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Africa’s labor force is projected to be nearly 40 percent larger by 2030. If current
trends continue, only half of new labor force entrants will find employment, and most of the
jobs will be in the informal sector. This implies that close to 100 million young people could
be without jobs.
The rapid growth achieved in Africa in the past two decades has not been proemployment. Analysis of growth episodes reveals better employment outcomes when
the growth episodes were led by manufacturing, suggesting that industrialization is a
robust pathway to rapid job creation.
African economies have prematurely deindustrialized as the reallocation of
labor has tilted toward services, limiting the growth potential of the
manufacturing sector. To dodge the informality trap and chronic unemployment, Africa
needs to industrialize.
Key factors impeding industrialization, particularly manufacturing growth, are
limited firm dynamism. Firm growth and survival are held back by corruption, an
unconducive regulatory environment, and inadequate infrastructure.
Estimates from Enterprise Surveys show that 1.3–3 million jobs are lost every
year due to administrative hurdles, corruption, inadequate infrastructure, poor
tax administration, and other red tape. This figure is close to 20 percent of the new
entrants to the labor force every year.
Small and medium firms have had very little chance of growing into large firms.
Such stunting, coupled with low firm survival rates, has stifled manufacturing activity in
most African countries.
Reviving Africa’s industrialization requires a commitment to improve the climate
that supports firm growth. Industrial policies could benefit from assessing production
knowledge and identifying competitive products to inform the design of robust national
and subnational industrial strategies.

45

THE CHALLENGE OF
CREATING JOBS IN HIGHER
PRODUCTIVITY SECTORS

A 1 percent increase
in GDP growth
over 2000–14 was
associated with only
0.41 percent growth
in employment
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Africa’s working-age population is projected to
increase from 705 million in 2018 to almost 1 billion by 2030.1 As millions of young people join
the labor market, the pressure to provide decent
jobs will intensify. At the current rate of labor force
growth, Africa needs to create about 12 million
new jobs every year to prevent unemployment
from rising. Strong and sustained economic
growth is necessary for generating employment,
but that alone is not enough. The source and
nature of growth also matter.
Evidence suggests that Africa has achieved
one of the fastest and most sustained growth
spurts in the past two decades, yet growth has
not been pro-employment. A 1 percent increase
in GDP growth over 2000–14 was associated
with only 0.41 percent growth in employment,2
meaning that employment was expanding at a
rate of less than 1.8 percent a year, or far below
the nearly 3 percent annual growth in the labor
force. If this trend continues, 100 million people
will join the ranks of the unemployed in Africa by
2030. Without meaningful structural change, most
of the jobs generated are likely to be in the informal sector, where productivity and wages are low
and work is insecure, making the eradication of
extreme poverty by 2030 a difficult task.
This chapter examines the challenge of creating jobs in high-productivity sectors through the
lenses of industrialization, private sector dynamism, and the obstacles to firm survival and
growth. The first section looks at the informal
sector, which has long been the primary source
of employment in many African countries. Nearly
82 percent of African workers, a majority of them
in the informal sector, are considered working
poor, well above the world average of 39 percent.3 Moreover, low-productivity employment
in the informal economy is highly correlated with
inequality.4 To escape the informality trap and
generate jobs in high-productivity sectors, Africa
should learn from its recent past how to revive its
nascent industry sector.
The second section investigates the job creation potential of specific sectors of the economy,

examining their effectiveness in driving episodes of
economic growth and employment growth in the
long term. The third section looks at firm dynamics
to better understand the opportunities for enhancing labor demand and eliminating the constraints
that firms face in their everyday operations.

INFORMALITY IS THE
DOMINANT SECTOR FOR
EMPLOYMENT IN AFRICA
One of the most salient features of labor markets
in Africa is the high prevalence of informal employment, the default for a large majority of the growing labor force. The vast majority of jobs created
in Africa in the past three decades have been
informal jobs, defined by the International Labour
Organization as noncontracted jobs that are not
regulated or protected and that confer no rights
to social protection.5 Informal jobs include noncontracted jobs in the formal sector, as well as all
jobs in the informal sector, and account for more
than half of all jobs worldwide. Typically, statistics on informal employment exclude agriculture;
when agricultural jobs are included, the share of
informal employment rises to almost 61 percent
worldwide.6

Patterns and trends of informal
employment in Africa
On average, developing countries have higher
shares of informal employment than developed
countries. While data on informal employment are
sketchy, it is clear that Africa has the highest rate
of informality in the world, estimated at 72 percent
of nonagricultual employment (figure 2.1)—a nd
as high as 90 percent in some countries. Furthermore, there is no evidence that informality is
declining in Africa.
Informal employment also tends to be countercyclical. Economic downturns typically lead to
a slowdown in economic activity and an increase
in informality. Economies in recession are likely
to experience a shift from tradable to nontradable sectors, where informality is higher.7 In many
developing countries, informal employment acts
as a buffer during downturns for people who are
laid off or looking for new jobs.8 As finding jobs
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in the high-productivity nonagriculture sectors
becomes more difficult, the informal sector is a
last resort.
Informal employment rates also vary by gender
and education. A higher proportion of women’s
employment (79 percent) than of men’s (68 percent) in Africa is in the informal sector, except in
Northern Africa, where this pattern is reversed
(figure 2.2a). In all regions of the world, people
with less education are more likely to be informally
employed. Informality is highest among workers
with no education (figure 2.2b). In Africa, 94 percent of workers with no education are informally
employed.
Lower wages and living standards are also
common in informal employment. Studies that
have estimated the conditional wage gap between
informal and formal employment have found that
in South Africa, for example, nearly 37 percent
of the observed wage penalty is due to differences in human capital and job characteristics.
Moreover, accounting for taxes paid in the formal
sector reveals that the informal sector wage gap
in South Africa (as well as in Brazil and Mexico) is
largest among the lowest paid workers. The informal wage penalty affects primarily young workers and is larger all along the age distribution in
South Africa than in Brazil and Mexico.9 Generally,
living standards are lower in the informal sector,
and both monetary and nonmonetary poverty are
much higher than in the formal sector.10
In Africa, informality is highest in low-income
countries, while middle-income countries tend
to experience higher unemployment (figure 2.3).11
These findings indicate that although growth has
been robust over the past two decades, it has
not been pro-employment. Thus, while formalization is necessary to create more decent jobs, it is
not sufficient since it tends to follow rather than
lead growth. Both growth and job creation require
structural transformation, which shifts resources
from low-productivity to high-productivity firms
and sectors. In Africa, however, there has been a
decline in the share of industry in the economy,
which has led to premature deindustrialization (as
discussed in the next section).
Finally, while evidence from other developing
countries shows a fairly competitive labor market

J obs , G rowth , and F irm D ynamism 

FIGURE 2.1 Africa has the highest share of informal employment in
the world, various years
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Source: Data from ILOSTAT (https://www.ilo.org/ilostat).

structure, Africa has a more segmented labor
market. Segmented labor markets tend to improve
with economic policies that facilitate labor mobility, with a competitive environment for private
sector operations, and with better skill development programs.12

