2016, total 
AGOA exports to the US excluding exports under Generalized 

System of Preferences (GSP), totaled just $288,000, which is only about 0.6percent of total exports 
($50.8 million) to the US. By contrast, in that same year, AGOA exports from Kenya totaled $390 
million and made up around 70 percent of Kenya’s total exports to the US. In additi on, 99percent 

25 Rosa Whitt aker was the fi rst ever Assistant U.S. Trade Representati ve (USTR) for Africa in the administrati ons of 
Presidents George W. Bush and William Clinton, and took the lead in developing and implementi ng the African 
Growth and Opportunity Act (AGOA). She subsequently formed the consulti ng fi rm ‘Whitt aker Group’, which advised 
countries on how to take advantage of the opportuniti es availed by AGOA. 
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of Texti le and Apparel exports from Kenya were under AGOA (US Department of Commerce). This 
makes AGOA especially important to both the Kenyan economy as well as its manufacturing industry. 

Yet Uganda is not alone in failing to export under AGOA. Illustrati vely, only three African countries 
- Nigeria, South Africa and Angola - accounted for eighty percent of total AGOA exports to the 
U.S. in 2013. Pointedly, South Africa was the only non-oil exporti ng African country among that 
limited group (US Department of Commerce). In Eastern Africa, only Kenya is exporti ng appreci-
able quanti ti es of goods under AGOA. This may refl ect a more general problem related not only 
to the limited supply-side capaciti es on the part of benefi ciary countries, but also perhaps more 
fundamental problems in the form of the agreement itself – including phytosanitary standards, 
the ti me-bound nature of the concessions, and rules of origin (UNECA/AU, 2014). 

Figure 22: Exports under AGOA, Kenya and Uganda 2001-2016 (millions USD)
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A parti cular bone of contenti on more recently has been over EAC plans to ban the imports of 
second-hand clothing. In an eff ort to incenti vize the local producti on of texti les, in February 2016 
the EAC unanimously decided to move forward with a phased ban of the importati on of used 
clothes, including a gradual increase in import duti es followed by an outright ban by 2019. Aft er its 
announcement, the Secondary Materials and Recycled Texti les Associati on (SMART), a US industry 
associati on representi ng used clothing businesses, fi led a complaint against the EAC claiming that 
the ban was in direct violati on of AGOA. The region now risks loosing its eligibility to AGOA. 

In an eff ort to promote its texti le and apparel industry, Uganda has maintained strong support for 
the EAC’s positi on to restrict the import of second-hand clothing. In spite of pending review of 
eligibility, Uganda has doubled down on its positi on and increased the environmental levy imposed 
on used clothes from 15 to 20 percent. In their most recent show of politi cal commitment to the 
ban, the Minister of Finance publicly stated that Uganda would not “bow to pressure locally or 
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texti le and apparel industry, 
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positi on to restrict the import 
of second-hand clothing. 
However, it now risks losing 
its preferenti al access to the 
US market under AGOA
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internati onally to remove the imposed taxes on used clothes.”26 Uganda has good reason to take an 
infl exible stance on this issue. In the 1960’s, Uganda was the biggest producer of cott on in Sub-Sa-
haran Africa. By the end of the 1970s, however, the cott on industry was ravaged by politi cal and 
economic instability (Baff es, 2009). Currently, Uganda’s texti le and garment sector is largely made 
up of ginneries whose fi nal product is raw cott on. However, cott on producti on remains well below 
its full potenti al and garment producti on is limited. Thus most of the demand for clothes is fulfi lled 
by imports of used and cheap new clothing. Compared to the other 3 major EAC countries, Uganda 
has the highest share of used clothing imports. About 58 percent of clothing imports into Uganda, 
valued at around $23 million, are classifi ed as used clothing (COMTRADE, 2016). The rest consists 
of cheap clothing, mostly from China. In 2015, $1.1 million of used clothing from the US entered 
the Ugandan clothing market (USITC, 2016). Uganda hopes that the used clothing ban would pro-
vide local garment manufactures an opportunity to increase their market share and conti nue to 
develop their producti on capaciti es.

In 2013, in anti cipati on of a possible revision of AGOA, 
UNECA prepared a report to measure the possible 
impact on AGOA eligible countries if AGOA was discon-
ti nued (UNECA, 2013:5 & 7). This work provides a useful 
insight into what Uganda could lose if its eligibility is 
revoked. Interesti ngly, the report’s simulati ons showed 
that Uganda could expect just marginal losses to exports 
and real wages: less than 0.2percent decrease in total 
exports, assuming a return to GSP trade provisions, and 
a negligible decrease in real wages.27 If Uganda sti cks to 
its second hand clothing ban, it could potenti ally stand 
to take over market share of all used-clothes importers. 
Even with possibility of losing AGOA eligibility, the cloth-

ing ban could on balance benefi t the texti le and apparel industry. However, it should be noted that 
this cost benefi t analysis does not account for the loss of tariff s due to the ban nor the potenti al 
welfare losses to the Ugandan people who strongly rely on used clothing for a decent quality of 
life. There are also concerns around illegal trade of used clothing. 

Ulti mately, the outcome of the used clothing ban depends on whether Ugandan texti le and apparel 
manufacturers can eff ecti vely meet demand. Their success, in turn, is at least parti ally dependent on 
the support of the Ugandan government to provide the opti mal conditi ons for manufactures to fi ll the 
supply gap. Increasing local cott on yields would be key to developing a competi ti ve local industry. In 
additi on to this, the government must prioriti ze access to fi nancing and technology to increase produc-
ti on capacity and enhance value additi on, as well as incenti vizing FDI into the sector. 

26  Rwanda has taken a similar stance to Uganda, but Kenya has subsequently backed down over the plans. 
27 These results are mostly due to the fact the majority of goods Uganda’s main exports enjoy trade benefi ts under the 

GSP not AGOA. It should be noted that the report assumed that AGOA was revoked for all countries. This is not in 
line with the situati on at hand and therefore presents challenges to extrapolati ng the report’s fi ndings. However, the 
report’s fi ndings combined with the low volume of Uganda’s AGOA exports seem to suggest that Uganda would not 
be adversely aff ected from losing access to AGOA.
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5. A Review of Ugandan Economic 
and Industrial Planning 

5.1 Nati onal Strategies to promote Industrial and
Manufacturing Development: a bold vision
but with implementati on issues

Industrial policy in Uganda dates back to the colonial period, more specifi cally aft er the Second 
World War when the indebted Briti sh colonial empire needed to increase exports from its colonies 
(Obwona, 2012). At a ti me when confi dence in state-guided capitalism was at a peak, the Worth-
ington Plan (1947-1956) was the fi rst development plan to be implemented in Uganda, aiming at 
developing manufacturing industries to substi tute for expensive imports. Brick, furniture, cement, 
texti le, soap and beer factories28 were set up, parti cularly in the area of Jinja. The Uganda Develop-
ment Corporati on was created to support colonial investors. However, the level of manufacturing 
value added remained low and most factories were confi ned to the agro-processing sector. In the 
early years of independence, the Second Five-Year Development Plan (1965/66 - 1970/71) pursued 
a similar industrialisati on strategy, with the objecti ve of achieving structural transformati on.29 The 
plan was backed by a strategy for regional industrialisati on proposed by the United Nati ons Eco-
nomic Commission for Africa (1965). 

Despite a promising start, the economic transformati on of Uganda came to a halt under the polit-
ical instability which characterized the governments of Milton Obote and Idi Amin. In 1969, Obote 
launched its “Move to the Left ” followed in 1970 by the Nakivubo Pronouncement, providing for 
the nati onalizati on of 80 corporati ons, including the banking sector, oil, manufacturing and mining 
industries, etc.30 The pronouncement was only parti ally implemented, being abandoned one year 
later in the aft ermath of Idi Amin’s politi cal coup. However, Amin went even further into the “Afri-
canisati on” strategy of the industrial sector, culminati ng in the expulsion of the Asian community 
in 1972. Together with mismanagement and poor economic planning, these policies contributed 
to the decline of the industrial sector.31 

28 Obwona notes that the initi al investment funds were taken from cott on and coff ee exports’ earnings. 
29 The targets included a decline in the GDP share of agriculture from 37.8 percent in 1966 to 27.2 percent in 1981 and 

an increase of the manufacturing sector from 15.6 to 25 percent over the same period.
30 According to Selwyn (1973), the nati onalizati on strategy was not rooted in the socialist ideology, the aim rather being 

to “Africanize” the ownership of the major companies in Uganda which were owned by foreigners and hence gain 
politi cal support from Ugandan economic elites. 

31 According to Obwona, Uganda and Taiwan industrial sectors were comparable in the late 60’s. However, under Amin 
rule, “When Taiwan was undergoing industrial transformati on, Uganda registered declining output in both light 
industries and the potenti al growth poles for heavy industrialisati on. Where Taiwan registered industrial deepening, 
Uganda experienced a steady death of industrial vitality” (Obwona, 2014). 



An ABC of Industrializati on in Uganda

32

Aft er years of civil war, at the end of the 80’s the Ugandan economy was “shatt ered by years of civil 
war, […] industrial enterprises lay abandoned […], Uganda’s once impressive economic and social 
infrastructure lay devastated by war and lack of maintenance” (World Bank, 1991, p.2). From the 

early 1990’s, the government undertook eco-
nomic reforms with a strong liberal stance. From 
some perspecti ves, this strategy proved success-
ful and enabled the country to become one of 
the fastest growing economies in the world 
during that decade. But it was not accompanied 
by any signifi cant re-industrialisati on of the econ-
omy. The essenti ally orthodox policies mostly 
aimed at maintaining macroeconomic stability 
and opening the country to trade and invest-
ment. Against this backdrop, the Uganda Indus-
trialisati on Policy and Framework (1994-1999) 
put emphasis on the agro-processing sector. 

However, while encouraging FDI and export-oriented businesses, some analysts argued that this 
approach was detrimental in terms of access to credit, or specifi c sub-sectors competi ng with 
cheaper exports like the texti le industry (Shinyekwa et al., 2016). Refl ecti ng a growing discontent 
with the longer-term developmental outcomes; since 2002 Uganda has embarked on a more inter-
venti onist policy approach towards job creati on and poverty reducti on. 

Currently, the major policy paper driving economic planning is Vision 2040. The policy paper was 
published in 2013, and envisions the transformati on of Uganda “from a peasant to a modern and 

prosperous country within 30 years” and puts empha-
sis mainly on public investment in infrastructure. The 
development of the industrial sector is an essenti al 
part of this strategy. One of its main objecti ves is 
to boost the share of the industrial sector in GDP 
between 2010 and 2040 from 25 percent to 31 per-
cent, as well as to increase the share of the labour 
force in industry from 7.6 to 26 percent.32 Vision 2040 
also specifi cally targets the manufacturing sector, 
measured by its share of total exports, which is 
intended to reach 50 percent by 2040 (but was only 
4.2 percent in 2010).

