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EXECUTIVE SUMMARY

The strategy document elaborates key interventmeessary for effective implementation of the East
African Community Industrialisation Policy (20123%). The Strategy is premised on the collective
commitment of the EAC Partner States to fast teghitable and sustainable development of the region
for the benefit of the people of East Africa. Impkntation of the East African Industrialisationgs¢gy
(2012-2032) holds the key to unlocking the regiomisvelopment potential through structural
transformation and diversification of the regiosabnomy.

The EAC has made a commitment to transform theonadieconomy through industrialisation. The
region’s overriding objective is to create a moderompetitive and dynamic industrial sector, fully
integrated into the global economy.

Articles 79 and 80 of the EAC Treaty, common prites of the EAC Common Market Protocol, and the
2011-2016 EAC Development Plan clearly and unantaigly articulate the region’s commitment to
economic structural transformation through indaéisation. This primary commitment to
industrialisation is also reflected in other sulesigl policies, regulations and action plans.

The EAC Industrialisation Strategy is underpinngdniational industrialisation policies and strategie
and draws lessons from best regional and intermatipractices. The Strategy will be instrumental in
realising the objectives of the EAC IndustrialieatiPolicy (2012-2032) which include:

a) Diversifying the manufacturing base and raisingalocalue added content (LVAC) of
resource based exports to at least 40% % from uhertly estimated value of 8.62% by
2032

b) Strengthening institutional frameworks and captedi for industrial policy design and
implementation ;

c) Strengthening R&D, Technology and Innovation caligds to foster structural
transformation of the manufacturing sector and stidal upgrading;

d) Expanding trade in manufactures by increasingnfia regional manufacturing exports
relative to total manufactured imports in to thgioa to at least 25% by 2032 and (ii)
increasing the share of manufactured exports velat total merchandize exports to at least
60% from an average of 20 percent; and

e) Transforming Micro Small and Medium Enterprises (NE5) into viable and sustainable
business entities capable of contributing to a$tl&% of manufacturing GDP up from 20
percent base rate.

Successful implementation of the Strategy presuggpasistained regional convergence, in accordance
with the EAC Common Market agenda. Given the chgs that stand in the way of a fully integrated
EAC Common Market, risks to strategy implementatiemain significant.

Non Tariff Barriers (NTBs) remain pervasive; sofidahard infrastructure is inadequate and ineffigien
supply side constraints remain significant; thelemnd regulatory regime is weak.

While the region has attained a level of socio-eoaic convergence, achieving full macro-economic
convergence with regard to key macro-economic fdetasuch as inflation, interest rates, etc remains
challenge.



The EAC Industrialisation Strategy identifies sixagegic regional industries in which the regiors ha
potential comparative advantage:

i.  lron-ore and other mineral processing;
ii.  Fertilisers and agrochemicals;
iii. Pharmaceuticals;
iv.  Petro-chemicals and gas processing;
v.  Agro-processing; and
vi.  Energy and Bio-fuels.

The strategic regional industries will be promotiedugh collaborative efforts among the PartnereStat
and the private sector. The industries are expdotedntribute towards attainment of the regioradlg

on increased and sustained economic growth; emmoynoreation and enhancing industrial and
production linkages within the region.

The development of strategic regional industriesaliso expected to ensure diversification of the
industrial base and stimulate value addition ofalo@sources in the region; promote upgrading of
production structures; address trade imbalanceseasure increased intra-EAC trade as well as ¢xpor
expansion.

The EAC Industrialisation Strategy outlines severtdrventions through which the region will realits
expressed goal of enhanced competitiveness, ecorteamisformation and higher quality of life for Eas
African citizens. The broad strategic interventiomdude;

a) Prepare action plans and or master plans to suipodevelopment of strategic regional
industries/value chains;

b) Formulate mechanisms to operationalise Regionalsimg Promotion and Award Scheme to
support investments into the priority basic indest

c) Strengthen investment environment for value addlitieluding setting up minimum value
addition requirements; and attract investmentstiméopriority value chains;

d) Support enhanced product (manufacturing) qualgytification and product conformity to
regional and international standards;

e) Enhance capacity for industrial policy design, fatation, implementation and monitoring at
national and regional levels;

f) Support the development of a framework for Publigd®e Partnerships (PPPs) to ensure
collaboration in establishment of regional indwestri

g) Build and sustain the capacity to generate dataiafmimation needed to support industrial
diagnosis and competitiveness evaluation;

h) Institute measures to increase demand for localgnufactured goods including regional
branding strategies; and

i) Institute measures to increase export of locallywamiactured goods including setting regional
free zones and special economic zones.



In addition, the Strategy outlines four pilot pige that will give effect to a coordinated regioidey
approach in implementing the above intervention$. p@rticular importance are the development
corridors and spatial development pilot initiativesctor clustering and agglomeration projects.

The EAC Industrialisation Strategy will be implenexh through policy guidance of the proposed
Sectoral Council on Industrialisation, supported teghnical teams convening under the proposed
Sectoral Committee on Industry.

The EAC Secretariat through the Industrial DeveleptDepartment will be the focal point to faciléat
implementation of the decisions of the EAC Poliayg@ns including the Summit, Council of Ministers,
and the Sectoral Council on Industrialisation.

To expedite the industrialisation efforts withinethegion, the Department will be strengthening to
execute the following addition functions:

¢ Industry Competitiveness/Industrial Observatory function: Main activities will include:

undertaking policy review, redesign, monitoring @wluation; coordinating and liaising with
other regional economic blocs as well as Pan-Afnd#atives on industrial development; policy
advocacy to promote EAC industrial development dgeat international and regional fora;
investment opportunity identification with regaml tegional industries; promotion of regional
industries through linkages with national InvestinBnomotion Agencies (IPAs); facilitating
Public Private Partnerships (PPPs) investment fategic regional industries; undertaking
feasibility asessments specific to strategic regliomndustries;; carrying out  sector
competitiveness analysis and performance benchingarfostering collaboration in industrial
development with other regional economic blocsiatefnational organisations.

* SME Development Function:Main activities will include supporting industriesbmpetitiveness
initiatives through promoting SMEs, proving infortiad to SMEs on various sources of finance,
providing advisory services to SMEs, facilitatingklages between SMEs and large firms, and
designing and promoting the EAC Charter on SMEs iamglementation of SME policy to be
formulated.

* Industrial R&D, Technology Transfer and Innovation Function: Main activities will include;
supporting industrial competitiveness initiativesough promoting technology development and
adoption, ensuring that R&D and Technology areatioBnked to industry, mobilizing research
funds to finance R&D on products from Regional Istties, and conducting capacity building
and training programmes on technology foresightaéional and regional level, support regional
technology and innovation business-to-universiggegch centre linkages, carryout out research
and technology brokerage and commercializatioriainies, creating awareness on available
technologies through technology fairs/exhibitiorfestering regional and international
collaboration among research and technology org#ion (RTOs), promoting technology
transfer and diffusions models among others.

Implementation of the EAC Industrialisation Strategll be guided by the ten principles includingsth
need for equitable industrialisation, the needttergthen and exploit policy synergies, promotgeted
industry value chains and promote industrialisatmm the basis of comparative and competitive
advantages of the region, among others.

