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Africa is following a different path of structural transformation

(b) GROWTH OF THE SERVICE SECTOR -18 PP +15 PP +3 PP
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Consumer Services drive employment growth

G 1. Consumer Services

Primarily serve households locally: retail, personal services,
health, education

G 2. Producer Services

Primarily serve businesses, highly tradeable: finance, ICT,
professional, scientific, technical

° 3. Logistical Services

Serve both businesses and households: transportation and
storage

Source:Peters, Zhang & Zilibotti (2026), Nayyar etal. (2022)




Consumer Services drive employment growth

Change in Employment Shares
Sub-Sahar Africa, urban

G 1. Consumer Services
B Consumer Serv. Producer Serw. Transport

Primarily serve households locally: retail, personal services, 40
health, education

Empl. share

307
° 2. Producer Services
Primarily serve businesses, highly tradeable: finance, ICT, ’ 20
professional, scientific, technical !

10
e 3. Logistical Services
Serve both businesses and households: transportation and

storage 2000 2010

Labor growth driven by Consumer Services - may offer greater labor absorption

Source:Peters, Zhang & Zilibotti (2026), Nayyar etal. (2022)



Producer Services drive productivity growth

Total Factor Productivity
Relative to Manufacturing (=100)
Latest available year, 2010-2017
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Large productivity gaps relative to service sectorin HICs

Two factors driving productivity gaps:

1. Sectoral distribution within the
service sector

* InLICs, laboris concentrated in low-
productivity Consumer Services

* HICs employ a larger share of individuals in
Producer Services

Source:Nayyar etal. (2022)

Share of services employment (%)

Share of services employment (%)

Consumer Services
®5LE
1 ®GMB
moz-e M zwe -
°
MDG @ gt ‘C\VGHA D
60 1 TZA M/ e E
NER 0o MR MSLV
T PfK KHM Guv.ﬁNFJPOM BRA
RWA BGD ®
& IN ./EC MEX
40
20 : . | |
) 0 8 10 19
In GDP per capita
Producer Services
25 4 .
CYP-@@ISR IRL
SWE
CZE GBRg ‘
207 ‘SVN
ESl
HRV g, & POL
9
BOR HUN @ @ GRG
i @ ROU e @ ONOR
" BIH CRI e® PRT DNk
MKD|MUS .!\&J SVK
WSM PE| PAN @ BRN
IND LKA k i g5t LR
10 ue |0 ¢ e gy
e KGZ oL@ NAM.DOM
ML o oV LPSERGy ®- VX
ETH® VNNI HND.g s @ THA DV
5 1 BDI RWA~ KHM-® Cly™® ?\DN
® VDG GMB %GHA 6% swz
NERJ ZMB PHL
SLE ZA NIMR
O T
! : 8 10

In GDP per capita



Large productivity gaps relative to service sectorin HICs

Two factors driving productivity gaps:

Labor Productivity in LICs relative to HICs
1. Sectoral distribution within the 2010, Selected Sectors
service sector

100 100 100 100 100

* InLICs, laboris concentrated in low-
productivity Consumer Services

* HICs employ a larger share of individuals in
Producer Services

Value added per worker relative to HICs (%)

2. Lower productivity within each
sector
Manufacturing Other social, Commerce and  Transportation and  Finance and

«  Labor productivity in LICs is 5-10% that of HICs community, and hospitality communications business
personal services

. Similar patterns across different types of M Low income Lower middle income M Upper middle income M High income

sectors, with the largest gap being in Consumer
Services

Source:Nayyar etal. (2022)



Uganda’s industrial policy already extends beyond manufacturing

Industrial policy is about promoting dynamic industries, not a manufacturing label

Rodrik (2004) Fernandes & Reed (2026)

Promote restructuring toward activities with learning, Government action to grow a strategic business activity.
scale and spillovers - in manufacturing, agriculture or “Industrial” does not mean manufacturing only.
services.

Sources: Uganda National Planning Authority, NDP IV FY2025/26—FY2029 /30; MoFPED, Tenfold Growth Strategy (2025); Rodrik (2004); Fernandes & Reed (2026).




Uganda’s industrial policy already extends beyond manufacturing

Industrial policy is about promoting dynamic activities, not a manufacturing label

Rodrik (2004) Fernandes & Reed (2026)

Promote restructuring toward activities with learning, Government action to grow a strategic business activity.
scale and spillovers - in manufacturing, agriculture or “Industrial” does not mean manufacturing only.
services.