The implementati on strategy of Vision 2040 will rely on six fi ve-year Nati onal Development Plans, 
the current one NDP2 (2015/6-2019/20) being the second one. NDP 2 focuses on sustainable and 
inclusive growth through increased competi ti veness. Regarding the industrial sector, it empha-

32  This objecti ve implies a sharply declining producti vity in the industrial sector, because while employment is supposed 
to expand by 18.4 percent, value-added is planned to expand by only 6 percent. 
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sizes agro-processing, mineral benefi ciati on and light manufacturing (pharmacy, electronic prod-
ucts, chemicals), and plans for the development of industrial parks and innovati on centers, the 
improvement of nati onal standards, and support for the development of green industries and 
labour intensive industries. 

These objecti ves are consistent with the Nati onal Industrial Policy which was published in 2008 and 
outlined the government strategy for the next decade.33 The comprehensive policy, comprising 
12 objecti ves, focused mainly on insti tuti ons strengthening and infrastructure development. This 
focus was reiterated in the fi ve-year Nati onal Industrial Sector Strategic Plan (2010/11-2014/15), 
in which 80 percent of the US$ 2.79 billion forecasted budget was intended for infrastructure. The 
recent review by Ministry of Trade, Industry and Cooperati ves (MTIC)34 of the NISSP indicated that 
the government’s budget allocati on to industry is currently 0.5 percent the overall nati onal annual 
budget, despite the fact that industry and manufacturing presently generate 80 percent of total 
internal government revenue annually.35

Table 6: Nati onal Industrial Policy Target indicators

Target indicator Target Baseline 2008 Current 
Contributi on of manufactured products 
to total GDP

25% 8.5%

Contributi on of manufactured exports to 
total exports

30% 22% (2007) 24.6% (2015 World Bank)

Value added in Industry (as a percentage 
of GDP)

30% 27.3% 21.3% (World Bank 2015)

Competi ti veness Index score 4.2 3.33 3.69

Source: Nati onal Industrial Policy

Agro-processing, mining, energy and ICT are also menti oned as strategic sub-sectors (unlike man-
ufacturing). Other key measures of this industrial strategy were the revival of the Ugandan Devel-
opment Cooperati on, the recapitalizati on of the Ugandan Development Bank or the establishment 
of export processing zones and industrial parks. But apart from strong investment eff orts made 
by the government with internati onal partners in infrastructure and some specifi c projects, the 
implementati on level of other key objecti ves of the industrial policy has remained low and target 
indicators far from being achieved. 

33 This implies that the policy should be reframed in 2018. 
34 The NIP and NISSP review has been facilitated by the climate-resilient livelihood diversifi cati on project within the 

framework of the Global Environmental Facility (GEF)’s Climate Change Adaptati on (CCA) programme, under the LDCF 
and the UNIDO’s Industrial Policy Support Fund.

35 According to the review report, the total budgetary allocati on to the Ministry of Trade, Industry and Cooperati ves 
(MTIC) over the fi ve-year NISSP period (2010 – 2015) was around Ugandan shillings 111.74 billion (including recurrent 
and development spending by both the GoU and donors). However, over the same fi ve year period, the budget 
for implementi ng the NISSP was Ugandan shillings 10.05 trillion (USD 2.793 billion). This means that, even if the 
enti re development budget were devoted to NISSP implementati on, the funding available is insuffi  cient for full 
implementati on. In additi on, the report further indicated that less than 20 percent of what was allocated was actually 
released to the MTIC, compounding the lack of resources.  
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Among specifi c projects implemented since 2008, industrial parks and sector specifi c public 
investments are the most signifi cant. The Ugandan Investment Authority was tasked in 2007 with 
establishing 22 industrial parks in the major urban areas of Uganda. So far, procedures have started 
for 10 parks, but only three have become operati onal.36 Major industrial establishments such as 
Coca-Cola and Mukwano have started sett ling in the parks. 

However, the limited results achieved since 2008 have also sparked criti cisms over the government 
strategy and its implementati on (Offi  ce of Auditor General, 2015). The Offi  ce of the Auditor General 
highlighted the poor performance of the industrial parks in terms of job creati on, despite substanti al 
government support. The report revealed that only one feasibility study had been undertaken (in 
Namanve), and land allocati on was made without a proper long term strategy or standardized crite-
ria. As a result, only 13 percent of the investors allocated land were in operati on in 2015. The invest-
ments also lacked linkages with other ministries and agencies.37 The Auditor’s report recommended 
a reassessment of the industrial park strategy and the adopti on a concrete plan with clear ti melines. 
A recent analysis (UNDP, 2015) of successful examples of such interventi ons in Africa shows that an 

emphasis on a few products with a comparati ve advantage is 
key to success of the industrial parks, while Ugandan industrial 
parks seemed to have lacked specializati on and focus. More 
importantly, the report deemed that the Ugandan industrial 
parks were not managed appropriately, with over 50 percent of 
the infrastructure development not completed and with inade-
quate investment promoti on acti viti es. The comprehensive 
integrati on into nati onal strategies and eff ecti ve inter-ministe-
rial collaborati on are also key lessons learnt from the Ethiopian 
and Zambian experiences. 

Yet despite low levels of implementati on38, it seems that the industrialisati on strategy has gained 
a new momentum. President Museveni declared 2017 the “year of mass industrialisati on” (State 
House, 2016). The Ugandan Development Corporati on (UDC) was revived through a bill passed in 
2016. So far, the UDC has taken interest or set up joint ventures in four projects. Among them, 
three are manufacturing projects: the Teso fruit factory, whose constructi on is under way in Soroti  
region, the Luweero fruit processing company39, and the Kiira Motors project.40 Those targeted 

36 The constructi on of the biggest industrial park, Kampala Industrial and Business Park in Namanve was completed 
in 2016, aft er a long delay due to funding problems linked to environmental and transparency issues. It currently 
employs nearly 11,000 people, but is sti ll far from its target of 200,000 jobs when the park reaches full capacity.

37 For example, the report by the Auditor General reveals that there was no coordinati on between UIA and UMEME (the 
energy supplier) to guarantee adequate power supply ahead of the establishment of the parks. In some areas, this led 
to increased delays. 

38  Based on the Industrial Sector Strategy Review commissioned by UNIDO and the GoU (June 2017), MTIC together with 
associated agencies had implemented only 72 out of 271 individual interventi ons specifi ed in the NISSP over six years 
from 2010 to 2016.  

39 This project seems to sti ll be at its planning stage. The constructi on of a China-Uganda Agricultural Industrial Park in 
Luweero was announced in 2016 by the local press.

40 Kiira Motors launched a solar powered bus in 2016, but since then has faced funding problems and reoriented its 
strategy towards producing diesel trucks. It sti ll plans to start manufacturing vehicles in 2018, but is facing regional 
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investments are described as part of a “Zonal 
Industrialisati on phase” which seems to aim 
at geographical specializati on.41 Other inter-
venti ons have been achieved through the 
Uganda Development Bank (UDB), which 
has also been recapitalized. The UDB claims 
that for 2015, 42 percent of loans approvals 
were in the manufacturing sector.42 In 2016, 
UDB parti cipated in a 35 million USD funding 
plan for the Madhvani Group (Kakira sugar) 
in order to establish an ethanol producti on 
plant. Finally, the Ugandan government 
created the Uganda Free Zones Authority 
(UFZA) to develop export processing zones 
in the country. The Act was passed in 2014. 
However, it has since faced funding problems and the establishment of an export processing zone 
has sti ll to be achieved in Uganda.43 The UFZA aims at att racti ng investments worth US$ 1 billion 
by 2020, but Ugandan free zones face the risk of not being competi ti ve enough to integrate global 
value chains, argues Shepherd (2016).While the Free zones policy is aiming at boosti ng exports, the 
Buy Uganda Build Uganda policy objecti ve is to reduce the trade defi cit by encouraging consump-
ti on of locally produced goods and services (Ministry of Trade, Industry and Cooperati ves, 2014). 
The expected outcome is to save up to 684 million USD in import substi tuti on by locally producing 
clothes such as school and offi  cial uniforms, exercise books or food products (Ministry of Trade, 
Industry and Cooperati ves, 2014). One of the policy targets is to ensure 50 percent of shelf space 
in supermarkets is populated by local products. However, one has to noti ce that the policy lacks an 
operati onal plan, ti meline and budget. 

This policy framework is complimented by a wide range of insti tuti ons that have been strength-
ened since the 1990s. Examples include the Uganda Export Promoti on Board (incubati ng SME’s 
for export industries), the Uganda Industrial Research Insti tute (UIRI) and the Uganda Nati onal 
Bureau of Standards (UNBS). According to AFDB (2014) the latt er two lack adequate resources to 
fulfi l their mandates. At the same ti me, the private sector, through business and trade associati ons 
such as the Uganda Nati onal Chamber of Commerce and Industry and the Uganda Manufacturers 
Associati on (UMA)44, have played an important role in engaging the government on policy issues 
(AFDB, 2014; Whitworth et al., 2010).

competi ti on from Kenya and Rwanda. 
41 The Nati onal Sector Strategy menti ons a “One Village One Product” Programme.
42 On its webpage, UDB promoted a 12.5 percent interest rate for manufacturing projects. 
43 An agreement was signed in July 2016 for the establishment of a free zone area in Nakaseke. The UFZA aims at 

att racti ng investments worth US$ 1 billion by 2020. 
44 With its diverse membership of small, medium, and large enterprises, the UMA promotes and protects the interests 

of industrialists and manufacturers; The Uganda Small Scale Industries Associati on generates policy positi ons for 
members. Additi onally, the East Africa Business Council was formed by the private sector to create a direct approach 
of formerly presenti ng issues and proposals to policy makers. Together with partners, Enterprise Uganda engages in 
cross-cutti  ng skills development for SMEs.
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establishing 22 industrial parks in the major urban areas of Uganda. So far, procedures have started 
for 10 parks, but only three have become operati onal.36 Major industrial establishments such as 
Coca-Cola and Mukwano have started sett ling in the parks. 

