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Executive Summary

Effective industrial policy has been at the core of virtually
every economic transformation success story around
the world. After three decades of neoliberal economic
management, and faced with stalled transformation,
the Government of Uganda (GoU) now demonstrates a
renewed interest and confidence in proactive industrial
policy. While its efforts to date have lacked focus and depth,
there is now a clear sense of reflection on the next phase
of industrialisation strategies: a National Industrial Policy
has been drafted, and an Industrialisation Masterplan
commissioned.

The prospect of industrial policy success hangs in the
balance: it can kickstart the deeper transformation so
sorely needed to provide decent jobs and incomes to
Uganda’s bulging youth population, but can just as easily
become an extractive tool for patronage politics that stifles
economic progress.

This in-depth study aims to help shape the next phase of
industrial policy in Uganda by injecting rigorous analysis
and fresh ideas into the discourse. It brings together
valuable lessons from Uganda’s own past and from the rich
global literature on the politics, delivery, and content of
industrial policy.
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Executive Summary

Analytic Framework

Economic transformation - the movement of labour
and other resources from low- to high-productivity
economic activities — is necessary for sustained
growth in output, decent jobs, incomes, and social
development. Economic transformation relies
on the acquisition of new productive capabilities
in  higher value-added economic activities.
Traditionally, there have been two phases of
structural change driving across-sector economic
transformation: from agriculture to manufacturing
and then to services. Today, certain services as well
as high-value agricultural products have become
key drivers of economic transformation even for
early-stage developing countries. Recent empirical
evidence demonstrates that manufacturing is still
a key engine for economic transformation in both
developing and developed economies. Ultimately,
what matters for economic transformation is
moving towards higher-value-added activities with
spill-overs and linkages that are able to absorb a
large portion of an economy’s productive resources,
especially labour.

Industrial policy is broadly understood to refer to a
range of governmentinterventions aimed at altering
productive structures toward higher-productivity
sectors and activities by changing the incentives,
constraints, and resources available to economic
actors. There are many well-documented cases of
industrial policy success and failure, but virtually no
cases of economic transformation success without
effective industrial policy. Success cases exist on
every continent, and many governments of the most
advanced economies are still employing industrial
policy in order to maintain their competitiveness.
There are also compelling theoretical arguments
for industrial policy, particularly based on the

notion of market failure. This is the idea that, if
left alone, competitive markets will not yield the
best result for society. The most important market
failures that would justify government intervention
arise because of the presence of: i) economies of
scale, i) externalities, or iii) market imperfections.
Beyond fixing market failures, industrial policy
can actively provide a vision that helps markets
shift resources into high-value-added activities in
the long-run, and foster firm- and system-level
capability development. While not all efforts of
industrial policy have been successful, the evidence
suggests that under the right circumstances, it has
been instrumental to economic transformation
episodes.

The success orfailure ofindustrial policy is influenced
by a range of factors, the most profound of which is
the political economy. The political forces shaping
industrial policy outcomes in a given country are
driven by its underlying political settlement - the
balance of power within and beyond the ruling
coalition. Industrial policy has the best chance of
success when cohesive coalitions and conducive
power dynamics exist between the political elite,
the state bureaucracy, and the capitalists.

Second, industrial policy effectiveness is dependent
on the ability to galvanise and organise key
interests around a shared transformation agenda.
In successful industrialisers, this has generally been
achieved through a powerful central coordination
body that is technically and financially empowered
and politically insulated from particularistic
interests.  Effective sector development and
specialised agencies have also played a key role in
many cases.
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Third, it is driven by the choice of economic sectors,
actors, and activities to be promoted by industrial
policy. Successful industrialisers have tended to
concentrate scarce resources on a narrow set of
target industrial sectors or activities. A growing
literature proposes various methods for evidence-
based sector- or activity-selection for industrial
policy.

