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An Overview of Uganda’s Competitiveness in the EAC Region: Its 

Competitive Advantage and Constraints to Competitiveness 

 

Introduction 

 

International trade is one of the most important drivers of economic 

development. There is a very close correlation, at the global level, between 

export success and the growth and structural transformation of developing 

economies. Those developing economies which are open to international trade, 

and create the right conditions and incentives for dynamic export growth, such 

as those in East Asia, have been the most successful in achieving rapid structural 

transformation and a transition to middle income status. This is one of the 

reasons why the customs union and the common market of the East African 

Community (EAC) are so important for the future of our region; strengthening 

intra-regional trade will unambiguously spur economic development in all 

partner states.  

 

Unfortunately informed public discussion of trade and trade policy, throughout 

the world, is hindered by confusing concepts, including that of competitiveness. 

In this paper I want to begin by discussing what competitiveness means and 

what relevance it has for Uganda’s trade patterns. I then want to use the more 

relevant concept of comparative advantage to analyse Uganda’s current trade 

patterns. Finally, I want to utilize the concept of product space to discuss how 

the composition of Uganda’s trade might evolve in the foreseeable future.  

 

What does competitiveness mean? 

 

Competitiveness is a concept which often obscures rather than illuminates 

economic analysis because it used to mean different things in different contexts. 

It has a clear meaning when applied to firms. When firm A is more competitive 

than firm B, firm A will gain market share at the expense of B. Competition 

between firm A and firm B is a zero sum game; if firms A and B are competing 

in the same market, one firm can only gain market share at the expense of the 

other.  

 

The concept of competitiveness cannot be applied in the same way to national 

economies, and it is misleading to do so. Although the literature of business 

management sometimes fosters this impression,
1
 national economies, such as 

                                                 
1
 One of the best known examples of this is Michael Porter’s “The Competitive Advantage of Nations” (1990). 
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those of the United States and Japan or Kenya and Uganda, do not compete 

against each other in the same way that firms do. On the contrary, countries 

trade with each other to their mutual benefit, irrespective of the relative 

“competitiveness” of their economies. International trade is not a zero sum 

game. International trade enables all of the economies which engage in it to 

enhance their productivity.
2
 The dramatic growth of China over the last three 

decades provides a clear demonstration of this. China has improved its own 

competitiveness and raised the living standards of its population, and this has 

also benefitted all other countries which trade with China who now have access 

to much cheaper manufactured products than was the case 30 years ago. 

 

Global Competitiveness Rankings 

 

The concept of competitiveness at the level of the national economy is applied 

by the World Economic Forum (WEF) to produce the Global Competitiveness 

Index (GCI). The GCI provides a global ranking of the national competitiveness 

of almost all countries in the world, based on an evaluation of various aspects of 

their economies which affect the profitability business and make it attractive for 

private investment; e.g. the quality of institutions, the macroeconomic 

environment, infrastructure, health and primary education and higher education 

and training. This concept of national competitiveness which is used in the GCI 

is closely linked to the notion of the productivity of an economy and hence 

incomes per capita. The African Competitiveness Report defines 

competitiveness as “the set of institutions, policies and factors that determines 

the productivity of a country”.
3
 The more competitive is an economy, the more 

productive it will be and the higher will be its income per capita.  

 

Table 1  Global Competitiveness Indices and Ranking for the EAC 

Partner States (2012-13) 

Country GCI Score (1-7) Global Rank (out of 

144) 

Rwanda 4.2 63 

Kenya 3.7 106 

Tanzania 3.6 120 

Uganda 3.5 123 

Burundi 2.8 144 

       Source: African Competitiveness Report 2013. 

 

                                                 
2
 Krugman (1996) provides a very clear discussion of this issue. 

3
 African Competitiveness Report, 2011, p5. 



4 
 

The 2013 Africa Competiveness Report provides data on the competitiveness 

indices and global rankings, out of 144 countries, of the African economies, 

including those of the EAC. The results for the EAC countries are reproduced in 

table 1.  As can be seen in the table, Uganda is the second least competitive 

economy in the EAC, according to the GCI, although its score is not very much 

lower than those of Tanzania and Kenya. Uganda scores poorly on the GCI for 

fairly obvious reasons; for example our institutions are weak, there is corruption, 

the infrastructure is poor and, the workforce is not well trained.  