However, the limited results achieved since 2008 have also sparked criti cisms over the government 
strategy and its implementati on (Offi  ce of Auditor General, 2015). The Offi  ce of the Auditor General 
highlighted the poor performance of the industrial parks in terms of job creati on, despite substanti al 
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36 The constructi on of the biggest industrial park, Kampala Industrial and Business Park in Namanve was completed 
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Apart from the Nati onal Industrial Policy, only three sub-sector policies45 have been adopted, for 
the texti le, sugar and leather sectors. Yet analysts highlight the need for sector-specifi c strategies 
beyond the current general policy targets, while at the same ti me developing linkages with rele-
vant ministries (like the Ministry of Educati on and Sports for specifi c skills development), taking 
into account the enti re scope of “soft ware” needs for industrial development rather than focusing 
exclusively on infrastructure development (Muhumuza, 2016). Furthermore, no comprehensive 
assessment of the industrial strategic plan has been conducted so far.46 Other sector strategies 
have been put in place to support the industrial policy. Among them, the Business, Technical 
and Vocati onal Educati on and Training Act (2008) and Strategic Plan (2011-2020) aims at “Skilling 
Uganda” and reorienti ng vocati onal training to the needs of the labour market. The Strategic Plan 
focuses on skills development to enhance producti vity, especially in the agricultural and informal 
sector, with specifi c att enti on to the links with the private sector. Despite its bold goals, the plan 
has a 60 percent funding gap on its US$ 870 million budget.

5.2 Regional Industrialisati on strategies: when the whole 
is greater than the sum of its parts? 

As regional integrati on within the EAC proceeds 
apace, it makes less sense to see Ugandan industrial 
policy in isolati on. As noted earlier, regional indus-
trial strategies date back to the 1960’s, when Eastern 
African governments decided to foster regional inte-
grati on. During the Lusaka Summit held under the 
coordinati on of the UNECA in 1965, industrialisati on 
was discussed in depth: “it was noted that a sub-re-
gional approach to industrial development was likely 
to result in a signifi cantly faster rate of industrialisa-
ti on than would be the case if the process was under-

taken on an isolated, country-by-country basis” (UNECA, 1965). Uganda was to be an essenti al part of 
that regional strategy, as iron and steel manufactures were supposed to be developed in the country to 
cater for regional needs. 

The fi rst EAC (1967-77) failed but when the EAC was reinstated in 1999, its main aim was to create 
an enabling environment “in order to att ract investments and allow the private sector and civil 
society to play a leading role in the socioeconomic development acti viti es through the development 
of sound macro-economic and sectoral policies and […] the development of technological capacity 
for improved producti vity” (EAC, 2002, Preamble). The long term goal of the EAC is to create a 
monetary union and politi cal federati on, and steps have already been taken towards monetary 

45  Iron & steel policy completed and submitt ed to cabinet according to the recent review of the strategy. 
46  It seems that the government is conducti ng an annual monitoring of the industrial sector policies implementati on, but 

only the 2014/15 report was available online (Republic of Uganda, 2015b)

A sub-regional approach to 
industrial development is likely 
to result in a significantly faster 
rate of industrialisation than 
would be the case if the process 
is undertaken on an isolated, 
country-by-country basis



Achievements, Bott lenecks and Challenges

37

integrati on47, which was initi ally scheduled for 2013. The progressive establishment of the Cus-
toms Union since 2005 and instaurati on of the Common Market in 2010 unlocked regional trade 
potenti al discussed in Secti on 3.1.

The East African Community Industrialisati on Policy was adopted in November 2011 (EAC, 2012), 
aiming at “structural transformati on of the manufacturing sector through high value additi on and 
product diversifi cati on based on comparati ve and competi ti ve advantages of the region”. Its spe-
cifi c objecti ves are: 

a) Diversifying the manufacturing base and quadrupling the local value added content of 
resource-based exports to 40 percent by 2032;

b) Strengthening nati onal and regional insti tuti onal frameworks and capabiliti es for industrial 
policy design and implementati on;

c) Strengthening Research and Development (R&D), technology and innovati on capabiliti es 
to facilitate structural transformati on and upgrading of the manufacturing sector; 

d) Increasing the contributi on of (i) intra-regional 
manufacturing exports relati ve to total manu-
factured imports into the region from the cur-
rent 5 percent to about 25 percent by 2032 and 
(ii) increasing the share of manufactured ex-
ports relati ve to total merchandise exports to 
60 percent from an average of 20 percent; and

e) Transforming Micro Small and Medium Enter-
prises into viable and sustainable business enti -
ti es capable of contributi ng up to 50 percent of 
manufacturing GDP by 2032 (from 20 percent 
in 2012) (EAC, 2012).

It is sti ll early to assess the implementati on of this policy. 
However, EAC member states have embarked on a series of regional infrastructure projects to 
create the necessary enabling environment for industrialisati on. The modernisati on of the East 
African railway system is one of them. Another area of cooperati on is the projected establishment 
of regional technology incubati on centres or centres of excellence based on insti tuti ons that are 
operati onal in the Member States.

The EAC industrial policy is generally supporti ve of a market-based approach rather than state 
interventi onism and focuses on a few subsectors described as both competi ti ve and strategic 
for the sub-region: agro-processing, agro-chemicals, mineral processing, pharmaceuti cals, pet-
ro-chemicals and bio-fuels. Those sectors are supposed to be promoted through strategic regional 
investments and the development of regional value-chains (Box 2). 

47  According to the last budget speech (EAC, 2016), insti tuti onal arrangements are underway to prepare the monetary 
transiti on through the establishment of a Regional Bureau of Stati sti cs and a Monetary Insti tute. 

Studies are being undertaken
for the setti  ng-up of a regional
automobile industry and the 
project is paralleled by com-
peti ng nati onal initi ati ves, 
while the development of a 
regional clothing and leather 
industry is also under consid-
erati on
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Box 2: The emergence of regional value-chains in the EAC- Evidence from a recent study

In an increasingly integrated world economy fueled by technological progress, cheaper trans-
portati on and communicati on costs, producti on processes have become more dispersed 
across the globe. This has given rise to systems of supply chains in which value is added at 
each stage before crossing the border to be passed on to the next stage. For countries with a 
limited existi ng manufacturing or service export basis and a large pool of labour, this develop-
ment “trcan provide a golden opportunity by specializing on a specifi c segment of a producti on 
chain, each parti cipati ng country can generate a porti on of the goods or services value added 
while producing the whole product from scratch would never have been within reach in an 
increasingly competi ti ve world” (Allard et. Al. 2016). 

 Using the Eora database, the authors provide an exhausti ve analysis covering 189 countries, 
about 16,000 industries over a 23-year period of the degree of foreign value added – an impor-
tant indicator of the extent of integrati on into regional or global value chains. The authors 
note that progress within the EAC has been parti cularly strong, with Kenya, Tanzania, and 
Uganda exhibiti ng solid progress with levels of foreign value added in exports of around 20, 
25 and 15 percent respecti vely. The sectors that have benefi ted the most from the deepening 
of integrati on include agriculture and agro-business, but also manufacturing (parti cularly in 
Tanzania), texti les, transport, and tourism. The authors cite that this is partly a refl ecti on of 
the benefi ts of the more general economic integrati on at play among these countries and 
their stated intenti on to further deepen their economic and monetary ti es.

The development of industrial value chains across EAC countries is indeed one of the main objec-
ti ves cited in the 2016/2017 EAC budget. Towards achieving this objecti ve, a campaign “Buy East 

African - Build East Africa” was launched in 
2015 in a fi rst EAC Manufacturing Business 
Summit held in Kampala. A second Business 
Summit convened in May 2017 focused on 
capacity building and called on EAC partner 
states to implement a mandatory industrial 
internship focused parti cularly on engineers, 
technologists and scienti sts. The summit also 
encouraged EAC partner states to develop a 
regional local content policy and strategy to 
facilitate local initi ati ve and implement agree-

ments under the EAC Bureau of Standards. However, concrete projects have not yet been imple-
mented. Studies are being undertaken for the set-up of an automoti ve regional industry and the 
project is paralleled by individual and competi ng nati onal initi ati ves.48 The development of a 

48  Competi ti on is fi erce between Eastern African countries in att racti ng investors in the automoti ve sectors. While 
Uganda has embarked on the Kiira motors project, Rwanda has announced the establishment of a VW assembly plant.

The country has not taken full 
advantage of its policy space to 
support industrialisati on. Levels of 
applied tariff s are low compared to 
the historical experience of industri-
alised countries at comparable levels 
of development



Achievements, Bott lenecks and Challenges

39

regional clothing and leather industry is also under considerati on, combined with aforementi oned 
ban on imports of second hand clothes (see Secti on 4.3).49

What more could be done to incenti vize manufacturing in the EAC? Given its fundamental role in pro-
viding price signals to the private sector, a review of tariff  policy may be warranted. During the wave of 
structural adjustment policies implemented across Africa in the late 1980s and 1990s, Uganda was one 
of the fi rst countries in the region to liberalize its economy. Applied tariff s in Uganda declined from 30 
percent in 1988 to 12 percent in 2015 (WTO, 2016). 

Arguably, however, the country has not taken full advantage of its policy space to support indus-
trialisati on. Despite relati vely high nominal tariff s on EAC imports of consumer goods (at 25 per-
cent), the levels of applied eff ecti ve tariff s are low compared to the historical experience of indus-
trialised countries at comparable levels of development (UNECA, 2016).50

Under the East African Customs Union, aver-
age applied tariff s in the region converge to 
12-14 percent range. But beyond the general 
strati fi cati on of the Common External Tariff  
(CET) between consumer goods (at 25 percent 
for consumer goods, 10 percent for interme-
diate products, and 0 percent for primary 
products), there is arguably relati vely litt le dis-
creti onary use of tariff s to help bolster parti cu-
lar sectors. This is a matt er which is currently 
under review.51 One associated problem is the 
way in which some intermediate products are 
charged at a higher rate – thus, for instance, clinker – which is used in the manufacture of cement, 
is imported as a fi nished product, att racts a 25 percent duty, but ends up being used as an inter-
mediate input, which should be subject to a 10 percent duty. Similarly, palm oil, which is used to 
manufacture soap, is imported as a fi nished product and subjected to a duty of 25 percent, yet the 
product qualifi es for a zero per cent duty. Occurrences like this clearly undermine the competi ti ve-
ness of regional fi rms. A full engagement on this issue with the EAC Secretariat and partner member 
states to review the CET would be a step in the right directi on to fully implementi ng the EAC’s Industrial 
Development Strategy.52 

49  Uganda, along with Tanzania and Rwanda, risks losing access to the US market through the African Growth and 
Opportunity Act (AGOA) following plans to ban imports of second-hand clothes and shoes. The Offi  ce of the U.S. Trade 
Representati ve is reviewing the eligibility of Rwanda, Tanzania, and Uganda to receive benefi ts under the act following 
a peti ti on fi led by the Secondary Materials and Recycled Texti les Associati on (SMART). AllAfrica.com, June22, 2017.