Understanding the barriers to
formalization
Informal enterprises are, not surprisingly, more
likely than formal enterprises to employ workers
informally. Thus, reducing informality requires
understanding the barriers to formalization,
including labor regulations. Formality offers more
opportunities, higher and more stable incomes,
better quality jobs, and greater social protection.
However, moving from informality to formality may
not be enough to significantly reduce poverty and
improve living conditions. A critical aspect of the
development process is structural transformation, shifting capital and labor from low- to high-
productivity sectors. The next section explores
these issues within the context of episodes of pro-
employment growth in Africa and quantifies the
effects of the sectors driving those episodes.
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FIGURE 2.2 Informal employment varies by gender and education, 2018
a. By gender
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GROWTH ACCELERATION
EPISODES AND JOB GROWTH
Growth acceleration, or economic take-off, is
often underpinned by structural change,13 which
is the result of shifts in growth fundamentals. In
Africa, long-term economic performance is closely
related to these growth episodes.14 Sectoral labor
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reallocations that capture structural change patterns are important aspects of these growth
dynamics. Building on the growth acceleration
analysis in chapter 2 of the 2018 African Economic
Outlook,15 this section explores Africa’s growth
acceleration episodes, looking at the roles of manufacturing, services, agriculture, and mining. The
analysis explores the nexus between employment
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FIGURE 2.3 Informality is highest in low-income countries, and unemployment in middleincome countries in Africa, 1999–2010
Informality (percent)
100
Benin

80

Burkina
Faso

Niger

Sierra Leone
Ethiopia
Tanzania
Madagascar Cameroon
Liberia

Mali
Zambia

Uganda
Ghana

Lesotho
Kenya

60

Zimbabwe

Morocco

40
Botswana
Tunisia

Egypt

Algeria
Namibia

20
Mauritius

South Africa

0
0

10

20

30

Unemployment rate (percent)
Source: Data from Page and Shimeles (2015).

and growth, with a focus on sector-driven episodes of growth acceleration to identify the sector
most amenable to job creation in the long term.

Employment growth is higher during
growth acceleration episodes
In developing countries, economic growth is generally uneven, alternating among periods of acceleration, stagnation, and decline. Such volatility affects
the path of employment growth. Understanding the
link between growth episodes and employment
creation yields important policy insight.
Growth acceleration is defined as eight years
with average annual growth in GDP per capita of at
least 3.5 percent and a growth rate at least 2 percentage points higher than in the previous eight
years. To rule out episodes of economic recovery,
real GDP must also be higher in the last year of the
acceleration period than in the years preceding
it.16 A further distinction is among failed take-off
(growth acceleration followed by a crisis), recovery
(growth acceleration following a crisis), and growth
acceleration episodes (economic take-off).17 The
increase in GDP per capita observed during these
episodes helps explain the dynamics of long-term
improvements in living standards and job creation.
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Moreover, the analysis of growth acceleration episodes suggests that countries with at least one
growth acceleration episode tend to grow more
than countries without any.18
Growth acceleration episodes in Africa since the
1960s (which have occurred in 33 countries) have
been driven by different sectors, revealing that the
relationship between such episodes and structural change is not clear. For a sample of 20 African countries (see table A2.1 in annex 2.1), which
account for about 80 percent of African GDP, most
growth accelerations were driven by services, which
are a mix of traditional and modern activities (table
2.1).19 Other acceleration episodes were driven
by agriculture and mining, and these are largely
inconsistent with structural change; mining-driven
acceleration episodes are due mainly to booms
in natural resource prices and discoveries. Unless
these primary commodity–driven growth acceleration episodes boost growth in other high-productive sectors, they cannot be associated with
structural change.20 Growth accelerations have not
been associated with a rapid rise in value added in
manufacturing. On average, higher average annual
growth in value added was observed in the mining
sector (6.86 percent) and the services sector

The increase in
GDP per capita
observed during
growth acceleration
episodes helps
explain long-term
improvements in
living standards
and job creation
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TABLE 2.1 Twenty growth acceleration episodes in 10 African countries, by driving sector, 1958–2016
Manufacturing driven
Botswana

1967–79

Egypt

Service driven
Botswana

1958–79
1979–88

1967–79
1984–08

Burkina Faso

Kenya

2004–16

Egypt

Mauritius

1969–79
1981–99

Morocco

1957–67

Agriculture driven

Mining driven

Burkina Faso

1994–05

Botswana

1967–79
1979–84

1994–05

Egypt

1988–02

Egypt

1958–79
1979–88
1988–02
2002–16

Mauritius

1969–79

1958–79
2002–16

Morocco

2007–15

Ghana

2006–16

Namibia

2003–15

Ghana

2006–16

Uganda

2009–16

Mauritius

1981–99
2005–15

Morocco

1981–97
2002–07
2007–15

Namibia

2003–15

South Africa

2001–16

Uganda

2009–16

Kenya

2004–16

Morocco

2002–07

Uganda

2009–16

Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.
Note: A growth acceleration episode is classified as driven by a particular sector if the average annual growth rate of the value added in that
sector is higher than the average annual growth of total value added. See table A2.2 in annex 2.1 for annual growth rates for each sector
during growth acceleration episodes.

(6.33 percent) than in the manufacturing sector
(5.79 percent; see table A2.2 in annex 2.1).
Growth accelerations are underpinned by the
reallocation of labor toward modern sectors. In
Africa, most growth acceleration episodes were
associated with a reallocation of labor to services (18
of the 20 episodes) and to manufacturing (16 of the
20 episodes; see table A2.3 in annex 2.1). Of the nine
manufacturing-driven growth acceleration episodes
(see table 2.1), seven were characterized by a higher
growth in employment shares in manufacturing than
in services. Growth acceleration episodes are also
associated with a rise of employment in the mining
sector (10 of 20 episodes), confirming the specific
role of the extractive sector in Africa. The overall picture is consistent with the notion that growth accelerations are associated with structural change.

