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Outline of presentation
• Introduction: Structural transformation

• Effects of Services on Structural transformation:

1. Diversification of production,

2. Development of new productive capacities, and

3. Upgrading.

• Conclusion

• Q&A
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Structural transformation: Background

• Structural transformation (ST) is the process by which economic activity is reallocated not only across, but also

within ‘sectors' in order to focus on higher-productivity activities. Labor and other inputs are transferred from

lower to higher productivity activity, which leads to economic development.

• Arthur Lewis originally hypothesized that:

• The countries that manage to pull out of poverty and get richer are those that are able to diversify away from

agriculture and other traditional products. As labour and other resources move from agriculture into modern

economic activities, overall productivity rises, and incomes expand. The speed with which this structural

transformation takes place is the key factor that differentiates between economies of different countries.
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Structural transformation: Background

• The major role of services in structural transformation stems firstly from their direct contributions in one’s

economy, the value-addition component in other sectors, and bundled and in-house services in non-services

enterprises. On this background, the following are the effects that services can have on a positive structural

transformation:

1. Diversification of production,

2. Development of new productive capacities, and

3. Upgrading.
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1.Diversification of production

• Economic diversification is a critical factor of economic development as it enables a country to have a more diverse

production and trade network.

• A lack of economic diversification is frequently connected with increased sensitivity to external shocks, which might

jeopardize long-term economic growth. Therefore, it is crucial for countries to diversify their exports in order to be

able to withstand changes in demand due to economic downturns in the importing countries as well as price

fluctuations.
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1.Diversification of production..Cont

• The AfCFTA encourages a shift away from a reliance on commodities in certain industries, towards higher-value-

added products and services instead. The AfCFTA Agreement articulates that one of the specific objectives of the

AfCFTA is the progressive liberalization of services and the creation of a single market.

• As a starting point, State Parties have prioritized 5 key sectors that are financial services, tourism, transport,

business, and communications services. We will soon commence negotiations on the remaining sectors.

• Against this backdrop, the AfCFTA is expected to enable countries to break into new African markets as they both

diversify by export destination and type of goods produced. Additionally, liberalisation of TiS enables the formation

of regional value chains (RVC) and the structural transformation they can drive.
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2. Development of new productive capacities

• Developing the productive capacity of developing countries in the area of services will be an essential means to both

improve and diversify their production of goods and services.

• Various services are found at each link of the value chain; therefore, increasing their availability and quality will

have a large impact on the end products.

• The development of infrastructure services will also facilitate the exchange of goods and services at the national,

regional and international levels. Eg. M-PESA, transport services

• For example, the development of productive capacities in services such as health and education will directly

contribute to the upgrading of human resources, skills and managerial capabilities that are essential for improving

the productive capabilities of countries.
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3. Upgrading

• Economic agents, particularly micro, small, and medium-sized enterprises (MSMEs) that suffer a productivity gap

with larger firms, may see opportunities to join value chains that boost exports. Services can improve their productivity,

reduce trade barriers and costs, and allow for their diversification and upgrading.

• The integration of MSMEs in broader productive processes and value chains also means that some costs are, to some

extent, distributed by the several participants, such as reputational costs, costs of capital, and of technology transfer.

This facilitated participation can provide the incentives for the formalisation of many MSMEs and for informal workers

to enter formal labour markets. E.g. PAPSS

• The upgrading MSMEs to higher levels of production is a critical component of structural transformation on the

African Continent, as these types of enterprises generate a significant portion of the GDP of most, if not all, African

economies.
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3. Upgrading under the AfCFTA

• While fostering continental integration, the AfCFTA will lay the groundwork for a Made in Africa revolution

by expanding and deepening these regional value chains. A leading objective of the AfCFTA is to ‘stimulate

production through the development of regional value chains’.

• The consideration of regional value chains (RVCs) is particularly important because these

chains may be more amenable to upgrading than GVCs as all the players in the value chain in the former are

located within the region.

• By facilitating the expansion and deepening of regional value chains, the AfCFTA is catalyzing the Made in

Africa Revolution necessary to ensure not only increased trade within the Continent, but also a step change in

growth and job creation through increased value addition and structural change toward higher-productivity

sectors that generate jobs.

9



THANK YOU FOR YOUR 
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Q & A SESSION
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