The EAC Strategy will be funded through severaliatives, including setting up a regional indudtria
fund within the framework of the EAC DevelopmentnBy PPPs, development partners, foreign direct
investments and portfolio investments and the Eid@ricial and capital markets.
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DEFINITION OF KEY TERMS

Industrialization: The process in which a society or country transgitself from being predominantly

an agricultural economy and a producer of primemynmodities to an economy largely driven by
manufacturing of goods and services. Individual natabour is often replaced by mass productiod, an
craftsmen are replaced by assembly fineSharacteristics of industrialisation include thee of
technological innovation to solve problems, as @ggoto dependence on factors outside human control,
such as weather. Other characteristics include raffieient division of labour and faster economic
growth.

Industry: In this Strategy document the term “industry” refés the manufacturing activities classified
under the ISIC rev. 3 Category “D”, and coversaaliivities identified from ISIC Code 15111 to 3999
However, based on the UN classification of econoagtivities, the term industry normally comprise
manufacturing, utility services (energy generati@onstruction activities, and mining & quarryiriche
United Nations Department of Economic and Socialaké (DESA) defines manufacturing as the
physical or chemical transformation of materialdgysgances or components into new products. Masgerial
substances or components transformed are raw malatdhiat are products of agriculture, forestry,
fishing, mining, quarrying or products of other rofacturing activities. Substantial alteration,
renovation or reconstruction of goods is generedlysidered to be manufacturing (UNIDO, 2011).

Strategic Regional Industries:Are defined for the purposes of this Strategyinasvative industries to
be promoted based on comparative and competitivarddlges of the region and which contribute to
attainment of at least four of the following (i)stering of complementarities or enhancing collateea
production in the region, (ii) large investmentsiebhmay require pooling of resources to ensure that
economies of scale are achieved, (iii) contributiogealisation of backward and forward linkageshie
value chains with regional dimensions, (iv) conitibg to employment generation in the region; and
having presence in at least more than one Partta#e &nd contributing to backward and forward
linkages in the region. Such industries are comsatlenportant for industrial development in theioeg
since they generate economic benefits which exaenalss the region through value chains.

A Policy: Principles to guide decisions to be taken to aehrational outcomes.
A Strategy: Plan of action to achieve a particular goal.

Value Added: In economics, Value Added is the difference betwibensale price of a product and the
cost of materials used to produce it. From a natiperspective, Value Added refers to the contidut
of the factors of production (land, labour, anditzgoods) to the value of a product. The natioadlie
added is shared between capital and labour, dadtes of production.

Value Chain: This describes the full range of activities whigk sequired to bring a product or service
from conception, through the different phases addpction (involving a combination of physical
transformation and the input of various producevises), delivery to final consumers, and finalpdisal
after use.

Manufacturing Value Added (MVA) per capita: MVA per capita gives a measure of the capacity for
production of manufactured goods while taking aot@i country size.

' Source: http://www.investopedia.com/terms/i/industrialization

ix



1.0 BACKGROUND AND CONTEXT

The EAC Summit directed the Secretariat to fornmulah East African Industrial Development and
Investment Strategy supported by an effective tiutddnal decision making framework, aimed at
promoting equitable industrial development in tegion. Following months of consultative process with
key stake holders at regional and national leviatduding the public and private sectors and céatiety
organizations, the EAC Industrialization Strategg &olicy were prepared and approved by SummiDii2
in Bujumbura Burundi.

The development of the Policy and Strategy is arethan the EAC Treaty (Articles 78 and 80), and the
Common Market Protocol (Article 44), which recogntbe need for regional cooperation in the field of
industrial development.

Specifically, the Treaty states:

“Partner States shall take steps in the field mflustrial development that will: a) promote self-
sufficiency and balanced industrial growth; b) irape the competitiveness of the industrial sector so
as to enhance the expansion of trade in indusg@ds within the Community and the export of
industrial goods from the Partner States in orderachieve the structural transformation of the
economy that would foster overall socio-economigetiment in the Partner States; and c)
encourage the development of indigenous entreprsheu

The Common Market Protocol calls on Partner Stat@slopt common principles to:
a) Promote linkages among industry and other econsggtors within the Community;

b) Promote industrial research and development, eanatquisition, adaptation, and development
of modern technologies;

¢) Promote value addition and product diversificatioimprove resource utilisation;

d) Promote sustainable industrial development thduidies environmental protection, management,
and efficient resource utilisation;

e) Facilitate the development of SMEs, promote indgenentrepreneurs;
f) Promote knowledge-based industries; and

g) Disseminate and exchange industrial and technabgitormation, among others.

Under the Protocol, the EAC Council of Ministerseismpowered to issue directives to give effect to
implementation of projects and programmes, undgustrial development, including among others:

i. the implementation of an East African IndustriavBlepment Strategy;
ii.  the promotion of new technologies and the infrastme necessary for industrial development;

iii. the improvement of quality and technical regulatamfrastructure to ensure compliance of
industrial products to standards and technicallegiguns;

iv.  the establishment of physical infrastructure fatustrial development including industrial parks
and special economic zones;

v. the establishment of a regional mechanism for @piey human capacity for industrial and
technological advancement;

vi.  regional support for Public Private Partnership @ndl Society dialogue;

vii.  the development of a regional mechanism to prowdstainable and affordable industrial
development finance; and



viii. Support for the development of a regional prodectdase for capital, intermediate goods and
tools.

1.2 Scope of the EAC Industrialisation Strategy

In this Strategy document, the definition of indust confined to the manufacturirsgctor, excluding
other industrial sectors such as constructionjtie| and mining. This will ensure more focussed
attention to the manufacturing sector which is tdered as the centre-piece for any industrializatio
strategy. The strategy however provides mecharf@msynergizing with the other complementary
sectors.

The United Nations International Standard Indukt@iassification (ISIC), Rev.3.1, on manufacturing
has been adopted for purposes of identifying pyicareas of focus for the Strategy. Table 1 below
outlines the relevant areas of focus, based on ¢&t€gorisation;

Table 1: ISIC Codes on Manufacturing

ISIC Code Category

10/11/12 Manufacture of food products, beveragestabacco products

13/14 Manufacture of textiles, wearing apparel

15 Manufacture of leather and related products

16/ 31 Manufacture of straw, wood and cork producisiture

17 Manufacture of paper and paper products

18 Printing and reproduction of recorded media

19 Manufacture of coke and refined petroleum prtgluc

20 Manufacture of chemicals and chemical products

21 Manufacture of basic pharmaceutical productspiramaceutical preparations
22 Manufacture of rubber and plastics products

23 Manufacture of other non-metallic mineral prasuc

24 Manufacture of basic metals

25 Manufacture of fabricated metal products, exocagthinery and equipment
26 Manufacture of computer, electronic and opficaducts

27/ 28 Manufacture of electrical equipment, machjirad equipment

29/30 Manufacture of motor vehicles, trailers, sémilers and transport equipment
32/35 Other manufacturing and energy

Source: United Nations

1.3 Guiding Principles in Formulating the Industrialisation Strategy

The development of the EAC Industrialisation Sggté2012 — 2032) has been anchored in the industria
strategies of the five Partner States, adoptingrevtappropriate, the strategic priorities of thetriza
States.