Manufacturing-driven growth
accelerations have the highest impact
on jobs creation
In aggregate, the growth acceleration episodes
pooled over the 20 sample African countries over
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1958–2016 have had limited positive effects on
the responsiveness of employment to growth
(figure 2.4; see table A2.4 in annex 2.1 for the full
estimation results). The growth acceleration episodes raised the employment intensity of growth
by only 0.008 percentage point. The effect is
strongest for employment in the services sector
(0.014 percentage point) and weaker in manufacturing (0.006 percentage point). There is no significant effect on agricultural employment and a
negative effect on mining employment.
Looking at growth accelerations by specific sector-driven episodes reveals important
differences (see figure 2.4 and table A2.4 in
annex 2.1). Manufacturing-driven growth acceleration episodes increased total employment
growth considerably and had stronger effects on
employment elasticities, boosting employment
elasticity by about 0.017 percentage point (or
by 3 percent)—three times higher than effects
of services-driven episodes (0.005 percentage
point). Moreover, manufacturing-driven growth
acceleration episodes have larger cross-sector

J obs , G rowth , and F irm D ynamism

FIGURE 2.4 Effects of growth acceleration episodes on the growth elasticity of
employment vary by sector and by the driver of growth, 1958–2016
Elasticity of employment (percent)
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Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.
Note: The estimated growth elasticities are for 20 African countries, pooled over the period. Elasticities
are estimated using ordinary least squares regressions and the following specification: ln(Ei,j,t) = β1ln(GDPi,t)
+ β2ln(GDPi,t) × Growthspkesi,j,t + ∈i,j,t, where Growthspkesi,j,t is a dummy variable indicating whether country i experienced at least one growth acceleration episode driven by sector j. The elasticities are given by
the estimated coefficient β1 (outside growth acceleration episodes) and β1 + β2 (during growth acceleration

Industrial
development has
the potential to
create decent
jobs on a large
scale, stimulate
innovation, and
enhance productivity

episodes).

effects—0.034 percentage point higher growth
elasticities of employment for manufacturing,
0.038 for services, 0.022 for agriculture, and
0.053 for mining. In addition, mining-driven
growth acceleration episodes had a similarly
robust effect as manufacturing-driven episodes.
This could be explained by the simultaneity of
the two types of growth acceleration episodes
in a large number of cases: of the eight miningdriven growth acceleration episodes, six were
also manufacturing-driven.
Overall, manufacturing-driven growth acceleration episodes led to positive structural change,
with potentially stronger dynamic effects in the
long run. The implications of such a strong association between manufacturing-driven growth episodes and jobs is that industrialization is the key
to the employment conundrum in Africa. Do these
opportunities still exist in Africa, or are they fading
away?
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Africa’s Achilles’ heel: The looming
premature deindustrialization
Industrial development has been called the “quintessential escalator for developing countries.”21 It
has the potential to create decent jobs on a large
scale, stimulate innovation, and enhance productivity across all sectors. Within industry, manufacturing exhibits unconditional labor productivity convergence and could be a powerful driver
of aggregate income convergence.22 However,
even though the industry sector exhibits stronger effects than other sectors on the elasticity of
employment to growth during growth acceleration episodes, there are indications that Africa
is experiencing premature deindustrialization.
That is a major concern for job creation potential in high-productivity sectors and for long-term
prosperity. Despite lower initial shares of industry (manufacturing, construction, and utilities) in
employment and the economy in Africa than in
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other regions, industry’s shares have been growing very slowly. The average share in total employment is around 15 percent and the average share
in total value added is about 20 percent (figure
2.5). Since the mid-1980s, growth in value added
has stalled at around 20 percent.
Figure A2.1 in annex 2.1 provides a disaggregated view of the pattern of industrialization that
underscores considerable differences in experiences beyond the average depicted in figure
2.5. Some countries (Egypt and Ethiopia) have
seen the share of employment and value added
in industry increase over time, while others have
seen only one increase or have seen a downward
trend.
The dynamics of the industry sector typically
follow a hump-shaped curve relationship for both
employment and value added, and this is the case
in African countries, despite lower initial industrialization. That implies that countries in Africa will
run out of industrialization expansion opportunities
sooner rather than later and at a much lower level
of industrialization than early industrializers did.

An empirical analysis to assess whether there
has been premature deindustrialization in Africa
suggests a hump-shaped curve for industrial real
value added but not for employment shares (figure
2.6).23 The negative coefficients for employment
shares in industry in recent decades indicate deindustrialization (see table A2.5 in annex 2.1).
The turning point (the top of the hump) in the
estimate is a GDP per capita of $3,772 ($3,197
without Mauritius)—a pproximately Ghana’s
income level in 2013. This result is particularly
striking in light of a global turning-point estimate of
around $8,000 for employment share and a much
higher level for value added.24
Thus, the pattern of industrialization is very different in Africa from patterns in other comparable
regions, again revealing premature deindustrialization. The value added share of industry starts
to decline at very low levels of income per capita.
Low industrial productivity in Africa could be associated with the large proportion of small firms,
which are generally less productive and pay lower
wages than larger firms.

FIGURE 2.5 Industry employment and value added shares in Africa started low and have
grown slowly, 1960–2016
Percent
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Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.
Note: Covers 20 countries from 1958–2016 (see list of countries in table A2.1 in annex 2.1). These countries
account for 80 percent of African GDP. The use of this database allows us to expand the number of countries
and the time coverage considerably compared with other studies. Rodrik’s (2016) seminal paper includes only
11 African countries.
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FIGURE 2.6 Relationship between industry shares in employment and value added and GDP per capita, 1960–2016
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Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.

Size matters: Large firms are more
productive and pay more but there
are few of them
Studies have shown that large firms are more productive and pay higher wages than small firms
(figure 2.7).25 For instance, a 1 percent increase
in firm size is associated with a 0.09 percent
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increase in labor productivity.26 The return to firm
size is even higher in Africa than in other developing regions, with a 0.15 percent increase in
labor productivity for a 1 percent increase in size.
The size effect is even stronger for manufacturing firms in Africa, with 1 percent increase in size
associated with a 0.20 percent increase in labor
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productivity—well above the 0.12 percent increase
for firms in the services sector.
Wages are also much higher in medium and
large enterprises than in small firms and in manufacturing than in services (see figure 2.7). Wages
are twice as high in large manufacturing firms as in
large service firms and 37 percent higher in small
manufacturing firms than in small service firms.
Differentials in productivity and wages by firm size
are partly due to the fact that large firms tend to
have more educated and skilled workers and to be
more capital intensive in production than smaller
firms, commanding higher output per worker.
The African enterprise landscape is dominated
by small firms, with too few medium and large
firms (the “missing middle” and “missing large”;
figure 2.8). More than 40 percent of African firms
have fewer than 10 employees, and more than
60 percent have fewer than 20. This preponderance of small firms is particularly concerning for
reaping the gains of industrialization at an aggregate level in the sense that firms starting out small
need to survive, evolve, and grow at a scale dictated by circumstances applicable to specific

The African
enterprise landscape
is dominated by
small firms, with
too few medium
and large firms

sectors, including the potential to enter global or
regional value chains. Analysis of firm dynamics
provides some clues on the state of firm growth
in Africa, followed by impediments for survival and
overall operations.
Table 2.2 provides probability estimates of firm
dynamics over an average of six years based on
enterprise survey data from selected African countries. Firms that started out small had a higher
probability of staying small (77 percent) than
medium (18 percent) or large firms (5 percent). For
firms that started out large, the probability of scaling down to small or medium size was 33 percent.
Firms that started out medium had a 31 percent
chance of scaling down to small size. By contrast, firms that started out small had a 23 percent
chance of growing into a medium or large firm,
and firms that started out medium had a 13 percent chance of growing into a large firm. Overall,
it seems much easier for African firms to shrink
than to expand. Currently 55 percent of firms are
small, 30 percent are medium, and 15 percent are
large. Simulations show that on existing trends,
in the long run, 49 percent of firms will be small,

