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White Paper

A White Paper is a report or guide that informs readers concisely about 
a complex issue and presents the issuing body’s philosophy on the 
matter. It is meant to help readers understand an issue, solve a problem, 

or make a decision.

Entrepreneurship

Over the next decade, many of Africa’s current development challenges 
will become bankable business opportunities on which our youth, 
women and others can capitalize. Key drivers in this process are 
digitalization of the economy and climate change and the greening of 
the economy, coupled with a growing consumer market and pandemic-
induced recognition by policy makers of the need to strengthen the 

continent’s resilience and generate greater value-added.

Free Trade

The African Continental Free Trade Area is the greatest opportunity for 
African entrepreneurs to increase the total available market for their 
ventures, which in turn strengthens their business case to investors 
concerning revenue growth and profit forecasts. The complexities 
of navigating the local business environment present a first-mover 

advantage for African entrepreneurs in this context.

African Narrative

The importance of storytelling in our lives cannot be overestimated, 
as it is the basis for everything we do and how we see the world. 
Over the past decades, the narrative around Africa’s development has 
mainly been written outside the continent, even though increasingly 
with African participation. This White Paper aims to tell the story of the 

African entrepreneur from an African perspective.
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1. Introduction

At the outset of independence in most emerging 
markets, supporting entrepreneurship was 
a relatively peripheral component of the 
economic development agenda and there 
was little focus on the role of the private 
sector. Western-oriented bilateral support 
for private sector development began to 
pick up momentum in the 1980s and leading 
development finance institutions (DFIs) 
supported the private sector development 
agenda with a focus on institutional 
theory. This posited that a sound business 
environment grounded in legal and regulatory 
frameworks that promoted competition, 
combined with well-functioning institutions 
and infrastructure, would create the conditions 
needed for emerging markets to overcome 
poverty and economic underdevelopment. With 
the collapse of the Soviet Union and the rising 
openness to the outside world of China, these 
themes picked up momentum in the 1990s. It 
was also in the 1980s and after that a growing 
portion of international students began to 
attend MBA programs in the United States, 
long the institutional leader for business 
management training. Such programs evolved 
over time, were replicated overseas, and have 
since matured to become far more integrated, 
specialized, and global in focus. However, until 
this century, the focus on “entrepreneurship” 
was indirect, embedded in economic theory 
and history, and enveloped in the 20th century 
within theories of the firm (Coase, 1937), agency 
(M. C. Jensen & Meckling, 1976), and broader 
business management principles. 
   
Today, entrepreneurship is commonly 
acknowledged as a critical factor in the 
development and culture of societies. 
Entrepreneurs like Elon Musk, Jack Ma and Bill 
Gates have achieved international acclaim. 
Companies like Google, Facebook, Salesforce, 
PayPal and Alibaba—all founded less than a quarter 
century ago—have grown to market capitalization 
in the hundreds of billions of dollars. Google 
and Alibaba have already joined more mature, 
but equally disruptive and trailblazing former 
startups like Microsoft, Apple and Amazon to 
eclipse the trillion-dollar valuation mark. Others 
like Tesla loom on the horizon.  

Much of the success of entrepreneurs and their 
varied businesses has been made possible by 
trends set in motion decades ago. These include 
globalization of capital and financial markets, 
linked together through banking networks, 
payment and settlement systems, trading 
platforms, and insurance and reinsurance 
whose shared risks required communication 
and coordination. The Basel framework for 
capital convergence has since evolved into 
a comprehensive framework of standards to 
ensure stability, driven by both solvency and 
liquidity requirements. Increased integration of 
trade and investment, often regional in nature, 
but significantly more globalized in recent 
decades, now involves not only multinationals 
but also mid-sized and smaller companies. 

The linkages between globally integrated 
financial markets and real sector 
economies have been largely powered by 
the unprecedented pace of technological 
innovation in telecommunications, computing 
power, and data and information transmission. 
In today’s emerging markets, technology-
inspired innovation has been a driving force. 
China and India are among the world’s leaders in 
telecommunications and information systems 
technologies, and China often now competes 
in frontier industries like artificial intelligence 
and quantum computing for global leadership 
with the US. Economic growth has been fueled 
by companies like Alibaba, Tencent, JD.com and 
Pinduoduo in China, and Infosys, Flipkart and 
Ola in India. These companies have an average 
age of less than 18 years. 

These developments and the growing confidence 
that new technologies and smart management 
can   transform   the   economic   landscape 
have encouraged a shift towards supporting 
entrepreneurship on the part of development 
partners providing financing support to lower 
income countries. In many cases, they view 
job creation as a source of income generation 
and wealth distribution.1 However, there is 
also recognition that many job functions will 
become obsolete as automation permeates 
scalable industries.2 Therefore, there is a 
clear focus on the need for productivity 
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enhancements, efficiencies and applications 
of new technologies not only for economic 
development, but also for social infrastructure 
needs, better government and enforcement of 
governance standards, and action on climate 
change, clean energy and resource depletion. 

A two-year study by the United Nations University 
World Institute for Development Economics 
Research (UNU-WIDER), which culminated in 
the release of the book “Entrepreneurship and 
Economic Development”, revealed that the role 
of the state is among the foundational elements 
for entrepreneurship to serve as a catalyst for 
economic growth. This includes the capacity of the 
state to ensure a level playing field and create the 
appropriate regulatory and judicial environment 
to support a competitive, entrepreneurial culture. 
However, there is more to the equation, not least 
of which are intangibles and pressures that 
induce entrepreneurship. 

This report looks at entrepreneurship thematically 
in the context of implications for Africa. It 
considers (1) entrepreneurship as an engine for 
economic growth, (2) how this broader context 
potentially applies to Africa, (3) more specifically 
how trade can serve as a catalyst for sustainable 
economic expansion, (4) how the African 
Continental Free Trade Area (AfCFTA) can serve 

as the vehicle for a paradigm shift in economic 
development and trade in and for Africa, (5) how 
all of these themes related to entrepreneurship 
and intra-African trade intersect, and (6) summary 
observations and recommendations.

The research finds there is considerable reason 
to be optimistic about prospects for growth and 
entrepreneurship in Africa, but that optimism 
is challenged by inadequate structures for 
resource   management   oversight.   Africa   is 
at risk of depleting many of its comparative 
advantages in natural resources unless it gains 
control both of these resources themselves and 
the methods for producing and transforming 
them into consumable products. Stricter 
governance   standards,   oversight,    tracing 
and certification of steps in the production and 
distribution process will be needed to safeguard 
Africa’s bounty. Closer intra-African ties will 
be needed through infrastructure, trade and 
investment, and financial markets to accelerate 
valued-added on the continent. And wealth 
creation will need to be characterized by more 
balanced income distribution and better delivery 
of social infrastructure and public services to 
meet the economic and human development 
objectives of a growing and youthful population. 
Entrepreneurship can make an enormous 
contribution to all of this.  
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Entrepreneurship as an engine 
for economic growth

2.1 Role of entrepreneurship 
in the economy 

Long-term sustainable GDP growth and wealth 
creation is typically based on rising total factor 
productivity (TFP), meaning rising growth in 
output and efficiency from each unit of land, 
labor and capital inputted into the system 
or process of production and distribution 
of goods and services. Economic indicators 
quantify these measures and inputs, identify 
levels of output resulting from these inputs 
individually, and then determine the residual as 
the remaining value of TFP. As economies evolve 
and develop, TFP increases. Therefore, a single 
farmer on a John Deere tractor or combine in 
Argentina, Brazil, Canada, Australia and US 
is likely to be far more productive than 100 
subsistence farmers on small plots in Ghana, 
Cameroon or Kenya. The reason is partly due 
to the superior productivity resulting from 
mechanization and the larger plots that can be 
farmed. Combined as well with an ample supply 
of suitable inputs, financing and crop insurance 
for working capital and weather-related risks, 
warehousing facilities for storage, transport 
equipment and infrastructure for distribution, 
and commercial markets and institutions 
(including cooperatives) for downstream sales, 
the example shows the importance of TFP in 
relation to individual producers as well as 
broader markets and business environments.     
 
However, an intangible factor not captured 
explicitly as a unit of measure in economic 
growth and TFP is entrepreneurship. The study of 
entrepreneurship is multi-faceted, influenced by 
economic resource availability and constraints, 
political and governance systems, and related 
socio-economic factors touching on education 
and culture. While all regions and populations 
have differing degrees of entrepreneurship, it 
is widely acknowledged that entrepreneurship 
serves as both an input into economic growth 
and wealth creation and an indicator of regional, 
national and sub-national cultures and their 
capacity to sustain growth and wealth creation. 
It is also acknowledged that entrepreneurship is

dynamic, not static, and is affected by changing 
conditions and competitive pressures. These 
can be positive or negative, with the former 
reflected in innovations that transform the 
economic landscape in a manner that creates 
broad-based improvements in social welfare, 
whereas the latter is reflected in stagnation, 
declining standards of living, and reduced 
distribution of social welfare benefits. 
Entrepreneurship is often inherently disruptive, 
as it involves risk-taking based on a vision to 
redefine the status quo. This is most widely 
known as “creative destruction”, although 
dozens of other theories have been included in 
the economic literature since the early-to-mid-
1900s.3 In this regard, entrepreneurship has 
important spillover effects within economies 
and societies, both positive and negative, 
causing tensions that are often challenging to 
remedy.4 

The current (2021) k-shaped recovery from 
COVID-19 in many countries partly reflects 
this, with outsized wealth increases and 
compensation packages for those capitalizing 
on changing patterns, while others unable to 
re-skill or mobilize capital are marginalized, 
laid off, or displaced by newly adopted 
technologies. While economic growth and TFP 
may increase as a result of such entrepreneurial 
innovations, the wealth effects are often poorly 
distributed in a way that destabilizes economic 
and political environments and causes frictions 
in society. Therefore, while entrepreneurship 
is often cited as a contributor to economic 
dynamism, growth and wealth, the effects are 
not universally positive in society as a whole.

The chart below provides profiles of innovations 
in the last two decades that have upended 
the status quo ante. Most are focused on 
telecommunications and digital advancements, 
all of which are supported by increases in 
computing power, more complex and faster 
chips and, more recently, artificial intelligence. 
These advances have generated the “internet 
of things” that, among other powers, advances 
the use of big data through linked sensors.

2. 



5

However, while these kinds of digital advances 
permeate all innovation, they are also sector-
specific in many ways, with additional 
advances in biotech, fintech, robotics and 
logistics all culminating in a rising tendency 
towards automation and smart applications. 
The result has been considerable innovation 
and enhancements to productivity, including 
targeted and specialized uses that increase 
prospects for fundamental improvements 
across the globe in health, education and 
social welfare. At the same time, there has 
also been resistance to adoption as these 
technologies are highly disruptive in an age 
of socio-cultural uncertainty. Therefore, there 
is broad consensus that both benefits and 
costs are associated with rapid advances in 
technological innovation, and entrepreneurship 
is likewise viewed as beneficial for some, but 
not for all. This resistance is also longstanding, 
as much of the image of entrepreneurship 
is associated with rapacious destruction of 
natural resources and the environment, rising 
income inequality, and shameless greed that 
fuels corruption and injustice.

Entrepreneurship needs to be thought of in micro-
level terms, not just at the macroeconomic or 
social level. While recognizing the downside of 
wealth or income maldistribution, job losses, and 
socio-cultural destabilization resulting from some 
entrepreneurship, there is also the reality that 
human beings have always been entrepreneurial. 
Successive stages of human and societal 
development have been predicated on curiosity 
and evolution in thinking based on trial and error 
and the search for new and better ways of carrying 
out activities. These included the transformation 
from cultures of hunting and gathering to farming 
and food production, all the while introducing new 
forms of organization of family and clan units, 
human settlements and communities. Modern 
times have been characterized by, among other 
things, various stages of industrialization and 
technological development that have ushered in 
cities, telecommunications and the space age. 
It is a human characteristic to inquire, challenge 
and pursue new approaches and find solutions to 
existing problems, and these are critical components 
of entrepreneurship that are reflected differentially 
across cultures, societies and economies.

Figure 1: Examples of Disruptive Innovation in Technology

Source: Brandon Gaille
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Given the general benefits of entrepreneurship 
in the creation of new products and processes 
that benefit society as a whole if properly 
managed, there is broad recognition that 
entrepreneurship is desirable on the condition 
that it opens up opportunities for the majority 
of the population and helps to improve social 
welfare. This does not mean all individuals 
must become entrepreneurs, but there is 
broad consensus that entrepreneurship can be 
a positive factor in making economies more 
productive and responsive to society’s needs, 
as well as in creating an environment that 
enables individuals to use their intelligence 
and talents to prosper. However, when 
conditions fall out of balance, the downside 
of entrepreneurship can set in. In response, 
efforts to contain or control entrepreneurship 
can swing to the other end of the spectrum, 
resulting in suppression that ultimately causes 
stagnation and/or complacency due to the lack 
of dynamism, innovation and creativity of daily 
life. 

It is recognized that constructive 
entrepreneurship requires an enabling 
environment with certain characteristics. At 
the macro level, these include human capital 
formation (education and training, skills 
development), financial and physical capital, 
and an enabling environment that is conducive 
to constructive entrepreneurship (e.g., legal 
and regulatory environment, governance 
standards, physical and social infrastructure to 
sustain an educated and healthy population). 
Some of the critical success components at the 
enterprise level include diverse and effective 
management teams, vision and clear strategy, 
effective market research and intelligence, 
prudent and resilient business models, quality 
operations for product and/or process integrity, 
and effective financial and risk management.

The nexus between these macro and firm-level 
characteristics can be loosely considered the mix 
of entrepreneurship found in individual societies. 
While enterprise-level characteristics vary with 
each firm, macro-level characteristics reflect 
the values, resource endowment and general 
level of commitment societies make to actively 
support entrepreneurial culture. In the poorest 
of societies, these are often driven by the will 
to survive and social pressures to support family 
and nearby communities. In wealthy societies, 
drivers are usually competitive pressures in 
globalized and highly contested economies 
(to generate sales, earnings, market share 
and/or strategic benefits from upstream and 
downstream opportunities), and in some cases 
other factors critical to national security and/or 
social stability.

This section briefly addresses macro-level 
characteristics and frontier industries and 
activities of the future that will define and 
be defined by entrepreneurship. Macro-level 
characteristics have systematically contributed 
to entrepreneurial successes, as reflected 
in countries with high per capita incomes, 
diversified economic structures, well-functioning 
institutions, high levels of social infrastructure, 
and limited dependence on primary resources as 
sources of value-added in the economy. Frontier 
sectors of the global economy are driving growth 
and wealth creation. These include thematic 
activities that are emerging industries in and of 
themselves, but because they are knowledge-
based, data-intensive and digital in nature, will 
have broader impact across sectors, product 
development, and processes. Together, macro- 
level characteristics and frontier sectors will 
be the determinants of wealth creation in the 
future. How these converge across Africa will 
define much of the continent’s ability to achieve 
development objectives.
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2.2 Building blocks for entrepreneurship

2.2.1 Human capital 

Human capital formation is based on a broad 
range of factors. A starting point is formal 
education systems and the promotion of literacy 
and numeracy from early schooling years up the 

chain through a range of secondary and tertiary 
level academic and technical institutions, and 
programs and initiatives to develop necessary 
technical and professional skills. These are 
increasingly supported by on-line offerings 
and the promotion of continuing education. 
The kinds of educational systems and levels of 
investment vary across the countries.

Figure 2: Trends in Sectoral ODA

Source: Education Commission Analysis based on OECD-DAC (2016). 
Note: Includes only sector-allocable direct aid, with no sectoral attribution of budget support

Figure 3: Many Countries Lack Information on Learning Outcomes

Source: World Development Report 2018. 
Note: Regional groupings follow UNESCO definitions

In many cases, emerging markets are focused on infrastructure investment and more immediate 
health and social issues. While education is usually highly valued, it is also often a lower priority than 
many other areas of public expenditure focus.

Part of the explanation for the subordination of  education to other sectors is that governments 
and societies are not always able to clearly see the near-term benefits of education investment in 
relation to economic growth. In countries with limited resources there is often pressure to allocate 
funding to sectors where impact is more immediately evident.
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Human capital formation is also a function 
of the broader environment. Culture and the 
weight that society puts on learning or specific 
professions will have an effect on education, 
skills and training. This can move in different 
directions, with some cultures extolling the 
virtues of professions like law or medicine, 
while others emphasize skilled trades. All are 
necessary in modern society. The direction 
emphasized by differing cultures will affect the 

incentives in society for the paths chosen by 
its members.

Given that entrepreneurship is driven by 
creativity, initiative and innovation, a key 
question is what cultural and institutional 
factors create an environment in which it 
can thrive, and what incentives are needed 
to support the research, development and 
commercialization of ideas.

The presence of ecosystems specific to 
particular activities is a key building block 
for entrepreneurship. There are many models 
for creating these ecosystems, including 
R&D conducted in-house by large-scale firms, 
outsourcing by supply chain drivers to smaller 
and more specialized niche firms, and broad 
initiatives that require the full power of 
market players for effective development (e.g., 
blockchain). 

Incubators provide important support for early- 
stage development to smaller firms or individuals 
with ideas but without financial backing. The 
goal of incubators is to mentor, coach and guide 
entrepreneurs and provide advice and assistance 
to enable them to access initial seed funding 

and test ideas. Accelerators are closely tied to 
forward-thinking companies looking to support 
the next wave of disruptive firms within specific 
sectors. They are highly competitive, offer fixed 
term support including mentorship, and often 
provide initial seed investment in exchange for 
equity. Accelerators in Africa include Flat6Labs 
(North Africa), Grindstone Accelerator (South 
Africa), MAN Impact Accelerator (multiple 
countries in Southern, West and East Africa) and 
Impulse Accelerator (Morocco). Incubators and 
accelerators aim to attract additional financing 
for innovative ideas with considerable risk 
associated with future development, but with 
the promise of significant returns should the 
product be successfully developed and accepted 
by the market.

Box 1: Classification of Incubators and Accelerators

Source: UBI Global World Rankings of Business Incubators and Accelerators 2019-2020

Business Incubators
Programs in this group primarily focus on supporting early-stage client startups in becoming viable and scalable 
businesses. They are generally characterized by quality-controlled intakes of client startups and regular time bound 
exits. Providing an array of support services and infrastructure through a systematic process, such programs usually 
support their client startups for one to five years.

Business Accelerators
Programs in this group share a set of characteristics that distinguish them from business incubators and other forms 
of capacity development services. They are generally fixed-term cohort-based programs. Normally (but not always) 
focusing on catalyzing later-stage client startup growth, they provide intensive mentorship, training, networking, and 
access to investment. Intake of new client startups is often highly competitive, with regular time bound exits of up 
to six months.

Hybrids
A number of programs self-classify as hybrids, combining many of the best aspects of incubators and accelerators in 
their service portfolios. However, for the purpose of this study, hybrid programs are categorized as either business 
incubators or business accelerators, depending on the primary focus of their service portfolio.
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Box 2: Subgroups of Business Incubators and Accelerators

Source: UBI Global World Rankings of Business Incubators and Accelerators 2019-2020

University
Business incubator/accelerator 
that derives its business 
objectives primarily from one or 
more universities, by which it is 
often operated and primarily 
financed.

Public
Business incubator/accelerator 
that develops its business 
objectives largely independently, 
often operates autonomously 
and primarily finances its own 
operations.

Private
Business incubator/accelerator 
that develops its business 
objectives largely independently, 
often operates autonomously 
and primarily finances its own 
operations.

Corporate
Business incubator/accelerator 
that derives its business 
objectives primarily from one or 
more for-profit corporations, by 
which it is often operated and 
primarily financed.
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Relevance of human capital formation to 
entrepreneurship

A critical component in the entrepreneurial 
ecosystem of countries is the capacity of the 
educational system to train people sufficiently 
to hatch creative ideas that can potentially 
be commercialized. This is cultural as well as 
technical. Societies that are innovative, creative, 
open and outward-looking will typically offer 
the environment needed for entrepreneurship, 
provided fundamental education and training 
systems are in place. Societies and cultures 
that are complacent, unimaginative, closed 
and insular will typically be more resistant to 
change irrespective of their level of institutional 
capacity to educate and train. Education and 
skills development are inextricably linked to 
entrepreneurship in the 21st century given the 
growing importance of technology, and the 
capacity to develop, manage and use data and 
related analytics will be critical to success. 
Digital technology is changing employment and 
the impact of automation (e.g., robotics, linked 
sensors, artificial intelligence) on labor markets 
may be destabilizing where large numbers of 
people without the requisite skills are left out 
of the major wealth- and income-generating 
segments of the economy. This means that 
human capital formation must also allow the 
benefits of technology to be broadly dispersed 
to facilitate social stability.  