The development of the Industrialisation Strategg hlso been informed by and aligned with the Pan-
Africa wide industrialization initiative- The Stegy for the Implementation of the Plan of Actiar f
the Accelerated Industrial Development of Africd@A), 2008 (The AIDA Strategy).

The Strategy takes note of the strategic docunddrigher regional blocs, including the Southerniddr
Development Community (SADC), and the Common Maf&eEast and Southern Africa (COMESA).

Most importantly, the development of the Strateg@swnformed by consultations with key stakeholders
at the regional and national levels, includinglcdaciety, the public and private sectors.



The East African Industrialisation Strategy is mfied by the following guiding principles:

Principle 1: Enhancing equitable industrialisation in the region: Equitable development will be
achieved through a framework that promotes knovdest@ring and provides for equitable sharing of tax
benefitd among the Partner States while enabling the relonf all EAC Partner States to take
advantage of industrialisation through equitabkeas to employment and investment opportunities.

Principle 2: Strengthening and exploiting policy spergies between the Industrial Policy and other
sectoral policy instruments Successful industrialisation will depend on emgyircoherence in
implementation of the various sectoral policies ansfruments which impact on industrialisation
including application of a Common External TariffdaCustoms Union instruments; implementation of
the Common Market Protocol; harmonisation of taxatand management of taxes; removal of Non-
Tariff Barriers (NTBs); and harmonisation of stardia

Principle 3: Promoting strategic dialogue betweenhe public and private sector: This will be
undertaken to facilitate inclusive participationsed on the principle of competitive partnershipd an
ensure effective and sustainable industrialisation.

Principle 4: Strengthening industry linkages betwep large and Micro Small and Medium
Enterprises (MSMESs). This will entail facilitating production linkagesetween MSMEs and the large
firms, nationally and regionally, and linking them with global markets and value chains.

Principle 5: Promoting strategic targeted regionalindustry value chains with widespread linkages
and economic benefits extending across the regioithe rationale for promoting value chains in
strategic target industries is that the targetetlisiries will deliver significant benefits for trentire
region thus enabling Partner States to move tow@getslopment convergence.

Principle 6: Promoting industrialisation on the bags of comparative and competitive advantage
East Africa’s comparative and competitive advaniagenderpinned by three main factors, namely:

i.  Factor endowments; includes natural resources, huaygacity, and finance.

ii. Business climate; includes factors such as infuagire, policy environment, institutions,
public administration, and the availability of sgpfing services.

iii. Dynamic scale economies; refers to synergies aetiethrough -clustering and
efficiencies resulting from increased economiessadle. In the context of EAC, the
major driving force for greater integration willroe from the scale efficiencies that can
be achieved from a larger regional market, suppgrtiarger and more efficient
industries.

Principle 7: Enhancing skills and knowledge for indistrialisation: Successful industrialisation will
depend on building necessary human resource dewelup for industrial transformation, and
employment as well as entrepreneurship. The creatiwl strengthening of the region’s capacity for
innovation, and effective application of scienceal aechnology in industry will be instrumental to
industrialisation in the region. Entrepreneurshipl annovation will be critical to the EAC’s induistr
competitiveness.

Principle 8: Ensuring that the regional Industrialization policy institutional framework for
implementation provides for well defined and preditable roles of Partner States and EAC
institutions, with a clear institutional decision making framework within the region: The
implementation of the EAC Industrialisation Strategll take into account relevant national, regibna

2 For example, if VAT rates were harmonised within the region, to harness equitable sharing of tax
benefits, Company X in Uganda would import goods from Company Y in Kenya at a zero rate, and only
pay VAT in Uganda, where the goods would be consumed. Presently, both countries charge VAT on
goods imported or exported, at different rates



and international standards for safety, health, @andironmental protection, and will implicitly
incorporate national ,regional and internationammitments to gender equality, workers’ rights, and
other relevant conventions.

Principle 9: Market-led approach to industrialisation: The regional approach to industrialisation will
be informed by a market-led approach with clear adsparent rules and processes for strategic and
focused government intervention, in critical arsash as correction of market failures, provision of
public goods, investment in human capital, enhantdie technology base, and provision of information
and infrastructure needed by the private sectbetmme more efficient, innovative, and competitive.



2.0 STRATEGIC REVIEW
2.1 Lessons from Previous Industrialisation Stratgies in East Africa

Initial post independence industrialisation effontsast Africa and most of Africa sought to acleeelf
reliance and quickly transform countries from agjtieral to industrial societies. The strategies ever
premised on optimistic views of prospects for indaktransformation and were characterised bycaigo
on import substitution and subsequently, exportiteldistrialisation.

East Africa has a long history of cooperation irtigband economic spheres dating back to pre-
independence times. Immediate post independencperaton was oriented towards provision of
common services under the East African Common 8esvDrganization (EACSO), the predecessor to
the initial East African Community (1967-1977).

In 1967, Kenya, Uganda and Tanzania entered iriteady to consolidate and strengthen cooperation.
Under the previous East African Community, the ehceuntries singularly and jointly pursued Import
Substitution Industrialisation (ISI) strategies! Kbught to substitute externally produced goodd an
services with locally produced goods.

Import substitution was a common approach amongging economies in the 1950s and 1960s as an
industrialisation strategy to promote economic petelence and to lay a foundation for entry intdihig
value added manufacturing.

The region initially focused on the manufacturdat technology consumer items with the expectation
that subsequent industrialisation efforts wouldugon production of intermediate goods and ultitgate
the manufacture of sophisticated capital goods.

Industrialisation was characterised by strong dirgovernment participation through state-owned
enterprises in manufacturing and distribution amghHevels of industrial regulation pursued through
industrial licensing.

The 1967 treaty for East African cooperation unsastully sought to mitigate imbalances in levels of
industrialisation and intra-regional trade in goaasl services. Redistributive measures includeectir
allocation of industries and the creation of the EMevelopment Bank to support industry and
investment in the region. Tanzania and Uganda, whiere considered to be disadvantaged members of
the EAC, were each expected to secure 38.75% oftEilidestments as opposed to Kenya’'s 22.5%.

Under a tax transfer system, industries of leseld@ed members were protected by imposing a tamiff
imports from a country with which it had a tradeficie There were also regulations to encourage
industries in Uganda and Tanzania, but locatioraathges and the more business-friendly environment
pulled most of the investors to Kenya.

The demise of the Community in 1977 reflected dective failure by the region’s leadership in
addressing cooperation challenges. Specificallgrettwas lack of political will to address a rande o
issues at the core of regional disharmony includemguring broad based buy-in and commitment among
key stakeholders to sustain regional cooperatifiactevely addressing the issue of intra-regiomatle
imbalances, and resolving the inequality challemgth regard to sharing the benefits of regional
integration, macroeconomic disharmony and failaredordinate key economic policies, including the
industrialisation policy. The main challenges thd®y the EAC (1967-1977) in promoting industries
stemmed from:

a) Significant divergence in the EAC Partner Stategelimment paths whereby Kenya pursued a
market-oriented approach while Tanzania, and toesemxtent Uganda, sought to build their
economies on socialist foundations.



b) The global economic shocks of the early 1970s,utliolg the end of the Gold Exchange
Standard which resulted in global monetary insifghihnd the 1973 international oil crisis which
resulted in high global energy prices. These shdekd a negative impact on the regional
economy thereby constraining the region’s indulé$agion through ISI.

c) Attempts to redistribute the economic and induktoenefits of regional integration through
administrative and direct regulatory interventiossich as regional allocation of industries,
industrial licensing, variable trade tariffs, waénberently unsustainable.