FIGURE 2.7 Large firms are more productive and pay more than small firms, and the differences are greater in
manufacturing than in services, most recent year available during 2006–17
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Source: Data from World Bank Enterprise Survey harmonized data.
Note: Values are weighted.
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31 percent will be medium, and 20 percent will
be large in the long run. This is much closer to
the distribution in developing countries, where
21 percent are small, 33 percent are medium, and
46 percent are large.27 The question is what are
the most important factors that drive firm growth?
Firm dynamism depends largely on productivity. More productive firms tend to expand their
workforce. The conditional probability28 estimates
of firm dynamism differentials (conditional on
firm-level productivity) confirm that small firms in
developing countries have lower chances of growing into medium or large firms (see table A2.6 in
annex 2.1).
Overall, the analysis reveals little firm dynamism
in Africa, particularly for small firms’ chances of
transitioning into medium and large firms. The
implication is that the dominance of small firms
drives down aggregate productivity, particularly
in the manufacturing sector, and prevents firms
from creating enough high-quality jobs for Africa’s
growing labor force. More needs to be done to
encourage large companies to set up businesses
in Africa and to help small firms grow by removing
constraints such as poor infrastructure, political
instability, and corruption. Identifying and building the necessary clusters at the right scale also
might help firm growth. This implies a concerted
industrialization effort that builds on countries’
comparative advantage in Africa’s manufacturing
sector. The next section considers the potential
for Africa’s industrialization at the product level,
looking at prospects from the perspectives of
product complexity and product space in four
African countries.

FIGURE 2.8 Africa has mostly small firms, most recent year

available during 2006–17
Share of firms (percent)
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Source: Data from World Bank Enterprise Surveys.

TABLE 2.2 Transition matrix for firm dynamism in Africa, most

recent year available during 2003–17
Change over a six-year period (percent)
Small
(5–19
employees)

Medium
(20–99
employees)

Large
(100 or more
employees)

Small (5–19 employees)

77

18

5

Medium (20–99)

31

56

13

9

24

68

Large (100 or more)

Source: World Bank Enterprise Survey panel data.

CONSTRAINTS TO FIRM
DYNAMISM

Note: Panel data for 12 African countries are used: Cameroon (7-year gap), Egypt
(3-year gap), Ethiopia (4-year gap), Lesotho (7-year gap), Liberia (8-year gap),
Malawi (5-year gap), Mali (6-year gap), Niger (8-year gap), Nigeria (5-year gap),
Rwanda (5-year gap), Sierra Leone (8-year gap), and Zimbabwe (5-year gap). To

In a natural process of creative destruction, some
failing firms cease operation, paving the way for
more productive or more capable firms to replace
them. In well-functioning markets, such churning
is positively associated with aggregate productivity and economic growth. However, firm dynamism, measured as firm survival and growth, can
be impeded by external obstacles to business
operations that result in the inefficient allocation
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account for different sample sizes and gaps between survey waves, the transition matrices were first calculated for each country and averaged by sample size
and survey gap. Countries with longer survey gaps were given more weight. The
average survey gap is 6 years.

of resources and limit firms’ potential to create
employment. These drags on firm dynamism are
particularly concerning for Africa, where firms,
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Firms in Africa face
multiple obstacles
that impede
their dynamism,
reducing their
profitability, global
competitiveness,
growth, and
even survival

small and large, face multiple obstacles to their
operations.29
Globally, exiting firms in countries covered by
the World Bank Enterprise Survey account for
around 3–4 percent of private sector employment
a year.30 In Africa, about 6.1 percent of firms exit
each year. Exit rates of firms vary across countries
and by firm size (figure 2.9). Although exit rates
are not comparable across countries because
of differences in survey timing and in social, economic, and political dynamics, exit rates still provide important insights into firm dynamism across
several African countries. Egypt has the highest
annual exit rate, at about 12.8 percent over 2013–
16, a reflection in part of the especially difficult
business environment in the aftermath of the Arab
Spring of 2011. Half the firms surveyed in Egypt
and other countries in the region identified political
instability as the top obstacle to doing business.31
The lowest annual exit rates, at 2.4 percent, are
in Mali (2010–16) and Sierra Leone (2009–17).
Although there is considerable variation across
countries, smaller firms are more likely to exit the
market than medium and large firms.
Not surprisingly, in African countries, entry
rates are much higher for small firms than for
medium and large firms. For firms starting up in

the two years before the survey, entry rates were
5.8 percent for small firms, 3.7 percent for medium
firms, and 1.2 percent for large firms (figure 2.10a).
Similarly, 23 percent of small firms started operation in the five years before the survey compared
with 13 percent of medium firms and 7.5 percent
of large firms. This underscores how the dynamism in the African formal enterprise landscape
is driven largely by small firms exiting and entering; the entry rate of large enterprises has been
very low. These firm dynamics vary widely across
African countries (figure 2.10b). To benefit from the
productivity and wage premiums that large firms
have over smaller firms, African countries need to
increase the entry of large firms and the growth of
small and medium firms.

Major obstacles to doing business
Firms in Africa face multiple obstacles that impede
their dynamism, reducing their profitability, global
competitiveness, growth, and even survival. In
responses to World Bank Enterprise Surveys,
more small firms report obstacles to their business operations than do medium and large firms
(figure 2.11a). Small firms are generally younger
than large firms and have less capability to deal
with obstacles—less knowledge of regulations,

FIGURE 2.9 Annual firm exit rates in Africa vary by country and firm size, various years
Exit rate by country
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FIGURE 2.10 Entry rates vary by firm size and country, various years
a. By firm size (started operation in the 2, 3, or 5 years before the survey)

b. By country (started operation in the 2 years before the survey)
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Source: Data from World Bank Enterprise Surveys.

less experience, and less capital to deal with business problems.32 Of 15 business obstacles, the
biggest is lack of finance, reported by 18 percent
of small firms and nearly 14 percent of medium
firms. The second biggest obstacle is unreliable
access to electricity (15 percent of small firms
and 12 percent of medium firms). For large firms
(100 or more workers), the biggest obstacles are
access to electricity (12 percent), political instability (12 percent), and high taxes (11 percent).
For manufacturing firms, reliable access to
electricity is the biggest obstacle affecting their
operations, followed by finance, both reported by
about 8 percent of firms (figure 2.11b). The same
two obstacles are reported by service firms, but
finance is the biggest obstacle (15 percent), followed by electricity (10 percent).
Major obstacles vary across regions (figure
2.12). The biggest obstacle reported by firms of
all sizes in North Africa, including Egypt, Mauritania, Morocco, and Tunisia, is political instability
(23–29 percent), followed by finance and electricity. In Central, Southern, and West Africa, the
two biggest obstacles are finance and electricity,
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with political instability the third biggest in Central
Africa and competition from informal operators the
third biggest in Southern and West Africa. In East
Africa, the biggest obstacle reported by firms of
all sizes is electricity (26 percent), with more than
a third of large enterprises reporting it as their
biggest obstacle, followed by finance (11 percent)
and high taxes (12 percent).