2.2.2 Physical capital

Physical capital varies across all economies, 
but essentially is composed of property, 
plant and equipment along with the physical 
infrastructure in place to generate electricity 
and related energy/power, transportation 
networks (e.g., road, rail, air, maritime) for the 
movement of goods, services and people, and 
other utilities needed for human interaction 
(e.g., telecommunications, postal delivery 
services). Physical capital also includes natural 
resources available to the country or market for 
economic development. Physical capital in the 
form of public goods (e.g., electricity, transport 
infrastructure, ICT) has proven its importance in 
those markets where entrepreneurship abounds. 

However, physical capital can also be a major 
source of instability, foregone opportunities, 
and wasted resources. Typically, this has 
been known as the “Dutch disease”, generally 
defined as the causal relationship between 
an increase in the economic development of 
a particular sector, like oil and gas, and the 

corresponding decline in other sectors such 
as manufacturing or agriculture. For centuries, 
many countries have experienced high levels 
of concentration in their economies focused 
on resource exploitation, export revenues (in 
Africa, often from raw materials without value-
added), and poorly distributed wealth creation 
that has exacerbated income inequality and 
social tensions. In most resource-based cases, 
the primary resource itself is often undervalued. 
Economies dependent on commodities are also 
vulnerable to price fluctuations and economic 
shocks when prices collapse.
 
In the mining sector, great wealth has been 
created, yet producing countries have also 
experienced major disparities in income 
distribution and environmental destruction. 
Ninety per cent of biodiversity loss and water 
stress are caused by   resource   extraction 
and processing, and these same activities 
contribute to about half of global greenhouse 
gas emissions.5 In most cases, mining activities 
have left contamination of water sources as 
a legacy issue for communities, while also 
decimating forest land rich in biodiversity.6 By 
the time the mines have reached the end of 
their useful lives (typically 30-40 years), the 
area is virtually unusable while environmental 
damage has not been priced or taxed into the 
cost of the product. Moreover, an estimated 20 
percent of world mining output is produced by 
artisanal miners working in unsafe conditions 
and poorly paid for their work and output.7 The 
future quality of the physical environment and 
prospects for life sciences, health-related bio- 
tech, food security and potable water access, 
in Africa as elsewhere, are highly dependent on 
better regulatory oversight, management and 
control of the mining sector.

Some countries are dependent on a limited 
number of food commodities, and in many 
cases, producers (farmers) receive only a small 
fraction of the revenues compared to consumer 
prices paid in end-use markets. For Africa, this 
has been abundantly clear in the cocoa and 
coffee markets,8 and likewise applies in other 
commodities like sugar cane, groundnuts and 
cashew nuts. Most farmers are poor, and lack 
the resources needed for better sustainability 
and increased productivity. Value-added is low, 
with most processing and value captured in 
export markets closer to consumers. Moreover, 
many of the farmers are child laborers who 
miss out on education, depleting future human 
capital formation so critical to entrepreneurship 
in the digital age.
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Relevance of lessons from physical capital to 
entrepreneurship

The role of physical capital is pivotal to 
entrepreneurship, and can be positive or 
negative. From the positive side, efficient 
physical infrastructure and access to natural 
resources represent critical inputs into the 
entrepreneurial process.   Sustained   supplies 
of electricity are essential to the operations, 
scale and efficiency of all businesses, and a 
basic requirement for digital technologies. 
Physical capital can contribute significantly 
to entrepreneurship, but it is not sufficient. 
Singapore, Israel and Mauritius serve as examples 
of success despite limited physical resources. 
A second lesson is that excessive reliance on 
natural resources can undermine the drive 
for diversification and relevance in the global 
economy. A third lesson is that future resource 
exploitation will need to factor in environmental 
damage and related externalities that have 
not been a part of traditional accounting and 
financial valuation systems.9 This will offer 
opportunities for entrepreneurship, such as 
improved management practices, more efficient 
manufacturing, conservation and recycling and 
reduced waste. A second path of opportunities 
will include identification and development 
of new products from waste and product 
substitutes that reduce dependence on or use 
of environmentally damaging raw materials. 
Entrepreneurs can exploit physical capital by 
bringing about improvements in product quality, 
process efficiency, and value generation.  

2.2.3 Financial capital

As noted, one of the key objectives of incubators 
and accelerators is to support ideas and 
prospective commercial ventures that have a 
chance of success in the market once produced 
or delivered at scale. To achieve this, financing 
is required. However, traditional financial 
institutions are not typically set up for the 
kinds of risk-taking involved in startups or 
entrepreneurial ventures. Banks are highly 
regulated and have a fiduciary responsibility to 
protect deposits if they mobilize such resources. 
Even merchant banks whose funding is not 
based on household deposits are restricted from 
excessive risk-taking in most cases because of 
the loan covenants in their agreements with 
creditors (bond investors, private placement 
investors, preferred shareholders). Life insurance 
companies and pension funds are often well- 
resourced, but their investment profiles or risk 
appetites are typically conservative. This is 
due to their fiduciary responsibilities to policy 
holders and pensioners. They are also subject to 

strict financial regulation comparable to that of 
deposit-taking banks. Other insurance companies 
face liquidity management challenges, often 
with relatively short-term policies that would 
create a major mismatch if they placed funds 
with risky ventures. As these insurance firms 
(e.g., property and casualty, maritime, auto) are 
likewise regulated, they have limits on their 
risk exposures. Capital markets also serve as 
platforms for existing businesses, not startups.

Challenges that startups face include delays in 
testing of concepts and products, refinements 
needed to improve and ultimately go to market, 
and competition that is often widespread and 
subject to considerable risk of IP theft. In many 
cases individuals will seek copyright or patent 
protection, only to find that IP has already been 
stolen. In other cases, prospective financiers 
will not bankroll a venture until they see a 
finished product, system or application that 
has been used and endorsed by others in the 
market. In yet other cases, financiers will hold 
back support until a particular product has 
gained access in a major market like the US or 
European Union.

Startups also face endogenous challenges that 
add to risk for prospective financiers. Many are 
run by single individuals or a small team that 
may have considerable strength and experience 
in some aspects of the business (e.g., product 
design, IT   systems   integration,   industry 
sales and marketing) but not in other areas 
considered important by investors. Outside 
investors typically do not want to be directly 
engaged in the management of operations, but 
in their position as capital provider likely have 
a seat on the board and influence on policy as 
it affects budgeting and capital expenditure, 
compensation, and general financial risk 
management. This may include having rights 
to assign a CEO, CFO, compliance officer, or 
someone who can keep the investors informed. 
In many cases, investment amounts are tied to 
achievement of milestones, and disbursements 
may not occur until such milestones have been 
met. 

The challenges startups face are more than 
financial and managerial. They are also cultural. 
In most cases, startups have very limited 
financing at the start, and require enormous 
levels of sweat equity to ultimately obtain 
financial capital for growth and progression 
through the various product cycles and stages 
of company or venture development. This 
requires motivated personnel with sufficient 
incentives and ties to future success to keep 
them committed to the venture. Because so 
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many startups operate on shoestring or limited 
budgets, talent acquisition and retention can 
be a challenge.

Information exchange through platforms or 
services focused on particular “communities” or 
markets is one method of addressing some of 
these challenges. This can be helpful as talent is 

available globally, making outsourcing a feasible 
option for information flows and cost reduction. 
Innovations like 3-D printing have enabled faster 
movement and development of prototypes to 
accelerate production cycles. However, many 
of these arrangements expose startups to IP 
violations, notwithstanding the legal claims 
bolstered by non-disclosure agreements.

Figure 4: How Startup Funding Works

 Source: Fundersandfounders.com; paulgraham.com/startupfunding.html
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At the end of 2020, venture financing was estimated 
to be $300 billion globally, with annual flows in the 
$30-$40 billion range in recent years. While 2020 
has seen declines, they were in evidence prior to 
COVID-19. Global venture dollar figures of $300 
billion are equivalent to less than 1 percent of total 
banking system credit around the globe, estimated 
by the Bank for International Settlements at about 
$40 trillion to the non-financial sector. 

The $300 billion value for venture capital is 
also less than 1 percent of the corporate bond 
market.10 Therefore, as a share of total credit 
or investment financing, venture capital is 
small and often over-emphasized as a source of 
financing for startups. On the other hand, there 
are few if any alternatives apart from angel 
financing, making the industry and access to it 
highly competitive.

Lessons here are that startups face a difficult 
environment when seeking to access finance, 
and even when they do access finance, 
covenants and conditions are in place that 
require formalization of reporting and disclosure 
that may interfere with the operational freedom 
the originators covet. Traditional financial 
institutions are not set up to finance start- 
ups, and regulatory   restrictions   influence 
risk appetites that pre-empt the possibility of 
financing startups in many cases.

This leaves venture capital and angel financing. 
Venture capital is generally underdeveloped 
in most countries due to the absence of 
ecosystems and limited volume of potential 
transactions. Angel financing is constrained in 
many countries because startups do not have the 
visibility needed with those that could provide 
the financing. Even when financing is made 
available, startups have to accede to specific 
milestones and contractual obligations to access 
needed funding for next-stage development. All 
of these obstacles make it difficult to migrate 
from incubators and accelerators to levels of 
financing sufficient to scale up and become 
commercially viable. On a more favorable note, 
the dollar value and relative share of angel and 
early-stage investment has increased over the 

last decade, and these trends are expected to 
carry forward as frontier industries serve as a 
driver for financing tomorrow’s successes.

The age of entrepreneurship is also about 
identifying opportunities and disrupting the 
status quo to create those opportunities. There 
are many reasons to believe that micro and small-
scale startups will have a chance to attract non-
traditional sources of funding to close some of 
the current gaps they face. These opportunities 
will come from technological advancements, 
working capital and other financing from 
e-commerce players, and crowdfunding.

Efficiencies that derive from blockchain and 
artificial intelligence will create pathways 
for some, while the growth of e-commerce 
and financing from wholesale giants will add 
financing streams in parallel with financial 
institutions. In the case of blockchain, the 
reduction of transactions costs in markets will 
create opportunities for niche services powered 
by novel applications. It is also possible that 
startups in the future will migrate to blockchain 
on a step-by-step basis after having received 
initial support from “communities” that buy into 
the initial concept. Artificial intelligence may 
help to accelerate progress towards milestones.

Figure 5: Global Venture Dollar Volume 
2011 - 2020

Source: crunchbase news Source: crunchbase news

Figure 6: Global Venture Deal Volume 
2011 -  2020 
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E-commerce companies and the B2B exchange 
that has been growing for years will continue, 
opening up additional opportunities for 
companies operating these exchanges and 
platforms (e.g., Amazon, Ali Baba, eBay) to 
provide capital to startups that will provide 
additional outlets for their goods and services. 
In some cases, working capital (e.g., payment 
on payables, inventory management) is already 
being made available. Financing for goods and 
services that require additional support to scale 
up is likely to ensue so that platforms and 
exchanges have sole rights to such output.

This is little different conceptually from the 
entry of Amazon, Disney, Netflix and others into 
streaming services, with rights to specific movies, 
series and sporting events, as well as financing 
their own productions. It is conceivable that 
B2B relations will be established with financing 
links that would be equivalent to W2R2C with 
wholesale sources of financing (from exchange 
owners like Alibaba and Amazon=W) providing 
financing to lock in rights to sales of goods and 
services produced by startups (microenterprises 
providing the output for retail distribution 
=R) to consumers and other businesses (=C). 
Therefore, instead of begging for funds from 
banks or venture funds, startups may access 
needed financing by directly approaching highly 
liquid firms that are closer to the merchandise 
and downstream markets.

Meanwhile, as large-scale firms will have the 
edge in market and bargaining power, startups 
may seek out other funding pools with a less 
distorted balance of power. Communities 
of crowd-funders may be willing to provide 
cash resources without the degree of scrutiny 
exerted by venture funds, angel investors or 
other prospective sources, betting that the 
odds of making gains on some investments will 
offset losses on others. Crowdfunding may be 
particularly beneficial for very small or micro 
ventures that are tailored to local communities, 
or as a starting point for concepts that later 
may scale up with support from angel investors, 
venture firms, or even more traditional 
commercial   finance   institutions. In this case, 
startups may actually have an edge in the form 
of asymmetric information. They will know more 
about their products and the potential markets 
they can serve. The crowdfunding community 
is bound to be composed of generalists or 
others interested in the product as a potential 
consumer, but less so from the business 
management side. Therefore, to the extent that 
retail crowdfunding markets can gather steam, 
this represents a potentially promising channel 
for startups. However, as with other unregulated 

markets, there is a high risk of fraud and deceit. 
To sustain confidence and trust, markets and 
countries need to protect consumers (and 
small investors) from scams and schemes 
that are criminal in intent. With the advent of 
cryptocurrencies, organized and petty crime 
have new channels to avoid law enforcement. 
This highlights the importance of the legal, 
regulatory and institutional environment to 
enable entrepreneurship.

2.3 An enabling environment 
for entrepreneurship

2.3.1 Legal, regulatory and 
institutional environment

Levels of economic and financial sector 
development are closely associated with the 
efficiency of capital allocation. Higher income 
markets broadly outperform emerging markets 
due to their higher levels of economic and 
institutional development (Bena & Ondko, 2012), 
including the laws and regulatory oversight 
provided, and the market scrutiny and analysis 
that comes from rating agencies, credit 
information bureaus, investment   analysts, 
and related channels. The general business 
environment is central to resource allocation 
and risk-taking decisions by firms (Beck, 2013; 
Beck, De Jonghe, et al., 2013). While sound 
financial sector development and effective 
institutions that underpin markets can reduce 
perceptions of credit risk (Gungoraydinoglu et 
al., 2017), political risk can detract from other 
efforts to strengthen the investment climate 
(Belkhir et al., 2017; Porta & Lopez-de-silanes, 
1999; Zingales, 2000). In today’s globalized world, 
the trade environment is an important factor. 
Research indicates that small and medium-sized 
businesses (SMEs) that survive international 
competition when trade is liberalized grow 
faster than larger firms (Álvarez & Vergara, 
2013). However, there are many challenges to 
overcome, and many emerging markets firms 
fail or find it challenging to grow and survive 
regional or international competition.

Relation to financing

In relation to financing, there are differing views 
on how legal framework incentives impact 
leverage or borrowing. The “demand side” view 
posits that strong creditor rights actually lead 
to a decline in leverage because management 
and shareholders do not want to lose control 
if they encounter financial distress (Cho et al., 
2014). The “supply side” view (Berger et al., 2011, 
2015; Öztekin, 2015; Porta & Lopez-de-silanes, 
1999) has long claimed that lenders are more 



15

willing to lend if they are afforded greater rights 
and creditor protections. Banking systems in 
high GDP countries that enjoy positive legal, 
regulatory and institutional environments are 
generally able to provide the financing that 
growing or mature economies require.12 To the 
extent financing is available, weak institutional 
environments typically translate into higher 
incidence of collateral and shorter terms on 
loan exposures (Brown et al., 2011), which result 
in a higher cost per dollar for emerging market 
borrowings than in higher income markets. 
These features are also associated with a broad 
lack of access to credit in the first place for 
most businesses, adding to the stifling effects 
of market development and limiting capacity of 
economies to scale up.12

For startups, maximum protection for creditors 
(in this case, more likely investors in debentures, 
mezzanine instruments, or preferred shares) is 
considered to be more essential due to their 
embryonic stage. Demand side arguments 
seem less relevant for startups given that they 
need financing to make their ventures feasible. 
However, conventional financial institutions 
are generally ill-suited to entrepreneurial 
needs, making it hard to access finance.13 As 
highly regulated institutions, deposit-taking 
banks typically have a lower risk appetite 
than investment-oriented non-bank financial 
institutions and are biased towards fixed, 
tangible and liquid assets as sources of collateral 
for loans (Campello & Hackbarth, 2012). For the 
most part, entrepreneurs, startups and small 
businesses lack assets that can be pledged as 
collateral for secured loans. Because intangible 
assets are considered more speculative and 
higher risk, knowledge-based startups find it 
particularly hard to access financing.14 Given that 
commercializing a viable concept is the ultimate 
goal of a startup before take-off, specialized 
investment financing is typically needed.15 
  
Relation to entrepreneurship

The legal, regulatory and institutional framework 
is relevant   to   entrepreneurship in that a 
weak environment constrains both supply and 
demand factors, thereby stifling the formal 
business environment for innovation and 
entrepreneurship. Credit and equity financing 
is generally limited, and when available, often 
subject to conditions that distort allocations and 
limit competition, such as state ownership or 
ties to connected parties. Demand for innovation 
and entrepreneurship is weakened when large- 
scale companies have protected positions in 
the market and are insulated from competition. 

Consequently, much of the entrepreneurship 
that exists in emerging markets with weak 
legal and institutional frameworks is found in 
the informal sector. In these circumstances, 
the entrepreneurial spirit can be found in 
the transformation of discarded materials 
into usable products, small-scale provision of 
services, and sales of small amounts of food or 
other commodities on busy urban streets. This 
creativity and resilience needs to be recognized 
and harnessed.

Legal, regulatory and institutional frameworks 
also need to adapt to changing global 
circumstances,    particularly     with     regard 
to addressing climate change challenges, 
sustainable use of resources, and provision of 
public goods to enhance well-being in an era of 
technological innovation. Incentive structures 
for the 21st century should marry the pro-
business development objectives of the more 
conventional lines of institutional theory with 
the more recent thinking on climate change. The 
initiative of the European Union to rebalance 
production and consumption may be a portent 
of how to restabilize the economy in relation to 
resources,16 while improvements in institutional 
frameworks combined with financing linked to the 
achievement of climate change objectives may 
be the foundation pieces for entrepreneurship in 
the coming decades.

2.3.2 Governance standards and risk 
management principles

While legal/regulatory and institutional 
structures are important for the general 
business environment, capacity for effective 
implementation depends on governance. 
Governance represents the fundamental 
principles of how entities are run. It incorporates 
the mandate and objectives of the entity, 
principles of operation, policies to be followed, 
and risk appetite that is accepted and supported 
by those responsible for ensuring that 
management performance is consistent with 
approved policies and mandates. By extension, 
governance defines who has the ultimate 
authority for decision-making, the delegation of 
authority to allow daily operations to run, and 
reporting frameworks to allow for ex-post review 
of performance as well as ex-ante decision-
making on major items of critical strategic and/
or financial importance.

Governance structures apply to all entities, albeit 
differently depending on the nature of their 
stakeholders, mandates and size. Public sector 
governance counts the public as the stakeholder,
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and although governments have different forms 
and levels of authority, they all have frameworks 
in which mandates and objectives are spelled 
out, principles and policies are understood, and 
boundaries for risk-taking are set. Likewise, all 
governments have some form of reporting and 
surveillance to track performance as defined 
by the effective governing authority. These 
characteristics are true irrespective of whether 
the model is top-down, centralized and control- 
oriented, or decentralized and broadly dispersed.

Private sector governance also follows these 
principles, although the specifics of how they are 
carried out differs across markets and firm sizes. 
In general, all firms have some form of internal 
governance, and standards become more relevant 
externally when they seek outside financing. 
Small firms that seek bank credit will have to 
provide basic information not only on financial 
accounts, but also on a range of managerial, 
institutional and market issues. Large-scale 
firms that are listed on stock exchanges and/or 
issue bonds typically have external governance 
structures that are required as a part of market 
disclosure. This applies to financial institutions 
as well as real sector firms.

Governance and financing

Firms need sound internal, as well as external, 
governance structures to operate well (Acharya 
et al., 2011). For SMEs, governance is generally 
internal as they are not listed. External 
governance is exercised by creditors when 
firms have borrowings, as described in agency 
theory with debt serving as an instrument of 
financial discipline. (B. M. C. Jensen, 2001, 2014). 
Even with sound legal frameworks, external 
governance of larger listed firms is often patchy. 
Major corporate failures such as Enron have 
been attributed to poor governance resulting 
from passive and otherwise disengaged boards 
(Downes & Russ, 2005) despite the legal 
protections that were in place. Experience over 
the last decade is replete with (1) companies 
whose share prices declined more than 50 
percent because of mismanagement and 
ineffective boards or, conversely, (2) companies 
whose share price increased astronomically 
after new shareholders (e.g., private equity 
firms) restructured boards and management. 

However, legal protection is still necessary, 
particularly with regard to minority shareholder 
rights, given the traditional predominance of 
concentrated ownership and control in most 
markets. Limitations of legal protection have 
major implications for ownership patterns 
and behavior.