50  For example, towards the end of the 19th century when the United States was trying to catch up with Britain by way 
of infant industry protecti on, its average applied tariff s on manufactured imports were close to 50 per cent. 

51  See Anyanzwa (2017). 
52  In the context of global value chains (GVCs), it is argued that it is important for fi rms to have access to high quality 

imported intermediates at world market prices, so that they can themselves be competi ti ve. While this may be true, 
the problem with this viewpoint is that, taken to its extreme, it negates the use of any tariff s to protect and nurture 

Beyond the general strati fi cati on of 
the Common External Tariff  between 
consumer goods (at 25 percent) 
intermediate products (10 percent) 
and primary goods (0 percent), there 
is arguably relati vely litt le discre-
ti onary use of tariff s to help bolster 
parti cular sectors
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To sum up, the principal problem is that the EAC, on its own, has no way of implementi ng the policies 
to achieve these objecti ves. Its budget and resources are ti ny.53 It thus depends on member to align 
their policies to that of the EAC. So far, there has been litt le formal alignment (Mold, 2017). Despite 
ambiti ous and bold nati onal and regional policies, implementati on has lagged behind, mainly due 
to insuffi  cient funding. Other specifi c bott lenecks have hindered the growth of the manufacturing 
sector in Uganda. We will discuss some of those bott lenecks in the following secti ons. 

infant industries. A balance must therefore be struck between enabling the import of necessary inputs and providing 
the necessary degree of protecti on to local industries. 

53  The total EAC budget currently amounts to around 140 million USD a year, which is approximately 0.1 percent of 
regional GDP. This barely covers the running costs of the EAC Secretariat and associated insti tuti ons.
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6. Boosti ng Manufacturing: 
Addressing the Challenges

6.1 Fixing structural weaknesses to boost manufacturing

The Nati onal Development Plan for 2010/11-2014/15 (NDP1, page 27) identi fi ed several challenges 
as “binding constraints to economic growth”. It includes weak insti tuti ons, inadequate access to 
fi nance, lack of skilled workers, insuffi  cient promoti on of innovati on, and poor infrastructure. 

54 Albeit not in an exhausti ve manner, this secti on of the paper will explore some of the issues 
related to those set of constraints.  

6.1.1 Strengthening public insti tuti ons effi  ciency

Administrati ve coordinati on and interacti on between the individual organisati ons implementi ng 
industrial is Whitworthtadvcrucial to the success of policy implementati on. The relevant bodies 
(public and private) need to have good working 
relati onships with each other (UNECA, 2016). 
They also need mechanisms to coordinate their 
acti ons, (e.g. a “super-ministry”, such as France’s 
Planning Commission or Korea’s Economic Plan-
ning Board). It is, therefore, important to assess 
whether Uganda’s Ministry of Trade and Industry 
has the capacity to undertake such coordinati on. 
There have been eff orts to improve coordinati on 
by the government like the annual presidenti al 
dialogue with the private sector. However, this 
does not adequately replace specifi c sub-sector 
dialogues that are criti cal for solving problems in 
the implementati on of policy. 

Despite the existence of a strong policy and insti tuti onal framework to support and sti mulate 
industrial development in Uganda, a major challenge has been the capacity of these insti tuti ons to 
respond to the needs of their stakeholders (Republic of Uganda, 2010). For example, the lack of 
capacity within supporti ng insti tuti ons like the Uganda Nati onal Bureau of Standards to enforce 
quality standards is a cause for concern. There are simultaneously fears that the Ugandan market 
is being fl ooded with substandard products and counterfeits both from Asia and within, which is a 

54  Land issues, tax rates and informal competi tors are all menti oned as major constraints for fi rms according 
to WBES (World Bank, WBES, 2015). Regarding land issues, it is worth menti oning that the divergent 
system of land tenure and overlapping land rights are an obstacle to long-term investments in agriculture 
and the transformati on from subsistence farming to commercial industrial producti on. Land owners 
oft en fail to obtain land ti tles and essenti al credit. 

The Nati onal Development Plan 
identi fi ed several challenges as 
“binding constraints to economic 
growth” including weak insti -
tuti ons, inadequate access to 
fi nance, lack of skilled workers, 
insuffi  cient promoti on of innova-
ti on, and poor infrastructure
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disincenti ve for investors. In additi on, the duplicati ve mandate and lack of clarity of who does 
what within satellite agencies such as the Ugandan Investment Authority (UIA) and the Free Zone 
Authority55 causes an additi onal layer of complexity. Streamlining the insti tuti onal architecture is 
therefore isable.

These weaknesses in insti tuti ons is partly due 
to the liberalizati on policies that led to the dis-
integrati on of some supporti ng insti tuti ons.56 
In the last fi ve years, following on the recom-
mendati ons of the Nati onal Development Plan, 
there has been an eff ort to rebuild some of 
these insti tuti ons. Hence, the Ugandan Devel-
opment Cooperati on (UDC) was revived in 
2016 and the Uganda Development Bank (UDB) 
recapitalized with the aim of providing cheaper 
credit to the private sector. In March 2017 the 

UDB secured the approval of the parliament to increase the government capital contributi on from 
UGX 100 billion to UGX 500 billion.57 

However, despite a return to more state inter-
venti onism, the once strong economic plan-
ning framework seems to have been weak-
ened by the multi plicati on of planning enti ti es 
and the diluti on of governance in those insti -
tuti ons, starti ng with the split between the 
Ministry of Finance and of Economic Planning 
in 1996, followed by the decentralizati on pro-
cess and the creati on of the Nati onal Planning 
Authority, current custodian of the Devel-
opment Plan. While Whitworth et. al. (2010) 
argue that the successful economic plans 
implemented by Uganda in the 90’s and early 

2000’s were supported by both a strong leadership and solid insti tuti onal organizati on within the 
Ministry of Finance, Planning and Economic Deveche EAC industrial lopment, the authors concede 
that these strong planning capaciti es may have been weakened by recent insti tuti onal changes. 

55  The UIA reports to the Ministry of Finance while the management of the industrial parks reports to the 
Ministry of Trade and Industry.

56  According to Obwona et al., (2014), the neo-liberal economic policies (that advocated for a ‘hands-off ’ 
role to the state in the nati onal economy) adopted in the 90’s led to the privati sati on and closure of 
development insti tuti ons including the Uganda Commercial Bank and other strategic public enterprises. 
Consequently, Uganda lost some of the public insti tuti ons necessary for supporti ng the industrial and 
manufacturing sectors.

57  Daily Monitor, “Ugandan Development Bank to fl oat on its own”, 03/15/2017. 

The once strong economic planning 
framework seems to have been 
weakened by the multi plicati on of 
planning enti ti es and the diluti on of 
leadership and governance in those 
insti tuti ons, starti ng with the split 
between the Ministry of Finance and 
of Economic Planning in 1996

One example suggesti ve of ineffi  cien-
cies in public sector investment is 
the cost of Bujagali dam, which was 
budgeted at $862 million, to produce 
250 megawatt s of energy while the 
Grand Ethiopian Renaissance Dam 
cost USD 6.4 billion, to produce 
6,450 megawatt s – in other words, 
four ti mes more expensive per mega-
watt  produced  
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Despite the adopti on of good practi ces in e conomic planning, such as sector-wide approaches 
(SWA) and coordinati on of the Ministry of Economic Planning, government insti tuti ons are sti ll 
challenged by problems such as duplicati on, poor capacity and politi cal pressures at the planning 
phase, cost overruns, implementati on delays and poor monitoring capaciti es. 

Thus, for instance, the World Bank (2016) stresses the need to improve public investment manage-
ment to yield bett er return from investments in infrastructures and other government’s projects.58 
One example suggesti ve of ineffi  ciencies in public sector investment is the cost of Bujagali dam, 
which was budgeted at $862 million, to produce 250 megawatt s of energy. This is equivalent to 
USD 3.5 million per megawatt . This is a lot more expensive than the Grand Ethiopian Renaissance 
Dam that cost USD 6.4 billion, to produce 6,450 megawatt s equivalent to USD 992,000 per mega-
watt  – in other words, four ti mes more expensive per megawatt  produced. 

Public percepti ons tend to reinforce the need for greater public sector effi  ciency. Results from 
Afrobarometer (2015) show that while Ugandans tend to believe their government is generally 
managing the economy well, it performs badly in terms of job creati on and improvement of living 
standards (Figure 23). 

Figure 23: Citi zens percepti ons on Uganda Government Capacity, % of responses.
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Source: Afrobarometer (2015)

Notwithstanding these challenges, recent efforts undertaken by the Uganda government to 
improve public management efficiency, such as the e-Government Procurement Strategy in 

58  The major bott lenecks which were singled out relate to budget executi on, especially for infrastructure projects, 
project design and monitoring. ‘The decline in the level of effi  ciency in the uti lizati on of public capital is a cause of 
signifi cant concern”, they noted (op. cit., page 33)
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2014, and the Public Financial Management Act in 2015, are signs that things are moving in 
the right direction.59 

6.1.2 Improving access to credit for the manufacturing sector

Access to credit is another key constraint for many fi rms in Uganda, partly because lending interest 
rates have remained prohibiti vely high (Republic of Uganda, 2010). The limited access to aff ordable 
fi nance consti tutes a major constraint on Ugandan companies’ ability to grow and develop new 
products. In terms of the allocati on of credit along sectoral lines, the manufacturing subsector was 
the second worst performing sector in 2016, receiving only 14 perent of total credit (Figure 24). 
Within the manufacturing subsector, the largest share goes to foods and beverages, receiving 5.4 
percent of total credit available (Figure 25).

 z Without access to aff ordable credit the manufacturing subsector will conti nue to struggle 
to grow. In light of this, the government has recapitalized the Uganda Development 
Bank in order to provide improved access to aff ordable and long-term credit for the 
development of the manufacturing sector. Despite these eff orts, most lending is largely 
short-term and not suitable for long-term investments needed to develop new products. 
Even aft er accounti ng for infl ati on, real interest rates remained high relati ve to other 
African countries. Through public insti tuti ons the government may want to improve 
access to low-interest loans for strategic local companies. Where the private sector is 
failing, insti tuti ons like the UDC could play a criti cal role in mobilising fi nancing for local 
companies. Simultaneously, a more vigorous regulatory framework may be required for 
the banking sector, which is clearly not playing its part in providing access to fi nance in 
strategically important sectors of the economy.60 

6.1.3 Bridging the skills gap

Over 700,000 Ugandans enter the labour market each year. While government has made signifi cant 
eff orts towards the development of Uganda’s workforce to meet the challenges of industrialisati on, 
enterprises sti ll suff er a shortage of criti cal skills (Republic of Uganda, 2010)61. The recent review of 
industrial strategy indicated that some progress has been made with TVET graduates reaching around 
42,000 a year. But the current scope of vocati onal training remains limited to traditi onal courses like 

59  During her recent visit to the country, IMF Managing Director Christi ne Lagarde noted that: “The government’s focus 
on overcoming implementati on challenges, including through strengthening public investment management, should 
help ensure that these investments yield the desired outcomes in terms of higher growth and job creati on.” (IMF, 
2017b)

60  As recent research by Griffi  th-Jones and Gott schalk (2017) stresses, extremely high spreads between deposit and 
lending rates, together with diffi  cult access to credit, are common problems for low income countries in Africa. 
The common culprits suggested by banks to explain these phenomenon include: high transacti on costs, a diffi  cult 
business environment, poor infrastructure services, high salary costs and high default rates. On their own, the authors 
suggest, none of these explanati ons is totally convincing. A more forceful policy towards improving banking sector 
performance may thesefore be required. 