The late 1970s and the 1980s witnessed a shifagt Africa’s approach to industrialisation. In faee

of the collapse of the original EAC, an unfavoueablobal environment, and regional political, sbcia
and economic disharmony, the East African couns@giht to minimise direct government intervention
in industry and to encourage export oriented mastufang.

The change in direction was primarily prompted bywanber of exogenous factors including the
international oil crisis of the early 1970s and tregion’s inability to sustain strong direct state
interventions as the primary path to enable ecooodgvelopment. The 1980s and 1990s were
characterised by the pursuit of Structural Adjusttrierograms (SAPs) which ushered in a period ¢ésta
retreat from industrialisation - a consequencextéraal interventions by the Bretton Woods insitins,
namely the IMF and World Bank.

In the absence of a structured regional cooperatiah coordinated industrial development policy and
strategy, country specific industrial policies ghuto put in place conducive conditions for the
emergence of private sector-led industry including:

i.  Deregulation of the economies to make the regulategimes less invasive;
ii.  Privatisation of state-owned enterprises and ccit bathe direct role of the state;
iii. Elimination of government subsidies primarily taegbat state owned enterprises;
iv.  Devaluation of currency in part to make export odds and services more attractive.

The SAPs exposed the domestic manufacturers, whohitherto been significantly shielded from
external competition, to competitiveness pressuvéany state-owned enterprises which depended on
state subsidies, could not sustain previous ledgisoduction.

However the SAPs, without addressing business @ntt such as weak infrastructure, limited actess
finance, and administrative barriers, did not achitheir declared goal of a restructured and irstnggy
competitive manufacturing sector

In the 1990s and more recently, the region’s inthliation policies have been strongly influendsd
issues of debt relief and poverty reduction effansl the need to ensure that debt savings behefit t
poor.

At the insistence of development partners, sigaificesources have been targeted at social sestais,
as health, often at the expense of the regioniasiructure and productive sectors. Critical ajsptaof
the region’s poverty reduction efforts has now heslin the prioritisation of support for the regis
production sectors, including manufacturing.

Unlike in the 1960s and 1970s, when ideologicafedi#inces contributed to derailing the integration
process, the EAC Partner States now pursue marierd development agendas. The EAC
Industrialisation Strategy also aims at ensuringitagle industrial development among all the Partne
States. The Strategy has to sustain an intricdtend@ among all the Partner States since the kgg-so
economic indicators are similar. The region has atfopted a people-centered approach to integration
order to ensure that all key stakeholders actiwlpport and champion industrialisation and other
development efforts.



2.2 Lessons from previous industrialisation strateigs in Africa

African industrialisation strategy initiatives hameluded the Industrial Development Decade of &fri
IDDA | (part of the Lagos Plan of Action (1980 —(), and IDDA I, whose main thrust was the
redefinition of the roles of the State and of thievgie sector, and the new emphasis on the role of
Regional Economic Cooperation (REC) in promotinduistrialisation.

Many production and trade indicators attest toféloé that Africa still lags behind the rest of therld in
industrial development. The continent’s share abgl manufactured fixed capital formation (MFCF),
manufacturing value added (MVA) and manufacturgaoets (ME) are extremely low, falling behind its
share of the global population (of around 18%) @rntdially stagnating (African Union; 2010).

African economies have the smallest share of matwied to merchandise export ratio, which was
17.8% in 2006. The comparable ratios for Americavetbping economies, Asian developing

economies, and all developing economies in the sgaewere 46.4%, 70.4% and 62.8%, respectively.
The ratio for developed economies and the globatae ratios were 76.3%, and 69.3%, respectively.

Furthermore, Africa’s manufactured exports per afME p.c.) and MVA p.c. are very low, compared,
for instance, to those of the developing economiésast Asia ( UN 2008 Report).

Fig.1 below shows levels of industrialisation irrida.

Fig 1: Levels of industrialisation and industrialgrowth performance in Africa
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Fig 2: Status of Industrialisation in East Africa
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In general, the strategies pursued by African stadeindustrialise their economies in order to echi
economic transformation and diversification reaifienited success. The following are the key lesson
learned from earlier industrialisation efforts:

a)

b)

d)

Industrialization strategies were often not fornbeda as part of a co-ordinated approach
including trade, investment and infrastructurends generally been agreed that a multi-pronged
approach is essential for success.

Earlier policy focus was often on delivering sugpto individual enterprises, especially
parastatal companies, than on their efficiency@ofitability. It has become widely understood
that the responsibility of the State should be myaim provide the foundation for a competitive
private sector through appropriate policy directiavell functioning institutions, a strong
regulatory framework, sound infrastructure, investinin knowledge and skills, provision of
public goods, and sustainable incentives regimes.

While external factors had a strong bearing onpxformance of industry in Africa, structural
factors, including quality of hard and soft infrastture, market size and effective demand for
products and services and weak skills base, play@ajor role. Experience has also shown that
lack of infrastructure is generally the most limgi factor to the development of the
manufacturing industry. It is therefore incumbentgovernments to ensure that new industrial
strategies and policies address these constraints.

Successful industrialisation requires local owngrsand championship. Championship of
industrialisation, including design and implemeiatatof industrialisation policies and strategies,
should however not just be a preserve of governsneat should involve all key stakeholders.
The relationship among key stakeholders is besrnmédiated by competitive partnerships
championed by the public and private sectors. €lrsgagement with the private sector will
ensure that policy design is sensitive to issuéscanstraints enterprises face.

Growth of the manufacturing sector can best be ptethalongside, and not at the cost of, the
development of agriculture and services. In all shecessful industrialising countries in Asia,
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the first step on the path to industrialisation waspid increase in agricultural productivity and
output. The continent’'s current resource endownastt stage of development suggests that
agriculture will be the key economic sector, sugipgrlivelihoods, contributing to food security
and earning foreign exchange in the immediate éugund over the medium term.

f) Political stability is a necessary condition fodurstrialisation. Political instability undermines
the basis for investment, both domestic and foreggml is often associated with destruction of
infrastructure.

Despite the major constraints faced on the econdmaicsformation path, Africa has demonstrated
resilience and renewed determination to overcoreectiallenges. At the pan-African level, the Action

Plan for the Accelerated Industrial DevelopmenfA@iica (AIDA) has been agreed upon by the Africa

Heads of State and Government and a strategy tierinemt the action plan formulated and endorsed by
the Conference of African Ministers of Industry (MA. The Plan identifies key priorities that neied

be addressed at national, regional, and contindetedls in order to promote coherent industrial

development. Priorities identified included;

i.  Product and export diversification

ii.  Mobilisation of resources for regional infrastruetiand heavy industries; establishment of
an industrial development fund for infrastructunel deavy industries

iii. Natural resources management and development

iv.  Establishment of strong linkages between indusing national and regional science and
technology centres of excellence and researchutistis

v.  Human capital development and sustainability

vi.  Facilitation of joint cross-border industrial emgses and intra-regional trade within the
framework of value chains

vii.  Development of standards and compliance
Viii. Development of legal, institutional and regulatbigmework

ix.  Provision of incentives to African Diaspora expéariscience and technology to contribute
to national industrial development

The AIDA Strategy has been adopted by RECs in Afiicluding the EAC, and the region seeks to
develop and implement a set of activities and nregsuat regional and national levels, targeted at
industrial development in each of the above aréasiority.