In advanced market economies, institutional 
investors with large concentrated ownership 
shares are in a position to exert effective 
governance to counter asymmetric information 
and the risk of managerial opportunism (Shleifer 
& Vishny, 1989) and to reduce the risk of ineffective 
directors serving on the board. Organizationally, 
and assuming controlling shareholders do 
not have major disagreements, the exercise 
of governance or control rights is more likely 
when the number of controlling shareholders is 
smaller. This has been demonstrated in several 
studies on hedge funds (Brav et al., 2015; Klein 
& Zur, 2009), and more broadly in literature on 
institutional investors (Cohn & Rajan, 2013). In 
effect, concerted action is then more feasible 
without any legal protection requirements or 
assistance from the courts.

However, the economic argument regarding 
concentrated ownership can also work against 
legal protection in the sense of marginalizing 
minority shareholders, as noted in the failure 
of Parmalat in Italy (Melis, 2005). Majority 
shareholders are in a position to strip assets, pay 
themselves special dividends, establish differing 
share classes with disproportionate voting 
rights, and otherwise manipulate reporting 
and asymmetric information at the expense of 
minority shareholders. Therefore, while legal 
protection may not be sufficient for minority 
investors, it is necessary due to the potential 
for abuse by majority shareholders. Particularly 
in societies without strong legal systems and 
protection for minority investors, which is the 
case in most of the world, minority investors can 
be as much at risk from concentrated ownership 
as from dispersed ownership structures.     

Governance, risk management and 
entrepreneurship

The reluctance of regulated financing 
institutions to provide finance to startups 
and entrepreneurial ventures has been noted. 
However, entrepreneurial ventures also face 
difficulties in attracting financing because 
of corporate governance issues. These relate 
largely to spotty risk management practices, 
a lack of formalization to induce confidence 
in prospects for success, weak management 
teams and incomplete knowledge of business 
fundamentals, and an aversion to sharing 
information. This last characteristic makes it 
hard for investors to determine a potential 
price (rate of return, interest rate, etc.) for 
their financing, adding to time and cost and 
potentially foregoing investment for what 
could have been a viable concept with more 
transparency or organization. 
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At the firm level, research has shown that market 
quality and liberalization have generally had a 
significant effect on interest margins, including 
in small markets like the Caribbean and Central 
America where scale is a challenge at the country 
and the firm level (Birchwood et al., 2017). Better 
loan terms are generally offered for companies 
with good management, which is strengthened 
in environments with good governance. Good 
management in weak environments is even more 
valuable because of the difficulties in achieving 
conventional levels of creditworthiness in such 
circumstances (Bui et al., 2018). Fundamental 
principles of sound governance and responsible 
risk management are likely to generate 
confidence and trust, and enhance prospects for 
accessing finance. In this regard, institutional 
development and accounting (information) 
veracity is indispensable. Research has shown 
that in both developed and emerging markets, 
weaknesses in listed company disclosure have 
negative consequences—investors will punish 
these companies’ stock prices, their reputations 
will suffer, and their overall cost of capital will 
increase. For startups and entrepreneurial 
ventures, up-to-date record-keeping and accounts 
are not only a management tool for budgeting 
and planning, but also of critical importance to 
prospective investors.

2.4 Frontier industries of the future

This section briefly profiles frontier industries 
of the future and cross-cutting themes, and 
serves to illustrate potential areas of growth 
for entrepreneurs around the world, including 
in Africa. Technology and the digital economy 
play a central role. In many cases the frontier 
industries and themes overlap. For instance, 
advances in blockchain should help small 
businesses with cybersecurity protection, 
precautions and practices to prevent piracy and 
theft. Advances in clean technologies will affect 
power grids that enable smart technologies to 
operate in urban areas, and for improvements 
in social infrastructure to reach remote 
communities in rural areas. Greater innovation 
and efficiency resulting from blockchain and 
fintech will empower communities to operate in 
a decentralized manner, potentially helping to 
reverse or at least reduce the population density 
that is outpacing physical infrastructure in urban 
areas.  

2.4.1 Blockchain, fintech and the modernization 
of transaction processes

Blockchain17 and fintech are commonly identified 
as industries of the future. The two are often 
commingled conceptually, although this is 

mistaken and results from perceptions of 
bitcoin or cryptocurrencies being the same as 
blockchain. Cryptocurrencies like bitcoin use 
blockchain as part of their secure record-keeping 
of transactions. However, blockchain is the 
backbone on which systems are built.
    
The goal of blockchain is to allow digital 
information to be recorded and distributed, but 
not edited. Blockchain is a transparently recorded 
ledger of payments or transactions, including 
non-financial transactions such as data-oriented 
records that apply to inward-outward movement 
of product inventories, information recordings 
and filings in relation to property ownership or 
deeds on residential properties and household 
or individual registration for services. Blockchain 
can also be used in elections, with each eligible 
voter given a token that is then deposited as a 
vote. The potential of blockchain is significant 
for civil society and government functions, as 
well as private sector financial and non-financial 
transactions.  

Blockchain is already being used by many large- 
scale, international firms including IBM, Walmart, 
Pfizer, AIG, Siemens and Unilever. Applications 
often relate to inventory control or steps in 
R&D focused on product development, with 
permission-oriented systems involving a limited 
number of participants in a secure intranet-type 
information ecosystem. Generally, blockchain 
is expected to generate major efficiencies and 
improvements in areas such as healthcare record- 
keeping,18 as well as reduce transactions costs and 
delays in property registration19 and sales/rentals 
arrangements through “smart contracts”,20 and 
improve inventory controls and inter-enterprise 
payment flows in supply chain systems. It holds 
out the prospect of significantly improved service 
level deliveries, reduced transactions costs, 
and highly accelerated timelines. Blockchain is 
also expected to be transformative in financial 
dealings, offering faster processing of banking 
transactions through accelerated payment and 
settlement systems for deposits and transfers,21 
condensed receivables’ cycles for vendor firms 
in supply chains and export trade,22 and reduced 
clearing times on stock market exchanges.23 In 
this regard, blockchain overlaps significantly with 
fintech as it serves as the backbone for many 
innovations involving data analytics, artificial 
intelligence and quantum computing. 

Fintech innovation that marries Big Data 
applications, artificial intelligence and advanced 
modelling techniques to assist financial 
institutions with cost-effective credit and 
market risk management portends considerable 
growth in the future. In some cases, these 
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innovations are effective at streamlining costs 
and time, helping to improve service delivery and 
performance. Lower costs also offer the potential 
to scale up and broaden market coverage. 
In other cases, fintech is providing financial 
institutions with information simulations that 
were not possible before to help them improve 
risk management as they seek out new business 
and offer more efficient service delivery through 
mobile phone apps and related innovations.

Blockchain could facilitate leapfrogging in 
African and other markets where infrastructure 
is underdeveloped and transactions costs are 
high. Access to credit and financing is one 
particular area, given that mobile telephony has 
succeeded so broadly in Africa, with households 
making utility and telecom payments on their 
cell phones. As these payments occur, each 
individual is building a credit record, even if they 
are disenfranchised and without a bank account, 
because they are clearly able to pay for services. In 
Kenya, M-Pesa and other less well-known mobile 
money operators have enfranchised individuals 
and households that were wholly outside the 
formal payment and banking system 10-20 years 
ago.24 The information generated from billings 
and payments can be used to create positive 
and negative credit rating scores for individuals 
and very small businesses based exclusively 
on payment performance. For young people 
and micro-entrepreneurs, such an institutional 
advancement could help to meet some of their 
early working capital financing needs as they 
develop concepts, test them in the market, and 
hopefully achieve sufficient success to scale up 
and generate sustainable sales and incomes.

Challenges and relevance to entrepreneurship

Notwithstanding the significant potential of 
blockchain and fintech as major contributors to 
future African development, there are challenges. 
These include the high costs of technological 
development, complexity of systems integration, 
agreement on laws and regulations and operating 
protocols, and privacy and patent infringement 
risks. These challenges and risks are separate 
from the considerable concerns that central 
banks, financial regulators, securities exchanges 
and law enforcement officials have regarding 
cryptocurrencies which can and are being used 
by organized crime and others outside the law. 
Moreover, because financial markets are still 
relatively underdeveloped in African economies, 
there is less immediate demand for home-grown 
blockchain and fintech businesses, compared to 
more advanced economies where much of the 
innovation and development are occurring. It 
remains to be seen how much coordination and 

cooperation might occur among African financial
institutions to move towards blockchain as 
an investment in infrastructure to advance 
the industry as a whole. More collaboration 
will lead to greater intra-African and inter-
African demand for home-grown innovation and 
solutions to enable niche products in African 
markets, and more efficient processes to help 
African financial institutions increase risk-taking 
while reducing per unit operating costs.

2.4.2 Cybersecurity and protections 
for small businesses

Because startups and SMEs are cash-strapped, 
they often fail to invest in adequate protection 
against cyber-security risks. Losses from hacking, 
fraud, identity theft, piracy of intellectual 
property and other cyber risks are estimated 
to be $5.2 trillion per year and growing, with 
43 percent of online attacks aimed at small 
businesses.25 Even when companies invest in 
hardware and software with protections, they 
do not always have the personnel in place to 
operate the systems properly, which undermines 
their usefulness.

Companies with intellectual property to 
protect, or data bases with substantial personal 
information that should be private and protected, 
need to ensure risks are contained. This consists 
of mechanisms to verify and validate that systems 
are operating properly on a continuous basis, 
with regular reviews and independent audits 
to evaluate operational efficiency. Financial 
and large-scale companies and institutions will 
typically include systems audits as part of their 
annual audits to test system robustness, and 
validate the use of models and integrity of data 
systems and archiving. Annual audits will also 
test for controls to confirm that operations are 
properly diagnosed and overseen, and that risks 
can be identified early on to contain leakage, 
contamination or other downside risks.

However, all of these systems and precautions 
require significant capital expenditure, recurrent 
financing, and trained personnel. In most cases, 
the scale and scope exceed the capacity of 
even medium-sized firms, let alone small-scale 
and micro firms. Firms and startups in frontier 
industries or other innovative activities may be 
among those most exposed to cyber risk relative 
to the resources at their disposal to protect. 
Such exposure constitutes a significant risk 
for businesses of the future. These risks have 
been particularly highlighted in Africa as the 
continent moves to boost financial inclusion 
through digital financial services. An attack 
on Uganda’s largest mobile money networks 
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disrupted service transactions for four days in 
October 2020.26

Challenges and relevance to entrepreneurship

SMEs and other small businesses, including 
startups, may be hesitant to make what 
are perceived to be expensive purchases in 
information systems and equipment, even if 
such investment would permit scale and/or 
encourage operational efficiencies beneficial 
to profit margins. Business owners and staff 
may also be intimidated by the complexity of 
operations, or requirements to link to certain 
specified systems to access operational 
benefits.   Additional concerns may be related 
to specialized software that would have to be 
grafted onto purchased systems, with potential 
problems of interface, and which require high 
levels of training.

Small businesses will find cybersecurity 
protections to be costly if sourced from Big 4 
firms or comparable entities that typically cater 
to governments, financial institutions and large- 
scale businesses. Smaller service providers 
could capitalize on opportunities to provide 
the services at a lower cost or on an as-needed 
basis, including by operating on a pooled basis 
or serving as outsourced service providers for 
hardware and software distributors. Market 
research has indicated that SME cybersecurity 
protection is already a $40 billion per year 
business. According to one source, vendors 
can capture more of this market if they 
implement more efficient direct remote-selling 
strategies, combined with customized pricing 
and packaging. The largest markets are likely 
to be SMEs with small IT departments operating 
in financial services, high tech, telecoms 
and media, consumer and retail. Other key 
targets include SMEs operating in industrials, 
transportation, utilities and services with very 
limited IT resources, and non-dedicated security 
resources.27

 
2.4.3 Food security, climate change 

and clean technologies

Agriculture, food security and related 
agribusiness and food processing practices will 
command attention in the coming decades. 
While most agriculture in Africa is manual and 
subsistence, global practices in commercial 
agribusiness are very energy-intensive, due to 
industrial mass production of food and high 
transport costs of long-distance hauling. As 
incomes have risen, growth in demand for meat 
products has increased cultivation of crops 
for livestock feed. These practices have had 

a major adverse effect on land and forestry 
resources. The destruction of the Amazon is 
the most prominent example, but in Malaysia 
and Indonesia also   oil   palm   plantations 
have led to significant deforestation. Loss 
of biodiversity, soil depletion, reduction in 
underground aquifers, methane gas emissions, 
and considerable volatility in commodity prices 
are among the other consequences of these 
practices. Food and beverage processing has 
also become increasingly industrialized, with 
significant use of energy for cold storage, 
plastic for packaging, and petroleum products 
for transport. As household incomes have risen 
and urbanization increased, so too has demand 
for processed food.

The world has come to recognize how serious its 
level of waste is in all domains. Food waste is 
a perennial problem in high-income countries, 
reflecting a combination of abundance and 
underpricing. However, waste is also a major 
problem in terms of packaging. Plastic waste 
is found across the globe, including in oceans 
and other water bodies. This problem is well 
known in Africa, as landfill is overwhelmed with 
plastic bottles and other packaging that is not 
sorted and re-used. In some cases, such waste 
is linked to physical infrastructure limitations, 
as when lack of access to clean water results in 
increased use of bottled water in major urban 
centers. 

Challenges and relevance to entrepreneurship

Decarbonization of industrial processes will be 
costly for many economies and businesses, yet 
they also offer considerable opportunities for 
innovative businesses or entrepreneurs able 
to produce solutions to problems that add to 
society’s carbon footprint. For the industrial 
economies of the world, largely in the northern 
hemisphere, this represents a chance to clean 
up processes in brownfield operations that have 
been damaging to the environment since the 
first industrial revolution began in the 1800s. 
This also includes agriculture and mining 
practices around the world where considerable 
damage has occurred. For economies that have 
comparatively less industrial capacity, mainly 
in the southern hemisphere, this represents 
a chance to leapfrog to clean applications in 
greenfield operations. Therefore, the 
opportunities for entrepreneurship in this 
area are wide open and apply to all economic 
activities as well as the daily behavior and 
routines of households and individuals.

Environmental concerns are likely to increase 
focus on the management of existing arable 
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land and use of potentially less energy-intensive 
farming practices, as well as on greater use of 
clean and renewable energy for food processing 
and   transport,   and   on   waste   reduction 
and management. Utilities that offer clean 
electricity from solar, wind and other renewable 
sources are clearly identified as key priorities 
across markets, and off-grid sources are likely 
to be in demand. Better waste management and 
treatment, including adequate and decentralized 
recycling facilities, are also needed to reduce 
the impact on the environment. Opportunities 
will abound in these areas for entrepreneurs 
across the globe. 

2.4.4 Urbanization and smart technologies 
for planning, consumption and daily life

Over the last six decades, the global urban 
population has increased more than fourfold, 
from 1 billion in 1960 to 4.4 billion today.28 
Over half of the planet (56 percent) now lives 
in urban areas, compared to approximately 
one third (34 percent) in 1960—with the current 
global urban population exceeding the world’s 
total population in 1975. Notwithstanding 
the increased economic activity, rising tax 
revenues, and appreciation of real estate values 
it has brought, the degree of urban growth has 
generally exceeded the capacity of municipalities 
to adequately manage the infrastructure it 
demands. 

One of the most visible areas of challenge has been 
transportation. Roads are clogged as incomes 
have risen, barriers to trade have declined, 
and motor vehicle imports and manufacturing/
assembly have increased. Solutions such as 
mass transit based on buses and trains have 
addressed some of the problem, but rail is costly 
and requires years of construction, and mass 
transit does not ease the problems associated 
with the warehousing and distribution of 
supplies to retail outlets. The need for housing 
in urban areas has also raised questions about 
land management and planning, horizontal and 
vertical expansion, purely residential or mixed-
use (e.g., residential and commercial) properties, 
income segregation or mix, and proximity to 
commercial centers of activity. In many cases, 
old cities with centuries of history have had new 
neighborhoods built around them, sometimes   
without   planning or adequate building codes 
and standards in effect. In other cases, slum 
neighborhoods have cropped up as once-open 
spaces have been used to construct bidonvilles 
or makeshift housing that has become quasi-
permanent for the large numbers of people 
living in them. These neighborhoods often lack 
piped water and access to sanitation facilities, 

reflecting considerable inequalities that can 
trigger a rise in crime or a surge in anger and 
frustration with authorities.

Challenges and relevance to entrepreneurship

Transport, distribution and delivery logistics, 
public services, and housing and related 
infrastructure all provide opportunities for 
entrepreneurs and other businesses to help 
municipal governments and other authorities 
to meet the increasing demands of urban life. 
Smart technologies that help with scheduling, 
mobility and maintenance of transportation, 
improve distribution and delivery services, and 
provide better access to electricity, water and 
sanitation in urban areas will be in demand. The 
COVID-19 pandemic has triggered a transition to 
remote work that is likely to at least be partly 
maintained after the pandemic recedes. If 
this leads to a more horizontal spread around 
urban areas, all the smart technologies and 
applications that help with communications, 
logistics and distribution will need to be applied 
more broadly. It could also trigger demand for 
more expansive road networks and inter-urban 
linkages, potentially expanding the market for 
rail and light rail networks.

Additionally, as much urban development in 
the last half-century has been incremental 
and poorly planned or unplanned, there will be 
new emphasis on 21st century “smart cities”.
These will need to build on fundamentals of 
urban and community planning to account for 
required amenities, including transportation. 
Opportunities for entrepreneurs will be found 
in the data analytics field, including running 
out models, scenarios and simulations that 
account for differing mixes and locations of 
urban amenities. These will involve residential, 
commercial, health and education, culture and 
recreation, open spaces and parks, houses of 
worship, and related institutions and features of 
communities around the world. As all of these 
options will need to have costs determined, 
architects, engineers, project managers, facilities 
and maintenance firms, and construction firms 
will all have opportunities for growth. Their 
capacity to integrate smart applications and 
new technologies will contribute to their ability 
to shape the future. 

2.4.5 Logistics and connectivity in support 
of improved social infrastructure

In the case of logistics and connectivity for 
improved social infrastructure, data transfers 
and knowledge exchange are expected to play 
a major role alongside the distribution of goods 
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and other services in health, education and 
water and sanitation. Biodiversity, biotech/life 
sciences, and health care represent growth 
areas of the economy and quality of life for all.

As a result of deforestation, expansion of 
agricultural lands, construction of massive 
dams to generate hydropower, and broader 
economic development, much biodiversity has 
been lost globally in recent decades,29 and the 
impact of the loss is increasingly recognized. 
Costa Rica has long leveraged its natural 
resources through debt-for-nature swaps, eco- 
tourism and other explicit policies emphasizing 
resource conservation. Strategies, ventures 
and technologies that combine to generate 
wealth and jobs while conserving resources 
will be in demand as the world becomes more 
health conscious and focused on protecting the 
environment, as well as for political reasons 
to address the risks and concerns raised by 
indigenous communities and environmental 
groups.
 
There is also a bright future in biotech and 
life sciences. COVID-19 has highlighted the 
importance of sharing information, and 
encouraging cooperation and collaboration in 
the face of global danger. However, the inability 
of some countries to ensure adequate IP 
protection as part of their regulatory approval 
process for specific vaccines, and high degree of 
concentration in manufacturing of medicines30 
and particularly vaccines have all pointed to 
weaknesses in the existing global framework. 
Weaknesses in health systems underscored by 
the pandemic also mean that many countries 
lack the expertise, laboratory facilities, and 
R&D capacity to develop needed medicines 
and pharmaceutical products to meet growing 
health needs resulting from population growth, 
increased human interaction, and more 
sedentary lifestyles in more congested settings. 
Common ailments today include heart disease, 
stroke, cancer and diabetes.

Growing concerns about environment and 
health extend to water and sanitation. In many 
settings, both rural and urban, lack of access to 
potable water and sanitation facilities increase 
mortality as well as perpetuate inequality, 
exacerbate public health problems and reduce 
productivity. Water-borne diseases and diarrhea 
lead to an estimated fatality rate of six million 
per year. As with other weaknesses and lack of 
equality in social infrastructure, entrepreneurs 
can identify solutions, often using technological 
advances. These solutions will partly depend on 
the education, skills development and training 
of people, with the view that simple, easy-to- 

execute solutions that can be scaled up will be 
affordable and accessible for the broader part 
of the market where demand potentially exists.
 
