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1. Introduction 

 

Uganda’s long term vision, as set out in the Vision 2040 document recently drafted 

by the National Planning Authority, is to transform Uganda into a middle income 

country. Achieving middle income status is a vision which Uganda shares with 

most other countries in sub-Saharan Africa (SSA). Uganda is one of the 27 low 

income countries in SSA, the total population of which amounted to just over 500 

million people in 2011; which is almost two thirds of the entire population of SSA 

excluding South Africa. Although the low income economies of SSA are quite 
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heterogeneous, Uganda is in many ways fairly typical. Uganda’s GDP per capita, 

on which the income status of an economy is evaluated, is about $530, which is 

very close to the average for all of the low income countries in SSA,
1
 and the 

majority of its population earn their living from agriculture, as is the case in most 

other low income countries. As a result, the long term strategic policies which are 

needed to transform the Ugandan economy to middle income status are broadly 

similar to those which are applicable in other low income SSA countries, although 

the detailed design of such policies must take account of country specific 

circumstances. 

 

A lower middle income economy, as defined by the World Bank, is one with a per 

capita income of at least $1,026. Consequently just to reach the threshold for lower 

middle income status, Uganda must double its per capita income. To reach the 

midpoint of the per capita income band for lower middle income countries, which 

is about $2,500, Uganda must increase its per capita income fivefold. In this 

lecture I want to discuss how a low income SSA country such as Uganda can 

achieve middle income status, focussing on the broad strategic long term policies 

which are required to propel rapid and sustained growth in SSA but leaving the 

detailed design of these policies for specialists in the relevant fields. In doing so I 

will draw some lessons from the experience of other regions of the world, such as 

countries in East Asia, often referred to as newly industrialising countries (NICs), 

which have achieved a rapid transition from being low income economies, on a par 

with many present day SSA economies, to middle income status in the space of a 

few decades and, in some cases, have already reached higher middle income status. 

African economies are not identical to those of the NICs – there are major 

                                                 
1
 Data are from the African Development Bank’s African Statistics Yearbook, 2012. 
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differences in factor endowments for example - and hence the development 

trajectories which SSA will follow to achieve middle income status will not 

necessarily replicate those of the NICs; nevertheless, their experience teaches us 

some important lessons about the dynamics of economic development and the 

forces which drive it. 

2. Structural transformation of the economy 

 The rapid and sustained growth of per capita income which is necessary to lift an 

economy from low to middle income status almost always requires a profound 

structural change of the economy; involving a shift of labour from low productivity 

“traditional” activities to modern sector industries characterised by much higher 

labour productivity. This type of structural transformation, with labour shifting 

from agriculture, petty trading and artisanal activities into labour intensive 

manufacturing, lies at the heart of the development success of East Asian 

economies. It has also occurred in many Latin American economies, although the 

modern sector industries in these economies are not necessarily labour intensive 

manufacturing but also include modern commercial agriculture, agro-processing 

and services. 

 

In contrast to the economies in East Asia and other regions which have achieved 

middle income status, a large share of the workforce of SSA – in most countries 

more than 80 percent - is still employed in traditional agriculture and other 

informal sector activities in which productivity per worker is very low because the 

technology of production is rudimentary, very little capital equipment is employed 

and workers lack technical skills. Productivity growth in these informal activities is 

also stagnant, because they are characterised by small scale and micro enterprises 
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which lack the resources to upgrade production technologies, invest in capital 

equipment and train workers.  

 

Uganda has recorded buoyant economic growth over the last two decades, 

averaging 7 percent in real terms, but a large part of this growth is attributable to 

the rapid expansion of the workforce, which in the 2000s grew by 4.7 percent a 

year, rather than to growth in factor productivity which has been very modest. A 

salutary comparison with Brazil, a country which shares with Uganda a similar 

endowment of fertile agricultural land, illustrates the challenge facing the Ugandan 

economy. In 2010, value added per worker in Ugandan agriculture was only $200 

per year, and it had increased by only 10 percent, from $182 per annum, since 

1992. In contrast agricultural value added per worker in Brazil was $4,183 in 2010 

– 20 times higher than in Uganda - and it had risen by 154 percent from $1,645 in 

the almost two decades since 1992.
2
 Uganda has not achieved very much structural 

transformation of the economy to raise productivity and until it does, growth of 

income per capita will remain very slow. 