2.3 Review of the Industrial Development Strategies Partner States

The section below reviews the current industriibisa strategies pursued by individual EAC Partner
States and the linkages with national developmiamtsp

2.3.1 Overview of the Industrial Strategies

The current industrial strategies of all five PartriStates are premised on market-based approaches,
which see the governments as facilitators and emalof the industrialisation process. The appragche
emphasise the role of government as the policy makea provider of public goods, and as a creztar
suitable enabling environment within which the pte/sector can engage in business.

Specifically, the Government as the facilitator awhbler of industrial development addresses issues
such as: the malfunctioning markets, including ecting for externalities and failures; enhancing th
technology base and investing in human capital; @ogiding information and infrastructure needed by
the private sector to become more competitive utincefficiency improvements and innovation.

Table 2 summarises the key characteristics of #tiwmal industrialisation strategies of the fivatRar
States. Clearly, a number of commonalities candeetified in national industrialisation strategie8,
aiming at enhancing the business environment amdnstitution of an appropriate framework that will
ensure an industrialisation process led by theapgigector.

Table 2: Market Based Measures of the EAC Industrilisation Strategies

Research and Development

Skills and Human Resources Development

Physical Infrastructure for Industrialisation

+ |+ |+ |+
+ |+ |+ |+
+ |+ |+ |+
+ |+ |+ [+
+ |+ |+ |+

>0

Supporting Market Development Ability (Bot
Domestic and Export)

Infrastructure provision for Special Economic + + + + +
Zones

Improving Regulatory and Legal Framework]  + + + + +
Institutional Support and Development + + + + +
Raw Materials and Industrial Input - - - + -
Environmental Sustainability + + + + +
Energy Development for Growth + + + + +
Standards and Quality Infrastructure + + - + +
SME Development + + + + +
Promotion of Targeted Sub-sectors + - + + -

Source: Compiled by Consultant. Note: + means ttia measure is espoused; - means the measure is not
espoused

2.3.1.1 Synopsis of Selected Key Areas of Focudhe Industrial Strategies

A recent and special area of focus in all the itdhisstrategies is the development of special enun
zones (Table 2); which are geographic concentratioh interconnected enterprises and associated
support institutions. Within these zones, infrasiive — roads, power, water, sewerage - is proyithes
easing the most binding constraints faced by matufiag firms generally. In addition, the special
economic zones are fertile environments for theettgament of inter-firm linkages, as spatial proximi
and shared business interest facilitate collabmmati

Tanzania’'s Integrated Industrial Development Sgwa@025, for example, outlines a number of strategi
for the development of economic zones, including ierger of the country’s current two economic
zones (the Export Processing Zone and the Spectaddiic Zones) to form the Economic Development
Zone (EDZ). The EDZ will be developed at the wdtent of each development corridor, including the
Bagamoyo, Mtwara and Tanga.
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In Kenya, given the heterogeneity of the countrijjolv makes different regions suitable for different
types of industrial and manufacturing activitiesgion-specific industrial and manufacturing clustare

to be promoted, including providing them with nesyg infrastructure and services to stimulate
development. An initial pilot site will be set up Mombasa to allow for easy importation of necessar
raw materials and exporting of finished goods.

In Uganda, special economic zones are to be esigolithrough the development of industrial parks an
through the proposed institutional mechanism tommie and coordinate the “One Village One Product”
(OVOP) Programme.

In Rwanda, the industrial strategy outlines a nuntdfeneasures that will encourage industries tatec
in industrial parks and special economic zoneseelit from centralised industrial waste management
systems.

Another area of focus in the Partner States’ irthlsttrategies is the promotion of sectors or settors
with high growth potential. In Kenya, Tanzania daanda, unlike other Partner States, the strategies
direct the governments to target sub-sectors, wihereountries enjoy comparative advantage. Example
include agro-based industries such as textilescgaging of horticultural products, hides, skins and
leather, tea, coffee and sugar. The national gfiegealso target the processing of iron and steél a
petrochemicals.

In Kenya, Rwanda and Uganda, the strategies fudtress the importance of standards and quality
infrastructure, to promote product quality and &phdeal with the challenges of competition frorb-su
standard and counterfeit goods; illicit goods dledjal trade.

In Kenya, for example, a number of industries heokapsed or are on the verge of collapsing due to
counterfeiting and piracy. Textile and dry cell macturers are cases in point. (EAC Inception Repor
on the Counterfeit Policy; 2008).

2.3.1.2 Linkage between the Industrial Strategieand National Development Plans

The vision statements of national industrialisatstrategies are anchored in the long term develapme
goals of the respective EAC Partner States goventsne

Uganda: In Uganda, the industrial sector occupies a ceptaition in the Government vision geared
towards economic and social transformation. Théoni®f the strategy is an industrial sector that is
modern, competitive, dynamic, and fully integratei the domestic, regional and global economies.

Uganda aims to achieve 25% contribution of manufad products to total GDP and 30% contribution
of manufactured exports to total exports by 201&nt€bution of manufactured products to GDP during
the last five years has averaged 6.6% (Backgroutitet Budget; 2011).

Kenya: The country’s Vision 2030 identifies the indudtrsector as a key growth driver because
industry enjoys strong forward and backward linlsagath other important economic sectors such as
agriculture; offers high prospects for employmersation; acts as a catalyst for technology traresfiel
attraction of FDI; offers high prospects for da@pg Kenya’s drive to integrate further into thgimal

and global economy; and provides significant faneégchange earnings to the Kenyan economy. Kenya
targets a sustained industrial sector growth raig teast 15% per annum by 2017. The sector grew b
3.6% in 2008 and 2.0% in 2009 (Kenya Industriaid3p2010).

Tanzania: The Integrated Industrial Development Strategy 2ADS 2025) was developed to
implement the objectives of the Sustainable IndaisBevelopment Policy 1996 — 2020 (SIDP296 —
2020) and realise the targets stipulated by thed@a Development Vision (TDV) 2025.

3 The SIDP declares the government decision to phase the public sector out of production activities and let
the private sector be the principal vehicle for economic growth.
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The Vision 2025 recognises the leading role ofititistrial sector in the process of transforming th
nation from a least developed country to a middé®ime country and diversification from a weathed an
market depending economy to a self-sustainable-setustrialised one by 2025. The country targets an
average annual growth rate of 15% for the manufexgisector. Between 2003 and 2008, the sector did
register commendable growth rates, ranging betwes¥h and 9.9% (IIDS; 2025).