Increased focus on environment, health, 
water and sanitation requires educational 
systems to ensure there is an ample supply of 
people trained in the requisite scientific and 
technical fields, as well as the skills needed to 
manage complex initiatives. Education, skills 
development and human capital formation will 
be needed for other sectors of the economy 
as well. More broadly, as the global economy 
becomes more automated and digitized, labor 
markets will change and jobs of the future may 
be different from past eras. Entrepreneurs will 
seek to capitalize on the radical and disruptive 
shifts underway. However, there will also be a 
need for solutions to address the needs of those 
displaced by disruptive technologies. Where 
manual labor is scarce, where incomes are so 
low as to deter interest and entry, or where 
productivity is so limited compared to new 
practices, there is a possibility that the effects of 
displacement will be low. However, in urbanized 
settings where many people make a living from 
services, businesses will need to keep up with 
new technologies and competition to survive. 
This will create opportunities for entrepreneurs 
able to render advisory services that will help 
sustain jobs and incomes that might otherwise 
not be possible for people in a digital age. 
   
Challenges and relevance to entrepreneurship

There are unlimited opportunities for 
entrepreneurs to improve the social 
infrastructure needs of the world’s growing 
population. These are particularly important in 
relation to core areas of human survival (e.g., 
food consumption and nutrition, health care, 
housing), with needs intensified by growing 
urbanization on the one hand, and the effects 
of climate change on the other. 

There will be opportunities for entrepreneurs 
to preserve biodiversity through creative 
applications, better monitoring and surveillance, 
enhanced security, and eco-friendly commercial 
ventures that create incentives for alternative 
activities to prevent the depletion of scarce and 
potentially valuable biodiversity resources. In 
the health sector, entrepreneurs could develop 
tools to increase awareness on how diseases 
can be avoided, as well as mechanisms for 
their diagnosis and treatment, including 
precision therapies. There is also significant 
scope to broaden pandemic surveillance and 
early warning as well as response, including 
development   of   pharmaceutical    value 
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chains and more decentralized production of 
therapeutics and vaccines. Such initiatives will 
be beneficial to society at large by reducing the 
general and rising costs of health care in public 
sector budgets and through private insurance.
  
While opportunities will abound, financing 
will remain a key challenge in many cases. In 
social infrastructure, financing is often from 
public budgets, and accessing private money 
for needed solutions is challenging. IP adds 
to the difficulties in that protections often 
translate into barriers to information exchange, 
knowledge distribution, and resource flows to 
build clusters and ecosystems to sustain further 
innovation. At the same time, protections are 
necessary, as those taking costly risks cannot 

be expected to simply hand over the results of
their work without some form of reasonable 
compensation. Governments, civil society and 
the private sector can work together to leverage 
educational facilities, build up research 
capacity,   strengthen    laboratory    testing, 
and more broadly establish co-financing 
arrangements that cover not only investment 
in development but distribution of proceeds 
based on burden sharing and other benefits to 
society. Coming up with workable frameworks 
and capitalizing on these opportunities will be 
a target area of growth for entrepreneurs. How 
they manage the differing steps, components 
and challenges will determine much about 
wealth creation and distribution of benefits in 
societies across the globe.
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3.1 Entrepreneurship 
in the African economy

Africa’s entrepreneurial landscape is rich. The 
continent’s   wealthiest   individuals, almost 
without exception, have generated their wealth 
as trailblazing entrepreneurs, highly successful 
family businesses, or some combination of both. 
They have paved the way for future African 
entrepreneurs, and in many instances are 
also actively investing in the next generation 
of African talent. At the same time, small- 
scale entrepreneurs and businesses form the 
backbone of most economic activity across the 
continent. 

3.2 Supply side: investment 
in entrepreneurship in Africa

Banks, insurance companies and markets 
provide financing and services to African 
businesses, but in most cases only to established 
companies with fixed assets that can be used 
as collateral, not to microenterprises or small-
scale startups that often lack tangible assets. 
Part of the explanation is scale, as most financial 
institutions are comparatively large and operate 
on a business model that seeks to either scale 
up services or to keep exposures to households 
and small businesses within defined boundaries 
of broader portfolio structures. Banks in 
particular also have a legal, regulatory and 
fiduciary responsibility to depositors to ensure 
safety, access and system stability. This has 
increased as African central banks, supervisors 
and commercial banks have implemented 
capital convergence criteria under Basel II 
and III. Likewise, insurance companies have 
to observe solvency conventions, particularly 

when they participate in reinsurance markets, 
and stock exchanges and bond markets in Africa 
have committed little in the way of financing 
to small-scale ventures because of the cost 
involved in bringing securities to market and 
limited prospects for returns. Historically, 
small enterprises have found financing through 
microfinance institutions often administered 
by NGOs, with and without the support of 
development partners, but this has not generally 
extended to startups.
 
However, more recently, support for innovation 
and entrepreneurship has grown, as reflected 
by the number of African startups and their 
increasing acceptance into accelerators and 
incubators around the world.

Africa has nearly 650 tech hubs that include 
accelerators, incubators, university-linked start-
up support labs, maker parks, and co-working 
sites.31 The number is greater depending on 
how hubs are defined.32 Egypt, Nigeria, Kenya 
and South Africa account for more than a third, 
reflecting a measure of concentration, but most 
countries and regions have tech hubs in one 
form or another.

While a network of 600+ tech hubs is a 
favorable development, around two-thirds have 
fewer than 10 staff, indicating they are small 
operations that have faced challenges getting 
traction from investors. On the other hand, 
their objectives are focused on helping tech 
entrepreneurs take their first steps towards 
launching a viable company, and supporting a 
growing ecosystem. Therefore, as with nascent 
stages of development in other markets, Africa’s 
network is planting the seeds for future growth.

A profile of entrepreneurship 
in Africa

3. 
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3.2.1 Incubators

Incubators are less common in Africa than 
accelerators, but are making inroads into the 
African entrepreneurial ecosystem, with support 
from global giants like Amazon as well as 

domestic financial institutions and university 
systems. They are also serving differing purposes, 
including the use of digital  technologies  in 
the education sector. As these activities gain 
momentum, growth can be expected across 
countries and sectors of activity.

Entity Country Activity

Vatebra Tech 
Hub

Nigeria Lagos-based Vatebra Tech Hub runs a six-month incubation 
programme that covers software and product development, sales, 
marketing, finance and legal issues. Startups accepted into the 
programme receive $10,000 in Amazon Web Service (AWS) credits. In 
addition, participants stand to benefit from access to funding from 
the Bank of Industry as well as access to international markets and 
a network of investors.

Injini South 
Africa

The incubator works with startups with evidence-based solutions 
that address key problems that face the education sector in Africa, 
with at least a minimum viable product or prototype.

AUC Venture 
Lab

Egypt AUC Venture Lab (AUC V-Lab) is Egypt’s first university-based 
incubator and accelerator at The American University in Cairo. The 
16-week programme provides support for early-stage and innovative 
startups to launch and grow their business using evidence-based 
entrepreneurship support and lean startup methods.

Figure 7: Tech Hubs and Ecosystem Support Organisations in Africa

Source: Briter bridges innovation maps

Box 3: Incubators in Africa

Source: VentureBurn 
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3.2.2 Accelerators

Accelerators are more numerous than 
incubators, and have been established across 
the continent, in several cases with a continent-
wide or multi-country focus. This bodes well 
for joint exchange of data and research 
observations, and will serve as a foundation 

for expansion of regional trade. Accelerators 
have attracted the interest of global giants like 
Google and Facebook in digital services, as well 
as MAN in transport and logistics. Likewise, 
accelerators have been supported by domestic 
venture capital firms working together with 
consulting firms, helping to finance concepts 
at various early stages of development.
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Entity Country Activity

Itanna Nigeria Sector-agnostic accelerator Itanna, located at the Enterprise Factory in Lagos, 
provides mentorship, facilitated networking and growth capital.

Impulse 
Accelerator Morocco

This accelerator’s 12-week programme, designed by global accelerator 
organisation MassChallenge, is aimed at startups in agritech, biotech, mining 
tech, materials science and nano engineering that have a proof of concept or 

a minimum viable product (MVP).

Google 
Launchpad 
Accelerator 

Africa

Africa

For startups in Algeria, Botswana, Cameroon, Ivory Coast, Egypt, Ethiopia, 
Ghana, Kenya, Morocco, Nigeria, Rwanda, Senegal, South Africa, Tanzania, 
Tunisia, Uganda and Zimbabwe. Google provides equity-free support, access 
to its engineers and intensive mentoring from over 20 teams, access to Silicon 
Valley experts and top local mentors, public relations training and global media 

opportunities, as well as close partnership with Google for three months.

Fb Start 
Accelerator

Nigeria and 
Ghana

This Lagos-based accelerator—an initiative of Facebook and Nigeria’s Co- 
Creation Hub—features a research and mentorship-driven six-month-long 
programme for Nigerian and Ghanaian innovators working on artificial 
intelligence (AI), machine learning, augmented reality (AR) and virtual reality 
(VR). Those accepted into the programme receive up to $20,000 in equity-free 
funding, product development, business support, access to technical experts 
and business mentors from the Facebook and CcHub network, and office space. 

Startupbootcamp 
Afritech

South 
Africa

This Cape Town-based accelerator focuses on high-growth tech startups 
in fintech, insurtech and retailtech. Over its three-month programme, the 
accelerator claims the 10 startups selected for each cohort will have achieved 
in three months what would normally take 18 months. It says it does this by 
leveraging direct access to key contacts in the industry. SBC Afritech provides 

each selected startup with €15,000 for an eight percent equity stake.

Labs by ARM Nigeria
Labs by ARM 2.0 is designed to engage Nigerian post-MVP fintech startups 
in a series of activities aimed at exponentially advancing the growth of their 

companies within 12 weeks, while ensuring their investment-readiness.

Flat6Labs
MENA/
North 
Africa

This startup accelerator runs programmes in Cairo and Tunisia. It provides 
seed funding, strategic mentorship, a creative workspace, a multitude of 
perks, entrepreneurship-focused business training and also supports startups 

through an expansive network of partner entities, mentors and investors.

Startupbootcamp 
FinTech Cairo Egypt

Startup bootcamp FinTech Cairo runs a six-month programme backed by Cairo-
based fintech-focused venture capital firm Pride Capital. The programme is 
designed to help early-stage Egyptian fintech startups scale their businesses.

Grindstone 
Accelerator

South 
Africa

Jointly owned by South African venture capital firm Knife Capital and Thinkroom 
Consulting, the Grindstone Accelerator assists high-growth innovation-
driven small businesses to become sustainable and fundable via a year-long 

programme.

Akro Accelerator South 
Africa

Cape Town based venture builder Akro runs a 20-week acceleration programme. 
The accelerator’s first two cohorts, run in 2020, were funded by the SA SME 
Fund. Startups accepted into its programme benefit from access to experts and 
advisors, including software architects, designers and other product builders. 
The accelerator also provides co-working space in Cape Town as well as access 

to potential partners, client networks and investors.

MAN Impact 
Accelerator

South 
Africa

The MAN Impact Accelerator works with startups in the field of mobility, 
transport and logistics to tackle social and environmental challenges.

Box 4: Accelerators in Africa

Source: Techcabal
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3.2.3 Venture capital and private equity

Venture capital and private equity are still in 
their early stages in Africa, with venture flows 
accounting for about 3-4 percent of the global 
total in 2020 after a peak in 2019.33 Venture funding 
has increased steadily in recent years, with the 
amount for 2018 approximating the total for the 

preceding three years, suggesting a growing 
recognition of firms that have potential for growth 
and even unicorn status. The 2020 decline in 
venture investment in Africa was consistent with 
the global norm in light of the pandemic, economic 
disruption, and supply chain interruptions, and 
the African Tech ecosystem has shown growing 
momentum despite this temporary setback. 

On a deal volume basis, trends can be measured 
in the accelerating pattern of equity rounds, 
which have increased steadily since data 
were collected beginning in 2015. In that year, 
Africa had 55 equity rounds, while the number 
increased each year and peaked in 2020 with 359 
equity rounds (a 44 percent increase from 2019).

Most of the deals have been for very small 
financing tranches, reflecting the relatively 
small scale and early stages of the ventures. 
Of the 359 equity financing rounds recorded in 
2020, 289 were for amounts up to $5 million. 
All but two of the remaining 70 rounds were 
for financing tranches of $5-$50 million, while 
the remaining two averaged $70 million in 
financing. While most financing amounts are 
comparatively small for established businesses, 
they are not significantly different from most 

venture markets of the world when companies 
are in early-stage development.

There has been a steady trajectory of equity 
rounds, starting with Seed capital and moving 
through stages of development reflected in 
Series A and Series B financing, culminating in 
the Growth stage which typically captures the 
investment interest of technology companies 
and other investors building portfolios around 
R&D-intensive, IP-oriented, knowledge-based 
products that have been applied and tested in 
the market and gained traction among users. 
At the Growth stage, some companies are in a 
position to consider an IPO. In other cases, they 
remain unlisted, holding on to their shares for 
future listing while remaining attractive for 
private placement and other financing should 
they need it.

Figure 8:  Africa Tech VC – Total Equity 
Funding 2015-2020

Figure 9: Africa Tech VC – Total Number of 
Equity Rounds 2015-2020

Source: Partech Partners 2020 Africa Tech 
Venture Capital Report

Source: Partech Partners 2020 Africa Tech 
Venture Capital Report
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Table 1: Deal Count per Size Bracket

Source: Partech Partners 2020 Africa Tech Venture Capital Report

Since 2015, each category of financing has 
increased in number, with Seed financings in 
2020 nearly 10 times their number in 2015. The 
multipliers for the other stages are 5:1 for Series 
A, 3:1 for Series B, and 5:1 for Growth.

The stages of growth and associated values 
reflect growing market acceptance of the 
investee firm’s products and overall growth 
prospects as a firm. In other markets around 
the world, the calculations are based on 
prospects for the individual firm as a stand- 
alone consideration as well as how it fits within 
the venture capital firm’s specialized mix of 
products or services. In the US market, by far 
the largest venture capital market in the world, 
many venture capital firms focus on particular 
industries or subsectors, which provides them 

with intimate knowledge of prospects for a 
startup and allows them to determine whether 
the business proposition is strong enough to 
succeed. In many cases, what is perceived to be 
promising ultimately fails to achieve potential 
because of unforeseen problems in development 
and testing, unexpected responses from users, 
or insufficient speed in bringing the concept 
to commercialized fruition. It is for this reason 
that many ventures fail, and why venture capital 
firms have exacting conditions. More often 
than not, they are taking risk that others will 
not take, with the recognition that failure is a 
distinct possibility. However, the culture also 
recognizes that failures must be financed, as 
lessons learned will often be translated into 
new ventures, some of which will ultimately 
succeed and become headline successes.
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In this regard, the role of incubators and 
even more so, accelerators, is crucial to the 
development of the venture capital and private 
equity ecosystem. In Africa, the concentration 
of venture capital and private equity has 
mirrored the evolution of accelerators. The 
four countries with the greatest number of 

accelerators are also those with the greatest 
share of venture capital financing. Nigeria, 
Egypt, South Africa and Kenya account for 
about 80 percent of such financing, closely 
linked to the development of their ecosystems. 
Other countries are beginning to catch on, but 
generally lag these four countries.

 Figure 10: Africa Tech VC – Deal Count by Stage

Source: Partech Partners 2020 Africa Tech Venture Capital Report

Source : Partech Partners 2020 Africa Tech Venture Capital Report

Source: Partech Partners 2020 Africa Tech Venture Capital Report

 Figure 11: Africa Tech VC – Number of Rounds per Stage

Figure 12: Africa Tech VC – Average Size by Stage 2015-2020
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Venture capital and private equity can be 
expected to grow in the future as Africa makes 
progress with financial market integration and 
regional trade. Financial market integration is 
expected to add liquidity to stock exchanges, 
which will serve as more of an incentive for 
startups to move on to IPOs. In other cases, 
greater market activity based on high free 
float and liquidity will attract institutional 

investors, which will create significant 
opportunities for credit products (e.g., bonds, 
placements, mezzanine and hybrid financing 
instruments, preferred shares). Meanwhile, 
cross-listings via regional—and ultimately 
pan-African—markets will create efficiencies 
and opportunities that will help to round out 
some of the shortcomings of the more general 
African financial architecture.

Regional trade is expected to stimulate these 
developments,   particularly   as   innovation 
and entrepreneurship will be called for in 
areas such as clean energy and electricity, 
waste management and co-generation, 
transport infrastructure, digital   applications 
in telecommunications and logistics, and 
enhanced efficiency and productivity in 
agriculture, industry   and   services.   There 
has already been initial movement through 
the   Injini   incubator   to   identify   solutions 
in the education sector and other growth 
opportunities in social infrastructure will 
present themselves. However, for all of this 

to happen, a more robust ecosystem and 
network needs to evolve, particularly in the 50 
countries where ecosystem development and 
venture financing remain particularly limited.

3.3 Demand side: 
African startup trailblazers

In 2020, despite the economic repercussions 
of COVID-19, 89 companies gained unicorn 
status globally, many of which operate in the 
e-commerce and health care sectors. What 
was initially a club of 29 in 201134 expanded 
to 107 members in 2017,35 and as of January 

 Figure 13: Africa Tech VC – Equity Funding per Country

 Source: Partech Partners 2020 Africa Tech Venture Capital Report

As in previous years, VC funding is still concentrated in 
few markets, but we see strong signs of diversification as 

half of African countries are now in play.
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2021 included 537 unicorns around the world 
with a total value of more than $1.6 trillion,36 
or about $3 billion on average. The US and 
China were home to about 70 percent of global 
unicorns, reflecting the importance of large 
economies, liquid markets, and a commitment 
to technological innovation as ingredients 
for success. However, a large number of 
unicorns is also found in smaller countries 
in Europe, Asia, the Middle East, Latin America 
and Africa,37 showing that other characteristics are 
also important. Israel has long been known as a 
highly innovative “startup nation”, while having 
a population of less than 10 million. Likewise, 
Sweden and Finland have been innovative in 
several sectors (e.g., telecom-based), with some 
of their successes “born global” with an eye to 
exporting directly to the larger European Union 
without focusing initially on the domestic market. 
For Africa, the example of countries other than 
the US and China shows that small country status 
should not be considered a deterrent to successful 
entrepreneurship, ventures and startups. Rather, a 
focus on education and human capital formation, 
optimization of natural and physical resource 
allocation, creative solutions to problems, and 
sufficient commitment, talent and transparency 
by startup protagonists represent starting points 
that can attract interested investors.

Some have already succeeded.38 As of 2018, Africa 
had three unicorns: Nigeria-based Africa Internet 
Group (Jumia),39 South Africa-based Promasidor, 
and South Africa-based Cell-C. Since 2018, three 
more have emerged: Interswitch (Nigeria), Fawry 
(Egypt)40 and Flutterwave (Nigeria).41 These 
companies have been innovative in their uses of 
technology while also helping to create solutions 
for African households and businesses through 
e-commerce and more efficient, convenient 
payment systems. While some are country-focused 
(e.g., Fawry), others have already expanded across 
the continent (e.g., Flutterwave). Notwithstanding 
these six unicorn successes, Silicon Valley’s unicorn 
IPO model might not be right for African startups 
as they face a vastly different macroeconomic and 
business environment. While hubs and innovation 
exist elsewhere in the world, the venture capital 
market in the US continues to be a bit of an outlier 
in terms of volume and value. Data on venture 
financing shows the US accounts for about 70 
percent of the total, although this share has come 
down from 95 percent in the mid-1990s as other 
venture markets emerge.42

Rather than seeking to replicate the US model, a 
different approach in Africa would be to scale the 
ambition and focus on building the information 
and network infrastructure that will be needed 
for sustainable growth and finance. This includes 

strengthening the framework for financial market 
integration and regional trade and investment as 
part of the larger program to achieve the objectives 
of the AfCFTA. By extension, another approach 
that Africa could take in boosting prospects 
for startups is to scale expectations, both for 
investors in terms of revenues and earnings, 
and for startups in terms of expected financing. 
By adjusting expectations, there is a better 
chance of increasing the roll-out of ecosystem 
development and for more startups to be able 
to access financing through stages that would 
have been inconceivable before 2015.

A second part of the effort should be to focus 
on building out the African financial market, 
thereby refocusing prospects for financing 
while also potentially rebalancing negotiating 
power. When African startups look to US 
or other foreign investors   for   financing, 
they are at a considerable disadvantage in 
terms of negotiating power. While foreign 
investors should be welcomed for multiple 
reasons (e.g., financing, management, market 
linkages, supply chain integration), African 
startups could usefully focus their ambitions 
on listing on local exchanges to raise capital 
from IPOs. This would help to create push- 
pull factors for financial market development 
as African liquidity would be used to finance 
African ventures. The continent could focus 
on counting more “gazelles” at home than 
unicorns abroad, with a gazelle at home 
being a company valued at $100 million (vs. 
$1 billion) and generating annual revenues of
$15-$50 million.

