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SUPPORTING INNOVATION AND ENTREPRENEURSHIP 
FOR SOCIOECONOMIC DEVELOPMENT   

 

I. INTRODUCTION 
 
1.1 The African economies underwent one of the longest uninterrupted episodes of 
high growth (above 6% on average) ever experienced on the continent during the 2000s. 
This was partly the result of the unwinding of the powerful State in strategic sectors, notably 
through the privatization of state-owned corporations, and partly through the adoption of 
supportive macroeconomic policies that recognized the importance of robust incentives for 
domestic and foreign producers and for investors. The economies, from the various regions 
of the continent, opened up increasingly to international markets, leading to Africa’s 
increasing integration in the global economy. The global commodity boom, on the back of 
the rapid growth in the emerging economies, notably those of India and China, was a key 
growth factor as well. But this increased global interconnectivity meant, in turn, that Africa 
would be subject to the adverse impacts of the global recession.   
 
1.2 A decade of relative prosperity came to an abrupt end in 2008, at the onset of the 
crisis The 2011 African Economic Outlook reports, for example, that “Africa´s GDP growth 
halved from an average annual rate of around 6% in the years prior to the crisis, to 3.1% in 
2009.” For a number of countries, especially those undergoing civil strife, growth was much 
lower. With low growth came increasing unemployment, which affected youth, who 
comprise a disproportionately large share of the African population. The International Labor 
Organization (ILO) has estimated that close to one-quarter of the youth in North Africa were 
unemployed on average in the past 3-5 years, a level that is twice as high as in Sub-Saharan 
Africa (ILO, 2010). Recent political events in North Africa have brought to the fore the 
urgency of creating employment opportunities for an expanding youth population.  
  
1.3 This note provides an overview of the importance of innovation and 
entrepreneurship for socioeconomic development in Africa. It suggest ways in which 
government, through their regulatory and macroeconomic policies can enhance the process, 
especially with the view to employment creation as well as income generation, especially 
among the youth and vulnerable population groups. 
  

II. CHALLENGES TO INNOVATION AND ENTREPRENEURSHIP IN AFRICA  
 
2.1 The dirigiste growth strategies of the past that included targeted investment in the 
“commanding heights” of the economy will not provide the jobs that countries need for 
their bulging youth populations.  Innovation and support to entrepreneurship must be 
included among the new approaches to stimulating growth and creating jobs.  In many 
countries, local entrepreneurship has been hindered by inadequate access to finance, by 
poor infrastructure, and a harsh regulatory environment favoring “modern” 
technologies/businesses. The focus of the new approach should be on supporting micro, 
small and medium-sized enterprises, where the largest return in terms of youth 
employment and low household income generation can be found.   Indeed, the sector 
typically provides 90 percent of off-farm employment in Africa. 
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2.2 Supporting the development of micro, small and medium-sized enterprises offers an 
important vehicle for social development (Ogbo, 2009). This is largely because these 
enterprises (i) require limited financing  to get started, since they  cater mainly for the needs 
of poor households, (ii) can be important incubators for emerging businesses and seedbeds 
for indigenous entrepreneurship, (iii) are typically labor intensive and use domestically 
engineered/re-engineered technologies, implying that they can adapt easily to customer 
requirements, and (iv) could, in the value chain, act as intermediaries between customers 
and larger corporations.  
 
2.3 The State, with its inadequate regulatory and economic policies, including provision 
of infrastructure, notably energy, has been the single greatest impediment to innovation 
and entrepreneurship in Africa. Improving the African business environment is paramount; a 
survey of 183 countries in 2011 ranks only 2 African countries among the world’s top 50 
countries in which to do business (Box 1). 

