Manufacturing
Productivity Growth
and Job Creation in
Sub-Saharan Africa

Over the last couple of decades, sub-Saharan African (SSA)
countries have registered strong economic growth. In these
countries, agriculture has experienced a decline in its con-
tribution to value addition and employment while services
have grown considerably. Manufacturing, however, has
played a minor role despite its expanding workforce.!

In the global market, most SSA countries leverage primary
good exports (such as coffee, cotton, crude oil, and minerals) to
participate in global value chains (GVCs). GVC participation,
mainly through backward integration, is positively associated
with manufacturing job and productivity growth.2

Progress in some development indicators (e.g., job creation,
industrialization, poverty reduction, health and education ac-
cess, and digitalization) have been encouraging. However, SSA
countries have yet to achieve sustained and inclusive economic
growth and build modern, resilient economies.

WHAT’S THE TAKEAWAY?

Job creation is a top
development priority in sub-
Saharan African countries.

The small number of medium
and large manufacturing
establishments implies limited
large-scale job creation.

Productivity growth is critical
to job creation.

Policy should address resource
misallocation, strengthen
rural-urban integration and
value chain linkages, and
reduce informality.




A fundamental development challenge for these
countries is, therefore, the creation of gainful
employment opportunities at a large scale, a
challenge highlighted by the current high un-
deremployment and informal employment.3

Two regional and global trends motivate the
need for job creation and productivity growth.
First, the SSA population is young. In 2020, the
region hosted about 1.2 billion people, with
70% of its population below the age of 30. Pro-
jections show the population rising to 2.2 bil-
lion in 2050, and the dependency ratio—ratio
of dependents (ages below 5 or above 64) to
the working-age population (ages 15-64)—
declining to 60.5% in 2050 from 83.7% in
2020.# These demographic transitions under-
score the need for large-scale job creation and
investment in human capital in order for the
demographic trends to accelerate economic
growth and yield better development out-
comes.

Second, the fourth industrial revolution—
characterized by increasingly widespread ap-
plication of advanced production technolo-
gies—has begun restructuring the international
network of global production, including reshor-
ing to developed countries. SSA countries are at
a disadvantage because these technologies are
skill-biased, labor-saving, and have limited
complementarity with low-skill labor. As a re-
sult, SSA countries may face serious difficulties
in attracting and retaining GVC-related jobs, or,
even worse, engage in a race-to-the-bottom at
the expense of local workers (e.g., declining
wages and poorer working conditions). Fur-
thermore, the ongoing trade disputes and the
COVID-19 pandemic have accentuated the push
for reconsideration of existing trade policies
and priorities, especially with respect to manu-

facturing due to recent supply chain disrup-
tions and national security concerns.

WHY FOCUS ON MANUFACTURING?

Manufacturing possesses certain key features
that make it a focal point of policymaking in
developing countries. Unlike other sectors, la-
bor productivity in manufacturing grows signif-
icantly more rapidly in poorer countries, irre-
spective of other country-specific characteris-
tics.> In addition, manufacturing usually in-
volves substantial economies of scale because
manufacturing goods are usually international-
ly tradable. Besides being less exposed to inter-
national price volatility (compared with prima-
ry goods), tradable manufactured goods facili-
tate technology transfers and spillovers. Manu-
facturing also creates better employment op-
portunities for agricultural workers.

WHAT CHARACTERIZES
MANUFACTURING?

Understanding the salient features of manufac-
turing establishments in SSA countries is an
important first step toward designing policies
to promote job creation and productivity
growth.

Size Distribution®

SSA manufacturing production is characterized
by a large mass of establishments at the lower
end of the size distribution. Larger establish-
ments are rare, and medium-sized establish-
ments employ a smaller share of the manufac-
turing workforce in SSA countries than in ad-
vanced economies. Moreover, employment in
the new cohort of establishments is concentrat-
ed in the smallest-sized class and distributed
more evenly across the remaining size classes.
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Evidence also reveals a high prevalence of in-
formal establishments (having no registration
with an administrative body), especially at the
lower end of the size distribution. A small por-
tion of the manufacturing activity is formal—at
most one-third of the manufacturing establish-
ments and about 50% of the manufacturing
workforce. Interestingly, the employment dis-
tribution in formal manufacturing resembles
the pattern observed in the developed econo-
mies, except that developed countries have
more large establishments.

Resource Misallocation

In the absence of market distortions (e.g., size-
dependent tax policy and labor regulations),
there would be an efficient allocation of re-
sources. However, economies face market dis-
tortions and experience resource misalloca-
tions. These market distortions lower produc-
tivity and undermine productivity growth.”

Evidence from cross-country enterprise sur-
veys shows that size-dependent tax-
enforcement (inspection probability and com-
pliance rate) is common and increases with es-
tablishment size in low-income as opposed to
high-income countries, causing a decline in
productivity.8 Evidence also shows substantial re-
source misallocations in SSA countries (e.g., politi-
cally connected businesses getting access to subsi-
dized credit), implying a large potential for produc-
tivity gains by reducing these misallocations even in

the absence of technological change.®

Productivity and Job Creation

Microdata from a sample of SSA countries un-
covers that job growth in manufacturing is pri-
marily driven by the formation of new and
growth of younger establishments.1® Some evi-
dence also suggests that large formal manufac-

turing establishments are becoming more capi-
tal-intensive, reducing job creation despite hav-
ing higher productivity levels and growth.1! By
contrast, the smaller establishments host most
of the workforce but experience slow produc-
tivity growth. Relatedly, most of the labor force
released from agriculture ends up mainly in
low-productivity services activities.

Overall, the lack of medium and large manufac-
turing establishments, lack of growth among
smaller ones, and inability of larger ones to ab-
sorb more workers result from underlying fac-
tors such as limited entrepreneurial capabili-
ties, severe market distortions, and unfavorable
business environments. These characteristics of
manufacturing in SSA have undermined the
massive job creation needed to absorb the re-
gion’s large and expanding labor force.

WHAT SHOULD BE THE POLICY FOCUS?

Besides increasing the number of establish-
ments, a sustained large-scale job creation criti-
cally relies on productivity growth. SSA coun-
tries should address the challenges of produc-
tivity growth.

Boosting productivity growth requires a broad-
based approach. First, policy interventions
should create an enabling business environ-
ment. The size distributions reflect the unfavor-
able market and policy environments where
establishments remain small and informal to
evade regulation, losing out on benefits such as
access to credit and the legal system that could
help their survival and growth, or where they
need to grow to generate sufficiently higher
profits that outweigh the costs of regulation.
Hence, lowering the cost burden of formality
and enforcing regulations are equally neces-
sary.
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Another area of policy intervention is the inte-
gration of the rural and urban economies (e.g.,
better road infrastructure). Linking these seg-
ments of the economies serve as a powerful
source of demand and is capable of driving job
creation and productivity growth.'2 Similarly,
promoting regional and global value chain inte-
gration (e.g., lower import duties on intermedi-
ate inputs) is beneficial due to the possibility of
access to large markets, more and/or better
varieties of inputs, and technology transfer. Fi-
nally, there should be more effort toward ad-
dressing the infrastructure deficit, harnessing
special economic zones, and promoting region-
al economic initiatives (e.g., African Continental
Free Trade Area) to bolster the domestic, re-
gional, and global market integration, and pro-
mote productivity growth.13
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