 

What needs to be done to bring about the sort of structural transformation which 

has transformed the economies of countries such as China and Brazil and 

dramatically improved the welfare of their populations? The two key requirements 

for structural change in Uganda and other SSA countries are to increase 

substantially private investment in modern sector industries, such as 

manufacturing, agro processing and services and to modernise smallholder 

agriculture. Boosting private investment and modernising agriculture are in turn 

dependent on other structural changes, including improving the business climate 

                                                 
2
 The data are in constant 2000 dollars and are from the World Development Indicators, World Bank. 
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for exports and accelerating the demographic transition to raise savings rates and 

strengthen human capital formation. 

 

 

3. Boosting private investment in modern industries 

 

A critical weakness of development in Uganda and elsewhere in SSA is the paucity 

of private investment in labour intensive modern industries. The private investment 

rate in SSA is only half that in developing Asia. Furthermore, most of the private 

investment in SSA is in residential construction or the resource extractive 

industries (oil and minerals) which create very few jobs. Despite the relatively 

good growth performance of many SSA economies, including that of Uganda, 

there has been very little private investment in large scale labour intensive 

manufacturing of the sort which has been integral to the success of developing 

Asia.
3
  

 

Private investment in labour intensive modern industries have been impeded in 

SSA by the poor business environment, in particular the high logistical costs of 

doing business, such as those pertaining to transportation and power, the paucity of 

technical skills in the workforce, the costs of corruption and the lack of protection 

for property rights. It will not be possible to increase private investment unless 

these constraints are alleviated, through reforms to the institutional environment 

                                                 
3
 On this issue, see Fox, Louis and Gaal, Melissa Sekkel (2008), Working Out of Poverty: Job Creation and the 

Quality of Growth in Africa, World Bank. 
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for doing business and improvements in critical components of public 

infrastructure.  

It is also necessary to improve the vocational skills of the workforce to meet the 

requirements of modern industries. The market under-invests in vocational training 

because of the negative externalities involved; firms cannot be sure of retaining the 

workers that they have trained. Consequently public support for vocational training 

is warranted, either through public vocational training institutions or by subsidising 

the costs of training undertaken by private sector firms. Strengthening tertiary 

education is also necessary to provide modern industries with the technical and 

managerial skills that they need. 

 

4. Modernisation of agriculture 

Agriculture presents a fundamental development challenge in Africa because of its 

economic importance to the continent. Africa About two thirds of the population of 

SSA earn their livelihood in the agriculture sector but, as already noted, labour 

productivity is very low and stagnant and as a result the incomes of those who 

work in agriculture are very low. Unlike other regions of the developing world, 

Africa has yet to undergo a “green revolution”. Agriculture in Uganda, and 

especially food production, is dominated by smallholder farmers. Smallholders 

contribute more than 90 percent to Africa’s food production. It is not possible to 

envisage structural transformation of the economies of SSA unless there is also a 

transformation of agriculture, involving a large rise in productivity per worker and 

in gross agricultural output. Such a transformation will raise the living standards of 

those workers who remain in the sector, which in turn will expand the domestic 

market for manufactured products and services, it will enhance food security, it 



7 

 

will provide raw materials for agro-processing industries and will, at least in some 

SSA countries, generate a surplus for export.  

 

There are two possible trajectories for agricultural transformation. The first 

involves promoting private investment in large scale mechanised farming. This has 

already begun in several SSA countries where large tracts of land have been sold to 

foreign investors. The second trajectory involves public support for the existing 

smallholders to upgrade their technology, make greater use of purchased inputs 

and to produce for the market. I believe that agricultural strategy should not be 

focussed on promoting large scale commercial farming at the expense of 

smallholder agriculture. Although large scale commercial farming may be optimal 

for some specific plantation type crops, such as sugarcane, tea or palm oil, it is not 

feasible more generally, and especially for food production, because land tenure 

systems are far too complex to allow private investors to gain the use of land on a 

large scale in a legitimate manner. It is also not desirable because the social 

consequences of displacing smallholders from their land to make way for large 

scale commercial farms will be very harmful. Such displacement will intensify the 

poverty of the rural population and probably trigger violent conflicts over land. 