Finally, industrial policy outcomes are shaped by the
choice (and thus suitability) of the policy instrument
mix, and how well this is adapted based on success,
failure, and changing contextual factors. Countries
with successful economic transformation outcomes
have deployed a rich toolbox’ of industrial policy
instruments to shift the incentives and capabilities
of economic actors towards higher-value-added
activities. Crucialtothe success of these instruments
is the combination of supporting and disciplining
the private sector — including domestic and foreign
investors — in a way that compels them to shift
resources away from short-term rent seeking and
towards continuous investment in new productive
capabilities. This has required ongoing public sector
capabilities to learn from and adapt policies and
incentives.

History

Important lessons can be drawn from Uganda’s
history of political economy, industrial policy,
and economic transformation. Uganda's political
settlement was highly volatile from independence
through to the ascent to power of the National
Resistance Army in 1986. After short-lived industrial
policy effortsin the 1960s, Uganda’s economic policy
was disrupted by political instability and war for two
decades. Some modest but interrupted economic
transformation took place in this period.

From 1986 to the mid 2000s, the National Resistance
Movement's (NRM) largely stable ruling coalition
was able to usher in a consolidation of national
security together with macroeconomic stability.
This unlocked Uganda’s first episode of sustained
high GDP growth, which was coupled with promising
signs of early economic transformation, including
strong export growth and diversification. This growth
was driven by post-conflict reconstruction, large
donor funding inflows, investment by previously
exiled industrialists encouraged to return by the
NRM, and the global commodity boom of the 2000s.

However, progress against each economic
transformation metric eventually stalled. First, there
was an accelerating shift of labour from agriculture
into manufacturing and services, which however
halted abruptly in the mid 2000s. Second, Uganda'’s
export basket diversified significantly from 1995
until in the late 2000s. Third, manufacturing growth
also seems to have stalled, both as a proportion of
total output and in terms of absolute export growth.
Moreover, the growth witnessed in this period
was accompanied by increasing inequality and
underemployment as well as stagnant agricultural
productivity, and employment. In the 2010s, even
GDP per capita growth has oscillated around a
much lower average than that seen in the 1990s
and 2000s.

The shallow and then stalled economic
transformation of the past decades has translated
into “jobless” growth as well as stagnating incomes
for most people. Low-productivity sectors such as
agriculture and traditional sectors are still much
larger than higher-productivity sectors including
manufacturing. Roughly 8 million working people
are stuck in a poverty trap of low-productivity
subsistence farming. While underemployment and
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vulnerable employment in the informal sector are
widespread, occupying the majority of the labour
force. Unemployment in Kampala is above 20%
(and above 9% nationwide) (Kiranda et al., 2017;
Walter, 2019). The absolute number of people living
below the national poverty line has grown from 7.7
million in 2009 to 9.1 million in 2018 (The World
Factbook, 2020).

Several stakeholders attribute these economic
transformation shortfalls to an economic
liberalisation agenda that went too far. The policy
rubric of the last three decades has largely followed
the neoliberal Washington Consensus prescriptions
to the letter, with deep liberalisation, privatisation,
and deregulation occurring through several reform
programmes financed by the World Bank and
International Monetary Fund. That policy framework
precluded any meaningful industrial policy.

Since the 2000s, active industrial policy is clearly
coming into favour among the political elite. This
is visible through recent policies and strategies
(notably Vision 2040, the 2008 National Industrial
Policy,andthe 2015and 2020 National Development
Plans) that name industrialisation as a principal
priority and explicitly recognise the central role of
the state in driving economic transformation. It is
also evidenced by an increasing focus on power
and transportinfrastructure as well as the emerging
targeted industrial policy efforts discussed below.

This policy shift towards greater state involvement
is at least in part a response to the realisation that
the private sector, left to its own devices, is unlikely
to make long-term coordinated investments in
the technology and capabilities needed for new
higher-value-added economic activities. It can also
be argued that the NRM leadership, particularly
the president, has in fact been a believer in state-

driven industrialisation all along, and that the shift
of western development financiers away from their
earlier staunch neoliberal views as well as the new
availability of Chinese development finance now
allow the president to be more assertive in that
long-held conviction.