Rwanda: In Rwanda, the broad goals of the Industrial Rohod Strategy are those outlined in the
Vision 2020 and the Economic Development and PgvBReduction Strategy (2008 — 2012). These

include promoting the growth of the economy wittaeget of becoming a middle income country by
2020.

Rwanda’s target is for the industrial sector tooaict for 26% of GDP by 2020, national investmené ra
to reach 30% of GDP, and non-farm employment tahei4 million. It is worth noting that the
manufacturing share of GDP has declined from 20%980 to 12% in 2001, where it has remained since
(UNIDO; 2008).

Burundi: Burundi’s industrial policy and strategy for intlial development has targeted agriculture as
the key sector driving economic growth. There hiagen efforts to develop a national industrialigatio
policy and strategy to guide the industrialisajiwacess targeting the following aspects:

a) The creation of an enabling environment for thegig sector
b) Improving infrastructure

¢) Legal and regulatory framework

d) Increased access to finance

e) Strengthening of private and public institutions

Currently, the contribution of industry to the GDPthe EAC region is estimated at about 19.2%, of
which, 8.9% is generated by manufacturing (UNIDO12). This level of contribution is low in relation
to the average target of about 25% for the EACrearbtates.

Based on an assumed GDP growth rate of 6%, thefatelustrial growth needs to be 11.7% to achieve
a manufacturing GDP contribution of 25% within 28ays. This goal is achievable provided there is
sufficient commitment from the Partner States tecately implement their current proposed strategie
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24 Economic Situation and Challenges Facing Indusélisation in the EAC

The current economic context and the challengagadandustrialisation in the East African Community
are elaborated below.

2.4.1 The Current Economic Situation in the EAC

The impressive growth and expansion of the ecormmwieEAC Partner States registered over the past
decade or so has created an optimistic backdropsigahich the region’s industrialisation effortea
being pursued. Economic growth of the EAC regios haen faster than in the rest of Sub-Saharan
Africa since 2005 and almost doubled the rateseaeld in the previous 15 years (IMF, 2011).

The collective GDP (at current prices) of the fkAC Partner States stands at USD 74.5 billion (EAC
Secretariat; 2011). However, the region’s sustagmghomic expansion continues to be challenged by a
number of international economic shocks includimg 2008 global economic and financial crisis, mainl
characterised by instability in international ficai flows and bank lending.

Despite the recent global economic crisis, TanzaRi@anda and Uganda have been ranked among the
top 20 fastest growing economies in the world fog past five years with annual per capita growth
averaging close to 4% over the past six years. tgaacorded its highest growth at an average 666.9
while Tanzania and Rwanda have expanded rapidéeghre early 2000s (Fig. 3).

Fig 3: GDP growth in the EAC Countries: Account interms of mid-term trends; 2000 — 2009
12
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Source: The World Bank; 2011

According to the African Economic Outlook, the m&giis expected to lead growth on African continent
by registering a 6% growth in the period 2011/2H8&wever, for the region to achieve its objectife o
attaining middle-income status within the next Z@ng, it must sustain growth rates of 8.5% or highe
(IMF; 2011).

Table 3 shows key economic indicators for the EA@ion.
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Table 3: Macroeconomic Trends in the EAC Countries2008

Macro-economic Parameters Burundi Kenya Rwanda | Tanzania

GDP (in billions, constant 2000 US$) 0.9 17.6 3.0 5.41 10.9
GDP growth (annual %) 4.5 1.7 11.2 7.4 8.7
GDP per capita growth (constant 2000 US$) 111.3 2453 313.2 372.9 344.9
Merchandise trade (% of GDP) 14 -1.0 8.2 4.4 5.2
Export value index (2000 = 100) 39.4 53.0 31.6 48.9 50.1
Food exports (% of merchandise exports) 64.8 44.2 6.56 37.4 63.0
Food imports (% of merchandise imports) 11.2 11.6 0.31 7.8 13.0
FDI, net inflows (% of GDP) 0.3 0.3 2.3 3.6 5.0
Lending interest rates (%) 16.5 14.0 16.5 15.0 20.5
Real Interest rate (%) -6.9 0.8 -0.8 4.2 13.2
Domestic credit to private sector (% of GDP) 214 0.03 16.0 13.9

Source: The World Bank; 2011

EAC countries’ growth upturn is for the most paritven by services and extractive activities (UNIDO;
2011). Despite post independence efforts geareagcanhomic structural transformation, regional
economic output remains skewed towards relatively halue extractive industry and commodity
production.

Extractive industry and commodity production cdmite significantly to output and account for a éarg
proportion of GDP. Over the last four decades,réggonal economy has relied on the agriculture and
mining sectors. However, the region’s servicesmdts continued to gain prominence. The contrlouti
of manufacturing and value addition to the regioet®nomy, including employment generation and
wealth creation, remains modest, as illustratefign 4 (UNIDO; 2011).

Fig 4: Evolution of the GDP Structure in the Five AC Partner States; 1964 — 2005

100%
20%
80%
70%
60%
50%
40%

30%
20%
10%
0%
T & 8 R R E £ 2 8B § 8 82 8 8 B & &8 8 8 8 3
Z O A e e 9 ;o !l & s 8 e 6 . o a6 &6 © 8 o
— — — — — — — — — — — — — i} — il ™ ™ ™~ ™~ ™~
m Agriculture, value added W Extractive industries, value added
= Manufacturing, value added m Services, etc., value added

Source: UNIDO, 2011

The above figure shows that the economies in th€ Eéntinue to be dominated by agriculture although
its share in the regional GDP has decreased ower With the contribution of the services sector
increasing. Agriculture provides a livelihood tooab 80% of the region’s population, and is the kng
largest contributor to the employment in East Adrithe region’s agricultural sector produces bfasid
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and

cash crops, including coffee, cotton, tea, isuggrethrum, vanilla, cloves and other spices,

horticultural and floricultural products, which areinly traded with little or no processing.

2.4.2 Challenges to EAC'’s Industrialisation

Challenges facing industrialisation in the EACioagnclude:

(@)

(b)

(©)

Gaps in the governance capacity, as manifesteddydf viable strategies, policies, and systems
to guide the industrialisation efforts.

Institutional gaps, as manifested by lack of strovggitutions to provide support services, which
are needed to backstop the process of industtialisa

Shortages of critical mass of essential resouraelroad-based challenge embracgaps in
financial resourceqevidenced by the underdevelopment of domestianiral markets, lacking
capacities to capitalise on and effectively useoueses from diverse internal and external
sources). There are also shortages of essentiastinal skills, due to the underdevelopment of
human capital. Besides, critical massesezhnological capacitiesvhich are needed to catalyse
sustainable development, are lacking.

These basic challenges are compounded by smaiméated, and underdeveloped markets.

To more effectively realise the potential gainsniroegional economic integration, the EAC Partner
States, individually and collectively, are takingasures, though at varying degrees, to addresbthe
challenges, including;

i. instituting a conducive legal and regulatory fraroey
ii.  building quality infrastructure;
iii. enhancing Research and Development;
iv. enhancing access to affordable finance;
v.  strengthening political governance;

vi.  strengthening macro-economic stability and poliegsistency; and

Vii. enhancing education and skills;

It is also worth noting that several efforts arelemvay at regional level to address challengesdaci
industrialisation, through similar measures. Irs ttégard, to limit duplication, the EAC Industrialiion
Strategy (2012 — 2032) will only track the progretghe implementation of the above measures.