Uganda’s Tenfold Growth Strategy already reflects this broader view

DIRECT SERVICE DIRECT SERVICE SERVICES AS SERVICES AS
PRIORITY PRIORITY CRITICALINPUTS CRITICALINPUTS
4 ) 4 I 4 I 4
Tourism & Science, technology Agro- Minerals, oil
travel & innovation industrialization & gas
- / - J - / -
? 1. Which industries generate learning, scale, spillovers and good jobs?
2. Which market failures prevent them from growing?

Sources: Uganda National Planning Authority, NDP IV FY2025/26—FY2029 /30; MoFPED, Tenfold Growth Strategy (2025); Rodrik (2004); Fernandes & Reed (2026).




Sector prioritization and policy diagnosis are both necessary

1. Which industries generate learning, scale,
spillovers and good jobs?

SEDA output multipliers

Economy-wide output generated by one unit of final demand

2.61 2.55

Services Agriculture Industry

4 )

TELLS US: Strength of economy-wide linkages

DOES NOT TELL US:
e Which market failure is binding
\_ e Which policy instrument will raise productivity )

Source: Government of Uganda, Tenfold Growth Strategy (2025), citing Sectoral Employment Diagnostic Analyses (SEDA).
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Sector prioritization and policy diagnosis are both necessary

1. Which industries generate learning, scale, 2. Which market failures prevent them from
spillovers and good jobs? growing?

SEDA output multipliers

2.61 2.55

Economy-wide output generated by one unit of final demand
/ THREE POLICY MARGINS: \

Effective market size

Reach customers beyond the local
market

o Information and digital
technology

Reduce search and matchingand
information frictions

Services Agriculture Industry

. ) e Access to finance
TELLS US: Strength of economy-wide linkages

Fund high-growth startups with risk-
DOES NOT TELL US: sharing capital
e Which market failure is binding

e Which policy instrument will raise productivity
- /

Source: Government of Uganda, Tenfold Growth Strategy (2025), citing Sectoral Employment Diagnostic Analyses (SEDA).




1 | Make services more tradable by attracting foreign demand

Two African examples to escape a small domestic market

RWANDA | Tourism & business events

Bring external customers to locally delivered services

WHAT CHANGED

e Rwanda Convention Bureau coordinated bidding and
promotion

e Investmentin venues, air connectivity and easier entry

FRICTION REDUCED

Search / coordination costs for event organizers + access
costs for visitors

2025: US$94.7m in business-events revenue from
165 international / regional events

Rwanda Development Board (2026), Ministry of Tertiary Education, Science and Research, Mauritius (2025)

16



Two African xamples to escape a small domestic market

RWANDA | Tourism & business events

Bring external customers to locally delivered services

WHAT CHANGED

e Rwanda Convention Bureau coordinated bidding and
promotion

e Investmentin venues, air connectivity and easier entry

FRICTION REDUCED

Search / coordination costs for event organizers + access
costs for visitors

2025: US$94.7m in business-events revenue from
165 international / regional events

1 | Make services more tradable by attracting foreign demand

MAURITIUS | Education exports

Turn higher education into a regional service market

WHAT CHANGED

e “Study in Mauritius” information / promotion
e Common portal and streamlined student entry

FRICTION REDUCED

Information and administrative frictions facing foreign
students

2024: =4,800 international tertiary students, mainly
from Africa and India

Tradability is partly technological — but also a policy outcome.

Rwanda Development Board (2026), Ministry of Tertiary Education, Science and Research, Mauritius (2025)
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2 | Make services more tradable through digital technology

For services that can serve customers at a distance, digital markets can expand effective market size by solving two frictions:

1. Lower matching & transaction costs

UGANDA | Bergquist, Mcintosh & Startz (2024)

BUYERS MATCHING

PLATFORM

Digital matching connected buyers and sellers across
Ugandan agricultural markets, increasing integration

-21% +6%

fixed trade costs (e.g. travelto
find buyer/ seller)

trade between
treated markets

Sources: Bergquist, McIntosh & Startz (2024); Wiles & Houeix (2026); Vitali (2025)
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2 | Make services more tradable through digital technology

For services that can serve customers at a distance, digital markets can expand effective market size by solving two frictions:

1. Lower matching & transaction costs

UGANDA | Bergquist, Mcintosh & Startz (2024)

BUYERS MATCHING

PLATFORM

Digital matching connected buyers and sellers across
Ugandan agricultural markets, increasing integration

-21% +6%

fixed trade costs (e.g. travelto
find buyer/ seller)

trade between
treated markets

2. Improve trust, accountability & quality

SENEGAL / TURKIYE | Wiles & Houeix (2026)