Furthermore, there is little evidence that large scale farms are more efficient in 

Uganda or elsewhere in Africa than small farms, especially in regard to food 

production.
4
  

 

                                                 
4
 On this issue see World Bank (2012), Promoting Inclusive Growth: Transforming Farms, Human Capital and 

Economic Geography and de Janvry, Alain and Sadoulet, Elizabeth (2012) “Why Agriculture Remains the Key to 

Sub-Saharan African Development” in The Oxford Companion to the Economics of Africa, edited by Ernest 

Aryeetey, Shantayanan Devarajan, Ravi Kanbur and Louis Kasekende, OUP. 
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Uganda should pursue an agricultural strategy which is comprehensive in terms of 

supporting the broad mass of smallholders in the country to adopt more modern 

farm technologies and to move away from subsistence farming to begin to produce 

for the market. Ad hoc piecemeal policies, such as subsidising credit to a small 

minority of farmers, are merely scratching the surface of the problem. We need to 

strengthen research facilities to develop packages of farm technologies which can 

work in the specific conditions which farmers face in SSA and put in place 

effective farm extension services to work with smallholders. We also need to 

improve storage facilities and access to markets. To implement this strategy, 

Government will have to allocate a much larger share of the budget to agriculture. 

Although the details will differ from country to country, this basic strategy of 

supporting smallholders to bring about an agricultural transformation is applicable 

in most other SSA countries. 

 

5. The role of regional and international trade 

The rapid growth of exports has made a crucial contribution to the success of 

almost all of the developing economies which have achieved structural 

transformation over the past 50 years. The importance of exports stems from the 

fact that they are exposed to relentless competition on global markets; competition 

which forces the exporters to continuously strive to raise productivity, through 

capital investment, upgrading technology and improving the quality of the 

workforce and business management. As a result, exports spearhead the growth in 

productivity. As labour becomes more productive and wages rise, the economy is 

able to move up the technological ladder, producing more technologically 

advanced goods and services, which is the essence of structural transformation. 

Celestin Monga and Justin Lin, two of the world’s leading experts on structural 



9 

 

change in developing economies, summed up the critical importance of exports 

thus: “Successful economies have imported what the rest of the world knew and 

exported what it wanted”.
5
   

 

How can Uganda and other SSA economies promote their export industries? In 

part the development of successful export industries requires the strengthening of 

the productive base of the economy, by mobilising more private investment and 

modernising agriculture as discussed above. In addition, a competitive real 

exchange rate is a prerequisite for export success. Even if private investors 

establish modern industries in SSA, they will not be able to export if the real 

exchange rate is uncompetitive, and the failure to break into export markets will 

stifle their growth and the rate at which they can raise their productivity. Many of 

the NICs achieved rapid growth in exports by maintaining undervalued real 

exchange rates for prolonged periods, to boost the competitiveness of their exports 

on world markets.
6
  

 

Regional economic integration also has a key role to play in promoting exports. 

Regional common markets, such as that of the East African Community, offer 

domestic producers access to a much larger market than their own domestic 

market, enabling them reap economies of scale and access more competitively 

priced inputs. Regional markets may also provide an important stepping stone for 

domestic producers who are not yet competitive enough to penetrate world 

markets, which may be especially important for African food producers. Because 

                                                 
5
 Lin, Justin and Monga, Celestin (2010), “The Growth Report and the New Structural Economics”, Policy Research 

Working Paper WPS5336, the World Bank. 
6
 On this issue see: McMillan, Margaret and Rodrik, Dani (2011), “Globalization, Structural Change, and 

Productivity Growth” paper prepared for a joint ILO-WTO volume.  
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of high logistics costs, African food producers are not generally competitive on 

global markets, but they could be competitive on regional markets. Expanding into 

regional markets offers important opportunities for commercialisation and value 

addition for food producers. For Uganda farmers this is especially important, 

because Uganda could potentially produce substantial food surpluses.  