In all cases, more is needed individually and 
collectively from governments and the private 
sector. While governments should generally 
be responsible for legislation, regulation and 
supervision, they can also work with the private 
sector to identify opportunities to enhance 
“social welfare”, in this case a mix of market 
development for income growth, wealth 
creation, and jobs for private stakeholders as 
well as a more diversified and stable source of 
public sector tax revenue.

3.4 Governments and government-
private sector partnerships

3.4.1 The business environment 

Issues long known to have stifled entrepreneurship 
and    small    business    development    include
(1) limited access to finance, (2) difficulties 
accessing permits and licenses, (3) unstable and 
costly access to electricity and clean drinking 
water, (4) inability to access needed property, 
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facilities, machinery and equipment, (5) political 
instability, (6) high tax rates and inconsistent tax
administration, (7) corruption, (8) confusing 
customs and trade regulations, and (9) labor 
laws that create disincentives for hiring. These 
challenges are influenced and impacted by (10) 
inadequate clean energy infrastructure, (11) 
insufficiently developed transport infrastructure, 
and (12) shortage of ICT connectivity for internet 
use and corresponding weaknesses in logistical 
infrastructure.

Governments need to play a leading role 
in creating supportive environments for 
entrepreneurs. This can include initiatives that (1) 
strengthen vocational education and training, and 
combine these with entrepreneurial mentorship 
programs that also foster supply chain linkages 
and ISO compliance when feasible; (2) provide 
incentives such as subsidies and tax holidays 
to entrepreneurs in specialized fields that 
have a strong multiplier effect in the economy; 
(3) design fiscal decentralization programs to 
allow municipalities and provinces to undertake 
initiatives with some spending power to mobilize 
actions at local levels; and (4) evaluate prospects 
for the use of land as collateral to encourage 
secured transactions, but based on a framework 
of highly protective consumer law to prevent 
abuses of power.

Entrepreneurs have a responsibility to identify 
needs that can be met with practical solutions 
that generate visible, tangible benefits within 

relatively short periods of time. The establishment 
of incubators can leverage existing facilities and 
university resources to create incubator outposts 
to serve as examples for demonstration effect. 
This would be something similar to “production 
test plots” in rural areas that identify successful 
farming practices that can be easily replicated in 
nearby areas subject to the availability of inputs. 
Such incubators could then be multiplied in 
comparable facilities (e.g., vocational institutes, 
other universities, near laboratories) to attract 
startup interest with some basic support in the 
form of facilities, space, computers, etc.

A broader agenda between entrepreneurs and 
the government (including local or municipal 
government) can be established with business 
and trade associations working together with 
local officials to identify initiatives to which 
all public and private stakeholders can commit 
resources, talent and energy. Specific actions 
can be taken locally to address the availability of 
facilities, space, and other issues. More ambitious 
agendas regarding vocational education and 
supply chain initiatives, tax reform, land reform 
and fiscal decentralization can be established at 
the national level to encourage the institutional 
reforms needed to promote entrepreneurship. 
These initiatives could be undertaken as joint 
ventures or public-private partnerships in which 
legal, regulatory and institutional reforms are 
combined with specific joint actions to help create 
a conducive environment for entrepreneurship. 
Box 5 highlights an example from Egypt.

Established in 2017, Egypt Ventures is an investment firm seeded by the Ministry of Investment 
and International Cooperation with a mandate to support and invest in startups from a diverse 
range of sectors across Egypt. Egypt Ventures created a blended finance model through which 
investments are directed into accelerators, venture capital firms, and startups at the early and 
growth stages. It invests in innovation-driven enterprises led by entrepreneurs that have the 
potential to create high economic value and compete on an international level. Egypt Ventures 
aims to cultivate and foster a startup culture in the Egyptian economy, catalyze the development 
of the entrepreneurship ecosystem, and build economic competitiveness and GDP growth, by 
(1) developing the Egyptian entrepreneurial ecosystem; (2) increasing deal-flow from startups 
to scale-ups; (3) supporting the development of new and existing accelerators and venture 
capital firms; (4) acting as a market catalyst for socio-economic development; and (5) filling 
the finance gap between self-financing and conventional capital market activity. Egypt Ventures 
has provided investments of EGP 257 million ($16 million) since it was set up, and is rapidly 
expanding. It is the only compact that supports entrepreneurship with public funds. Last year, the 
Egyptian government set up an EGP 1 billion ($57 million) fund via the Central Bank of Egypt (CBE) 
for fintech startups. The International Finance Corporation (IFC) has also launched a two-year 
programme, including incubators such as Algebra, Flat6Labs, and EFGEV, which plan to invest in 

more than 30 fintech-focused startups in the next five years.

Source: Egypt Ventures, Central Bank of Egypt, IFC and Enterprise (enterprise.press)

Box 5: Egypt Ventures
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3.4.2 Special economic and eco-industrial 
zones

Economic and industrial zones have existed for 
decades, with varying degrees of focus. In many 
cases, they have been structured as tax-free 
zones to pilot job creation and skills development 
before replication in the domestic economy, or 
have been used to spur export growth.  At times, 
they have created a critical mass to centralize 
production and enable efficient logistics and 
support, while also fostering the beginnings 
of supply chains that could grow into larger 
companies over time. In general, they have been 
constructed on the basis of concessions from 
governments or fiscal authorities in exchange for 
an economic benefit. More recently, eco-industrial 
parks have developed innovative industries to 
address a range of climate change challenges 
while promoting sustainable production through 
adoption of “circular economy” practices and 
“closed-loop” models involving shared platforms 
and recovery and recycling of waste. Ethiopia has 
created eco-industrial parks for textile production, 
footwear and other light manufacturing, and 
Benin, Côte d’Ivoire, Rwanda and Senegal have 
plans for similar zones.

Important legal, regulatory and institutional 
reforms are needed to expand the application and 

benefits of such zones to the domestic economy 
and create a business environment conducive 
to trade and investment. Commitment from 
government to work constructively and actively 
with the private sector   will   encourage   the 
private sector to invest, compete and take risk. For 
governments, this has the benefit of expanding 
the fiscal base to finance development, while 
growth of the domestic economy reduces 
sovereign vulnerability to commodity swings 
in global markets, international supply chain 
interruptions, and the build-up of external debt. 
Adapting the “born global” concept to “born 
regional” in Africa means that firms testing 
new concepts and developing new products 
in special economic or eco-industrial zones 
will also be thinking from day #1 on exports 
to neighboring and continental markets. 
Such a mentality will help generate market 
intelligence and knowledge for upstream 
and downstream activities, and encourage 
development of regional supply and value 
chains as products gain traction in the market. 
Recent investment in medical supplies and PPE 
is just one example. While entrepreneurs will 
have significant opportunities to capitalize on 
improved business environments and better 
functioning institutions, in most cases scale 
will come from regional integration leveraging 
trade and investment opportunities. 
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Trade and investment as catalysts 
for economic expansion

4. 

4.1 Trade and investment

While trade and investment influenced the 
foundations of modern capitalism, they have 
been a core part of economic activity throughout 
the world for centuries, with the benefits of 
exchange generally well known and recognized. 

4.2 Trade blocs

4.2.1 Role of trade blocs

The last half century has seen the expansion and 
evolution of free trade agreements and trade 
blocs.

Building on the initial General Agreement on 
Tariffs and Trade (GATT) framework introduced 
in 1948, regions of the world have moved in 
differing ways to gradually increase trade 
and investment under mutually agreed and 
beneficial rules. Table 2 provides an overview of 
trade bloc typologies.

The World Trade Organization, established 
in 1995, grew out of the regional movement 
towards integrated trade to form a global 
framework. The WTO counts 339 Regional Trade 
Agreements, with the EU, NAFTA and ASEAN 
being the three largest. The recent Regional 
Comprehensive Economic Partnership, signed by 
15 Asian countries, accounts for about 30 percent 

of both global GDP and the world’s population. 
When the US rejoins the Comprehensive 
and Progressive Agreement for trans-Pacific 
Partnership, the trans-Pacific bloc will account 
for 40 percent of global GDP, one third of global 
trade and more than 10 percent of the world’s 
population. These two blocs are bound to eclipse 
the European Union as the largest trade bloc as 
Asian economies increase their global shares.43

Until recently, Africa’s trade blocs remained 
highly fragmented, dominated by Nigeria 
(ECOWAS) and South Africa (SADC). Intra-African 
trade remains low, at about 14-17 percent. 
However, the AfCFTA is expected to alter these 
traditional patterns as tariff and non-tariff 

Type Purpose/Scope Examples

Organizations for 
economic cooperation

Trade cooperation, promotion and 
facilitation among countries without an 

integration agreement

APEC, ASEAN, ECOWAS, 
OECD

Preferential trade 
agreements

Usually offered unilaterally by developed 
countries to foster developing country 

exports

COMESA (Africa), Andean 
Community of Nations

Free trade agreements Preferential tariffs between two or more 
countries NAFTA

Customs unions Common internal and external tariffs MERCOSUR, CARICOM, CIS

Economic areas Free movement of goods, services, capital 
and labor European Economic Area

Monetary unions Common currency
European Monetary Union, 

BCEAO (West Africa CFA 
zone)

Full integration Economic union European Union

Source: Kandogan and AfDB

Table 2: Trade Bloc Typologies
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barriers come down in the next three years, and 
as operational efficiency increases.

In general, trade blocs have enabled trade and 
investment growth, which have contributed 
to GDP and income growth. However, there 
is broad consensus that welfare gains have 
been poorly distributed, as reflected in major 
income disparities across the globe as well as 
within countries and regional trading blocs. The 
current era of political, social, technological 
and environmental change is characterized by 
significant disruption, with many in the world 
facing challenges to adapt. In some cases, the 
inadequacies and shortcomings of multilateral 
frameworks, as well as violations and abuses 
committed by some members, have led to political 
pushback to restore sovereignty and retreat from 
commitments to open trade and investment.

4.2.2  Relevance of trade blocs and free 
trade for Africa

In the early years of independence, many 
countries emphasized sovereignty and 
nationalism over more open trade and 
investment, and resisted opening markets to 
protect domestic producers from competition. 
Meanwhile, rivalries among countries limited 
support for regional integration. Open trade 
was not universally valued, as even with an 
aggregate increase in welfare benefits, the 
question of the divergence of incomes between 
winners and losers remains. This continues 
to undermine trust and reduce prospects for 
integration (convergence vs. divergence).44

The result was highly fragmented economies 
that were small, lacking in scale, and with 
limited value-added. However, after decades of 
persistent poverty, much of the continent has 
come to recognize the previous models have 
not worked and that most African countries are 
too small to compete globally without having 
scale in areas of comparative advantage. While 
accepting that there will still be winners and 
losers, there is now increased understanding of 
the potential positive spillover effects resulting 
from reduced tariffs and lower non-tariff barriers, 
as well as from greater access in regional and 
continental markets. Broadening markets is 
likely to increase scale and competition among 
producers, lowering the cost and improving the 
quality and choice of products for consumers 
and end-users. Meanwhile, reducing non-trade 
barriers such as transport costs and access to 
power will have wider benefits.

These general fundamentals represent future 
opportunities for Africa’s entrepreneurs. The 

framework for entrepreneurship to capitalize on 
opportunities for wealth creation will expand 
as the continent moves to increase access to 
electricity, improve and connect multi-modal 
transport infrastructure, accelerate coverage 
and speed of ICT, improve logistics, strengthen 
the business environment, bring down tariff 
and non-tariff barriers, and integrate financial 
markets. For their part, entrepreneurs can 
contribute to innovations that accelerate 
Africa’s industrialization, reduce its reliance on 
commodity exports, and capture greater value- 
added from its continental resources.

Expansion of trade and investment will 
contribute to this pattern. According to UNCTAD, 
two-thirds of developing countries (91 out of 
135 countries) are dependent on commodities,45 

and least-developed countries are even more 
dependent, with more than 80 percent of their 
export earnings coming from commodities.46

In Africa, only Egypt, South Africa, Morocco, 
Tunisia, Mauritius, Lesotho and eSwatini are 
not commodity-dependent. The most notable of 
these commodities are oil and gas or minerals 
like gold, diamonds, copper, bauxite and cobalt. 
Investing in manufacturing that transforms 
African raw materials into semi-finished and 
even finished goods is essential for future 
wealth creation, and needs to be supported by 
efficient service levels, including in inventory 
management, logistics, delivery, and financing. 
However, accessing needed financing and 
establishing supply chain efficiency and ISO-
approved product quality will be prerequisites 
for company success.
 
4.3  Macroeconomic and balance 

of payments indicators for Africa

Recent research by the African Development 
Bank47 shows that (1) African private 
consumption levels increased significantly 
after 2002, with 2007 levels ($870 billion) 
more than double 2002 levels ($400 billion), 
partly due to increased trade and investment 
as well as international migration influences 
on remittance flows; (2) export revenues and 
remittance inflows were more important as 
descriptive variables to private consumption 
than portfolio investment, foreign direct 
investment and external debt; and (3) despite 
household consumption increases in the last 
20 years (2000-2019) compared to the prior 20 
years (1981-1999), there were signs well before 
COVID-19 that patterns were leveling off, and 
that macroeconomic fundamentals were 
pivoting towards a flattening of consumption. 
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During the last two decades, intra-African 
trade levels have remained constant in the 14-
17 percent range. While trade with non-African 
markets has continued, much (along with related 
investment) has been focused on exports of raw 
materials, a legacy dating back to colonial times. 
The slow pace of industrialization in Africa has 
contributed to persistent systemic vulnerability 
to commodity price fluctuations, while 
simultaneously limiting intra-African demand 
that would help to diversify economic activity. 
Faster and deeper industrialization as reflected 
in higher shares of value-added processing, 
finishing, and downstream distribution and sales 
would (1) not only increase jobs and incomes, 
serving as a spur for more sustained private 
consumption, but (2) create additional demand 
that would reduce the share of raw materials 
exports as a share of total export revenues. This 
intra- African demand would provide market price 
support for commodities routinely exported to 
other countries while retaining on the continent 
the incremental income associated with value- 
added from manufacturing and services.

The recent decline in GDP brought on by COVID-19, 
the politics of oil, the locust infestation in East 
and Southern Africa, and general breakdown 
of many global supply chains has served as a 
warning about the sustainability of consumer 
spending and GDP growth patterns in Africa.48 

Economies that are dependent on commodity-
based export earnings, light manufacturing and/
or tourism for wealth creation without sufficient 
diversification and mix of domestic value-added 
lack the structural resilience needed to stave 
off the impact of shocks. When shocks occur, 
they run the risk of accelerating unemployment, 
reducing volume in informal markets (an 
important safety net in Africa), and triggering a 
loss of confidence among consumers, resulting 
in a reversal of earlier patterns.

The same trends serve as a red flag to foreign 
investors who may be positive about resource- 
based investment in African countries when 
prices are high, but lose interest when they are 
unable to repatriate profits due to the shortage 
of foreign exchange in producer countries. 
Reducing these risks is important for Africa to 
increase investment into the new 21st century 
infrastructure needed for productivity, regional/
continental market integration, and a safe 
environment. This includes ICT for logistics and 
digitization, clean energy, and decarbonized 
practices and improvements in infrastructure 
and industrial processes. A similar pattern 
occurred after the global financial crisis in 2008-
2009 when global banks withdrew from the 

African market to comply with stricter capital 
requirements.49 These market movements can 
induce a cascade effect, or negative multiplier, in 
which a loss of confidence leading to decreased 
investment triggers reduced consumption, 
which in turn reverses earlier favorable trends. 
Sustained confidence is needed for the long-
term investment required for growth and income 
generation.

Africa is not alone in its uncertainty. Even high-
income countries are worried about the nature of 
the post-COVID-19 recovery, levels of public debt, 
fiscal deficits needed to maintain public services, 
costs of sustaining financial stability, and risks 
in terms of future bank losses if businesses and 
households default on loans, or households 
forego consumption to conserve savings in the 
event of job losses. Such concerns specifically 
affect Africa, as uncertainty in other countries 
could lead to reduced foreign investment and 
decreased willingness or ability to purchase 
African goods. Therefore, the challenge in Africa 
is simultaneously regional/continental as well 
as global.

4.4 Linkages between trade 
and entrepreneurship

Balance of payments trends show there are 
serious structural flaws in trade and investment 
patterns in Africa. Intra-African trade as a share 
of total trade has remained at a static 14-17 
percent of total over the last two decades. This 
reflects growth in the absolute value of trade, 
but not in the structure of trade. Most of the 
increased value has been generated by greater 
volume and higher prices for commodity exports, 
not value-added product transformation.

In some cases, greater industrialization may be 
hard to achieve. For instance, making refined 
chocolate products may not be an activity in 
which African cocoa producers can compete 
with European and US firms that have highly 
developed capacity to process and distribute 
chocolate products designed for a broad range 
of consumer market segments. However, 
roasting, grinding, pressing and blending are 
stages of the processing cycle that can be more 
fully developed in Africa prior to shipment. 
Similarly, there is significant African potential in 
the coffee market and production is well below 
what could be achieved, with favorable knock-
on effects from value added, if producers and 
distributors were less fragmented. Efforts to 
develop these functions as part of the value 
chain remain limited.50 The same pattern is 
found in mining. Across the continent, extraction 
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is significant but transformation fairly low. 
About 20 percent of mining output is informal 
or artisanal, sold to dealers for shipment to 
other markets. Meanwhile, the more formal 
(legally registered) activities are still primarily 
focused on extraction and export. There are 
some exceptions, such as cobalt smelting in 
DRC. However, smelted ores are then shipped 
to South Africa for further transformation and 
exported to China for additional processing. 
Most of the value-added occurs elsewhere, 
resulting in little development of capacity, 
supply chains, financing and support services 
that could promote economic diversification.

Recent African growth and development has 
largely correlated with rising demand from 
Asia. China emerged as the continent’s largest 
trading partner in 2009,51 surpassed the US as its 
largest investor in 2014,52 and currently accounts 
for about 20 percent of total African sovereign 
debt. Chinese investments have been almost 
exclusively directed toward infrastructure and 
extraction of resources for export to China. GDP 
growth in Africa began to slow in 2016 as oil and 

gas markets saw a drop in commodity prices and 
Chinese FDI began to decline.53 Even prior to the 
pandemic, weakening commodity prices, rising 
debt, and vulnerability of sovereigns to credit 
rating downgrades served as warning signs of 
shaky economic foundations. Concentration of 
risk around one or two commodities can lead to 
shortfalls in government revenues and foreign 
exchange, triggering a debt crisis and loss 
of confidence that then cascades negatively 
throughout the economy.

With financial flows uncertain and economies 
dependent on a risky and volatile base, it is 
difficult for most countries to create more broadly 
diversified economies with manufacturing 
opportunities that create a steady stream of 
jobs and incomes. Yet, this is what is needed for 
sustainable growth, and where opportunities lie 
for African entrepreneurs in the 21st century. The 
application of new knowledge and technologies, 
combined with Africa’s resource endowment 
and recognition that earlier and existing models 
have failed, creates new prospects for innovation 
within the context of the AfCFTA.
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The upcoming paradigm shift 
for African trade

5. 

5.1 General outlook for trade in Africa

Today, intra-African trade accounts for about 14-
17 percent of the continent’s total trade volume 
in goods and services—a very low figure by global 
standards, and significantly below Europe (69 
percent) and Asia (59 percent). Intra-European 
trade levels are high because of the heterogeneity 
of the market and the protective barriers that 
have been put in place. For Asia, trade is high due 
to the supply chain linkages and networks that 
have been established in recent decades among 

ASEAN countries and China, Japan and Korea. In 
North America where trade levels approximate 30 
percent, Canada and Mexico are highly integrated 
with the US market and services account for a 
growing share of trade each year.54 The AfCFTA 
promises to change the landscape for trade in 
Africa. It also recognizes that the private sector is 
integral to its success and offers opportunities for 
businesses to work at a regional level, including 
by requirements for improvements in electricity 
access, transport infrastructure, ICT connectivity, 
and financial market development.