* Connectbuyers and sellers through WhatsApp groups
* Information about quality and reliability of sellers

+26% +30% TRUST

MATTERS for LT

relationships

requested goods more likely
varieties available to be high quality

UGANDA | Vitali (2025)

E-commerce / better product information reduces information
frictions and shifts demand toward higher-quality firms

Digital markets help solve matching, information, and trust problems = finding a supplier is not enough if quality and performance
cannot be verified

Sources: Bergquist, McIntosh & Startz (2024); Wiles & Houeix (2026); Vitali (2025)
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3 | Access to equity finance: the missing local equity market

Startup activity is concentrated in a small number of hubs

WHY STARTUPS?

Startups can diffuse technologies and new business
models - raising productivity beyond the startup sector.

40°N
30°N

20°N

20°S

Sources: Colonnelli, Cruz, Pereira-Lépez, Porzio & Zhao (2026)

Number of Firms
.
e 20
® 50
@® 100

® 250
@ o

Entity Type

e Established Startups
v High-Rank Universities
¢ Large Cities

20°W 10°W 0°

Established startups, high-rank universities and large cities

10°E 20°E 30°E 40°E
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3 | Access to equity finance: the missing local equity market

Startup activity is concentrated in a small number of hubs
WHY STARTUPS?

Startups can diffuse technologies and new business
models - raising productivity beyond the startup sector.

Established startups, high-rank universities and large cities

40°N
30°N

20°N

WHAT STARTUPS WANT
. Founders strongly prefer equity
qu‘"ty > debt and value investors with local

experience and support .

Number of Firms
.
e 20
® 50

BUT CAPITAL IS FOREIGN ; ;gg

VC deals involve a funded founders studied / @ s
~ 0] (1) 20°S
80% foreign investor >60% worked outside Africa

Entity Type

e Established Startups
v High-Rank Universities
¢ Large Cities

20°W 10°W 0° 10°E 20°E 30°E 40°E

Why are capital, and funded founders, so foreign?

1 Costly local equity 2 Thin pool at the financing margin 3 Limited access to foreign investors
Local equity is scarce / expensive Few local founders sit at the startup- Local founders face network and
finance margin matching frictions with global investors

Sources: Colonnelli, Cruz, Pereira-Lépez, Porzio & Zhao (2026) 20




A policy framework for service-led growth in Uganda

Structural transformation is already happening through services. The question is whether services remain a low-
productivity destination for labor or become an independent source of productivity growth

‘ Choose the activity

Which activities can generate
learning, scale, spillovers and good
jobs?

Services are heterogeneous: some
mainly absorb labor; others offer
stronger productivity, tradability or
linkage potential.

Diagnose the
bottleneck
Why is the activity not scaling?

e Market size

e Matching, information, trust

e Accessto finance

¢ Technical and managerial skills

Match policy to the
constraint

Use policy instruments that
addresses the diagnosed friction:

e Attracting foreignh demand

¢ Digital markets and standards

¢ \/C capital

e Skills, matching and management
support

Bottom line: do not ask only “which sector should Uganda promote?’” Ask which activity can create productivity, jobs
and spillovers, what is holding it back, and which policies can remove that constraint
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Two very different ways for the service sector to grow

SERVICE-BIASED GROWTH

Productivity rises elsewhere

Agriculture / manufacturing

Higher incomes raise demand for
services

Services expand as a consequence of growth
elsewhere

- The policy question is not whether services expand.

Source:Peters, Zhang & Zilibotti (2026)

SERVICE-LED GROWTH

Productivity rises inside services

Better technology, organization, specialization

Lower service prices + higher real
incomes

Services become anindependent engine of

productivity growth

It is whether productivity rises inside the activities absorbing workers

20



Two concrete examples that may explain low-productivity

EXAMPLE 1: Traditional food retail retailis far less productive, but is prevalentin LICs

100 A
90
80
70 A
60
50 A
40

30 1

Share of food retail sales (%)

20 1

101

Sub-Saharan Africa Asia and Pacific Latin America & Caribbean Europe North America

M Traditional Supermarkets B Hypermarkets M Convenience stores

Source:Nayyar etal. (2022)




Two concrete examples that may explain low-productivity

EXAMPLE 2: Service firms in LICs have a limited internet presence

a. Share of firms using email in the retail and hotels and restaurants subsectors b. Share of firms having a website in the retail and hotels and restaurants subsectors
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Source:Nayyar etal. (2022)




	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22