Business obstacles and lost jobs
Business obstacles also have an impact on job
creation, largely through lower firm survival rates
and staff cutbacks. When obstacles are too
severe, firms may decide to shut down, resulting
in a loss of job opportunities. Firms that survive
despite severe obstacles might decide to optimize
profits or minimize losses by hiring fewer workers
or by laying some off. In Africa, the biggest impact
on jobs is through firm survival; the employment
effects are less severe among surviving firms.
Business obstacles have a significant impact
on firm survival (figure 2.13). Of the 15 obstacles in
the World Bank Enterprise Surveys, 10 have a statistically significant negative effect on the survival
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FIGURE 2.11 Biggest obstacles to doing business in Africa, by firm size and sector, most

recent year available during 2006–17
a. By firm size
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FIGURE 2.11 Biggest obstacles to doing business in Africa, by firm size and sector, most recent year available during
2006–17 (continued)
b. By sector
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Source: Data from World Bank Enterprise Surveys.
Note: All values are survey weighted.

of firms after firm-level characteristics, location,
year, and country are accounted for.33 Firms
that report unfair or corrupt courts as their biggest obstacle have about a 0.17 probability point
lower chance of survival than other firms. Similarly,
firms that report access to finance as their biggest
obstacle have a survival chance that is 0.12 probability point lower than other firms. And firms that
report competition from informal sector operators
as their biggest obstacle have a survival chance
that is 0.11 probability point lower.
Firms that survive seem to cope reasonably
well with business obstacles, although firms still
report them as a detriment to their operations.
Each obstacle to doing business reduces annual
employment growth among surviving firms, controlling for age, by 0.1–0.34 percentage point.34
This translates into a 1.5–5.2 percent loss in
annual employment growth.35
By rough estimate, the continent loses an
average of 176,000 private sector jobs every year
because of each of the business obstacles examined, for a total of 1.2–3.3 million jobs lost every
year (figure 2.14). The number of estimated jobs
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lost ranges from 74,000 due to customs and trade
regulations to 264,000 due to licensing and permitting. These rough estimates are indicative only,
and actual and potential job losses could be much
higher. They do, however, indicate how detrimental the obstacles are to both creating new jobs and
maintaining existing high-quality jobs in the formal
sector. Licensing and permitting, courts, political instability, and corruption are associated with
the highest numbers of private sector jobs lost in
Africa. Related to governance, these obstacles are
thus amenable to reform.

POLICY IMPLICATIONS
The rapid growth in Africa’s labor force and widespread poverty make job creation in high-productivity sectors a top priority for policymakers.
The informal sector has long been the default
source of employment for the growing workforce, but wages are low and jobs are insecure,
leaving many workers with informal jobs living in
poverty. While striving to exit the informality trap,
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FIGURE 2.12 Biggest obstacles in Africa, by firm size and region, most recent year available during 2006–17
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(continued)

countries need to protect vulnerable workers without making the labor market too rigid. Incentives
should encourage informal firms to formalize. And
structural transformation needs to be advanced
through steady and rapid industrialization that
moves labor from low- to high-productivity sectors
and ultimately creates more high-quality jobs.
This chapter has shown that growth acceleration driven by a dynamic manufacturing sector can

60

create more jobs than growth driven by any other
sector. However, Africa’s potential for industrialization is limited by the premature deindustrialization
in recent decades despite intensive reforms to
improve the business and investment climate in
many countries and diligent sector-specific industrial strategies implemented in some cases. The
question is thus: How can African countries tip
the scale in favor of manufacturing and reap the
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FIGURE 2.12 Biggest obstacles in Africa, by firm size and region, most recent year available
during 2006–17 (continued)
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Source: Data from World Bank Enterprise Surveys.
Note: All values are survey weighted.

benefits of structural change and rapid economic
growth?
Evidence from around the world on successful industrialization suggests that firm productivity
and thus firm growth are shaped by four interrelated factors, often determined by policy choices.
The first, and perhaps most frequently mentioned,
is to get the basics right. These include adequate
infrastructure (utilities, transport, communications,
and the like), human capital (skills), and functioning institutions. This chapter clearly showed how
these basics were identified as the biggest constraints for firm operations. The second is the
type of market firms target to sell their products. A
wealth of research in Africa and other developing
regions has identified manufactured exports as an
important source of productivity growth. Third is
formation of industrial clusters, and fourth is the
ability to attract foreign direct investment.36
As can be inferred from the results on the
analysis of enterprise surveys in this chapter, the
most cited constraint affecting firm operations
and survival is getting the basics right. Bureaucratic hurdles, corruption, poor tax administration,
poor infrastructure, and unfair or corrupt court
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FIGURE 2.13 Estimated marginal effects of business obstacles on
firm survival, most recent year available during 2003–17
Tax administration
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Inadequately educated workforce
Licensing and permits
Crime, theft, and disorder
Tax rates
Political instability
Electricity
Corruption
Access to land
Transport
Informal sector competitors
Access to finance
Courts

–0.3

–0.2

–0.1

0.0

0.1

Probability points
Not statistically significant

Statistically significant

Source: Woldemichael and Joldowski (2018) using World Bank Enterprise
Survey panel data.
Note: The figure reports estimated marginal effects with standard error bands
(the gray lines on each bar). The logit model of survival controls for various confounding factors.
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FIGURE 2.14 Estimated number of jobs lost each year in Africa

because of business obstacles, most recent year available during
2003–17
Customs and trade regulations
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Source: Data from World Bank Enterprise Surveys.
Note: The figure reports simple predictions based on parameter estimates using
survey data, assuming 4,883,347 private sector firms, average firm size of 15
employees, average survival rate of 93.9 percent, and unconditional employment
growth of 6.1 percent. The gray lines on each bar are standard error bands.