 

     Box 1. June 2011 Ease of Doing Business Rankings  
           (Selected Countries) 

Country 
Ease of Doing 
Business   

Singapore  1
st

 
Denmark 5

th
 

South Korea 
Mauritius 

8
th 

23
rd

   
France 29

th
 

South Africa  35
th

 
Kenya 109

th
 

Egypt 110
th

 
Algeria 148

th
  

Cameroon 161
st

  
Angola 172

nd
 

Chad 183
rd

 
                            Source: Compiled from World Bank Statistics 

  
2.4 Although developing the private sector is now a key policy emphasis in many African 
countries, there has been limited progress in the areas of innovation and entrepreneurship 
because the continent’s business environment remains hampered by a number of factors:  
 

 Governance and the Regulatory Framework. The absence of basic protections 
for investment and slow licensing procedures are high on the list of impediments 
to both domestic and foreign investment. The enforcement of contracts, 
especially in relation to land purchases, is patchy at best in many countries. 
Businesses are forced to spend a considerable amount of resources “greasing” 
the system.  
Corruption is a serious obstacle to growing businesses as are onerous rates of 
business taxation.   
According to the World Bank’s 2011 “Doing Business” data, sub-Saharan African 
entrepreneurs pay, on average, 57.1% taxes on their profits, which counts among 
the world’s highest.  

 Access to Credit. While poor access to credit is generally caused by the low level 
of development and underdeveloped markets, much could be done to 
ameliorate the situation for entrepreneurs, including support to microfinance 
institutions, saving clubs, and formulating policy instruments to regulate credit 
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access.  To promote a robust credit culture will also require the introduction of 
collateral and bankruptcy laws and well-crafted financing instruments targeting 
the lowest segments of the credit market. Poor access to credit has been 
identified as among the most important obstacles to the graduation of firms. 
 

 Infrastructure Provision. Poor infrastructure—notably transport, energy and 
ICT—are key impediments to business growth. In many countries, business have 
had to build or buy their own structures—diesel generators, water tanks, 
transport for workers, security provisions, and even roads in some cases. These 
add a good deal to the cost of doing business. 

 

 Research and Development. Applied research dedicated to innovation and 
entrepreneurship is quite limited in Africa, even at leading universities. However, 
in countries such as Kenya, cooperatives have played a key role in disseminating 
applicable research findings, independently of government.   While advanced 
countries invest significantly in research and development functions, African 
countries by contrast contribute relatively small sums to R&D (see Box 2). In turn, 
little of that finds its way to R&D for micro, small or mid-sized firms.  

 
Box 2. Research and Development Expenditures in 2007, 
    Selected Countries 

Country 
R&D Expenditure on as % of 
GDP  

Japan 3.44 
United States 2.72 
Austria 2.54 
China 1.44 
Brazil 1.1 
South Africa 0.93 
Uganda 0.39 
Egypt 0.23 
Madagascar 0.14 
Burkina Faso 0.11 

Source: Compiled from World Bank Statistics 

 

III. HOW GOVERNMENT CAN HELP 
 
3.1 Governments should actively promote the creation of clusters (enjoying subsidies, 
infrastructure investments, tax incentives on a communal basis) in their bid to improve 
the business environment.  For example, government could encourage the development of 
business/industrial clusters from a given sector by encouraging the building of a common 
regional brand, saving costs through joint R&D, sharing local knowledge, and using joint 
marketing facilities, especially in foreign markets. Building adequate infrastructure will be 
very important. At the lower end of the market, assistance could be provided to 
entrepreneurs in marketing, understanding new legislation, and preparing bankable 
business proposals.  

 

3.2 Curricular reform at various levels of training, including vocational education and 
university is needed. The reforms should have strong industry linkages. Partnerships could 
be created with the private sector to encourage apprenticeships, while businesses could be 
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involved in curriculum development at vocational and business schools. Further 
partnerships could be negotiated with educational and vocational training institutions 
located in non-RMCs, to negotiate student and staff transfers akin to the Erasmus and 
Visiting Professorships schemes prevalent in the EU.  
 