An Inter-Ministerial Coordinating Forum (IMCF) wilbe set up at the regional level, charged with
following up on progress in implementing the measuboth at national and regional level (elaborated
chapter 9.0). The deliberations and decisions ef IMMCF will be forwarded to the Council for
consideration.
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2.5 Benchmarking EAC Industry to Industrialisation in the Global Context

Knowledge of policies, incentives and programstegldo East Africa’s industrial sector, and thebglo
industry, is essential for a better understandihthe factors necessary to grow the region’s ingailst
sector. Benchmarking regional industry within thebgl context is essential for appropriate strateqg
policy design and implementation. In the contextaofegional market that is not fully integrated,
responsibility for industrial development primaritgsts with EAC Partner States. However, regional
integration has enormous potential to contributéhéorealisation of regional industrialisation attjees.

The global industrial landscape is constantly cirmpgEmerging manufacturing industries in Asia,
Central and Eastern Europe and South America areasing competition and forcing existing players t
be more efficient. The forces shaping global mactuféng are also at play in East Africa. As a
consequence, East African economies are challetmeake proactive steps to reduce the high costs
faced by domestic enterprises which largely steamfpoor infrastructure and a high regulatory burden
among others.

East Africa’s manufacturing sector comprises maj@ducers as well as MSMEs (see section 2.5.1 on
profile of MSMEs in the region) and contributed eppmately 9.7% to the region’s GDP in 2008
UNIDO, 2008).

The share of manufactured products in total expstémds at approximately 32%. Table 4 below
compares the contribution of industry to GDP witttie EAC and the rest of the world, over the period
1970 — 2008.

It is important to note that world manufacturingaashare of total world GDP has declined from &%6.
contribution in 1970 to 18.1% in 2008. This declisattributed to the significant expansion of ¢ihabal
economy which has witnessed the emergence of agss@rvices sector.

However, performance of East Africa’s industriattee has been heading in the opposite direction.
While industry in eastern Africa contributed to ab8.1% to GDP in 1970, this figure sharply incexhs
to 20.8% in 1990 (Table 4). No significant changs taken place since that time.

Growth in manufacturing in eastern Africa mirrorssamnilar pattern to that of other developing
economies. The sector contributed 1.7% in 1970s Thanged to 4.9%, 10.4% and 9.7% in 1980, 2000
and 2008 respectively.

Table 4: Contribution of Industry to GDP over the Period 1970 — 2008

World Industry 36.9 38.1 33.3 2911 28.8 30.1
Manufacturing 26.7 24.4 217 19|12 17.8 18.1
Mining & utilities 3.9 7.1 5.2 4.5 55% 6.2

Dev. economies Industry 13.1 35.6 35.2 355 388 40.7
Manufacturing 6.3 11.9 15.8 128 11.6 10.5
Mining & utilities 4.8 19.3 15.2 18.4 2B 258

Eastern Africa Industry 3.1 7.8 20.6 18.6 20(6 20.3
Manufacturing 1.7 4.9 3.4 1044 1013 9.7
Mining & utilities 0.8 1.5 3.3 3.1 3.6 3.

Source: World Bank; 2009

2.5.1 Micro, Small and Medium Enterprises (MSMES)

16



Micro, small and medium enterprises (MSMES) accdontthe majority of industrial jobs but larger
enterprises account for a much greater share ofifdaturing Value Added (MVA).

MSMEs are widely represented geographically andllimajor sectors of the economy, including the
manufacturing sector. MSMEs are also highly dieadiby ownership, type of enterprise, number of
employees, capital investment and stage of devedopmlt is estimated that MSMEs (engaging 1-20
persons) account for 87% of all enterprises inrdggon (EABS, 2003). On average MSMESs contribute
more than 70% of non-agricultural employment inréagion.

The activities in the MSMEs sector are generalharahterised by ease of entry and exit, self
employment with a high proportion of family workeasd apprentices, reliance on locally available
resources, small scale of operation with little isdpand equipment, high labour intensity, limited
adaptation of modern technology, low skill levelsth acquisition of skills mostly outside the forima
schooling system, lack of access to organised nwf&ekey resources (financial markets, educadio
training) and lack of access to supporting services

2.5.2 Competitiveness of the Industrial Sector

East Africa’s industrial sector is also charactliby lack of competiveness when viewed from aajlob
perspective. UNIDO’s Competitive Industrial Perfance Index (CIP) which combines four
competitiveness benchmarks including industrial ac#y, manufactured export capacity,
industrialisation intensity and export quality, pides an excellent tool for comparing country and
regional competitiveness in industry. Table 5 comapdour East African countries: Uganda, Kenya,
Tanzania and Rwanda, with four industrialising Asieountries. The regional distribution of CIP
rankings captures the global industrialisationgyativhere by many Asian countries have rapidlygdin
the ranks of highly industrialising countries — &#ads the developing countries of the CIP In&esh-
Saharan Africa, including all East African coungtitags at the bottom of their rankings.

Table 5: Ranking of Selected Countries by the Compigive Industrial Performance (CIP) Index,
2000 and 2005

Rwanda 114 115 0.101 0.116
Uganda 116 110 0.117 0.094
Kenya 102 101 0.135 0.14
Tanzania 117 115 0.087 0.18
Singapore 1 1 0.887 0.89

Korea 9 12 0.528 0.574

Malaysia 13 16 0.509 0.474
Taiwan 10 10 0.552 0.55%

Source: UNIDO; 2011

The East African Community Partner States, like tmBgb-Saharan economies, remain high cost
production locations. A case in point is the higldiiect costs faced by Kenyan firms. By estimates,
Kenya's factory floor productivity is close to Chis; but once one accounts for indirect costs, l&any
firms are seen to be 40% less productive than Ghifiems (ACR, 2009).

Further to this, although labour costs in the Rar®tates are competitive internationally, the op
manufacturing firms are not competitive as demastt by the region’'s low levels of trade in
manufactured products.

The capacity of East Africa’s industry to innovaad adapt to global competitiveness challenges
significantly depends on several factors. Theskidlecthe capacity of government to play an effectiv
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role as the regulator of business activities, aspitovider of services and infrastructure, and efoof
contracts.

The quality of government intervention significanithfluences the capacity of the region to atttzwth
domestic and international investments, to creat® anterprises and to foster the growth of existing
businesses. While earlier phases of industriativain Asia and elsewhere relied on policies geared
towards shielding their domestic markets from exercompetition, the current WTO global trade
regime limits the policy scope for trade policyentention.

In a globalising world economy, with increasing gmtition among countries and regions, a number of
enabling factors have assumed increased imporiacteling; the tax burden of companies, access to
highly qualified manpower, quality of infrastructyrincluding power, telecommunications, road, rail
and air transport. EAC countries are thereforelehgkd to learn from these countries in terms ditpo
and strategy design and implementation.