To unlock their potential, African businesses 
need to scale their operations and expand 
beyond home markets. While many African 
countries have similar factor resource profiles, 
heterogeneity of products can emerge from 
comparative advantage, specialization, and 
the construction of regional value chains. 
Light manufacturing, including in food and 
beverages, wood processing, and textiles could 
all be developed to exploit existing resources, 
create downstream networks for rapid delivery 
of products to consumers, and reduce import 
bills. Manufacturing industries would boost 
domestic commodity prices as well as jobs and 
income, in turn increasing demand for locally 
produced goods. From there, innovations 
in processing based on improved facilities, 
automation and enhanced logistics can serve 
as the backbone for faster delivery, higher 
quality products, and scale. 

The challenges are greater with heavy industry 
and more complex products like pharmaceuticals 
that enjoy intellectual property protection 
rights, but are not insurmountable. Near-term 
opportunities are likely to be found in medical 
supplies manufacturing, information technology-
enabled services (including business process 
outsourcing and customer support), financial 
services, food and beverage processing, 
horticulture, garments and textile manufacturing, 
and automotive components.55 Four countries—
Morocco, Egypt, South Africa, and Kenya—already 
have pharmaceutical plants under license 
from major companies to produce medicines.56 

The COVID-19 pandemic indicates that more 
is needed, including strengthening laboratory 
testing facilities and increasing R&D capacity 
within Africa. In terms of auto manufacturing 
(including components) and other complex 
industries, Africa has dozens of manufacturing 

 Figure 14: Intra- and Extra-Regional Exports 2019

Source: UNCTAD Handbook of Statistics 2020 - International merchandise trade 20 Fact sheet #2: 
Trade structure by partner
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plants in nine countries.57 These are mainly for  
assembly, but can be expanded to increase the 
volume and range of parts and components. 

Currently, Africa has over 700 companies with 
annual revenues greater than $500 million, of 
which 400 have revenues exceeding $1 billion. 
Many are large, state-owned, and focused on oil 
and gas, mining and other extractive or resource- 
based industries. No African company is featured 
in the global Fortune 500, and average large 
African companies earn considerably less than 
firms in comparable emerging markets. Africa 
needs more large companies that think globally, 
and recognize the value of both scale on the 
one hand and efficiency and productivity on the 
other to become more competitive.

At present, due to fragmented markets, 
African companies tend to focus operations 
within their immediate regions. Apart from a 
handful of companies, usually based in South 
Africa, that have operations in other parts of 

the continent and abroad, businesses based 
in West, East and Southern Africa earn more 
than half of their non-domestic revenue from 
their home regions. This results in foregone 
opportunities to expand operations with 
potential to strengthen supply chains, reduce 
per unit costs, spread market risk, and achieve 
higher levels of competitive strength. 

There is substantial scope for African businesses 
to achieve greater scale by operating across 
the continent to meet demand, leveraging new 
technologies and digital applications. However, 
protectionist barriers put up by countries prevent 
business expansion, as do regulations that lag 
the private market’s ability to provide needed 
services. Today, African telecommunications 
regulators are holding back the ability of 5G 
and mobile telephony to accelerate spectrum 
identification and allocation to mobile 
broadband, as well as regional and global 
spectrum harmonization. This includes license 
renewals, taxation and coverage obligations.58
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Figure 15: Destinations of African Business for Expansion

Source: Lions on the Move II: Realizing the Potential of Africa’s Economies, 
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5.2 Business environment 
challenges and financing

5.2.1 Domestic financing

Mismatches in startup financing needs and 
banking system prerogatives

In Africa, commercial bank lending is the most 
common source of external (debt and equity) 
finance for businesses. However, as noted earlier, 
commercial banking is highly regulated and 
focused on capital convergence criteria, liquidity 
management, and broad financial stability 
measures that protect the safety of deposit 
accounts. These frameworks and measures have 
made banking systems more stable and resilient 
to shocks, but also less willing to provide credit 
to small-scale firms that lack assets. Commercial 
banks have followed a business model of 
issuing short-term and high-interest loans while 
paying out far less to depositors. Although they 
compete for mass-market savings, they are 
unwilling to extend long-term financing without 
security and assurances that capital will not 
be undermined. Large and foreign commercial 
banks tend to use sophisticated scoring models 
to assess a firm’s creditworthiness, but small 
businesses often lack the required track record. 
Smaller domestic banks may not use such credit 
scoring, but are often more risk-averse and 
have more conservative lending policies due to 
limited capital stocks. Entrepreneurs focused on 
cross-border or regional markets face additional 
challenges because most lenders in Africa are 
domestic in focus, with very little cross-border 
financing activity outside of ironclad guarantees.
  
Limitations of Africa’s non-bank financial 
institutions

With the banking system often unwilling or 
unable to take on the kind of commercial risk 
they represent, entrepreneurs and startups 
need to seek financing from non-bank financial 
institutions. However, these options are limited. 
The financing needs of SMEs exceed the 
financing capacity of microfinance entities and 
at times they are too large for microfinance but 
not large enough to issue bonds, and IPOs are 
rare. Commercial finance firms are limited in 
number, capital and experience, and mezzanine 
instruments are rare due to the absence of 
market mechanisms that can adequately value 
them. Insurance companies can provide policy 
coverage, and those brokerages with surplus 
liquidity may take on investment risk through 
separately incorporated subsidiaries. However, 
insurance in Africa is generally tightly regulated 
in the life insurance sector and otherwise a cash 

business for the insurance company owners with 
limited term investment horizons for returns. 
Leasing companies are creditors and can help 
SMEs with machinery and equipment financing, 
but typically do not invest in SMEs.

Cause for optimism: the rise of pan-African 
banks

Despite the limitations described above, there 
has been recent progress in the development 
of pan-African banking.59 In part, this was 
triggered by the exit of some foreign banks 
after the financial crisis of 2008-2009 as they 
consolidated capital positions in the face of 
losses and pressures from regulators. Following 
their exit, several African banks expanded 
operations to fill the gap, resulting in a rapid 
rise of pan-African banks in several Sub-Saharan 
markets and their increasing importance to 
regional financial systems. According to one 
source, these major pan-African banks now have 
a more significant footprint in Sub-Saharan 
Africa than banks from outside the region.60 

Initial evidence also suggests pan-African banks 
are increasing lending to SMEs, although there 
is less activity in relation to households. Given 
the relative stability of household deposits as 
a funding source in other banking systems, this 
may be an area of future opportunity. Research 
has also found that pan-African banks lend more 
to SMEs and startups than their foreign (mainly 
European) counterparts. Should such a pattern 
continue, it is cause for optimism.

The combination of new technologies, more 
advanced credit risk management tools,61 and 
recognition of the need for additional real sector 
financing to power the economy are converging 
into a growing market for the African banking 
system. Market prospects could translate into 
sizeable future bank earnings, dividends and 
capital formation if properly managed. There 
are also incentives for these pan-African banks 
to move into credit guarantees, receivables 
insurance, investment products, wealth 
management, and market risk management 
tools for exchange rate, interest rate and other 
pricing exposures. New technologies applying 
blockchain for transactions and payments, 
artificial intelligence for credit risk profiling and 
scoring, and a broad array of cash management, 
savings and wealth management services will 
go a long way in raising the participation of 
households, SMEs and startups in the formal 
financial system.

However, to create an environment in which 
these changes can occur, a significant amount 
of work remains to be done in the macro- and 



41

micro-prudential frameworks so that potential 
risks to financial stability can be identified, 
monitored and contained, and in strengthening 
and harmonizing legal, regulatory, supervisory 
and institutional frameworks. Additional areas 
of required coordination and cooperation 
include taxation, financial crime (e.g., AML/
CFT, fraud), current account and capital 
account liberalization, and required capital for 
subsidiaries and affiliates relative to permissible 
activities in licensing.
 
Greater development of non-bank financial 
markets will also be needed. This includes 
development of local currency bond markets, and 
greater liquidity in capital markets to provide 
sufficient liquidity for hedging mechanisms for 
market risk as well as pools of resources for 
long-term project financing. Broader market 
diversification will allow banks to play a 
more pronounced role in African economies 
due to complementary institutions playing 
other critically needed roles in the financial 
architecture of African markets. 

5.2.2 Necessity of investment

In Africa as elsewhere, medium-sized businesses 
have the potential to boost demand for regional 
goods and services, as well as drive innovation, 
create employment, and contribute to regional 
economic development. To date, the growth 
and success of these firms has often been 
constrained by challenges in accessing equity 
finance as well as barriers to entry into regional 
supply and value chains. To be successful, they 
require a combination of legal and institutional 
incentives (including minority investor 
protection, trustworthy insolvency frameworks, 
and dispute resolution mechanisms), well-
functioning infrastructure, and interested African 
financing partners. In other markets, medium-
sized firms are pivotal to the success of supply 
chains, handling outsourced functions for larger 
firms. They can play this role in Africa also, to 
the extent that dominant firms in supply chains 
have confidence that they can access the working 
capital they need and that the legal and regulatory 
environment protects their investment. 
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5.3 Cross-cutting themes: 
digitization, climate change, 
governance

While legal, regulatory, institutional and 
financing issues need to be overcome, major 
drivers are changing the social and economic 
landscape in Africa that will drive trade and 
investment. These are digitization, climate 
change, and governance, all of which are 
affected by AfCFTA requirements. 
 
5.3.1 Digitization and entrepreneurship

in Africa

Opportunities and prospects for entrepreneurs

Digital technologies are redefining traditional 
economies and lifestyles around the world, as 
well as altering the institutional landscape, social 
norms and cultural traditions. As with all prior 
technological revolutions, they offer momentum 
and hope for solutions to longstanding problems 
that will advance the quality of life and increase 
productivity and incomes. At the same time, 
they bring challenges, including potential labor 
displacement, unfiltered social media, industrial 
espionage, piracy and cyberattacks. It will be 
important for countries to leverage the benefits 
of digital technologies within frameworks that 
limit downside risks. Risk management will 
require firms to have cybersecurity protections, 
while broader protections will be needed in 
relation to data, privacy, and consumer rights. 
As blockchain evolves, airtight systems will 
be required to sustain confidence. While the 
widespread use of mobile phones and payment 
apps in Africa suggests broad acceptance of the 
use of technology, limited access to broadband 
undermines the development of e-commerce 
and other growth areas that offer opportunities 
for startups and small businesses.

Legal, regulatory and institutional frameworks 
and the need for regional coordination   

For digital markets to contribute more fully 
to economic growth, countries and regions 
will need to introduce legal and regulatory 
frameworks that do more than protect data 
privacy and transactions (including via 
blockchain). Competition and inter-operability 
of platforms and systems will be needed for 
broad participation and to prevent monopolies 
and market distortions. Creation of frameworks 
that encourage innovation and the development 
of new applications and services to meet the 
needs of households, startups, small businesses, 
and the general market should be encouraged. 

These include e-government services and social 
infrastructure applications for the effective 
delivery of public services, and use in the real 
economy for better agricultural practices, 
decentralized water treatment, physical 
infrastructure, utilities and urban planning.

Initiatives will need to be coordinated on a 
cross-border basis to address the supranational 
aspects of digital networks, including issues like 
taxation and intellectual property rights. These 
are areas where the African Union and Regional 
Economic Communities (RECs) will need to play 
a role to ensure there is a conducive framework 
for growth with adequate protections against 
the downside. 

Human capital formation and training

Another requirement is the need to train people 
in digital technologies and applications. Some 
pioneering projects are already under way in the 
form of coding boot camps and other training in 
data science, data analysis, website  development, 
design, product management, digital marketing, 
and cyber-security.62 Those with such training 
should be able to work with other businesses as 
employees, vendors, or contractors to facilitate 
e-commerce and market links for greater sales 
as well as operating efficiencies to reduce 
costs, strengthen competitiveness and enhance 
margins. There is also capital movement into 
places like Nairobi and Lagos where ecosystems 
have formed and startups are gaining visibility, 
as well as other markets like Egypt, South 
Africa, Ghana and Tunisia in a range of sectors.63 
However, for Africa to reach its potential in the 
digital economy, a major education and training 
effort will be required to capitalize on the 
opportunities in artificial intelligence, robotics, 
linked sensors and the internet of things, as 
well as other digital tools and applications in an 
increasingly automated world. Information and 
training are needed at all educational and social 
levels to ensure that the benefits of the digital 
economy are shared. 

5.3.2 The green economy and opportunities
for African entrepreneurs

General scope of the challenge

Addressing climate change and reversing 
environmental degradation is one of the 
central challenges of the 21st century. While 
Africa has contributed little to the global threat 
in comparison with the industrial north, the 
impacts on the continent are pernicious and 
are reflected in rising temperatures, flooding, 
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drought, ocean acidification, salinization, 
coastal erosion, and losses of marine 
ecosystems. Moreover, poverty and poor 
agricultural practices over the decades have 
led to deforestation, land degradation and 
loss of biodiversity, further accelerating the 
negative effects of climate change and robbing 
Africa of economic opportunity. Africa has also 
lagged the world in waste management and 
recycling, particularly with regard to plastics, 
although 34 African countries now have plans 
to ban the production and use of plastic bags. 
Managing and adapting to climate change 
represents a target for future cleantech 

applications involving entrepreneurs, financial 
institutions, and companies on the continent.

The graphic below shows the priorities of the 
World Bank and other donors in addressing 
climate change in alignment with other 
development priorities. It shows the importance 
of interventions in food security, water 
management and the environment, sustainable 
energy production and distribution, smart 
technologies and the use of cleantech and smart 
apps in housing and urban transport, as well as 
general structures and planning at local levels to 
bolster resilience and emergency preparedness.

The importance of clean energy sources

The scope of the problem and range of potential 
opportunities and solutions are so extensive that 
increasing access to clean energy will be a major 
focus of economic activity and social policy for 
the coming decades. Production, transmission 
and distribution of clean energy and electricity 
are major priorities due to the direct contribution 
to GHG emissions from the energy sector as 
well as its use in industrial processes, transport, 
and daily living. Use of clean and renewable 
energy sources while expanding access to 
electricity is potentially the biggest change 
that will occur in the coming decades. Access 
to electricity (currently at 54 percent in Africa) 
is important for improved quality of life at the 
household level, as well as for the functioning 
of small businesses. In the past, electricity and 

power were rationed, often to large industrial 
enterprises or other state-owned or connected 
enterprises, to sustain jobs. However, this 
was often associated with misallocation and 
considerable waste, while household lack of 
access to energy led to deforestation and other 
negative impacts on the environment. Provision 
of clean energy has become more challenging 
as population and economies grow, production 
increases, and public expectations rise.

While important in and of itself, improved 
access to electricity also represents a starting 
point for broader development gains, including 
expansion of the digital economy, infrastructure 
improvements, regional trade and logistics, and 
delivery of financial services. As clean energy 
production and distribution increase, it is 
expected that industries will progressively adapt 

Food Security and 
a Resilient Rural 
Economy

Enhance on-farm 
and productive 
landscape 
solutions

Implement food 
value chain 
solutions to 
bolster Africa’s 
end-to-end food 
security

Secure enabling 
solutions 
(macroeconomic 
and policy 
context) to foster 
game changing 
solutions

Enhance 
considerations of 
natural capital in 
macroeconomic and 
sectoral policies

Enhance 
management of 
ecosystems and 
watersheds to 
counter climate risks

Strengthen water 
security through 
improved planning 
and management

Expand renewable 
energy supply

Increase access to 
clean electricity

Modernize electricity 
system planning to 
integrate larger 
volumes of renewable 
electricity

Secure enabling 
environment for low 
carbon development 
pathways and cross- 
sectoral polices and 
investments

Support  climate-smart 
urban transitions 
through policy reform 
and planning

Embed customized 
knowledge and data to 
support climate-smart 
investments

Nurture and build skills, 
talent, and  workforce to 
support a climate-smart 
economy

Catalyze financing and 
partnerships for 
climate action and 
multilevel governance

Implement targeted 
people-centered, 
community-led, 
customized solutions 
and delivery 
mechanisms

Strengthen and 
enhance information 
systems for decision 
support 

Improve the 
institutional setup for 
climate change 
preparedness and 
policy response

Ecosystem 
Stability and 
Water Security

Low Carbon and 
Resilient Energy

Resilient Cities 
and Green Mobility

Climate Shocks and 
Risk Governance

Box 6: Africa Climate Business Plan: Priorities

Source: The Next Generation, Africa Climate Business Plan, The World Bank, June 2020
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to reduce their carbon footprints, affecting 
manufacturing and extractive industries, 
transport, construction and materials, and 
agriculture. Opportunities that are likely to 
emerge with the greening of the energy sector 
are focused on renewables, mini-grids and 
waste management. Africa hosts considerable 
untapped sources of solar, hydro, and wind that 
could, with enabling policies and infrastructure, 
deliver sustainable, reliable, and affordable 
energy to close gaps in energy access, promote 
energy efficiency, and decarbonize industrial, 
commercial, housing, transportation and 
consumer products and processes. Mini-grids 
provide affordable alternatives to large-scale 
power plants, benefiting from new technologies 
that enable remote monitoring, smart meters, 
and robust, inexpensive battery storage. Smart 
technologies can also be applied to housing, 
office buildings, and commercial warehouses 
to increase energy efficiency and reduce waste. 
Improved waste management practices and the 
use of waste in co-generation can also increase 
energy efficiency. 

The role of agriculture, food systems and general 
land management

Another key area of activity will be in agriculture 
and the greening of food systems. Agriculture, 
forestry and other land use accounts for nearly 
a quarter of total emissions, much of it from 
the energy-intensity associated with meat 
production and consumption as rising incomes 
have increased demand. Commercial farming 
practices have also led to deforestation. These 
developments have added to the climate 
change problem, impacting food security. In 

Africa (and elsewhere), adverse climate impacts 
are affecting agricultural yields. Staple foods 
such as cassava, rice, soybean, and wheat have 
experienced output declines due to volatile 
weather patterns, flooding, drought, pests (e.g., 
locusts), soil salinity, and the absence of water 
for irrigation. Rain-fed agriculture practiced in 
most of Sub-Saharan Africa and pasture-based 
livestock systems are also vulnerable to these 
persistent and increasingly adverse effects, 
triggering outmigration and displacement, 
causing conflicts, undermining stability, and 
threatening production volume and distribution 
to urban areas.

While daunting, these challenges present 
opportunities for cleantech and smart 
agricultural practices and land use management. 
Agricultural yields can be increased with better 
use of data on weather patterns, soil suitability, 
water use, seeds and other inputs (including 
application of organic fertilizer), timing and 
crop rotation cycles. Mechanized farms can 
apply new and more advanced technologies 
and use of field drones and harvesting robots 
can increase productivity despite hot weather 
conditions and labor/skills shortages. Remote 
sensing and connected devices can help farmers 
measure productivity, test for seed and soil 
quality, identify potential pesticide and disease 
risk, and use and reduce waste products. 
These technologies can also support better 
stewardship of land and forestry resources. This 
is of critical importance due to the carbon sinks 
that forested areas represent, as well as their 
biodiversity. Several examples have been put 
into practice in Africa, which accounts for more 
than half of the world’s uncultivated arable land. 
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Microsoft 
(South 
Africa)

Large corporations such as Microsoft South Africa are calling on local IoT companies 
to identify technology-based solutions to Africa’s farming hurdles, such as how to 
increase farmer yields while reducing costs, protect natural resources around farms, 
and accelerate access to domestic and international markets. With increased access 
to information regarding crop quality and consistency, weather, pests, and soil, as 
well as access to local and international funding, farmers would be able to make 

better-informed decisions by implementing smart technologies and intelligence.

Farm-
crowdy 

(Nigeria)

The World Bank estimates that Africa’s crowd farming market will grow to $2.5 bil-
lion by 2025. By using IoT to connect smallholder farmers with investment across 
Africa, Farmcrowdy links land owners, farmers and investors. The Nigerian startup 
has raised over $15 million for 25 thousand smallholder clients since the company 
was founded in 2016. Farmcrowdy sources funding from investors and allocates it to 
different farmers. As a result, investors receive healthy returns on their investments 
while farmers are connected with a consistent and reliable market for their produce, 
taking home 40 percent of the profits. By closing the funding gap, landowners are 
empowered to better use their resources and reinvest a portion of their profits into 

their businesses.

AgroCenta 
(Ghana)

Ghanaian startup AgroCenta is a sales platform that directly connects farmers to 
an online trading market to sell produce at a fair price. While small-scale farmers 
previously had to sell their produce to middlemen for a third of its value, AgroCenta 
enables them to sell directly to customers, increasing their profits by over 25 percent. 
Founded in 2016, Agro-Centa offers additional access to a platform from which farmers 
can learn how to best store and protect their produce from disease, enabling them to 

scale their farming, maximize their outputs and increase their selling price.