61  Through Universal Primary Educati on, school enrolment increased from about 7 million pupils in the 1999/2000 
academic year to about 11 million in 2012/13 with a net primary enrolment rati o esti mated at 82 percent in 2012/13. 
However, secondary school enrolment rati o remains much lower, at 22 percent which points to a low transiti on rate 
from primary to secondary educati on.
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carpentry, civil work masons, and electrical foremen. Ensuring that the labour force has the appropri-
ate skills will increase producti vity. Many enterprises in Uganda lack the requisite technical experti se 
for industry. In additi on, Ugandan fi rms do not compensate for the low level of educati on and skills 
by providing signifi cant on-the-job training.62 

Source: Bank of Uganda (2017)

If the economy is to diversify into new and more complex products, specialised new skills will be 
required (Hausman et al. 2014). Skills development could be focused on nascent industries, where 
investors receive incenti ves to train. Research in science, technology, engineering and math (STEM) 
based fi elds are criti cal in enhancing sectors 
like energy, transport, light manufacturing and 
the extracti ve industries. In Uganda, targeted 
initi ati ves are aimed at supporti ng skills devel-
opment. For example, the Millennium Science 
Initi ati ve, with a US$33 million investment 
aimed at producing more and bett er-qualifi ed 
science and engineering graduates, helped 
increase the number of Ugandan researchers 
from 158 to 700 between 2007 and 2012 and 
supported the development of Uganda Indus-
trial Research Insti tute’s acti viti es, e.g. incuba-
ti on services to new fi rms (IEG, 2016).63

62  “Only one out of three Ugandan manufacturing fi rms provides training, compared to over 70 percent of fi rms in 
Thailand and over 60 percent in Mauriti us, suggesti ng a low level of concern about worker skills” (World Bank, 2009, 
page 35). 

63  The initati ve is not necessarily a cheap one, however, with the expenditures of the Millenimum Science Initati ve 
working out at over USD 55,000 for each additi onal researcher. 
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The Millennium Science Initi ati ve, 
with a US$33 million investment 
aimed at producing more and bet-
ter-qualifi ed science and engineering 
graduates, helped increase the 
number of Ugandan researchers 
from 158 to 700 between 2007 and 
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sub-sectors, 2016 (%)
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6.1.4 Providing the necessary infrastructure to boost competi ti veness 

Poor infrastructure renders the industrial sector in general - and manufacturing in parti cular 
uncompeti ti ve due to higher transacti on costs and delays. Regarding energy infrastructure, Uganda 
has very low rates of electricity access. An esti mated 15 percent of the populati on nati onally (7 
percent in rural versus 39 percent in urban areas) have access to electricity. While accessibility 
stands at 42 percent for the 20 percent with the highest income, it remains at a mere 3 percent for 
the poorest 20 percent of the populati on (Trimble and Kojima, 2016). The pace to reach universal 
access to energy by 2030 will require an average of 670,000 new connecti ons per year, taking into 
considerati on a 56 million forecasted populati on, while the current rate of new connecti ons to 
electricity is below 100,000 per year (World Bank, 2016). 

Access to electricity is sti ll considered to be the largest obstacle to competi ti veness by fi rms (Figures 
26 &27), despite a marked improvement since 2006 (23 percent menti oned electricity access as an 
obstacle in 2013, compared to 63 percent in 2006). By global standards, Ugandan companies sti ll 
suff er higher losses than other low-income countries due to power shortages, losses equivalent to 6 
percent of annual sales compared to an average of 5 percent for low-income countries. This is despite 

the improved delivery of electricity, with fi rms experi-
encing fewer and shorter power outages compared to 
2006 (the number of power outages in a typical month 
declined from 11 in 2006 to 6 in 2013). Hausman et al. 
(2014) show that in 2012 Uganda was already getti  ng 
the maximum output out of its current electricity con-
sumpti on levels. This implies that, in order to increase 
output further, the government should invest in addi-
ti onal energy producti on capacity.64

In that sense, it is worth noting that Uganda is among the sub-Saharan African countries which 
have taken the strongest turn towards energy access and renewable energy, notably through 
stand-alone home solar systems (Banerjee, 2016). In 2016, Uganda launched a 33 hectares 
solar power plant in the Eastern region, the biggest of the sub-region. With the completion 
of the Bujagali dam, energy costs are also expected to fall. The construction of the two addi-
tional hydropower plants (Karuma and Isimba dams) would further contribute to cost reduc-
tions. Regarding transport infrastructure, in 2016 Uganda was ranked 58 out of 160 countries 
by the World Bank Logistics Performance Index (LPI, 2016), which includes measures like infra-
structure and other trade facilitation measures like customs (Table 7). Among the low income 
countries, Uganda was ranked the top performer partly because of the increased efficiency in 
clearance procedures at the border. These rapid improvements have been achieved through 

64  According to the background budget 2017/18, the cost of accessing energy remains comparati vely high for end users. 
The average generati on tariff  in 2016, was US 11 cents. Between 2016-17, the end user tariff  increased from USH 621 
to 696 per kilowatt  hour. The government is working to come up with soluti ons including waiving corporate income 
tax of at least USH 96 billion (USD 28 million) per year beyond June 2017 to reduce the price of electricity produced by 
the hydro project. This is expected to reduce price by 3.1 cents per kWh. Industries are being encouraged to consume 
more electricity from Bujagali.

Access to electricity is sti ll 
considered to be the largest 
obstacle to competi ti veness by 
fi rms, despite a huge improve-
ment since 2006
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regional efforts by countries in the northern corridor that links Burundi, Rwanda, and Uganda 
with the port of Mombasa in Kenya. 

Figure 26: Ranking of Top Business Environment 
Obstacles for Ugandan Firms 2006 vs. 2013
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Figure 27: Ranking of Top Business Environment 
Obstacles for Ugandan Firms vs. SSA average (2013)
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Table 7: Logisti cs performance Index (2016)

 LPI Rank LPI Score Customs 
rank

Customs 
index

Infrastructure 
rank

Infrastructure 
index

Kenya 42 3.33 39 3.17 42 3.21
Uganda 58 3.04 51 2.97 67 2.74
Tanzania 61 2.99 60 2.78 60 2.81
Rwanda 62 2.99 52 2.93 76 2.62
Ethiopia 126 2.38 80 2.6 133 2.12

Source: World Bank (2016)

Over the past eight years, infrastructure improvement has been the priority of the government, 
which has invested heavily in airport infrastructure, upgrading road networks (in particular the 
Northern and Central Corridors), and railway lines in partnership with Kenya. Over the next 
five years, $9 billion is budgeted for major infrastructure projects, including the rehabilitation 
of Entebbe airport, the construction of highways to Entebbe and Jinja, the SGR project, the 
setting up of an oil refinery and three hydropower dams (World Bank, 2016). It is however 
essential to improve the efficiency of those investments in order to benefit directly to the 
manufacturing sector. 
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6.1.5 Prioriti zing innovati on and technology

Uganda does not currently have suffi  cient producti ve capabiliti es to produce high and medium 
technology exports. The conti nual emergence of new technologies creates opportuniti es for 
Ugandan fi rms to enhance their competi ti veness and improve on existi ng producti on models and 
techniques. Along with these opportuniti es come challenges. Conti nuous global technological 
shift s require a greater priority on 
innovati on and a more adapti ve 
Ugandan industry. However, given 
the current level of technological 
uncertainty and the credit con-
straints discussed in the early sec-
ti ons, fi rms might resist or delay 
change- change that is necessary to 
compete globally. Prioriti zing innova-
ti on would require greater eff orts in 
research and development (R&D). 

Under the Nati onal Development Plan (2010/11 – 2014/15), innovati on has been identi fi ed as a 
key area for public investment. However, the government has not yet heavily funded the sector. 
Data on R&D expenditures and personnel show Uganda performing fairly poorly (Figure 28). It 
is important that innovati on is geared towards strategic industries - for example light manufac-
turing- which could have the potenti al to create more producti ve jobs. Despite the multi ple sup-
ply-side constraints, some companies have managed to overcome them and expand successfully. 
Useful lessons on how to scale up manufacturing acti viti es could be learned from fi rms such as 
Cipla Quality Chemicals (Box 3), which harnessed partnerships and collaborati ons eff ecti vely to 
enhance its product development.

Figure 28: R&D Expenditure and Personnel, 2010
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Over the past eight years, infrastructure 
improvement has been the priority of the 
government, which has invested heavily in 
airport infrastructure, upgrading road net-
works (in parti cular the Northern and Central 
Corridors), and railway lines in partnership 
with Kenya.
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Box 3: Manufacturing and Structural transformati on: the case of Cipla Quality Chemicals

In 2015, CIPLA Quality Chemicals was ranked on the list of 70 largest fi rms in East Africa.1 It was the 
only pharmaceuti cal company on the list, making it the biggest in the sub region and the biggest 
manufacturing company in Uganda. The success of Quality Chemicals makes it a relevant case 
study for structural transformati on, parti cularly as it is not a natural resource-based company 
(the majority of large manufacturing fi rms in the sub-region are resource-based) but an innova-
ti on-based company. The company’s success can be att ributed to the following factors: success in 
att racti ng foreign direct investment; strong linkages with local universiti es; the ability to capitalize 
on government procurement policies; expansion into regional markets; and uti lizati on of the policy 
space created by exempti ons from the restricti ons of the World Trade Organizati on.