Present

Recent nascent industrial policy efforts have begun
to move beyond generic infrastructure provision
and started targeting specific sectors and activities,
but this targeting has thus far been too broad,
inconsistent, and poorly evidenced to be effective.
Import substitution is currently being promoted
without sufficient attention to the longer-term
goals of reaching international competitiveness
and boosting exports. Similarly, the focus on
value addition and agricultural linkages could be
complemented with other efforts, for example,
towards becoming the regional supplier of
strategic inputs including iron and steel and simple
manufacturing products such as food and wood
products. Further, each planning document lists
different priority sectors, the discussion of policy
instruments and delivery channels is convoluted,
and the evidence base for policy decisions is
unclear.

Further, Uganda has only just begun to tap into
the industrial policy “toolbox” of instruments
that successful industrialisers have employed in
transforming their economies, and its efforts to-
date have lacked coherence and focus. Crucially,
it has not made sufficient use of the combination
of both supporting and disciplining the private
sector, which has been central to industrial policy
effectiveness elsewhere.
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Electricity infrastructure develop-
ment through large new hydroe-
lectric power stations, coupled with
cross-subsidisation to allow low
power tariffs for large industries;

Transport infrastructure develop-
ment, particularly through expand-
ing the paved road network, as well
as early-stage or planned efforts to
upgrade the port, airport, and rail-
way infrastructure;

Targeted tax holidays, exemptions,
and rebates for a range of large in-
vestors, notably those located in in-
dustrial parks and free zones, mostly
negotiated on a case-by-case basis;

Export levies on a few selected raw
materials (notably fish, hides and
skins, timber, and iron ore), with, at
best, patchy success in stimulating
domestic value addition;

The emerging industrial policy tools in use are clustered around the following areas:

Free or subsidised land in a handful
of now active industrial parks, but
also provided to individual selected
firms outside parks;

Protective import tariffs on a range
of value-added products, though
often targeted at already well-es-
tablished industries rather than new
activities and sectors;

Public investment and subsidised
credit into pioneer firms through
the recently reconstituted Uganda
Development Bank and Uganda De-
velopment Corporation, who have
however received little government
capital to-date; and

The promotion of local content
through ad-hoc efforts under the
Buy Uganda Build Uganda policy,
two Acts targeting the oil and gas
sector, and prospectively through
the National Local Content Bill, 2019,
passed in parliament in June 2020.
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Future

With one of the fastest-growing working age
populations in the world and a median age of 16
years, the magnitude of Uganda’s employment
challenge, and the political discontent it risks
causing are set to grow exponentially in the coming
decades. Faced with a bulging, urbanising and
increasingly educated youth population that has
no living memory of the painful liberation struggle
that brought the ruling party to power in 1986,
the political legitimacy of Uganda’s leadership will
increasingly depend not only on peace and stability,
but also on the promise of decent work and incomes
for all. The latter will require the creation of decent
jobs at scale through growth in labour-intensive
higher-value-added activities with continuous
upgrading.

Even though Uganda faces several challenges
as a small, landlocked country, it has untapped
opportunities to reinvigorate economic
transformation. To realise this objective, the
country's  natural resources (including its
agricultural potential), abundant labour force, and
strategic regional location will need to be leveraged
as part of a long-term economic transformation
strategy. Uganda has the potential to leverage
both its imminent demographic dividend (a low
dependency ratio driven by a youth bulge entering
the workforce) and its strategic geographic location
to become a production and logistics hub serving
its own growing consumer population as well as
neighbouring economies (AEC, 2019a). Stability
in South Sudan and the Democratic Republic of
Congo will, however, be a strong pre-requisite.
Uganda may also produce more high-value goods
and services for growing global consumer markets,
including those in Asia.