 

The GCI tells us that Uganda’s business environment is mediocre at best across 

most dimensions. It is self evident that Uganda must improve its 

competitiveness, by strengthening its institutions, infrastructure and the quality 

of its workforce if it is to become more competitive and, therefore, a more 

productive and richer economy.  

 

What the GCI rankings do not tell us is anything about trade patterns. The fact 

that Rwanda has a much higher GCI ranking than Uganda does not tell us that 

Ugandan goods cannot compete with Rwandan goods, nor does it tell us which 

goods we might be able to export to Rwanda and what we will import from 

Rwanda. Similarly the GCI rankings cannot tell us anything useful about what 

Uganda can export to any other country in the world or import from that 

country. To talk about Uganda’s competitive advantage in the EAC, or in the 

rest of the world, is at best not very useful and at worst grossly misleading in 

terms of understanding how the Ugandan economy can benefit from 

international trade and regional integration. Ugandan firms may compete with 

Kenyan firms in the same market – for example the market for processed milk – 

but that does not imply that the Ugandan economy competes with the Kenyan 

economy. This is because the macroeconomy cannot be understood simply as 

the sum of all of its component parts – for example the sum of all of its firms – it 

is a much more complex phenomenon in which each component affects every 

other component to generate a general equilibrium.  

 

Comparative advantage 

 

To understand trade patterns – what goods a given country will export and what 

it will import – we need a different concept to that of competitiveness; the 

concept of comparative advantage. This was first developed by classical 

economists – David Ricardo and John Stuart Mill – in the 19
th
 century and 

although there have been many extensions to the concept, such as those of new 
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trade theory, it remains highly relevant for explaining trade patterns in the 

modern world.  

 

The essence of comparative advantage is that a country will specialize in 

producing and exporting those tradeable goods which it can produce most 

efficiently relative to other goods in its own economy. For example, if a country 

can produce textiles more efficiently than wheat, it will specialise in the 

production and export of textiles, not of wheat. What is crucial for determining 

trade patterns is the relative efficiency of producing different goods within a 

country; not the efficiency of production in one country relative to that in 

another. That is why comparisons of competitiveness between countries are 

often misleading. 

 

To determine what products an economy has a comparative advantage in, the 

concept of revealed comparative advantage (RCA), developed by the Hungarian 

economist Bela Balassa, is useful.
4
 The RCA of an economy is measured by 

comparing the actual products which it exports to the composition by product of 

global exports. An economy has a revealed comparative advantage in a 

particular good if the share of that good in the country’s total exports exceeds 

the share of that good in total global exports. Table 2 below lists the main goods 

and services in which Uganda currently has a comparative advantage, as 

determined by the RCA index. 

 

Table 2 Revealed Comparative Advantage Indices of Uganda (2010-12)  

Product RCA index (2010-12) 

  

Coffee 53 

Fish and fish products 8 

Cotton 13 

Tea 47 

Tobacco 8 

Maize 9 

Hides and skins 27 

Travel and tourism 5 

Notes: the RCA index number for each product is between zero and infinity. It is 

a ratio of two numbers. The numerator is the share of that product in the 

country’s total export basket. The denominator is the share of global exports of 

that product in total global exports. An index number above one indicates a 

                                                 
4
 Balassa, 1965. 
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comparative advantage in that product. The RCA index for flowers could not be 

computed because of a lack of comparable data for world trade in flowers. 

Sources: BOU and UNCTAD 

 

Unsurprisingly, the RCA index indicates that Uganda has a strong comparative 

advantage in primary product exports such as coffee, tea, cotton, tobacco and 

maize. But Uganda also has a comparative advantage in some semi-processed 

products such as fish products and hides and skins, as well as in tourism. 

 

How might Uganda’s comparative advantage evolve? 

 

Comparative advantage is not static. It reflects resource endowments and 

technology, as well as historical factors, but the crucial drivers of comparative 

advantage, capital, labour and technology, evolve through time. The structural 

transformation of an economy requires a progressive shift in its comparative 

advantage, away from relatively basic products which embody low labour 

productivity towards more technologically sophisticated products embodying 

higher labour productivity. The fact that Uganda currently enjoys a comparative 

advantage in coffee, tea and hides and skins does not mean that this will always 

be the case. One of the main benefits of the common market in the EAC is that, 

by lowering barriers to intra-regional trade, it should enhance incentives for 

private investment in traded goods industries which will begin to shift Uganda’s 

comparative advantage towards more technologically sophisticated products. 