Foreign direct Investment and technology transfer: Initi ally, Quality Chemicals was a distributor for 
medicinal products produced by Cipla (an Indian generic drug manufacturer). It then formed a joint 
venture with Cipla in 2007, and a new plant based in Kampala began producti on of two anti retrovi-
ral combinati ons and one anti -malarial drug. As a conditi on for the joint venture, Quality Chemicals 
received a signifi cant amount of technology transfer from Cipla. Technology was transferred to 
support the local producti on of anti retroviral and anti -malarial medicines. (UNCTAD, 2011, p.8).

Creati ng linkages with nati onal universiti es: The lack of trained chemists and pharmacists 
was a problem for Quality Chemicals because the company could  not fi nd enough skilled 
workers for its plant. It formed a partnership with the University of Makerere’s medical and 
pharmacy schools and the chemistry department to generate more awareness among uni-
versity professors regarding the type of training needed for graduates wanti ng to enter the 
pharmaceuti cal manufacturing industry (UNCTAD, 2011, p.285).

Regional integrati on: Quality Chemicals has taken advantage of regional integrati on to 
expand the market for its products. For example, in 2012 the Ugandan government signed 
a memorandum of understanding with the Kenyan government to export anti retroviral and 
anti -malarial drugs, a deal worth U$ 60million annually (Parliament of Uganda, 2012, p.7).

Government procurement policy: The nati onal drug policy of Uganda supports the local drug 
industry by encouraging the procurement of locally produced essenti al drugs. The policy seeks 
to encourage local pharmaceuti cal companies to produce essenti al drugs (UNCTAD, 2011, p.287). 

Exploiti ng the available policy space: As a least developed country, Uganda was exempted 
(unti l 2016) from the WTO’s Agreement on Trade-Related Aspects of Intellectual Property 
Rights, which created the necessary policy space for Quality Chemicals to thrive because 
it was able to produce generic drugs. Other developing countries including India were only 
exempt for 10 years (up to 2005) and this was probably one of the incenti ves for the Indian 
company Cipla to form a joint venture. Going forward, however, the expiry of the country’s 
exempti on from the Agreement on Trade-Related Aspects of Intellectual Property Rights rep-
resents a serious threat for Quality Chemicals.
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6.1.6 And the Role of Foreign Investors? FDI into Manufacturing

 As the aforementi oned example of CIPLA Quality Chemicals shows, att racti ng more FDI can form 
part of strategy to address technological backwardness. For low-income countries, FDI is oft en 
an important part of a strategy for transferring knowledge about foreign producti on techniques, 
overseas markets, and internati onal supply chains (Spence 2008). Over the past fi ft een years, 
Uganda has done quite well in att racti ng increasing amounts of FDI, rising from USD 181 million 
in 2000 to USD 1.1 billion in 2015. The stock of FDI has correspondingly increased from just USD 
807 million in 2000 to USD 10.8 billion in 2015 (Figure 29 and 30). However, as noted earlier with 
regard to Chinese FDI infl ows, the sectoral spread of investment does not seem in line with the 
government’s objecti ves regarding the industrialisati on of the economy. According to 2014 data 
on the cumulati ve stock of FDI, the top sectors were mining and fi nance with contributi ons of 60.8 
percent and 11.2 percent, respecti vely. Manufacturing was responsible for just 8.9 percent of the 
investment stock (Figure 31). 

Figure 29: Uganda FDI infl ows USD, billions and 
share of EAC  
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Figure 30: FDI inward stock (USD, billions)
  

0

0,2

0,4

0,6

0,8

1

1,2

1,4

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

0

10

20

30

40

50

60

         FDI inflows, USD billions-le! axis

          Uganda as  % of EAC  FDI inflows -right axis

0,8

5,6

10,9

0

2

4

6

8

10

12

14

16

18

20

2000 2010 2015

Ethiopia Kenya Uganda  Tanzania

Source: UNCTAD (2016)



Achievements, Bott lenecks and Challenges

51

Figure 31: Sector Distributi on of Foreign Direct Investment 2014 (stock, percent)

 
Source: Bank of Uganda 2016 
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Given the low levels of manufacturing acti vity, att racti ng more FDI off ers one route to boosti ng 
the sector. The pre-conditi ons to do this are much discussed in the literature. Multi nati onal corpo-
rati ons generally select locati ons for investment according to variances in a ‘wish list’ that create 
an overall ‘att racti ve’ investment climate, namely: (i) politi cal and economic stability; (ii) an 
‘amenable’ regulatory environment; (iii) adequate infrastructure; (iv) a plenti ful supply of skiiled 
and/or unskilled labour; (v) the availability of banking/fi nance services; (vi) a generally welcoming 
atti  tude on the part of government and (vii) the overall quality of life (Bartels et al., 2013). This is 
clearly a long ‘wish-list’, and few countries in the world perform well in all dimensions. 

Econometric studies specifi cally on the determinants in the African context usually stress how 
market-led FDI is rare. For instance, in a couple of widely-cited studies, Asiedu (2004 and 2006) 
notes that the determinants of FDI infl ows to Africa are inherently related to natural resource 
endowments and also the quality of govern-
ance, with the implicati on that market-seeking 
investment is less relevant for Africa. However, 
in the ti me that has elapsed since Asiedu’s 
studies, and with the strong growth of Eastern 
African economies over the last decade, one 
can assume that market-related determinants 
are of increasing importance to investors. 

Where the market conditi ons are ripe, FDI has indeed been highly responsive to opportuniti es. 
For instance, the East African alcoholic beverage sector is dominated by foreign investments from 

The distributi on of FDI has been 
heavily skewed towards the mining 
sector, and arguably has done litt le 
to further the goals of structural 
transformati on
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European investors (SAB Miller, Heineken, etc.). Likewise, in telecommunicati ons and fi nance, 
intra-African investments have been signifi cant (MTN, Ecobank, Access Bank). Shift ing the interest 
of foreign investors towards other strategic sectors within manufacturing should therefore not be 
seen as an impossible task. But it would require a more focused policy with regards to the types 
of FDI which are att racted. The sectoral structure of FDI infl ows into Uganda can be improved by 
putti  ng in place targeted government policy to att ract more labour-intensive FDI. In parti cular, 
there is a huge potenti al for boosti ng China’s FDI in manufacturing sectors such as footwear and 
electronics (Lin and Xu, 2016:28). The Ethiopian case which is disussed in the following secti on 
shows how this could be possible. 
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7. The Importance of Peer-Learning 
in Industrial Policy. 

7.1 Some Basic Principles for Eff ecti ve Industrial Policy

There is an acute awareness across the conti nent that good policy depends not only on the making the 
policies, but implemented. Clearly, successful industrial policy must be customized and supported by 
an eff ecti ve, fl exible and pragmati c government. It also requires an appeti te for risk and a willingness 
to learn-by-doing. This secti on discusses both what came be gleaned from the now extensive literature 
on industrial policy, and also, more specifi cally, from what could be categorized as one of the most 
ambiti ous and, to date, successful examples of industrial policy in the sub-region – Ethiopia. 

From a review of the literature65, a number of common prescripti ons emerge to developing an 
eff ecti ve industrial policy – ones which frequently depart from the conventi onal wisdom: 

1. There should be clear benchmarks/criteria for success and failure. Industrial policy is a nec-
essarily experimental process. It is the nature of entrepreneurship that not all investments in 
new acti viti es will pay off . And not all promoti on eff orts will be successful. But in the absence 
of a clear idea of what consti tutes success and observable criteria for monitoring it, failures can 
get entrenched. Such criteria should be known by all and applied evenly, for specifi c ti me peri-
ods (Rodrik, 2007). Ideally, the criteria for success should depend on producti vity improve-
ments and not just on employment creati on or output. Performance in internati onal markets 
(i.e. , export levels) can also be a good indicator, as it provides a good proximate way of gauging 
how the industry is doing relati ve to internati onal competi tors.

2. The authority for carrying out industri-
al policies must be vested in agencies 
with demonstrated competence. Bu-
reaucrati c competence varies greatly 
among diff erent agencies even within 
the same country, and most countries 
have some pockets of bureaucrati c 
competence. It is preferable to lodge 
promoti on acti viti es in such agencies 
instead of creati ng new agencies from 
scratch or using existi ng ones with poor track records. The implementi ng agencies must 
be monitored closely by a ‘principal’66 with a clear stake in the outcomes and who has po-

65  See, inter alia, Rodrik (2007), Rodrik, Page and Soderbom (2012), Sen and de Velde (2012), Chang (2008), and 
Altenburg and Lutkenhorst (2015). 

66  This refers to the ‘principal-agent’ problem in economics, whereby a person or an enti ty (the “agent”) is able to make 
decisions on behalf of, or that impact, another person or enti ty (the “principal”), and the agent is moti vated to act in 
their own best interests, contrary to those of their principals.  Common examples include the diff erences of interest 
between the corporate management (agent) and shareholders (principal) of a fi rm, or between politi cians (agents) 
and their voters (principals). 

Eff ecti ve industrial policy requires 
a certain degree of autonomy for 
the bureaucrati c agencies imple-
menti ng it. But autonomy does 
not and should not mean a lack of 
accountability.
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liti cal authority at the highest level. Such 
monitoring guards not only against self-in-
terested behaviour on the part of the agen-
cies, but also helps protect the agencies 
from capture by private interests.

3.  Acti viti es that are subsidized must 
have the clear potenti al of providing spill 
overs and demonstrati on eff ects. There 
is no reason to provide public support 
to an acti vity unless that acti vity has the 

potenti al to crowd in other complementary investments or generate informati onal or 
technological spill overs. Public support must be conti ngent on an analysis of this sort. 
Moreover, acti viti es that are supported should be structured in such a way to maximize 
the spill overs to subsequent entrants and rivals.

4. The agencies carrying out promoti on oft en maintain channels of communicati on with 
the private sector. Governments sti ll tend to have a paternalisti c and ‘command and 
control’ atti  tude towards the business sector, rather than adopti ng a facilitati ng role 
(Altenburg and Lutkenhorst, 2015:158). Autonomy and insulati on in policy making do 
not mean that bureaucrats must maintain arms’ length relati onships with entrepreneurs 
and investors. Ongoing contacts and communicati on are important so as to allow public 
offi  cials to have good informati on on business realiti es, without which sound decision-
making would be impossible.