rulings were at the top of the list of impediments
in most African countries. Policies to ease these
constraints—such as bureaucratic reform, digitization of tax administration, improving the accountability and transparency of court administrations,
and related solutions that get the civil service to
function and serve the business community—
become extremely important.
Some African governments have set up presidential investors advisory councils (PIACs),
chaired by the head of state to regularly review
and seek solutions for firm constraints that are
bureaucratic, legislative, financial, infrastructure-related, and regulatory. PIACs were first created by the presidents of Ghana, Tanzania, and
Senegal in 2002 and Mali and Uganda in 2004.
Later, councils were set up in Benin and Mauritania. Ethiopia launched a Public–Private Consultative Forum—loosely modeled on the PIAC—in
2010. The intentions of the PIACs were to bring
investors, both domestic and foreign, closer to
the highest decisionmaking body in a country to
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loosen constraints, coordinate policies and regulations, and streamline them to get better returns
on private investment.
This approach worked well in rapidly industrialized countries such as the Republic of Korea
because it offers the country’s leadership an
opportunity to take corrective action before firms
either stop operations or remained stunted. The
performance of PIACs in Africa has not been
stunning. Most faded into obscurity, leaving
investors to their own devices to deal with multiple constraints on their operations.37 Reviving
such regular consultations between the private
sector and policymakers and decisionmakers
would be one bold step forward in modernizing
African economies and enhancing the productivity of firms.
One way to improve infrastructure support
for firm entry and survival is to set up industrial
zones.38 The evidence is clear that African firms
that engage in exporting, operate in proximity to
other firms, and attract foreign direct investment
tend to be more competitive and therefore to
thrive.39 With many African countries dependent
on extractive industries, building economic complexity is challenging. The capabilities and productive knowledge in extractive industries have
little overlap with those needed to produce more
complex manufactured products. Policymakers
should identify the proximate frontier products
that countries can diversify into, as well as the
capabilities needed. And they should alleviate
unnecessary constraints to doing business, especially those that firms have identified as primary
obstacles and that are within government’s ability
to deal with quickly. These include unclear and
uneven enforcement of regulations, disregard for
the rule of law, and rampant corruption.
Over the longer term, it will be vital to strengthen
physical infrastructure by reliably providing electricity and other utilities, whose absence inhibits
the competitiveness of African firms in global markets. Job creation everywhere is driven by strong
private sector growth. But such growth requires
a conducive business and regulatory environment
that encourages firms of all sizes to set up operations and enables incumbent firms to become
competitive in global markets. Improving the ease
of entry would pave the way for Africa’s informal
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enterprises to formalize their businesses and
create better jobs. Although removing some of
these obstacles will take time (notably weak infrastructure and limited access to finance), policymakers could boost private-sector job creation
in the short run by improving the quality of public
service and easing bureaucratic burdens.
There is also a need for industrial strategies
developed in collaboration with stakeholders,
particularly the private sector, to identify priority
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issues and create a strong competitive environment.40 Countries need to clear their own paths to
sustainable economic transformation.41 Finally, to
avoid redundancy and unintentional competition
between neighboring countries, regional industrial
zones could be established to reap the benefits
of externalities and agglomerations and to build
a critical mass of skilled labor.42 Establishing a
regional integration framework to implement such
policies is the focus of the next chapter.
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ANNEX 2.1

DETAILED SAMPLE RESULTS

TABLE A2.1 African countries in the

analytic sample for growth acceleration
episodes
Growth acceleration
episode
Country

Start date

End date

Botswana

1964

2014

Burkina Faso

1970

2014

Cameroon

1965

2014

Egypt

1960

2012

Ethiopia

1961

2014

Ghana

1960

2014

Kenya

1969

2014

Lesotho

1970

2014

Malawi

1966

2014

Mauritius

1970

2014

Morocco

1960

2012

Mozambique

1970

2014

Namibia

1960

2014

Nigeria

1960

2014

Rwanda

1970

2014

Senegal

1970

2014

South Africa

1960

2014

Uganda

1952

2014

Zambia

1965

2014

Source: Expanded Africa Sector Database
(https://www.merit.unu.edu/themes/3-economic
-development-innovation-governance-and
-institutions/expanded-africa-sector-database
-easd-1960–2015/).
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TABLE A2.2 Average annual growth rates of value added in sample African countries, by growth acceleration

episode and sector (percent)
Growth acceleration
episode
Country

Start date

Botswana

1967

1979

17.94

17.29

1979

1984

–0.03

–1.20

1984

2008

6.11

9.97

3.27

Burkina Faso

1994

2005

5.20

5.58

5.49

–2.87

5.40

Egypt

1958

1979

6.76

6.95

3.00

10.25

6.73

End date

Manufacturing

Services

Agriculture

Mining

All sectors

6.23

25.04

16.76

–6.57

30.74

10.54

3.16

6.14

1979

1988

7.88

8.18

3.77

0.26

5.21

1988

2002

3.64

5.60

4.18

–0.62

3.85
5.68

2002

2016

4.81

6.32

4.10

6.80

Ghana

2006

2016

6.91

8.14

3.75

21.03

7.29

Kenya

2004

2016

5.89

5.52

5.38

9.25

5.59

Mauritius

1969

1979

10.83

8.88

17.15

8.91

10.51

1981

1999

7.17

5.77

–0.04

4.10

5.51

Morocco

2005

2015

2.26

4.96

1.91

–5.92

4.08

1957

1967

5.03

2.89

2.08

2.37

3.13

1981

1997

3.03

4.37

3.58

1.03

3.79

2002

2007

4.78

5.79

1.85

6.97

5.01

2007

2015

3.06

4.60

7.40

0.54

4.52

Namibia

2003

2015

6.07

6.08

–1.11

4.08

5.24

South Africa

2001

2016

2.62

4.14

2.60

0.23

3.40

Uganda

2009

2016

5.88

6.66

2.31

11.94

5.57

5.79

6.33

3.52

6.86

6.20

Average
Source: Data from the Expanded Africa Sector Database.
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TABLE A2.3 Average annual growth rates of employment shares in sample African

countries, by growth acceleration episode and sector
Growth acceleration
episode
Country

Start date

End date Manufacturing

Botswana

1967

1979

13.92

1979

1984

2.82

Services

Agriculture

Mining

7.95

–3.00

21.70

3.05

–1.88

0.03

1984

2008

1.20

1.78

–1.63

–2.19

Burkina Faso

1994

2005

3.69

5.47

–0.84

14.47

Egypt

1958

1979

2.52

0.61

–1.23

2.07

1979

1988

1.21

1.35

–1.90

–2.10

1988

2002

0.12

1.04

–1.42

–4.27

2002

2016

1.06

0.93

–2.64

–5.77

Ghana

2006

2016

–3.04

3.77

–3.33

6.34

Kenya

2004

2016

1.60

1.47

–1.65

5.48

Mauritius

1969

1979

7.28

–0.90

–5.25

–1.90

Morocco

Namibia

1981

1999

0.67

0.82

–3.78

8.26

2005

2015

–1.46

1.10

–2.98

5.20

1957

1967

2.67

0.73

–0.88

1.95

1981

1997

0.13

0.79

–0.65

–3.98

2002

2007

1.30

1.48

–2.61

–2.85

2007

2015

0.13

2.33

–3.51

–7.86

2003

2015

2.81

–0.65

–0.11

4.15

South Africa

2001

2016

–0.51

0.05

0.70

–2.11

Uganda

2009

2016

–1.80

0.11

0.24

–1.32

1.82

1.66

–1.92

1.76

Average

Source: Data from the Expanded Africa Sector Database.
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TABLE A2.4 Effects of growth acceleration episodes on employment intensity of growth in

sample African countries, by sector
Elasticity of employment to growth
Employment