Hence an important question to ask is: in what directions might Uganda’s 

comparative advantage evolve in the foreseeable future? 

 

To answer this question the concept of “product space”, developed by Ricardo 

Hausmann and Bailey Klinger is useful.
5
 Integral to the concept of product space 

is the notion that changes in the revealed comparative advantage of countries 

through time is in part determined by how closely products are related in terms 

of the knowledge and skills needed to produce them. A country can most 

feasibly diversify its exports into those products which require similar skills and 

knowledge to the products which it is already producing. Products which require 

similar skills and knowledge to produce and market are regarded as being close 

in “product space”.  Unfortunately, the skills required to produce and export 

many primary products are not easily transferable to other products, and so 

countries which specialise in exporting primary products, such as Uganda, often 

find it difficult to diversify without first upgrading the skills of their labour 

force. 

                                                 
5
 See Hausmann and Klinger, 2007. 
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The concept of product space has somewhat different implications for export 

diversification than what has often been supposed. For example, the best 

opportunities for export diversification are not necessarily provided by adding 

value to existing raw materials, such as processing raw cotton into textiles, if the 

skills and knowledge required for the latter differ markedly from those required 

for the former. The closeness of goods and services in product space is not 

determined by whether they are linked as inputs and outputs, rather it is 

determined by the similarity of the skills and knowledge required to produce 

them. The product space analysis has important policy implications, because it 

implies that the feasible paths to export diversification depend not on what types 

of raw materials are available in a country or what type of primary commodities 

are already produced for export, but on the nature of productive skills which 

exists in the country and the uses to which these skills can be applied. 

 

As such, the most feasible opportunities for Uganda to diversify its exports and 

evolve its comparative advantage will be offered by goods and services which 

are close in product space to the goods and services in which Uganda already 

has a comparative advantage. Recent work by economists at Makerere 

University and the Centre for International Development at Harvard has used the 

concept of product space to explore feasible avenues for export diversification in 

Uganda.
6
 They identify tradeable products which are not currently exported 

from Uganda but which are sufficiently close in product space to Uganda’s 

existing exports to suggest that Uganda could begin to export these products in 

the future.  

 

The types of products which are both sufficiently close in product space to 

Uganda’s existing exports to provide a feasible avenue for diversification and 

which involve greater complexity than existing products, and thus offer a step 

towards higher productivity, are mostly processed foods and agro chemicals 

such as fertilizers. Products which are a bit further away in product space but 

which might still offer feasible avenues for diversification include construction 

and industrial materials. These materials are bulky and costly to transport and so 

may be more viable to sell on the regional market than on the global market 

because the transport costs of accessing the former are lower than the latter.  If 

Uganda is to maximise its potential to diversify into more sophisticated products 

than those currently exported, it is essential to enhance the vocational skills of 

the labour force. Access to, and the quality of, secondary education needs to be 

improved and this should be supplemented by more extensive vocational 

                                                 
6
 Hausmann, Matovu, Osire and Wyett, 2013. 
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training for school leavers so that they can acquire specific industrial skills. 

Uganda will also need to improve its transport links to its neighbours if it is to 

diversify successfully into products such as building materials for the regional 

market. 

 

 

Conclusion 

 

The primary economic benefit of the EAC is that it will enhance opportunities 

for all of the partner states to expand their trade. More trade between partner 

states will unambiguously spur increases in productivity and hence living 

standards in each one of the partner states, irrespective of how competitive they 

are in relation to each other. At the level of the individual firm, greater trade 

across borders will mean that some firms will gain and some will lose out, but at 

the macroeconomic level there are mutual gains from trade for all partner states. 

Firms compete with each other but national economies do not. 

 

Uganda currently has a comparative advantage in some primary products and 

semi-processed agricultural products. But this pattern of comparative advantage 

will evolve through time as Uganda acquires the skills and technical capacities 

to produce more sophisticated goods and services for export. The most likely 

direction in which comparative advantage will evolve in the short to medium 

term involves diversification towards more processed agricultural products and 

some manufactured products such as building materials. These are goods which 

require similar skills and knowledge to those goods which are already being 

produced in Uganda. Public policy can best support the evolution of 

comparative advantage by improving the business climate to attract more private 

investment, by investing in transport infrastructure and reducing the logistical 

costs of accessing regional and global markets and by strengthening the 

educational and vocational skills of the workforce. 
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