5. “For a Booming Economy, Bet on High Growth Firms, Not Small Businesses.” A tendency 
exists among many incenti ve programs to subsidize small and medium sized enterprises 
(SMEs). But SME support policies are based on the criterion of size—not on whether the 
acti vity in questi on has the potenti al to spawn new areas of specializati on. It is the latt er 
that produces economic growth. While it is true that small fi rms create about half of new 
jobs in Africa, they also have higher failure rates (Page and Soderbom, 2012). The contem-

porary emphasis by the donor community and policy-
makers on the importance of small fi rms as creators of 
employment opportuniti es may thus be exaggerated. 
As noted earlier, Uganda in parti cular suff ers from 
the consequences of not having suffi  ciently large 
fi rms in the major industrial sectors. In order to cre-
ate more “good quality” jobs, fi nancial support 
should target the constraints to the growth of fi rms 
of all sizes, and not just those impacti ng on small 
and medium sized enterprises. 

The contemporary emphasis 
by the donor community and 
policymakers on the importance 
of small fi rms as creators of 
employment opportuniti es may 
be exaggerated.

With the strong growth of Eastern 
African economies over the last decade, 
one can assume that market-related 
determinants are of increasing impor-
tance to investors. Where the market 
conditi ons are ripe, FDI has indeed 
been highly responsive to opportuniti es
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7.2 The Ethiopian Experience – Accelerated growth
in manufacturing against a backdrop of multi ple
constraints

Economic history and experience shows a strong and inextricable link between an eff ecti ve state 
and industrial growth. The major developing economies of the past fi ve decades- Brazil, India and 
South Korea - are a testi mony to this (Kohli, 2014). But for contemporary lessons on industrial 
policy, Uganda does not need to look far. Albeit from a low base, Ethiopia has experienced some 
impressive growth of its manufacturing sector. Over the period 2000-2015, the average growth 
rate in Ethiopia’s manufacturing value-added was 9.6 percent, exceeding the performance of 
Vietnam (a much vaunted example of rapid developmental progress), and more than double the 
averages for the EAC and Sub-Saharan Africa (Figure 32 ). 

Figure 32: Manufacturing sector average annual growth rate (2000-2015)
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In some senses, it might seem strange 
to cite Ethiopia as a comparator for 
Uganda. Currently, Ethiopia’s manufac-
turing sector sti ll only represents 4 per-
cent of GDP, and manufacturing value 
added per capita is just 18 dollars, compared with 9 percent of GDP and 61 dollars, respecti vely, for 
Uganda. Major industries in Ethiopia sti ll remain labour intensive with low value-added. However, 
it is the scale and rate of change which is so remarkable. Despite possessing one of the lowest per 
capita incomes in the world, the Ethiopian economy has performed strongly since 2004, sustaining 

At the core of Ethiopia’s success is a strong 
state role in craft ing an industrial policy 
that is deliberate and focused
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double-digit growth for 12 out of the last 15 years. The developmental objecti ves, encapsulated in 
its Agricultural Development-Led Industrialisati on (ADLI) strategy, are among the most ambiti ous 
in Africa.

Since the early 2000’s, ADLI and its sister Industrial Development Strategy (IDS) have guided 
policy to achieve those goals. The IDS has been operati onalised through fi ve-year development 
plans: the Sustainable Development and Poverty Reducti on Program (SDPRDP, 2002-2005), the 
Plan for Accelerated and Sustained Development to End Poverty (PASDEP, 2005-2010), the Growth 
and Transformati on Program (GTP, 2010-2015) and the current second round of the Growth and 
Transformati on Program (GTP2, 2015/16-2019/20). While the fi rst development plan gave greater 
emphasis to smallholder agriculture, in the second and third development plans there has been an 
increased focus on urban and industrial sector development policy (Oqubay, 2015). 

IDS went against traditi onal thinking in a number of ways. Not only was its formulati on mainly 
state driven but the strategy, in its fi nal form, placed the State at the centre of the country’s 
industrial policy. It moved away from conventi onal wisdom of comparati ve advantage and focused 
on creati ng robust linkages between its dominant agricultural sector and industry, with small 
enterprises, export and labour-intensive sectors at the centre. Taking advantage of abundant sup-
plies of labour, and in the face of pressures to produce suffi  cient job opportuniti es for the 2-2.5 
million new entrants into the job market each year, the Ethiopian government has made strenuous 
eff orts to implement its vision of industrial development. 

Government offi  cials are at pains to stress that, 
even with a larger state role, the IDS has conti n-
ued to recognize the role of the private sector 
as an engine in the industrialisati on process. 
Although the Ethiopian state has been acti ve 
in developing the industrial sector, it is mainly 
composed of private sector actors - both 
domesti cally and foreign-owned fi rms. Owner-
ship shares vary by sector. While the banking, 
food and leather industries are mostly domes-

ti cally-owned, the fl oriculture67 and beverage industries are mostly foreign-owned. The state has 
not relinquished its role in strategic sectors, however, and conti nues to control assets in capital 
intensive industries like sugar, cement and infrastructure, as well as the fi nancial and uti liti es sec-
tors.68 Indeed, direct public involvement has intensifi ed under the GTP. The government has estab-
lished two new state corporati ons: Metal and Engineering Corporati on and Sugar Corporati on. The 

67  In 2012, the fl oricultural sector had sixty-nine fi rms, all privately owned. Foreign fi rms accounted for 63 percent while 
domesti cally owned fi rms account for the 26 percent and the remaining seven fi rms were jointly owned. (Oqubay, 
2015). 

68  While there have been repeated calls from IFIs for the liberalisati on (and privati zati on) of the  telecommunicati ons 
sector, this is considered by the government as the ‘cash-cow’ with which much of the industrial policy is fi nanced. 

Ethiopia has simultaneously commit-
ted strongly to an ‘FDI-dependent 
strategy’ whereby foreign fi rms play 
a major role in terms of job creati on 
and, crucially, providing techno-
logical upgrading and managerial 
capacity…
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government has also stepped up its involvement in the texti le, garment accessories, rubber tree 
producti on, coal phosphate ferti lizer, cement factory, ceramics, pulp and paper.

That said, in implementi ng its vision of industrial development, Ethiopia has simultaneously com-
mitt ed strongly to an ‘FDI-dependent strategy’ whereby foreign fi rms play a major role in terms of 
job creati on and, crucially, providing technological upgrading and managerial capacity, parti cularly 
with regard to export industries. Such a strategy has been used in other ‘late industrialisers’ – 
countries such as China and Vietnam which have used foreign investment not so much for the 
fi nancial contributi on the investment makes, but rather to facilitate a more rapid assimilati on of 
foreign technologies and modern managerial practi ces. However, the advantages of FDI are far 
from automati c and depend on mediati ng characteristi cs of the domesti c economy (UNIDO, 
2016:99). Ethiopia is currently making strenuous eff orts to reap the maximum benefi t from FDI, 
which reached USD 3.2 billion in 2016, the largest infl ow in Eastern Africa. However, in the face of 
low domesti c producti ve capaciti es, it remains to be seen the extent to which the broader econ-
omy will benefi t from the strategy.69 It needs stressing that FDI has to be paid for, too, in terms of 
the repatriati on of profi ts and fully taking into account the fi scal concessions and the cost of infra-
structure provision. The long term balance of costs and benefi ts is thus complex.

There are a number of tangible and impressive achievements to point to from the implementa-
ti on of IDS policies. Over the last decade Ethiopia has developed thriving leather, fl oriculture and 
cement industries, with plans in the pipeline to increase the number of industrial hubs. In countries 
with poor infrastructure and challenging business environments, it makes sense to promote spe-
cial economic zones or industrial parks 
which can be used to overcome barriers 
to fi rm entry, att ract FDI and encourage 
industrial clusters (Lin and Xu, 2016). In 
other words, they can be used to tackle, 
in a geographically confi ned space, some 
of the principle bott lenecks to industrial 
development, rather than trying to 
improve the business environment for 
the whole country. 

Industrial parks in Ethiopia are pursued with three intertwined objecti ves, namely, employment 
creati on, foreign exchange generati on and technology and skill transfer. In 2016 alone, the country 
opened no less than three industrial parks. The Hawassa Industrial Park, for instance, is a 300-hec-
tare industrial park focused on texti le and garment producti on. Offi  cially inaugurated in July 2016, 
eighteen companies have already started operati ons in the industrial park and, six of them are 
presently exporti ng their products to the global market. Once operati onal at its full potenti al, the 

69  A recent analysis by Abebe et. al. (2017) suggests that total factor producti vity in domesti cally-owned plants in 
Ethiopia is (a rather modest) 16 percent higher in districts that have att racted a large greenfi eld plant. However, even 
that study was carried out on relati vely old data (from 2010), and would expect much larger positi ve impacts on the 
basis of more recent data. 

Industrial parks in Ethiopia are pursued 
with three intertwined objecti ves, namely, 
employment creati on, foreign exchange 
generati on and technology and skill trans-
fer. In 2016 alone, the country opened no 
less than three industrial parks.
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park is expected to generate $1 billion annually, mainly from texti le and garment sector. The park 
is principally powered using renewable energy and is esti mated to create about 60,000 jobs.70 Two 
other industrial parks were recently opened in the northern part of the country with employment 
potenti al of 20, 000 each. Given the state of development of Uganda’s industrial parks, there are 
some useful lessons to be gleaned from the Ethiopian experience. 

To enti ce the private sector, the Ethiopian government has, in some cases, provided full exempti on 
from duti es on imports of all investment capital goods and raw materials as well as tax holidays on 
profi t for fi ve years. Recognizing the need for stronger human capital, the government also established 
the Engineering Capacity Building Program (ECBP) to improve workforce capacity. The ECBP targets 
four key areas: university reform, technical and vocati onal educati on and training (TVET) reform, qual-
ity assurance infrastructure reform, and private sector development (Gebreeyesus, 2015). 

Ethiopia’s experience holds lessons about har-
nessing linkages to boost industrial growth. Part 
of the challenge and the recipe for success is to 
know which linkages are most important for a 
specifi c industry. Ethiopia’s fl oricultural sector 
benefi ted tremendously from state supported 
upstream linkages that strengthened cold stor-
age faciliti es and air service logisti cs using the 
Ethiopian airline- a publicly owned company. 

The late President, Meles Zenawi, recognised the new acti vity as an important contributor to 
export-led growth and engaged personally to remove any hurdles to the sector’s development, 
by, for example, setti  ng land aside for new farm projects, providing fi scal incenti ves, and ensuring 
that Ethiopian Airlines off ered lower freight tariff s. With these conditi ons in place, the industry 
evolved favourably. By 2014 about 120 farms accounted for the country’s USD245 million exports. 
Most fi rms are foreign investors, but about one third are Ethiopian companies that succeeded in 
emulati ng the pioneering investor’s business model (Alternburg and Lutkenhorst, 2015:115).