Any stakeholder genuinely interested in effectively
formulating and implementing industrial policy in
Uganda - including the President - has an uphill
political struggle to fight, but there is cause for
hope. Efforts to promote productivity growth are
constrained by the short-termist and extractive
pressures of patronage politics and vested
interests that have gained sway in a fragmenting
political settlement. But, despite a generally weak
and politicised state bureaucracy, the political
elite has been able to use the little "disposable”
political capital it possesses to carve out “pockets
of efficiency” in certain periods. Examples include
the Ministry of Finance, Planning and Economic
Development (MoFPED), the Dairy Development
Authority (DDA) and the National Water and
Sewerage Corporation (NWSC). However, in
general, Uganda’s bureaucracy has struggled to
maintain the insulation from special interests that is
crucial for industrial policy to work.
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Going forward, industrial policy effectiveness will require:

1

2
3

The creation and protection of one or more pockets
of efficiency within the government dedicated to
driving, coordinating, and monitoring industrial policy
formulation and delivery;

A carefully focused, prioritised, and risk-adjusted
portfolio of target sectors and activities;

A smarter and more comprehensive use of industrial
policy instruments that:

2
L
<
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Provides support and protection exclusively
to these priority areas;

Deepens that support to meaningfully
enable the development of new productive
capabilities;

Couples that support with requirements,
performance pressure, and culling of losers
to shift the private sector’s incentives; and

Takes a more regional approach to industrial
development.
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First, if pockets of efficiency that drive economic
transformation are to be created and maintained,
industrial policy must become a top priority for the
political elite and its supporters, and innovative

delivery channels that navigate the prevalent
political economy conditions must be devised.

Advantages

Giventhescarcity of political, financial,and technical
capital available for industrial policy in Uganda, its
champions must find and protect narrow spaces for
progress. We explore three ways to do so:

Disadvantages

A “super-ministry” of
Industry, Trade, and
Investment (MolTl)

All key functions housed under one
entity with strong mandate to drive
industrialisation agenda

Single point of engagement for
private sector

Overcome “mandate wars” with
MoFPED

Opportunity to build a lasting
institution and mainstream Uganda’s
industrialisation agenda into GoU
formal institutional framework

Indirect reporting line to President,
via Cabinet as well as MoFPED,
which allocates budget resources
Subject to civil service rigidities
and politics, making performance-
based personnel management and
capacity building difficult

Would require politically costly
process of removing entire functions
from other ministries

An Industrial Policy
Delivery Unit

Direct line of command from
President

High concentration of political,
financial, and human resources on
priority initiatives

Outside of civil service rigidities and
politics

Must work with/through other
Ministries, Departments and
Agencies  (MDAs) to  deliver
effectively

Requires significant  shake-up
of existing formal institutional
framework

Sector Development
Authorities

Enables greater technical
specialisation and closer
“embeddedness” of bureaucrats in
each target sector

Can be targeted at sectors where
existence of mutual interests is
more likely

Can have direct line to President
Can be outside of civil service
rigidities and politics
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Risks diluting the political, financial
and technical resources that would
otherwise be concentrated in a
single delivery unit

Does not provide cross-sectoral
coordination



Second, Uganda needs a carefully focused, prioritised, and risk-
adjusted industrial policy, with clearly defined principles for identifying
the most suitable economic sectors and activities to promote.

These principles include:

1

2
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Applying a combination of selection tools to identify
a set of priority industrial sectors and activities that is
coherent and consistent across all government policies
and strategies;

Developing a long-term vision, both economy-wide
and within priority sectors, and a phased and iterative
approach that builds on previous successes and learns
from failures;

Taking into account contextual factors and longer-term
risks and opportunities;

Applying a combination of selection tools;

Using both quantitative and qualitative measures to
score potential target activities according to both
strategic value and feasibility; and

Selecting a mix of lower-risk and higher-risk priority
industrial sectors and activities.