Aerobotics 
(South 
Africa)

Aerobotics is a South African AgriTech company that specializes in using high- 
resolution drone imagery and artificial intelligence (AI) to monitor crops. The 
technology identifies how best to manage farm risks, from problem identification to 
disease and pest management. Aerobotic’s drones monitor the size, canopy area, and 
health conditions of specific trees, identifying areas that require special attention 
and notifying the farmer. The end-to-end mobile app service offers access to an online 
agronomist, who can further help farmers identify and solve problems on the ground. 
By giving commercial as well as smallholder farmers the tools to analyze their own 

farming processes, they are given autonomy to solve issues before they spread. 

Prom-Agric 
(Came-
roon)

Prom-Agric is a mobile application that uses AI imagery to analyze and diagnose 
diseases found in crops. The company, founded in 2017, hosts a database of information 
to help farmers diagnose plant diseases and develop innovative solutions without 
paying for outside intervention. The application also includes a live forum platform 
through which farmers can directly ask experienced agronomists about issues they 
might be facing with their crop health. By reducing crop loss to disease, farmers are 
able to increase their productivity and outputs while ensuring the long-lasting health 
of their crops. As the African population steadily increases, the continent expects 
to face many challenges around resource scarcity and food allocation. AgriTech 
solutions are an environmentally and socially beneficial investment opportunity with 
the potential to ignite sustainable economic growth and stability in the most job- 

intensive industry in Africa.

 Box 7: Agtech Innovation in Africa

Source: Impact Alpha
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Tourism, eco-tourism and opportunities for 
African entrepreneurs

Tourism is not traditionally thought of as a major 
contributor to climate change or global warming, 
but the industry faces a number of challenges 
resulting from its contribution to GHG emissions 
through high travel and accommodation energy 
use, water consumption, and waste generation, 
as well as loss of biological diversity, and 
trampling of cultural heritage resources 
due to high levels of traffic and commercial 
waste. As a sector that is important to many 
African countries in terms of foreign exchange 
generation and job creation, the greening of 
tourism represents an important challenge and 
opportunity.

Opportunities lie in eco-tourism predicated 
on better management practices of water 
and waste disposal, protection of natural 
resources (e.g., canopies in forests) to preserve 
biodiversity, and controlled flows of visitors 
to reduce damage to heritage sites and other 
vulnerable locations. These issues have received 
significant publicity in relation to coral reefs 
and the blue economy, which remain vulnerable 
to acidification and salinity in water resources, 
and the plastic and hazardous waste disposed 
of in major water bodies that are killing fish 
and other parts of the ecosystem. Entrepreneurs 
will need to come up with creative solutions, 
while debt-for-nature swaps and other financing 
instruments to promote eco-tourism represent 
a starting point for the greening of the tourism 
industry in Africa.

Decarbonization of manufacturing and industrial 
production in Africa

The continent is aware of the need for 
decarbonization of manufacturing and other 
industrial processes as it strives to increase 
trade, industrialization, and value-addition. 
African countries are signatories to Paris 
Agreement targets, which call for major 
transformation of manufacturing, industrial 
and commercial processes and practices to 
get climate change under control and contain 
rising global temperatures. This will be easier to 
accomplish in light industry as opposed to heavy 
industry, providing Africa with an advantage. 
However, over time, as heavy industry increases, 
new capital projects will need to focus on 
clean technologies and closed-loop processes 
described in the section on special economic 
zones and eco-industrial parks. This will be 
aided by the expansion of renewable energy 
production, increasing access to clean power 
and electricity, uses of smart technologies 

in machinery and equipment, and advanced 
knowledge of waste management and recycling. 
Entrepreneurs will also have opportunities for 
identifying product substitutes, particularly 
those that reuse waste products. For instance, 
cement production is very carbon-intensive, 
yet widely used in construction. Therefore, 
opportunities will abound for construction 
materials substitutes that are less carbon-
intensive in their production. Likewise, uses 
of plastic and other chemical waste that are 
recycled into new products for effective reuse 
will find ready markets as alternatives to more 
costly production of goods using highly carbon-
intensive processes. 

5.3.3 Governance and social impact

The changing ESG landscape

The considerable   turmoil   and   disruption 
that has characterized recent decades has 
resulted in growing dissatisfaction with 
environmental destruction, social inequities, 
income disparities, costly corruption and 
malfunctioning institutions. Much of the 
challenge relates to trust and confidence, 
as agreements on principles of conduct or 
aspirational goals for global public goods (e.g., 
clean environment, health coordination in the 
face of epidemics and pandemics) are met 
with public doubts about the motivations of 
parties involved. Recent challenges resulting 
from COVID-19 are emblematic of this distrust. 
Widespread popular discontent is directed 
toward governments, the private sector and 
oligarchs linked to government power, as well as 
the post-WWII multilateral framework, and has 
resulted in a backlash against open immigration 
and globalization.

Within this context, there is evidence that 
institutional investors, civil society, and private 
sector companies are beginning to see the 
necessity of reforms for future sustainability. This 
has been most apparent in the environmental 
sphere, as climate change and global warming 
become increasingly damaging across the globe, 
and the costs are recognized. As a result, private 
industry as well as the investment community, 
civil society, environmental activists, and others 
are converging towards standards and principles 
that were sources of disagreement a decade 
ago. In addition, social inequities and poor 
governance that have long been identified as 
unfair and unjust are also increasingly viewed 
as largely unsustainable. Codes of conduct, 
attempts to ensure diversity and inclusion, 
and efforts to empower those previously 
disenfranchised are now gaining traction. 
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Likewise, in an era of monetary and fiscal easing 
unparalleled since the 1930s, questions are 
emerging about who will pay for quantitative 
easing, fiscal stimulus, and restructured debt. 
There is recognition that wasteful spending has 
harsh consequences for future productivity and 
competitiveness, and that social tensions will 
spill over if governing structures are not trusted, 
respected and considered responsible in their 
“duty of care”. As a result, governance at all 
levels is an increasingly important issue.

Social equity and African entrepreneurship

There is longstanding recognition in Africa that 
income disparities have been pernicious. This 
remains the case, with GINI coefficients high 
in most African countries, poverty still endemic 
and pervasive, and middle classes small as 
a share of total households. Africa has made 
significant strides in the last 20 years to increase 
incomes, reduce the share of households living 
in poverty and extreme poverty, and improve 
social infrastructure. This has been reflected in 
rising per capita incomes, progress in literacy 
and numeracy, better health and nutrition 
indicators, improvements in prenatal and neo- 
natal care, and the sense that opportunities 
were increasing for a growing number of 
people with education and skills. Meanwhile, 
those without formal education and training 
found greater demand for goods and services 
marketed informally as incomes rose. However, 
prior to COVID-19, there were warning signals 
already in play. Weakening commodity prices 
and a leveling off of foreign direct investment 
slowed growth. By the time the pandemic hit 
the continent, several vulnerabilities had been 
exposed, resulting in the need for emergency 
funding in the face of sovereign credit rating 
downgrades and rising debt. This has led 
African countries and institutions and their 
partners to commit to restoring earlier progress, 
mainly through growth in production, trade and 
investment.

Above all, there is recognition of the need 
to reduce the vulnerability of the poorest 
segments of society, particularly those in 
countries or regions where there has been 
civil strife, environmental decay, and disease. 
A second priority has been to promote security 
and non-aggression between states, while 
coordinating on cross-border issues of terrorism 
and organized crime that destabilize the social 
order. A third priority has been to focus on 
women and youth, given their importance to 
the continent’s future as well as to make up 
for practices where discrimination has limited 
opportunities. Attention to social infrastructure 

is partly directed at strengthening these efforts 
and commitments, while   job   training   and 
an improved business environment are also 
considered essential for future opportunities and 
social well-being.

African entrepreneurs have an important role 
to play in strengthening social structures. As 
elsewhere in the world, governments have limits 
in terms of what they can effectively deliver, 
and the private sector and entrepreneurs can 
greatly contribute to the provision of public 
goods in health and education. More broadly in 
the economy, private companies can contribute 
to social well-being by creating jobs and through 
their hiring practices, benefits to employees, 
treatment of suppliers and vendors on contract, 
and support for community-based initiatives. 
Continued vigilance on sourcing, supply chain 
tracing and certification in the mining sector and 
consumer boycotts of products made from abusive 
labor practices (e.g., use of child labor, hazardous 
conditions and work sites) can instill discipline 
on producers and distributors.64 Likewise, in 
food commodities, achieving social objectives 
that eradicate abusive child labor practices can 
be included in formally agreed sustainability 
programs with traders and processors in the 
cocoa and coffee sectors. The same kind of 
vigilance is required in relation to the production 
and disposal of waste and environmental hazards 
in the industrial sector.65

Major foreign investment projects should also 
have clauses built into legal agreements that 
ensure skills transfer to African managers and 
workers. Large infrastructure projects should 
not be built with imported labor, and unskilled 
and semi-skilled positions should be populated 
by workers from domestic or regional markets. 
Moreover, without compromising intellectual 
property rights, legal agreements should also 
include mentoring plans to ensure that foreign 
managers have African counterparts for transfer 
of operational responsibilities over time. This 
does not preclude the role of foreign managers 
selected by investors to ensure company 
standards and requirements are being met, but 
would contribute to a broader managerial pool 
that would benefit both international and African 
companies.

In all cases of sensitive social infrastructure 
and norms (e.g., health, education, labor and 
environmental standards), effective regulation 
and supervision is needed from public 
professionals to   ensure   quality   standards 
are met in the private delivery of goods and 
services. Entrepreneurs need to understand and 
adapt to the legal requirements for compliance, 
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with appropriate reporting   and   disclosure 
for accountability and effective monitoring. 
Their own internal governance and monitoring 
structures will need to address this as part of 
the legal compliance function. 

Governance and the institutional environment 
for African entrepreneurship 
  
Public sector governance is essential for the 
sustainability of trust and confidence in the 
legal and institutional foundations of society 
at large. This includes market development 
and the mechanisms by which resources— 
physical, human and financial—are allocated. 
But sound private sector governance is also 
essential to guard against unfair practices and 
abuse. Accountability is an important element 
of corporate governance. In simple corporate 
constructs, owners (represented by the Board) 
delegate authority to managers as decision- 
makers. Senior management or Management 
Committees are responsible for reporting 
on decisions taken, and the consequences 
(positive or negative) of their actions, as well 
as on identified risks. The overall objective 
is to ensure that operations remain legally 
compliant and aligned with Board-approved 
budgets and plans, and the impact of both 
endogenous weaknesses and exogenous shocks 
minimized. For large-scale firms, delegations 
of authority based on specified approval limits 
are common. In medium-sized firms, constructs 
are less complex, senior managers are often 
shareholders as well, especially if they also 
established the firm, and delegations of 
authority are more tightly controlled. Small- 
scale firms tend to be run by owner operators, 
with varying degrees of managerial autonomy 
by non-owners or minority shareholders, and 
more direct control by founders.

For African entrepreneurs, some governance 
challenges relate to scale and the difficulties of 
finding financing. This is true in all markets, but 
compounded in Africa due to weak governance 
structures, distrust, and difficulties in the 
operating environment that reduce incentives 
for transparency and disclosure. The legal, 
regulatory and institutional environment is 
one of the most important changes needed to 
strengthen and shore up accountability and 
governance. Entrepreneurs need an environment 
in which information disclosure is beneficial and 
subject to protection against piracy and theft of 
intellectual property. Successful venture capital 
and broader capital markets development 
has mainly been in places where information 
disclosure is relatively open so that investors 
and creditors can scrutinize the information and 

determine appropriate risk premia should they  
invest or take on the exposure. Lending markets 
have often operated according to similar 
fundamentals, with credit information bureaus 
and credit scoring systems allowing lenders to 
evaluate risks and price the risk accordingly if 
they choose to provide financing. Credit rating 
agencies follow the same principles in bond 
markets, relating information to probability of 
default, loss given default and actual losses 
that could be incurred for exposures at risk.

Building out the needed information 
infrastructure is indispensable for market 
development in   Africa.   This   is   not   only for 
financial market integration,   but   also for product 
information exchanges. When entrepreneurs 
have ideas to develop, they need to know they 
can share information with protection against 
theft and piracy in the event that those with 
whom they share information choose not to 
partner or invest. There are encouraging signals 
that necessary changes are underway. Startups 
are beginning to inquire about partnerships 
early on, helping small players overcome some 
of the challenges faced due to size, niche 
orientation, and lack of financing.66 Platforms 
for information exchange are emerging to allow 
African entrepreneurs to team up, buy/sell with 
one another, and potentially form joint ventures 
over time.67 As these initiatives grow, more than 
product integrity will be required. Management 
teams will need a range of skills and mechanisms 
to provide sufficient information to build trust 
and confidence among   potential   partners 
and co-investors. Likewise, accelerators or other 
ecosystem ventures require sufficient balance 
in incentives to reward all participants fairly 
when successful commercialization is achieved. 
Governance structures backed by sound risk 
management practices represent a key building 
block that bridges the broad requirements 
of the legal and institutional environment to 
the specific business ventures undertaken   
by   entrepreneurs.   They   will also serve as 
a necessary component for entrepreneurs to 
access the financing they need to scale up and 
succeed.

In this regard, AfCFTA represents a catalyst 
for necessary changes to be implemented and 
enforced. While AfCFTA is currently focused on 
tariffs, non-tariff barriers and rules of origin, 
critical negotiations for entrepreneurs will 
shift from trade to investment and will focus 
on competition policy, intellectual property 
rights and e-commerce. One of the major 
contributions of AfCFTA is to codify rules and 
create a transparent framework that provides 
incentives for the kind of innovation needed 
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for economic and social transformation. Along 
with the potential increase in market scale to 
alleviate constraints on output, productivity 
and efficiency at firm-specific levels, the 
standardization of rules for a unified market in 

Africa may be the biggest contribution of the 
AfCFTA.  A focus on what is needed from the 
emerging class of African entrepreneurs in the 
digital economy will be important in shaping 
the future direction of African economies. 
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The intersection of 
entrepreneurship and free trade

6. 

6.1  Steps for medium-term 
convergence

6.1.1 AfCFTA negotiations and an 
improved business environment

There is still much to be done with implementation 
of the AfCFTA, and this will influence the trajectory 
of entrepreneurship in Africa. While some larger 
markets with purchasing power (e.g., Nigeria, 
Kenya, South Africa, Morocco, Egypt) already 
have room for startups to form and develop, 
particularly where ecosystems and a favorable 
environment with government support exist, 
most African economies remain small and limited 
in their near-term prospects for market take-off. 
For broader benefits to occur and scale to develop 
regionally and continentally, the aim of AfCFTA is 
to liberalize 90 percent of tariff lines. However, 
this is expected to take place over a period of 10 
years, with delays partly resulting from capacity 
constraints and concerns by smaller economies 
that they will be net losers and overrun by larger 
regional economies. To offset small country 
concerns, AfCFTA permits countries to exclude 
3 percent of tariff lines from standard tariff 
reduction. However, it will take time for countries 
to specify those exclusions.

Meanwhile, rules of origin are sensitive issues 
that are still being negotiated. As noted in one 
article recently,68 firms comply with rules of 
origin when the benefits of trading under an 
agreement exceed the costs of compliance. This is 
calculated by preference margins (gross benefits) 
relative to the costs of sourcing products from 
within the free trade area and certifying that 
products comply with rules of origin. Therefore, 
to compensate for the fixed costs of certification 
and compliance, trade volumes need to be 
sufficiently large to justify the cost. This favors 
larger producers, larger firms, and those grounded 
in larger markets. Because Africa’s regional 
markets are often dominated by one or two 
comparatively large countries (e.g., South Africa 
in SADC, Nigeria in ECOWAS), smaller economies 
are sensitive to losing out when they already 
perceive themselves to be at a disadvantage. 
This adds to the complexity of negotiations on 
rules of origin under AfCFTA, given that these 
are layered on top of existing rules of origin in 
Africa’s many and diverse Regional Economic 

Communities. Additional negotiations that are 
expected to be complicated and protracted are 
competition policy, intellectual property rights, 
and e-commerce. More broadly, trade in services 
needs to be completed to enable more firms to 
benefit from AfCFTA opportunities, particularly 
as future industrialization can be expected to 
involve automation and greater capital intensity 
more than labor. These negotiations will likewise 
highlight sensitivities among poorer or smaller 
economies, while larger and middle-income 
countries will likely want to progress more 
quickly to capitalize on their advantages.

One of the most important   considerations for the 
AfCFTA and the promotion of entrepreneurship 
will be the advantages across the board 
resulting from more market openness. At a 
minimum, digital opportunities can be a leveler, 
as innovation and product development can 
occur without heavy capital investment more 
commonly associated with economies of scale 
in traditional extractive and manufacturing 
industries. As noted earlier, several relatively 
small countries have successfully capitalized 
on open trade and investment frameworks to 
access market opportunities in larger economies. 
Driving these incentives will be openings in 
Africa to develop regional and continental value 
chains that will bring their own benefits as 
well as reduce reliance on global value chains. 
With the anticipated reconfiguration of global 
supply chains arising from COVID-19, there will 
be opportunities for African firms to link up 
with global firms interested in expanding their 
operations and presence in Africa. 

6.1.2 Infrastructure investment 
to power regional trade

The medium-term outlook for  expanded trade 
and investment will require more than successful 
negotiations of the AfCFTA. Continued investment 
in clean energy for access to electricity will 
be needed, as will continued improvements 
in transport and ICT infrastructure. Digital 
applications can improve the competitiveness 
and efficiency of African producers, but successful 
innovation and product development will require 
modernized infrastructure to process, analyze 
and transfer vast amounts of data. While this 
is the leading-edge component of the future 
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African economy, most people and companies 
will continue to produce basic goods and services 
which means they will need better transport links 
to take advantage of export opportunities, and 
better ICT to find out about those opportunities 
in the first place. As e-commerce expands, more 
advanced and accessible ICT will be needed to 
meet the logistical support demanded by a more 
open economy. As these investments are large-
scale capital projects and regional and continental 
in nature, Regional Economic Communities  
and other responsible players will need to 
accelerate development and upgrades of relevant 
frameworks, including in the telecommunications 
sector with the arrival of 5G. Recent analysis based 
on a gravity model in the COMESA region has 
demonstrated that ICT is particularly important 
for export enhancement and diversification, as 
well as reduced transactions costs, as distance 
increases.69 

6.2 Near-term next goals

While negotiations will likely to take years before 
AfCFTA frameworks are fully endorsed by African 
countries, there are steps along the way that can 
demonstrate the benefits of scale and expanded 
trade. These include (1) accelerating support for 
innovation hubs, incubators and accelerators by 
working with private companies and universities; 
(2) working with business associations to 
support trade-enabling information platforms,70 
including for government procurement, aligned 
with national and regional priorities such as 
agricultural input supplies, food and livestock 
needs, PPE, and chemicals for water treatment; 
(3) supporting one-stop border processing, 
following Rwanda’s lead with the introduction of 
the electronic single window that facilitates trade 
by reducing clearance times; (4) accelerating 
investment into special economic zones and 
eco-industrial zones to ensure that needed 
infrastructure and a critical mass of suppliers are 
located in close proximity for the development of 
supply chains and ecosystems; and (5) actively 
engaging RECs in the planning of regional value 
chains, starting with the agriculture and livestock- 
based commodity value chains identified by the 
African Development Bank. 

These initiatives would be expected to stimulate 
development of subsectors identified by UNECA 
as drivers of cross-border regional trade (e.g., 
apparel, textiles, leather goods and footwear, 
vehicles and transport equipment, wood and 
paper, and electronics). Meanwhile, continued 
marketing to foreign investors to promote 
investment into core infrastructure needs should 

be ongoing. These efforts should also focus on 
business environment reforms so that Africa is 
included in global supply chain diversification. 
Foreign investors respond to the right incentives, 
and above all want certainty and stability to plan 
for the future. These requirements have long 
been known to African authorities, and now is 
an opportune time to signal to the world that 
Africa is serious about leveraging foreign direct 
investment to achieve AfCFTA’s potential.

In the meantime, continued progress in the 
development of the digital economy should be 
sustained. This includes applications in agriculture, 
oil and gas, mining, industrial applications 
across manufacturing subsectors, services (e.g., 
finance, real estate, logistics for transportation 
and warehousing), social infrastructure (e.g., 
health, education), and public administration 
(e.g., lands management). Moroccan OCP’s 
recent fertilizer export transaction to Ethiopia 
utilizing blockchain is a harbinger for future 
trade transactions. The use of blockchain allowed 
for faster verification and payment. The time 
and cost savings are significant,71 reflecting the 
financial and operational efficiencies, including 
transparency, traceability and speed, that come 
with the use of helpful digital applications.