3.3 Regional and international trade should be accorded more attention. In many 
regions of Africa, there have been attempts to remove tariff and non-tariff barriers, but 
many obstacles remain, mainly due to slow implementation, especially on goods produced 
by small businesses and, more fundamentally, the continued notion that higher tariffs serve 
an important source of government revenue. The result is that imports of even the most 
basic manufactured goods cost an exorbitant amount, with a stifling result on value-adding 
industries in Africa. Moreover, African governments could encourage the African Diaspora 
to invest in export sectors and productive capacity in Africa, drawing on their knowledge 
and interconnectivity. 
 
3.4  Involve business organizations in the development of relevant policies and 
strategies. The theme of no taxation without representation should be well ingrained in the 
business sector, which should be keen to take care of its interests. Such business 
organizations as Chambers of Commerce could help to set standards, act as pressure groups 
versus government on all contentious issues, ensure quality control, and support training 
activities. Governments could also use these intermediary institutions to enhance local 
expertise on domestic and international product markets and norms. 
 

IV. WHAT THE PRIVATE SECTOR CAN DO 
 
4.1 The private sector could ensure that its products meet the highest regional and 
international standards as a means of promoting itself. This would help capture market 
share and ensure sustainable domestic expansion. The private sector could voluntarily 
support the nurturing of young businesses and share professional expertise through already 
existing fora such as Chambers of Commerce. Successful entrepreneurs could invest in 
businesses that are upstream suppliers or downstream buyers of their core products. This 
would have profound impacts on profitability and boost cluster building. In other words, the 
Bank should abandon the dirigiste and top-bottom policies of the past, which have had 
mixed results, in order to embrace a novel approach grounded in a bottom-top approach, 
where the private sector can have its voice effectively heard through trade associations and 
Chambers of Commerce.    

 

V. THE BANK’S ROLE 
 
5.1 The Bank is an important lender to businesses in Africa, mostly through the lines of 
credit it provides to commercial banks and other borrowers. It has yet to adopt a 
streamlined, well-targeted program for innovation and entrepreneurship development 
although in recent years, it has developed a cross-cutting approach to these issues. In the 
human development sector, the Bank promotes innovation through its Higher Education, 
Science, Technology and Vocational Training Strategy. Within this strategy, the Bank aims at 
the following: 
 

 Facilitate the introduction of entrepreneurship into school curricula, at all levels;   
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 Incentivize private sector entrepreneurs to develop adaptable vocational training 
programs that respond closely to their needs; and 

 Promote south-south and north-south cooperation between education and training 
institutions and between entrepreneurs in the private sector.  

 

5.2 The Bank’s 2011 Private Sector Development Policy acknowledges the role of 
innovation in increasing productivity, in protecting the environment, and in preserving 
scarce resources. The Bank has put financial resources and knowledge to work to develop 
innovative solutions to complex development challenges. It’s Knowledge Management and 
Development Strategy (2008–2012) emphasizes its important role in innovation and 
sustainable socioeconomic development in Africa.  
 
5.3 The Bank’s private sector portfolio has increased markedly in the past decade and 
now comprises a sizeable share of annual lending. To what extent has this portfolio 
attempted to address innovation and entrepreneurship among the poorest groups of the 
population? What could be done to ensure that businesses thrive and are able to graduate? 
These issues will gain in importance, as private sector development becomes a cross-cutting 
concern for the Bank (5.1 says it is a cross-cutting approach)   

VI. CONCLUSION 

6.1 Africa needs an additional spurt of high growth to address the youth bulge, poverty 
and regional disparities, and avoid social and economic calamities. There is an absolute 
need for innovative approaches in creating jobs. The target will need to be at the lower 
levels of the market structure—micro, small and medium sized enterprises, which produce 
mainly for the poor and enjoy, as a whole, a higher propensity for employment creation 
than firms in the modern sector.  
 
6.2 Governments need to support entrepreneurship and associated innovations by 
creating enabling environments, encouraging skills development, and improving 
infrastructure. Curricular development across the board will be needed to ensure that 
entrepreneurship takes hold. The role of private sector interest group institutions, such as 
Chambers of Commerce, will be crucial as champions of the industry and as intermediaries 
for the smaller business entities. 
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