 

Regional cooperation has a crucial contribution to make in building the 

infrastructure which is needed to connect the landlocked SSA countries with 

international markets. Furthermore, the development of the infrastructure to allow 

for regional trade in power supplies, with power generation concentrated where 

costs are lowest and then distributed across borders through regional transmission 

grids, could generate large potential gains in terms of cheaper and more reliable 

power supplies.  

6. Accelerating the demographic transition 

The demographic transition has made an important contribution to structural 

transformation in East Asia and Latin America. But it has barely begun in SSA and 

in some countries, including Uganda, it has stalled. The demographic transition is 

driven by falls in the total fertility rate. Uganda has a total fertility rate of 6.7 

children per women, which is one of the highest in the world.  

 

The demographic transition is critical for structural transformation because a 

decline in fertility rates brings about a reduction in dependency ratios as the share 

of young people of below working age in the total population falls; this fall in 

dependency ratios is termed the “demographic dividend”. Uganda has a 

dependency ratio of 110 people of non working age (below 16 or above 65) to 
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every person of working age; this is one of the highest dependency ratios in the 

world. Other SSA countries also have high dependency ratios, albeit not as high as 

that of Uganda. Kenya’s dependence ratio is 80 and that of Tanzania is 90. In 

contrast, countries which have experienced rapid economic growth and structural 

transformation have far lower dependency ratios. In East Asia the average 

dependency ratio is less than 50; there are more than twice as many people of 

working age for every dependent of non working age.
7
  

 

Lower dependency ratios generate three important benefits for long term 

development. First, as the share of the workforce in the total population increases, 

output per capita rises, boosting economic growth. Secondly, the smaller share of 

young people in the population means that society can afford to allocate more real 

resources per person to their education, thereby enhancing the quality of human 

capital. This is illustrated very clearly by some projections prepared by the Uganda 

Population Secretariat. If fertility remains at its current levels, Uganda will need to 

educate 18.4 million primary school pupils in 2037. But if fertility were gradually 

reduced to 2.2 children per women over the next 25 years, the number of primary 

school children in 2037 would be 10.2 million. For any given budget resource 

envelope for primary education, reducing fertility would thus enable Uganda to 

spend about 80 percent more in real terms per pupil.
8
 

 

Thirdly, with fewer dependents to support, workers can save more of their income. 

Demographic factors have a major influence on savings rates. Most of the 

countries with low dependency rates also have high domestic savings rates, 

                                                 
7
 Data are from the World Health Organisation. 

8
 Population Secretariat, Ministry of Finance, Planning and Economic Development Uganda (2010) Population 

Factors & National Development.  
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enabling them to finance much higher rates of investment. Again a comparison 

with Asia should prove salutary. In 2010, the countries of developing Asia had an 

average savings rate of 45 percent of GDP, compared to only 20 percent for SSA.
9
 

I spoke earlier about the need to increase sharply private investment rates in SSA. 

This is unlikely to be possible without a commensurate boost to domestic savings 

mobilisation. 

Africa can draw useful lessons from low income regions of South Asia – Sri Lanka 

and parts of south India – which have achieved strong declines in fertility and 

accelerated their demographic transitions. Reductions in fertility are brought about 

mainly by two factors. First, the education of girls plays a crucial role: in Uganda, 

women with at least some secondary education have an average of 3.9 children in 

their lifetimes, compared to 7.8 children for women with no education. Secondly, 

fertility can be lowered by well planned family planning programmes, which 

enhance access to contraceptives and actively campaign for smaller families.  

 

7. Conclusions 

Although the economies of SSA have improved their macroeconomic performance 

since the 1990s and raised their real growth rates, significant structural 

transformation of their economies, which is the essence of long term development, 

remains illusive. Structural transformation of SSA economies requires a large 

boost to private investment in modern, labour intensive industries together with the 

modernisation of smallholder agriculture. Structural transformation is almost 

always linked to strong trade performance supported by competitive real exchange 

rates. It is unlikely that SSA economies will achieve structural transformation 

unless there is also a demographic transition to lower fertility rates and lower 

                                                 
9
 Data from IMF (2011), World Economic Outlook. 
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dependency ratios. These are all long term objectives, the benefits of which will 

only be realised over several decades, but that does not justify postponing the 

reforms which are necessary to start the process of structural transformation.    