Overall

During growth
acceleration episodes

Effects of growth
acceleration episodes

Total

0.55

0.56

0.0078***

Manufacturing

0.88

0.88

0.0063*

Services

0.96

0.97

Agriculture

0.31

0.23

–0.0806

Mining

0.81

0.80

–0.0144*

0.0138***

Manufacturing-driven growth acceleration episodes
Total

0.57

0.59

0.017***

Manufacturing

0.91

0.94

0.034***

Services

1.01

1.05

0.038***

Agriculture

0.32

0.34

0.022***

Mining

0.83

0.88

0.053***

Services-driven growth acceleration episodes
Total

0.55

0.56

Manufacturing

0.89

0.89

0.005***

Services

0.97

0.98

0.005*

Agriculture

0.32

0.31

–0.01***

Mining

0.85

0.49

–0.360***

–0.005

Agriculture-driven growth acceleration episodes
Total

0.56

0.56

–0.003

Manufacturing

0.89

0.88

–0.012***

Services

0.99

0.98

–0.01**

Agriculture

0.30

0.31

0.007**

Mining

0.80

0.76

–0.046***

Mining-driven growth acceleration episodes
Total

0.56

0.57

0.016***

Manufacturing

0.88

0.90

0.021***

Services

0.98

1.01

0.029***

Agriculture

0.30

0.31

0.013***

Mining

0.78

0.81

0.024**

* Significant at the 10 percent level; ** significant at the 5 percent level; *** significant at the 1 percent level.
Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.
Note: The sample includes countries in table A2.1. Elasticities are estimated using ordinary least squares
regressions and the following specification: ln(Ei,j,t) = β1ln(GDPi,t) + β2ln(GDPi,t) × Growthspkesi,j,t + ∈i,j,t, where
Growthspkesi,j,t is a dummy variable indicating whether country i experienced at least one growth acceleration
episode driven by sector j. The elasticities are given by the estimated coefficient β1 (outside growth acceleration episodes) and β1 + β2 (during growth acceleration episodes).
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TABLE A2.5 Industry shares in value added and employment, with income and decade

effects
(1)
Industry value added share

(2)
Industry employment share

–0.132
(–0.784)

0.021
(0.172)

Ln(Pop)2

0.003
(0.523)

0.001
(0.178)

Ln(GDP per capita)

0.467**
(2.265)

0.118
(1.012)

–.0285**
(–2.253)

–0.005
(–0.697)

Decade 1960

0.093**
(3.279)

–0.009
(–0.809)

Decade 1970

0.116**
(3.023)

–0.011
(–0.678)

Decade 1980

0.130**
(2.520)

–0.0185
(–0.858)

Decade 1990

0.152**
(2.142)

–0.023
–0.864

Decade 2000

0.161*
(1.857)

–0.034
–1.076

Decade 2010

0.158
(1.647)

–0.040
–1.093

–0.466
(–0.249)

–0.997
–0.964

970

959

Variable
Ln(Pop)

Ln(GDP per capita squared)

Constant
Number of observations

* Significant at the 10 percent level; ** significant at the 5 percent level.
Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.
Note: Numbers in parentheses are t-statistics. All estimates include country fixed effects. Standard errors are
clustered by country to consider serial correlation within countries, which strongly affects the significance of
the results. When this is not done, coefficients for decade dummy variables are significant and negative.
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TABLE A2.6 Multinomial estimates of conditional firm dynamics, various years
Two-year period
Africa

Latin America

South Asia

[t]
Medium

[t]
Large

[t]
Medium

[t]
Large

[t]
Medium

[t]
Large

–0.822***
(0.00447)

–0.900***
(0.00291)

–0.793***
(0.00465)

–0.865***
(0.00361)

–0.861***
(0.00499)

–0.896***
(0.00424)

[t-2] Medium

0.758***
(0.00535)

–0.0197***
(0.00607)

0.717***
(0.00539)

–0.0585***
(0.00550)

0.809***
(0.00585)

–0.0772***
(0.00534)

[t-2] Large

0.0639***
(0.00329)

0.920***
(0.00576)

0.0756***
(0.00312)

0.923***
(0.00440)

0.0525***
(0.00325)

0.973***
(0.00352)

22,865

22,865

22,325

22,325

13,574

13,574

[t-2] Small

Number of observations

*** Significant at the 1 percent level.
Source: Harmonized data from World Bank Enterprise Surveys.
Note: Numbers in parentheses are standard errors. Small firms are the reference group. The analysis controls for productivity of firms, country, and year fixed effects.
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FIGURE A2.1 Employment and value added shares in Africa, by country, 1960–2016
Industry share in employment

Industry share in value added

Growth acceleration episode start

End

Group 1. With share of industry rising in both employment and value added
Ethiopia

Egypt

0.20

Lesotho
0.4

0.3

0.15

0.3

0.2
0.10

0.2
0.1

0.05
0.00
1940

0.1

1960

1980

2000

2020

0.0
1940

1960

Rwanda

1980

2000

2020

0.0
1940

1960

Senegal

0.15

1980

2000

2020

2000

2020

Tanzania
0.3

0.25
0.20

0.10

0.2

0.15
0.10

0.05

0.1

0.05
0.00
1940

1960

1980

2000

2020

2000

2020

0.00
1940

1960

1980

2000

2020

0.0
1940

1960

1980

Uganda
0.25
0.20
0.15
0.10
0.05
0.00
1940

1960

1980

Group 2. With share of industry rising in employment but not in value added
Burkina Faso

Kenya

0.4

Malawi
0.20

0.25
0.20

0.3

0.15

0.15
0.2

0.10
0.10

0.1
0.0
1940

0.05

0.05

1960

1980

2000

2020

0.00
1940

1960

1980

2000

2020

0.00
1940

1960

1980

2000

2020

(continued)
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FIGURE A2.1 Employment and value added shares in Africa, by country, 1960–2016 (continued)
Industry share in employment

Industry share in value added

Growth acceleration episode start

End

Group 3. With share of industry declining in employment but rising in value added
Mozambique
0.20
0.15
0.10
0.05
0.00
1940

1960

1980

2000

2020

Group 4. With share of industry declining in both employment and value added
Ghana

Mauritius

South Africa

0.5

0.3

0.3

0.4
0.2

0.2

0.3
0.2

0.1

0.1

0.1
0.0
1940

1960

1980

2000

2020

0.0
1940

1960

1980

2000

2020

0.0
1940

1960

1980

2000

2020

Group 5. With share of industry stagnant in both employment and value added
Botswana

Cameroon

0.3

0.3

0.2

0.2

Morocco
0.4
0.3
0.2

0.1

0.1
0.1

0.0
1940

1960

1980

2000

2020

0.0
1940

1960

Namibia

1980

2000

2020

0.0
1940

1960

Nigeria

0.25
0.20

1980

2000

2020

2000

2020

Zambia

0.20

0.20

0.15

0.15

0.10

0.10

0.05

0.05

0.15
0.10
0.05
0.00
1940

1960

1980

2000

2020

0.00
1940

1960

1980

2000

2020

0.00
1940

1960

1980

Source: Data from Penn World Tables 9.1 and the Expanded Africa Sector Database.
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NOTES

19. African Development Bank 2018; Berthelemy
2017. The analysis here is based on data from the

1.

ILOSTAT (https://www.ilo.org/ilostat).

Expanded Africa Sector Database. The sectoral

2.