Similarly, the cement industry71 benefi tt ed from the boom in the constructi on sector, once again 
with the support of the government. Government industrial policy in the cement industry changed 
from providing incenti ves to investors by way of tax holidays in the early stages to facilitati ng 
access to factory land and quarries for limestone, gypsum, clay and pumice in the later stages. 
More importantly, the government provided indispensable support to the industry by facilitati ng 
a favourable tariff  for electricity - as low as US$ 0.043 per kilowatt  hour in 2008, as compared to 
an average of 0.46 in sub-Saharan Africa.72 In additi on to these measures, the government success-

70  Hawassa industrial park will closely collaborate with Hawassa University and will benefi t from the proposed extension 
of the Addis-Adama highway and Addis-Modjo-Djibouti  railway. Constructi on of a new domesti c airport in Hawassa 
commenced in 2015.

71  In Ethiopia, domesti cally owned fi rms conti nue to dominate the cement industry, as opposed to other African 
countries case where multi nati onals play signifi cant role. 

72  Oqubay (2015). The tariff  has fallen further recently, down to 0.039 per KWH. The World Bank (2016) has actually 
criti cized these low tariff s, as it believes it disincenti vises investment in the sector. 

Ethiopia’s experience holds lessons 
about harnessing linkages to boost 
industrial growth.  Part of the 
challenge and the recipe for success 
is to know which linkages are most 
important for a specifi c industry
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fully used fi nancing instruments to support the industry through loans through its Development 
Bank, and co-fi nancing from the government-owned Ethiopian Commercial Bank.

Box 4: Insti tuti onal Reform at the Ethiopian Investment Commission

While many countries in the region have now established ‘one-stop shops’ to facilitate the 
issuing of licenses and permits to enable foreign companies to operate in a country, the recent 
reforms at the Ethiopian Investment Commission are intended to move away from the per-
mission-granti ng mind-set to one in which the agency’s central goal is to increase the number 
of jobs created in the country. This implies removing all inappropriate and unnecessary obsta-
cles that stand in the way of this achievement. Given the competi ti ve global environment 
for greenfi eld FDI, att racti ng new fi rms is always hard. But it is equally important to ensure 
that existi ng FDI projects are not hampered in their operati ons. This raises the chances that 
they will succeed and expand, creati ng further jobs. Following the best practi ce internati onal 
model, pioneered by countries like Finland, Ireland, and Singapore, the aim of the reform pro-
cess at the Ethiopian Investment Commission has been to embed the concept of ‘relati onship 
building’ with companies. Each company identi fi ed as a potenti ally signifi cant employment 
creator is assigned a single contact person at the investment agency, whose job it is to remain 
up-to-date on the events at the company that are relevant to the agency. Each sectoral group 
is led by an individual who compiles weekly updati ng reports on companies and issues in his 
or her sector. The programme now covers over 400 fi rms, and has signifi cantly increased the 
responsiveness of government authoriti es to the needs of investors. 

 Source: Sutt on (2017)

The leather industry is another example of how Ethiopia’s above menti oned state-led strategies 
have laid insti tuti onal foundati ons for growth- but also the extent to which the eff ecti ve imple-
mentati on of strategy has at ti mes been diffi  cult. In the leather industry, linkage eff ects have not 
been clear cut. A large livestock industry should provide Ethiopia with a comparati ve advantage 
in leather. However, the industry sti ll faces diffi  -
culti es in procuring hide. Despite a large number 
of livestock, the livestock industry is not fully 
commercialized. With global competi ti veness 
in mind, during the last two decades a range of 
fi scal incenti ves and supply-side measures were 
provided to build the necessary capabiliti es, 
including the formati on of the Leather Industry 
Development Insti tute for research, stand-
ard-setti  ng and consultancy. Foreign investment 
was initi ally prohibited and the export of unpro-
cessed hides banned to encourage local value additi on. However, the measures met with only 
parti al success. Actual exports fell far short of the government’s target to generate US$500 million 
from the export of leather products by the end of 2015, with the bulk (360 million) supposed to 

Getti  ng the trade-off s right, in 
terms of the balance between 
nati onal, foreign, public or private 
ownership, has been a major 
challenge, with frequent criti cisms 
being raised about the close-rela-
ti onship between the State and the 
leading nati onal conglomerates
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be coming from leather shoes. Shoe exports remained at a marginal level of around 70 million per 
year, accounti ng for only 0.3 percent of Ethiopia’s exports (Alternburg and Lutkenhorst, 2015:114). 

From the above narrati ve it is clear that challenges facing industrial development vary from sub-sector 
to sub-sector; and so too did the response of the government to those challenges. However, a common 
factor has been suffi  cient insti tuti onal capacity to respond adequately to each challenge, based on the 
analysis of the situati on, the parti cipati on of the concerned actors, and the transparency in decision-mak-
ing. To be sure, like Uganda, the Ethiopian government has oft en received considerable criti cism over 
some aspects of its industrial policy. Not all have been justi fi ed, however. For instance, the government’s 
refusal to consider privati sing Ethiopian Telecommunicati ons Corporati on is essenti ally due to the fact 
ETC is the cash-cow that allows the government to fi nance the development of its industrial parks.73 

Getti  ng the trade-off s right, in terms of the balance between nati onal, foreign, public or private own-
ership, has been a major challenge, with frequent criti cisms being raised about the close-relati onship 
between the State and the leading nati onal conglomerates. Since the 1990s, four endowment con-
glomerates have emerged: the most important of which being the Endowment Fund for the Rehabil-
itati on of Tigray (EFFORT). As Kelsall (2013:112) notes, “the fi rst thing to note about these companies 
is that some operate in highly profi table, not terribly risky areas. For example, Guna trading house 
imports and exports seeds, pulses, ferti liser and other key commoditi es, while trans-Ethiopia operates 
a large truck fl eet. EFFORT is able to use the profi ts generated in these reliable money spinners to 
subsidise some of the risk investments, which are also assisted through subcontracti ng.” 

Avoiding the common pitf alls in ‘FDI-led industrialisati on’ is another major challenge for govern-
ment authoriti es, above all in terms of not undermining tax revenues too much, or falling into a 
regional ‘race-to-the-bott om’ whereby neighbouring countries react with even more generous 
off ers of tax relief or concessions. Certainly, some of the concessions to foreign fi rms have been 
extremely generous. But this may be justi fi ed if the scale of the spill-overs is large. The govern-
ment has certainly been responsive to its foreign investors, and recently reformed the Ethiopian 
Investment Commission to make sure that problems are addressed effi  ciently and rapidly (Box 4).

To sum up, eff ecti ve industrial policy is clearly a process of trial and error. How well government 
authoriti es respond to the challenges that will inevitably arise to a large extent determines whether 
the overall policy will be a success or a failure. Ethiopia has certainly had to contend to some major 
challenges in the implementati on of its industrial policy. At the moment, at the forefront of those 
is the civil unrest which has impacted parts of the country - a State of Emergency was called in 
October 2017, and was only lift ed in August 2017. This has no doubt impacted negati vely on the roll 
out and completi on of some of the industrial projects,74 and is an important reminder of the fact 
that implementi ng industrial policy in the context of any low income country is never an easy task. 
Parti cularly when the buy-in of foreign investors is crucial to its success, governments need to be 
prepared to face any conti ngencies and guarantee long-term peace and stability. 

73  Personal communicati on with Arkebe Oqubay, April 2017
74  One sign of this is that Ethiopia earned just $436.73 million from the manufacturing sector exports in the Ethiopian 

fi scal year 2016/17 that ended on the 8th July, meeti ng only 47.8 per cent target of the $913.66 million projected 
earlier. htt p://www.newti mes.co.rw/secti on/read/217755/
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8. Conclusions

The objecti ve of this study has been modest, in terms of identi fying the key achievements, bott le-
necks and challenges to Ugandan industrial performance. It does not purport to provide a roadmap 
or framework for improving industrial policy implementati on. Rather, we hope this study sets the 
scene for more in depth discussions amongst policymakers, the academic world, the private sector 
and other stakeholders about what needs to be done to improve the eff ecti veness of Uganda’s 
industrial policy. 

Our principal arguments are straightf orward: 
Despite its low income status, the Ugandan econ-
omy has shown resilience in the face of a diffi  cult 
internati onal context. The country is also currently 
undergoing a rapid process of structural transfor-
mati on. However, the pace of that transformati on 
has slowed down in recent years, and has not cre-
ated suffi  cient employment opportuniti es to sustain 
inclusive growth and build on the impressive results 
in poverty reducti on achieved in past decades. 

One of the major reasons for these setbacks is that the manufacturing sector has not played a 
suffi  ciently protagonist role in the ongoing process of structural transformati on. Moreover, persis-
tent structural bott lenecks have resulted in a slow-down in producti vity growth. Competi ti veness 
has consequently been lagging. This study argues that the binding constraint has been in policy 
implementati on. 

All this implies that a stronger manufacturing sector is 
unlikely to emerge ‘spontaneously’. To address the afore-
menti oned constraints, Uganda should adopt a more 
purposeful ‘industrial policy’. This would require more 
eff ecti ve interventi ons in a host of areas to support the 
manufacturing sector bett er: among them, catalyzing the 
development of the industrial parks; cajoling the banking 
sector into lending more to the sector, as well as using the 
development bank more eff ecti vely; elaborati ng partner-
ships with other EAC member states to develop regional 
value-chains and industries, in sectors like automobiles, 
pharmaceuti cals, and texti les; and revising trade policy and the Common External Tariff  so that 
they support bett er regional industrialisati on eff orts. We also recommend vigilance with regard 
to entering into new trade agreements with other regional blocks that could compromise eff orts 
to industrialise the region. 

As both the nati onal industrial 
policy and strategic plan 
will have to be reframed 
before 2018, the Ugandan 
government will need to focus 
on improving its capacity to 
design and implement eco-
nomic policies.

A stronger manufacturing 
sector is unlikely to 
emerge ‘spontaneously’. 
To address the aforemen-
ti oned constraints, Uganda 
should adopt a more pur-
poseful ‘industrial policy’.
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Finally, as both the nati onal industrial policy and the strategic plan will have to be reframed before 
2018, the Ugandan government will need to focus on improving its capacity in designing and 
implementi ng economic policies. It should identi fy targeted acti ons and projects to boost the 
manufacturing sector and facilitate its diversifi cati on into higher value-added processes. Learning 
the right lessons from peers – such as the experience outlined here of Ethiopia – would defi nitely 
help elaborate a more eff ecti ve industrial policy. 
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