Industrial Policy for Economic Transformation in Uganda
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Finally, with reference to success cases from around the world, we explore several ways in which the
Government of Uganda could make use of industrial policy instruments to achieve genuine economic
transformation. These can be grouped under four headings:

Focus support
and protection
exclusively

on priority
industrial
sectors and
activities

Reserve the most generous industrial policy support and protection exclusively for
specific top priority industrial sectors and activities to incentivise the private sector to
move towards these areas.

Shift private sector incentives towards upgrading within sectors by making tax incentives,
land allocations, power subsidies, public procurement contracts, and other government
support conditional upon investing in value-adding activities.

Reform the trade regime to favour domestic industrialists and value addition by shifting
protection from import trade and primary production towards targeted higher-value-
added activities.

Provide
deeper
support

to priority
industrial
sectors and
activities

Prioritise additional resources towards providing dedicated infrastructure and services
in industrial parks and free zones, including warehouse shells, dedicated utilities
infrastructure, industrial waste and wastewater treatment services, expedited customs
clearance, and emergency response services, amongst others.

Assess the possibilities of exercising more state control over capital markets with a view
to increasing the flow of low-cost finance into priority industrial sector and activities.

Elevate investment attraction and facilitation to a higher level of priority within GoU,
empowering Uganda Investment Authority (UIA) to build an international presence,
actively targetinvestors for priority sectors, target the types of investors who demonstrate
the willingness and capability to invest for the long-term in value adding industries with a
focus on labour productivity and creating “good jobs”.

Fully leverage public procurement to support industrial development by requiring MDAs
to procure domestically and using policy tools to ensure that Uganda’'s urbanisation
spurs domestic production of construction materials.

Foster strong technical leadership in industrial ventures by facilitating joint ventures,
accesstointernational expertise, and international secondments for Ugandan managers,
engineers, and technicians; build a collaborative framework between government,
public research units, universities, specialised training institutes, and industries for
targeted skills development, building appropriate training offerings and incentivising
on-the-job upskilling.

14

Industrial Policy for Economic Transformation in Uganda



Couple
industrial
policy
support with
requirements,
performance
pressure, and
culling losers

Couple Foreign Direct Investment (FDI) attraction and facilitation with smart conditionality
to ensure that FDI serves industrial development objectives, including local content,
investment in local value-addition.

Ensure that FDI targets the binding constraints in high-potential sectors - such as
a shortage of capital, skills, technology, or international market linkages - through
incentives or requirements on foreign investors.

Maximise the positive spillover effects of FDI by facilitating the flow of business deals,
knowledge, technology, skills, and capital between foreign and domestic firms, including
through joint ventures.

Consider (1) exposing multiple pioneer firms in target sectors/activities to some credible
domestic competition from the start, and (2) demonstrating an ability and willingness to
“cull losers” in order to fully incentivise each firm to rapidly build production capabilities
and competitiveness.

Take a more
regional
approach

to industrial
development

Prioritise efforts towards building regional value chains to become a regional leader
in the production or provision of key products, components, and services, leveraging
Uganda strategic geographic position and its captive inland markets

Investinregionally linked transport and trade infrastructure, broker bilateral and regional
deals to unlock progress on large-scale industrial ventures such as ironmaking, and
push for regional collaboration on industrial policy, peace, stability, and mutual trust.

Step up efforts to push for more regional collaboration on transport infrastructure and
lobby for the quicker resolution of intra-East African Community (EAC) trade barriers.

Lobby for smarter regional collaboration on import tariff policy, leveraging the Common
External Tariff to protect East African infant industries and catalyse regional value chains.

Consider replacing the strict requirement for park and zone firms to export 80% of
their production with smarter export requirements that foster regional trade, such as
gradually increasing export targets in direct negotiation with pioneer firms, exempting
a proportion of export revenues from taxation without imposing a strict minimum, or
using export subsidies and export loans.

Upgrade production standards in priority agro-based industries to ensure regional and
global market access and incentivise firms to upgrade their technologies, skills, and
production processes.
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