African Development Bank 2018.

dynamics might be affected by the changing nature

3.

Newman et al. 2016.

of these sectors. The “servicification” of the manu-

4.

With the level of economic growth controlled for,

facturing sector and the outsourcing of professional

a 1 percent increase in agriculture’s share of total

and business services is one such example. In

employment is associated with a 0.08 point increase

the US context, Berlingieri (2013) shows that pro-

in the Gini coefficient of inequality and a 0.25 per-

fessional and business outsourcing accounts for

5.

centage point increase in poverty (at the $1.90 a

36 percent of the increase in services and 25 per-

day poverty line in 2011 constant prices), while the

cent of the fall of manufacturing. The Expanded

same increase in the informal sector’s share of total

Africa Sector Database includes the following 10

nonagricultural employment is associated with a

sectors: agriculture (agriculture, hunting and forestry,

0.05 point increase in inequality and a 0.64 point

fishing); mining (mining and quarrying); manufactur-

increase in the poverty rate (World Development

ing; utilities (electricity, gas, and water supply); con-

Indicators data for 2018).

struction; trade services (wholesale and retail trade;

The International Labour Organization definition is

repair of motor vehicles, motorcycles, and personal

as follows: “Informal employment comprises per-

and household goods; hotels and restaurants;

sons who in their main job were: (a) own-account

transport (transport services, storage, and commu-

workers, employers or members of producers’

nications); finance (financial intermediation, renting,

cooperatives employed in their own informal sector

and business activities, excluding owner occupied

enterprises; (b) own-account workers engaged in

rents); government services (public administration

the production of goods exclusively for own final

and defense, education, health, and social work);

use by their household; (c) contributing family work-

and others (personal services; community, social,

ers, irrespective of whether they work in formal or

and personal service activities; activities of private

informal sector enterprises; or (d) employees holding

20. Only one growth episode is observed in mining that

enterprises, informal sector enterprises, or as paid

occurs without growth acceleration episodes in

domestic workers by households.”

other sectors (Botswana between 1979 and 1984).

Informality can be a default (involuntary) option,

In the seven other cases, growth episodes in mining

when workers resort in the absence of decent jobs

are associated with growth acceleration episodes in

or unemployment benefits or when firms are unable

manufacturing (four cases) and services (six cases).

to formalize due to, for example, the high cost of for-

21. Rodrik 2014.

malization. It can be a chosen option, when workers

22. Rodrik 2013. However, Cadot et al. (2016) challenge

or firms choose not to be part of the regulated econ-

the view that manufacturing is the only sector exhib-

omy. The focus of this chapter is on the former.

iting absolute convergence. In the African context,

6.

ILO 2018.

they show that dynamic service sectors might share

7.

Fiess, Fugazza, and Maloney 2008.

8.

Khamis 2012.

9.

the same characteristics.
23. Following Rodrik (2016), the following equation was

Bargain and Kwenda 2014.

estimated to establish the existence of premature

10. Benjamin and Mbaye 2012.

deindustrialization: where is the employment or

11. Page and Shimeles 2015.

value added share of industry in country i and year

12. Bigsten, Mengistae, and Shimeles 2013.

t, is the logarithm of total population, is the square

13. Hausmann, Pritchett, and Rodrik 2005.

of the logarithm of population, is the logarithm of

14. African Development Bank 2018; Berthelemy 2017.

GDP per capita, is the square of the logarithm of

15. African Development Bank 2018.

GDP per capita, and is a dummy variable for the

16. Hausmann, Pritchett, and Rodrik 2005.

decade. Excluding Mauritius, a strong manufactur-

17. African Development Bank 2018.
18. African Development Bank 2018.
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households).

informal jobs, whether employed by formal sector

ing exporter, does not change the results.
24. Rodrik 2016.
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25. Soderbom, Teal, and Wambugu 2005.

Documents/Generic-Documents/industrialize_africa_

26. Based on firm-level data from World Bank Enterprise

report-strategies_policies_institutions_and_financing.

Surveys covering 135,000 firms in 139 countries.
27. The shares are calculated from World Bank Enterprise Surveys for 2010–17.
28. The estimated marginal effects are conditional on
productivity using logarithm of sales per worker,

pdf.
———. 2018. African Economic Outlook 2018: Macroeconomic Developments and Structural Change: Infrastructure and Its Financing. Abidjan.
Aga, G., and D. Francis. 2015. “As the Market Churns:

country, and year.

Estimates of Firm Exit and Job Loss Using the World

29. World Bank 2009.

Bank’s Enterprise Surveys.” World Bank Policy Re-

30. Aga and Francis 2015.

search Working Paper 7218. World Bank, Washing-

31. EBRD, EIB, and World Bank 2016.

ton, DC.

32. Aterido, Hallward-Driemeier, and Pagés 2011; Seker
and Correa 2010.

Aterido, R., M. Hallward-Driemeier, and C. Pagés.
2011. “Big Constraints to Small Firms’ Growth?

33. Woldemichael and Joldowski 2018.

Business Environment and Employment Growth

34. The overall effect of business obstacles on jobs

across Firms.” Economic Development and Cultural

can be calculated by multiplying the effect on firm

Change 59(3): 609–47.

survival and the effect on conditional employment

Bargain, O., and P. Kwenda. 2014. “The Informal Sector

growth. The value for the upper bound is from Wol-

Wage Gap: New Evidence Using Quantile Estimations

demichael and Joldowski (2018).

on Panel Data.” Economic Development and Cultural

35. Data from the SME Finance Forum, based on Inter-

Change 63(1): 117–53.

national Finance Corporation (IFC) Enterprise Finance

Benjamin, N., and A. Mbaye 2012. “The Informal Sector in

Gap Database summary data, show that there are

Francophone Africa: Firm Size, Productivity, and Insti-

about 4.9 million formal enterprises in Africa (https://

tutions.” World Bank, Washington, DC.

finances.worldbank.org/Other/MSME/9ffj-qvnk). In

Berlingieri, G. 2013. “Outsourcing and the Rise in Ser-

2010, the IFC conducted a study to estimate the

vices.” CEP Discussion Papers DP1199. Centre for

number of micro, small, and medium enterprises in

Economic Performance, London. https://ideas.repec.

the world, and to determine the degree of access

org/p/cep/cepdps/dp1199.html.

to credit and use of deposit accounts for formal and

Berthelemy, J.C. 2017. “Growth Acceleration, Structur-

informal firms. The study used data primarily from

al Change and Poverty Reduction in Africa.” Work-

World Bank Enterprise Surveys. In 2011, the data

ing Paper Series 293. African Development Bank,

were revisited as new Enterprise Surveys became

Abidjan.

available. The resulting database, IFC Enterprise

Bigsten, A., T. Mengistae, and A. Shimeles. 2013. “Labor

Finance Gap Database, covers 177 countries and

Market Integration in Urban Ethiopia, 1994–2004.”

provides summary values for different categories.

Economic Development and Cultural Change 61(4):

The database includes 50 African countries.

889–931.
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