In oil and gas, the AfCFTA provides a single 
market with reduced cross-border barriers that 
should enable investors to undertake larger 
projects on a regional scale. While the strategic 
focus for Africa will be on cleaner fuel sources, 
there is no expectation in Africa or elsewhere in 
the world that oil and gas production will cease 
any time soon. New investment, particularly in 
new pipelines that reduce leakage and waste 
and with applications that limit emissions 
from the production of petroleum products will 
enhance value and levels of intra-African trade.72 
Meanwhile, as a portent of the future, Botswana 
and Namibia are developing a substantial 
5,000MW solar project to provide and trade power 
with 12 neighboring countries. This major project 
will create investment opportunities for goods 
and services along the program’s value chain, 
helping to industrialize, add value, and boost the 
share of clean renewable power in Africa.

Examples in other sectors abound. What is 
important for the near term is to accelerate 
transactions by leveraging existing capacity 
and using this information to demonstrate 
possibilities. This will help to create momentum 
for others, and accelerate the medium-term 
reforms and frameworks needed to optimize the 
returns from the AfCFTA.
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Endnotes9. 

1“In many of these countries, including resource-poor North African countries, populations 
consist of many young people who see little prospects of gaining employment with decent 
wages. Promoting youth entrepreneurship here has become a vital policy objective of 
many development organizations and donors.” […] “It is expected that entrepreneurship 
will, in light of the above, contribute to growth and employment creation in advanced, 
emerging and least developed economies alike. This is a reasonable expectation–one that 
is supported by recent findings of historians, economists and management scientists.”  
See UNU https://unu.edu/publications/articles/are-entrepreneurial-societies-also-
happier.html

2See World Economic Forum, Jobs Survey, 2020 and Finance and Development, IMF, 
December 2020, pp. 26-31.

3Joseph Schumpeter suggested that entrepreneurs—not just companies—were responsible 
for the creation of new things in the search for profit. Frank Knight focused on 
entrepreneurs as the bearers of uncertainty and believed they were responsible for risk 
premiums in financial markets. Israel Kirzner thought of entrepreneurship as a process 
that led to the discovery.” See https://www.investopedia.com/terms/e/entrepreneur.asp

4These have been highlighted recently by many economists. As one example among 
many, see Thomas Piketty, Capital in the 21st Century. Nobel Laureates Paul Krugman 
and Joseph Stiglitz have also highlighted problems of income inequality for many years. 

5See https://www.ft.com/content/59cb407c-bf19-4e2e-8fed-bb3f140e5800?accessToken=z
wAAAXhpoCwAkc9Zy0B8vxlOLtOP7bs_FA5YAA.MEUCIQDr4B23Nr_liUpPBhnZyjWsR8VVhYp
4ocWixDoI7Db0DwIgJCpqt1aKKfSMai7lnB9kwkwinUnJwn1oXh047vjpgAo&sharetype=gift?t
oken=00d3fbad-7913-462a-b07e-05f6dc2ccd54

6Additional areas of concern include indigenous communities protesting against the 
destruction of sacred sites and traditional ways of life, and animal rights activists 
highlighting animal species endangerment as a part of larger biodiversity risk issues.

7See Commodity Code of Conduct for Improved Income Distribution, AfDB, December 2020.

8See Commodity Code of Conduct for Improved Income Distribution, AfDB, December 2020.

9See UN’s System of Environmental Economic Accounting (SEEA).

10The International Capital Market Association estimates corporate bond market size 
at $41 trillion as of August of 2020 (see https://www.icmagroup.org/Regulatory-Policy-
and-Market-Practice/Secondary-Markets/bond-market-size/).  Therefore, venture dollar 
volume approximates 0.7 percent of this value.

11A feature of more advanced economies is the general capacity of their banks to create 
liquidity to power GDP (Berger & Sedunov, 2017). Important as this is in capital markets-
based systems like the US and UK, this may be even more important in bank-based 
systems such as those that predominate in continental Europe, or in the high-income 
Asia-Pacific countries where the domestic credit-to-GDP ratio is higher than in all other 
regions. For instance, Japan has the highest ratio in the world among countries, and is 
the main driver in pushing up the ratio for this grouping of countries.

12Key differences are found between countries with well-developed legal and institutional 
structures as banks in emerging markets provide a lower share of investment loans 
and charge higher fees and interest rates than in more legally and institutionally 
advanced markets (Beck, Demirgüç-Kunt, et al., 2013). This has implications for global 
competitiveness and puts emerging markets at risk if they cannot achieve required levels 
of stability and efficiency. Such inefficiencies drive up the cost of credit and/or limits 
the supply of credit (and term of exposure) for emerging market firms, making it harder 
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to compete when they already face challenges of weaker domestic purchasing power, 
less reliable infrastructure for sales and distribution, and more limited access to foreign 
exchange.

13The legal framework for secured transactions is critically important in financial 
intermediation. For large-scale and listed firms, security for creditors is essential because 
of the size of exposures. Because large-scale firms have significant negotiating power, 
they are often able to negotiate unsecured loans. However, smaller firms, unlisted firms, 
and higher-risk (sub-investment grade) firms are frequently required to provide assets 
as collateral for loans. In many if not most markets, there is a reasonable framework in 
place for immoveable properties (i.e., property and plant) as collateral. However, this is 
not always the case for moveable assets like equipment and vehicles, which are often 
the main tangible assets SMEs have, particularly in emerging markets (Calomiris et al., 
2017). Therefore, one of the key building blocks for SME access to finance is the legal 
framework not just for secured transactions, but for secured transactions backed by 
moveable assets. However, for start-ups, these are next-stage issues that require assets, 
revenues and cash flows.

14This is particularly the case for start-ups and for SMEs and is also a factor for them 
in accessing trade credit (Fabbri & Menichini, 2010), indicating that downside risks are 
issues for trade creditors and non-bank financial institutions as well. The weakness of 
the collateral framework against moveable assets also creates a bias in secured lending 
flows to firms with property and plant as opposed to moveable assets. 

15The legal and governance framework can have differing and sometimes conflicting 
incentives that favor creditors over shareholders (or the opposite). In markets where 
investor protection is weak (and creditor rights potentially strong), cash holdings of firms 
may be higher for these firms to retain control (Andersson et al., 2016). This may partly 
explain pecking order patterns and some of the “leverage puzzle” that keeps borrowings 
down. At the same time, investor protection and property rights are important for 
enhancing firm value by providing incentives for businesses to reinvest earnings for 
growth and to be able to create capacity for when they want to access external finance 
(debt and/or equity) (Berkowitz et al., 2015). Therefore, incentives are inter-dependent 
between creditor and investor protection. Differing systems provide differing incentives 
which influences capital structure and firm-level behavior. 

16Recently the European parliament has demanded the first-ever EU targets to 
reduce overconsumption. MEPs have voted to push for legally binding targets 
to reduce resource use by 2030 and bring EU consumption within planetary 
boundaries by 2050. See https://www.ft.com/content/59cb407c-bf19-4e2e-8fed-
bb3f140e5800?accessToken=zwAAAXhqFKw4kc9Zy0B8vxlOLtOP7bs_FA5YAA.
MEUCIAuwBtENSHhHoNC8E8rABNy1EirG2F4mrs60XntAztz3AiEAsV_w7mGbmfdojiN
DpkcjR9m4lszETqAz4e18a6YGtI0&sharetype=gift?token=00d3fbad-7913-462a-b07e-
05f6dc2ccd54

17A blockchain is a type of database or collection of information that is stored 
electronically on a computer system and structured in table format to allow for easier 
searching and filtering for specific information. Blockchain databases are designed 
to house significantly larger amounts of information that can be accessed, filtered, 
and manipulated quickly and easily by a large number of users simultaneously. Large 
databases achieve this by housing data on servers that are made of powerful computers. 
These servers can sometimes be built using hundreds or thousands of computers to 
have the computational power and storage capacity necessary for many users to access 
the database simultaneously. A blockchain collects information together in groups, also 
known as blocks, that hold sets of information. Blocks have certain storage capacities 
and, when filled, are chained onto the previously filled block, forming a chain of data 
known as the “blockchain.” All new information that follows that freshly added block is 
compiled into a newly formed block that will then also be added to the chain once filled. 
This system makes an irreversible timeline of data when implemented in a decentralized 
nature.

18Health care providers can leverage blockchain to securely store patients’ medical 
records. When a medical record is generated and signed, it can be written into the 
blockchain, which provides patients with the proof and confidence that the record cannot 
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be changed. Personal health records can be encoded and stored on the blockchain with 
a private key, so that they are only accessible by certain individuals, thereby ensuring 
privacy.

19Blockchain has the potential to reduce the risk of human error and delays in filing, and 
to eliminate the need for scanning documents and tracking down physical files in a local 
recording office when such documents are needed. If property ownership is stored and 
verified on the blockchain, owners can trust that their deed is accurate and permanently 
recorded. Ready access and availability have the benefit of reducing transactions costs 
and speeding up transactions.

20A “smart contract” is a computer code that can be built into the blockchain to 
facilitate, verify, or negotiate a contract agreement. Smart contracts operate under a 
set of conditions that users agree to. When those conditions are met, the terms of the 
agreement are automatically carried out. For instance, a potential tenant would like 
to lease an apartment using a smart contract. The landlord agrees to give the tenant 
the door code to the apartment as soon as the tenant pays the security deposit. If the 
landlord fails to supply the door code by the lease date, the smart contract refunds the 
security deposit. This eliminates the fees and processes typically associated with the 
use of a notary, third-party mediator, or attorney.

21By integrating blockchain into banks, consumers can see their transactions processed in 
a matter of minutes, regardless of holidays or the time of day or week. With blockchain, 
banks also have the opportunity to exchange funds between institutions more quickly 
and securely.

22This can be based on contracts that trigger automatic payments upon receipt of goods 
or services. Likewise, guarantees and other contingent liabilities can be closed upon 
deliveries, helping to achieve payment efficiencies in delivery cycles and to free up 
creditor room to offer new guarantees on other transactions.

23The settlement and clearing process for stock trades can take up to three days (or 
longer, if trading internationally). The money and shares involved are frozen for that 
period of time. Therefore, blockchain can significantly reduce the time during which 
assets and transactions are on hold, which will free up liquidity and reduce fees or 
borrowing costs for those paying for liquidity substitutes.

24“Mobile money is a case in point. Kenya’s M-Pesa and similar applications let users 
send and receive payments on all mobile phones. Over time, providers have broadened 
their services, offering microloans, savings accounts, and insurance against crop failures 
and other hazards. As of 2019, 79 percent of Kenyan adults had a mobile money account. 
Usage is rising fast across Africa, the Middle East, and Latin America.” See Finance and 
Development, IMF, March 2021, pp. 14-17.

25See https://www.cnbc.com/2019/10/13/cyberattacks-cost-small-companies-200k-
putting-many-out-of-business.html

26See Finance and Development, IMF, March, 2021, pp. 24-27.
27See “Securing small and medium-size enterprises: What’s next?”, McKinsey & Company, 
March 2021.

28Figures are from the International Institute for Environment and Development.

29“The average abundance of native species in most major land-based habitats has fallen 
by at least 20 percent, mostly since 1900. More than 40 percent of amphibian species, 
almost 33 percent of reef-forming corals and more than a third of all marine mammals 
are threatened. The picture is less clear for insect species, but available evidence 
supports a tentative estimate of 10 percent being threatened. At least 680 vertebrate 
species had been driven to extinction since the 16th century and more than 9 percent of 
all domesticated breeds of mammals used for food and agriculture had become extinct 
by 2016, with at least 1,000 more breeds still threatened.” See https://www.un.org/
sustainabledevelopment/blog/2019/05/nature-decline-unprecedented-report/
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30An estimated 70 percent of pharmaceutical production is manufactured in China and 
India. This has caused delays in some cases, and faced distribution issues resulting from 
national policies (“vaccine nationalism”) governing production arrangements. As most 
countries of the world do not have capacity to produce, they have been hostage to the 
policies of the countries in which pharmaceutical know-how and related IP is owned and 
managed. 

31See https://www.theafricareport.com/23434/tech-hubs-across-africa-to-incubate-the-
next-generation/

32One source has noted that there are now more than 700 technology innovation hubs 
across Africa. The industry has seen a growth of over 50 percent in recent years. See 
https://www.globenewswire.com/news-release/2021/03/22/2196544/0/en/An-Africa-
Independent-Search-Engine-Connecting-African-Tech-Industry-Launched.html

33For information on venture capital and private equity financing in Africa, see https://
cdn-website.partechpartners.com/media/documents/2021-02_Partech_Africa-2020_
Africa_Tech_VC_Report_1.pdf and https://www.privateequityinternational.com/key-
trends-in-african-private-equity/

34See Medium, https://medium.com/traveltechmedia/the-surprising-evolution-of-
unicorns-e082501cb349#:~:text=At%20the%20end%20of%202011,are%20no%20
longer%20considered%20unicorns).

35See CB Insights, https://www.cbinsights.com/research/startup-unicorns-international-
map/

36See https://infomineo.com/is-the-race-for-unicorns-a-rightful-race-for-african-tech-
startups/

37See https://www.visualcapitalist.com/worlds-200-unicorns-map/

38For information on African unicorns, see https://www.proshareng.com/news/Tech%20
Investors%20&%20Financing%20VC/Of-Unicorns--African-Start-ups-and-the-Race-
Ahead---OpEd/52544#

39Founded in Lagos in 2012, Jumia operates multiple online verticals across Africa. In 
2016, the company became the first African start-up unicorn, achieving a $1 billion 
valuation after funding from Goldman Sachs, AXA, Rocket Internet, and MTN. In April 
2019, the African e-commerce giant became the first African unicorn to list on the New 
York Stock Exchange (NYSE). On its opening day, the shares traded at $14.50, valuing the 
company at $1.1 Bn. Shortly afterward, the shares peaked at $49.77, valuing the company 
at nearly $3.8 billion. 

40Egypt’s premier financial technology and electronic payment solutions provider, Fawry 
became a billion-dollar company in 2020. Fawry hit the milestone as its share price 
increased by about 21 percent from a previous EGP 18.78 ($1.18) to EGP 22.69 ($1.42), 
giving it a market valuation of $1 billion (EGP 16 billion). Established in 2008 by Ashraf 
Sabry and Mohamed Okasha, Fawry launched into Egypt’s fintech space offering a wide 
range of financial services to individuals and businesses. Its services include ATMs and 
mobile money as well as e-commerce solutions across the country.

41Africa-focused payments company Flutterwave has raised $170m series C. The latest 
round has blown its valuation past a billion dollars, and Africa can now boast of a second 
fintech unicorn, after Interswitch, in barely under two years. The Series C round was led 
by New York-based private investment firm Avenir Growth Capital and US hedge fund and 
investment firm Tiger Global. DST Global, Early Capital Berrywood, Green Visor Capital, 
Greycroft Capital, Insight Ventures, Salesforce Ventures, Tiger Management, WorldpayFIS 
9yards Capital are among the new and existing investors that participated in the round. 
Flutterwave’s CEO said that the company will be looking to either list on the New York 
Stock Exchange, or perform a dual listing in the US and Nigeria. Flutterwave says it is 
now live in 20 African countries, and its payments infrastructure is present in over 33 
countries.
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42See https://venturebeat.com/2018/10/05/u-s-share-of-global-venture-capital-fell-more-
than-20-in-5-years/

43See https://www.brookings.edu/blog/order-from-chaos/2020/11/16/rcep-a-new-trade-
agreement-that-will-shape-global-economics-and-politics/

44See Gunning, "Trade Blocs Relevant for Africa?", Journal of African Economies, 2002.

45UNCTAD defines a country as dependent on commodities when these account for more 
than 60 percent of its total merchandise exports in value terms.

46See UNCTAD https://unctad.org/news/commodity-dependent-countries-urged-diversify-
exports
47See African Consumer Trends and Future Sustainable Development, African Development 
Bank, 2020.

48According to the African Economic Outlook of the African Development Bank, African 
GDP and corresponding incomes and consumption are expected to decline by as much 
as 3.4 percent in 2020, as compared to growth forecast at about 4 percent prior to 
COVID 19. This constitutes an approximate $250 billion in foregone GDP, and reflects 
the sensitivity of Africa to the current pandemic and additional exogenous shocks (e.g., 
locusts, drought, flooding) that can potentially occur in the future.

49After the last global crisis, several global banks withdrew from Africa to reduce 
exposures to facilitate compliance with tightened prudential requirements. Many banks 
also shut down their trade finance and other services in Africa to further rein in risk 
exposures and to refocus on core products/markets based on clarified risk appetite 
strategies, strengthened risk management frameworks, and new guidelines prescribed 
by the Bank for International Settlements and other standards-setters. 

50For instance, ECOOKIM in Côte d'Ivoire has built a network of 23 cocoa and cashew co-
operatives and marketed output under four labels. However, the country still faces major 
deforestation risk--woodlands have decreased by a factor of eight since the 1960s, with 
just two million hectares remaining. There is also rising use of pesticides. Therefore, 
environmental degradation continues while cooperatives struggle to achieve scale and 
market penetration. See https://www.theafricareport.com/77278/do-certified-foods-help-
african-farmers/

51See UN https://www.un.org/africarenewal/magazine/august-2015/africans-also-
investing-china

52See John Hopkins/SAIS China-Africa Research Initiative http://www.sais-cari.org/
chinese-investment-in-africa

53See World Economic Forum https://www.weforum.org/agenda/2020/02/africa-global-
growth-economics-worldwide-gdp/

54See UNCTAD https://stats.unctad.org/handbook/MerchandiseTrade/ByPartner.html

55See G20 Compact with Africa Monitoring Report, April 2021.

56See https://www.un.org/africarenewal/magazine/september-2020/how-africa-can-
manufacture-meet-its-own-pharmaceutical-needs

57See https://en.wikipedia.org/wiki/List_of_automobile_manufacturers_of_Africa and 
https://africaautomotivenews.com/2019/10/24/africa-the-new-hub-for-automotive-
manufacturing/

58See https://www.theafricareport.com/77640/telecoms-africa-needs-5g-regulation-
overhaul-nokia-says/

59"Since the global financial crisis in 2007/2008 and the retrenchment of traditional 
European and US banking groups, the number of PABs in sub-Saharan Africa increased 
from 94 in 2003 (23% of bank population) to 132 in 2008 (28% of total bank population) 
and to 173 in 2012 (35% of bank population) (Pelletier, 2018). As of 2015, 10 major PABs 
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based in Kenya, Nigeria, South Africa and WAEMU have a more significant footprint 
in sub-Saharan Africa than banks from outside the region (Mathieu et al., 2019). See 
degrp.odi.org, March 2021. 

60See degrp.odi.org, March 2021.

61The ODI research notes that pan-African banks may not be adequately provisioning for 
loan losses given the additional risk they are assuming in their lending activities. See 
degrp.odi.org, March 2021.

62See https://afrique.latribune.fr/decideurs/formations/2021-04-08/formation-il-faut-
equiper-les-talents-africains-des-competences-cles-du-21eme-siecle-pour-la-4e-
revolution-industrielle-881907.html

63See African Tech Start-ups Funding Report, 2020, Disrupt Africa, 2021.

64See Human Rights Watch, 2020. Among 13 major jewelry companies around the world, 
there is significant differentiation the observance of supply chain tracing and certification. 
This shows active support and initiative by firms can play a role in humanizing labor 
practices. 

65See Commodity Code of Conduct for Improved Income Distribution, AfDB, December 
2020.

66See https://disrupt-africa.com/2021/04/13/stronger-together-why-startup-startup-
partnerships-are-on-the-up/

67See https://www.globenewswire.com/news-release/2021/03/22/2196544/0/en/An-Africa-
Independent-Search-Engine-Connecting-African-Tech-Industry-Launched.html

68See https://www.atlantis-press.com/journals/jat/125947880

69See https://www.atlantis-press.com/journals/jat/125954219

70For instance, Jumia was founded in Nigeria in 2012. It has e-commerce operations in 14 
African countries, and partners with hundreds of logistics partners and African SMEs to 
provide online services to clients. It is listed on the New York Stock Exchange.

71The use of blockchain allowed the trades to take place in under two hours, compared 
to more than three weeks through the traditional banking system. See https://www.
gtreview.com/news/africa/94249/

72Before AfCFTA, approximately 25 percent of all intra-African exports in 2017 were for 
oil, gas, and electrical energy. See https://www.esi-africa.com/industry-sectors/future-
energy/african-continental-free-trade-areas-effect-on-oil-gas-sector/
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