Lessons and Best Practices

A number of lessons and best practices can be dirmnmexperiences of other countries and regioas th
have registered greater success in achieving stalctransformation and economic diversification.
These include:

Market access key to industrialisation: Experiences from industrialised countries demaistihe
importance of accessing wider markets able to geosgufficient demand for large scale productiore Th
emergence of the Asian Tigers, and more recenglypttenomenal growth of industry in China, has been
driven by access to international markets includimg USA and European markets, in addition to the
growing domestic demand.

Building a fully integrated EAC market will be dgal in unlocking local manufacturing potential \ehi
consolidating the EAC market will be critical todustrial growth by providing markets for products
manufactured within the region.

Enhance Government capacity to design and implemertppropriate policies: A strong lesson learnt
from more successful industrial societies relatethé importance of strengthening Government capaci
to develop and implement industrial developmengpmmmes and policies.

Weak state institutions make it challenging for ggmnment to implement policies and interventions in
support of industrialisation. National and regioe#fiorts should go towards enhancing capabilitees t

design, formulate, and implement policies, straegand programs. Support may be available from
international agencies, such as UNIDO, and devedmpipartners.

Strengthen technology and innovationThe Asian Tigers were able to significantly impegwospects
for industrialisation by committing substantial sasces to technology development and acquisition as
well as innovation.

This partly entailed establishing regional innowatisystems, promoting collaboration and networking
between universities and industries; fostering watiwe mind-sets of the CEOs and employees through
training programs; offering skills training matchirthe needs and demands of local enterprises;
customized education and technology support progranmeet the needs of industry and many other
policies.

East Africa should provide more support for tecbhggland innovation by stimulating local production
of technological knowledge by providing incentivés entrepreneurs or facilitating technology
acquisition through FDI. Governments should alsee# in education and basic skills formation to
ensure ample supply of skilled labour.
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Create intra-industry linkages and linkages in thewider economy: Economies that have achieved
successful industrialisation, including the Asiaigers of Singapore, Korea, Taiwan and Hong Kong,
prioritised the development of intra industry armdreomy wide linkages for instance promotion of agro
industry is a smart way of ensuring a productivikdge between industry and agriculture. Sustained
industrial demand for agricultural products is ged to enhance agricultural productivity throwgh
dynamic productive relationship between manufactuaed farmers.

Linkages can also be created between domestic &imdgoreign firms and result in technology transfe

and enhancement of local skills base. Policiesuggpert development of industrial clusters are also
critical. Fig. 5 below illustrates agro-industrynkeges using an example of Mukwano Group of
Industries, a Ugandan-based industrial conglomerate

Fig 5: lllustrating Agro-industry Linkages Using an Example of Mukwano Group of Companies, a
Ugandan-based Industrial Conglomerate Employing owe6000 Workers
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3.0 RESOURCE ENDOWMENT AND COMPARATIVE ADVANTAGES | N THE REGIO

In this section an analysis of the resource baserfmdustrialization in each Partner States is
presented including the profiles of the various indstrial sectors /sub-sectors. A systematic
methodology has been applied to identify strategimdustrial sectors targeted for promotion based

on the region’s comparative advantages. A SWOT angis is also presented to assess the prevailing
internal and external environment that determines he growth prospects of the sectors.

3.1 Sectors with Potential for Growth in EAC Partne States

The sectors with potential in the EAC region hawerb derived from the analysis of the industrial
strategies of the Partner States in relation te#tigting and potential comparative advantage. Agrtbe
areas covered are: comparative production advangagential contribution to GDP and employment;
current and potential contribution to exports; atamce of raw or input material; and potential for
competitiveness. The profiles of the industrialtees in each Partner States are summarized bé&losv.
detailed profile of the industrial sector in eacuwtry is provided in Annex 1 which presents gehera
information about the attractiveness and feasjhilftindustrial sectors prioritised in each PartBtate.

3.1.1 Uganda — Manufacturing Sector & Overview of &ctors with Potential

Uganda’s manufacturing value added as a percenfaG®P is lower than the Sub-Saharan average of
14.8%, and has declined from 9.83% in 1999 to 6.#3%003. In the preceding years up to 2009, the
sector had an average growth rate of 7.7% (The d\Rathk; 2010).

The major industries in the country are based atgssing agricultural products such as tea, tohacco
sugar, coffee, cotton, grains, dairy products, edible oils. Other important industries include hee
brewing and the manufacture of cement, fertiliseraiches, metal products, paints, plastics, sisoeq
and textiles.

Manufacturing of textile apparel has the higheshbar of businesses in Uganda. Cotton ginning has 15
companies, textile manufacturing has 67 units, arahufacture of wearing apparel has 3,418 units
(UNIDO; 2011). There are a number of small andag#tindustries, which produce a wide variety of

metal and wooden products ranging from securityrglobousehold and farm goods, numerous spare
parts, and furniture.

There is evidence that Uganda’s industrial strectarskewed towards agro-processing, and a few ligh
manufacturing industries. Findings of recent redeaoy the Economic Policy Research Council,
analysing Uganda’'s Revealed Comparative Advant&jeAj in the EAC region, established several
sectors in which the country possess comparativardadge over other Partner States.

3.1.2 Rwanda — The Manufacturing Sector & Overviewof Sectors with Potential

The manufacturing sector in Rwanda is small, angleys a very small proportion of the active
population. According to 2007 EAC estimates, thet@eemployed 45,907 persons including non
permanent/seasonal workers, of which 80% were énftlod processing sub-sector. Manufacturing is
dominated by agro-processing.

There is also manufacturing of textiles, cementntpgpharmaceuticals, soap, matches and furniture.
According to the Ministry of Finance and Economitariding, in 2006, about two-thirds of the
manufacturing operators were micro and small establents, employing under 50 workers (UNIDO;
2011).

Rwanda’s industrial policy and strategy commits @@vernment to promote new economic sectors to
boost domestic production and foster export cortipetiess. The policy and strategy also commit the
Government to promote future sectors with a focwms needium and high-tech industries. As a
consequence, a total of ten sectors have been da&unas priorities. These sectors were selectethen
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basis of desirabilifyand feasibility. Table 7 below outlines the sectors selected ta@adimelines within
which they will be promoted.

Table 6: Sectors Targeted in the Rwanda IndustriaPolicy and Strategy

Short-term Improve the feasibility of Agro-processing (including pyrethrum, dairy, vedp¢aoil,
industries and promote the sectorssoaps and detergents); textiles (including sillatder &
leather good); mineral processing
Medium- Promote desirable sectors as they Construction materials (including cement); pharnuéicals;
term become feasible chemical products (including fertilisers)
Long-term Reduce support to successfluilding materials (metal parts and structuresp-fiastics

sectors, and promote support
new feasible sectors

tand other high-tech industries

Source: Rwanda Industrial Policy and Strategy; 2011

4 Desirability relates to the sector’s potential for economic and social returns, its potential for linkages with other sectors and
dynamic technological trajectories

> Feasibility relates to export potential, presence of domestic demand and availability of inputs.
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3.1.3 Tanzania — The Manufacturing Sector & Overvie/ of Sectors with Potential

The manufacturing sector of Tanzania has recentigwed signs of recovery and growth. Its
performance is still low by African standards, prothg only US $15.5 as manufacturing value added
(MVA) per capita in 2008 (UNIDO; 2011). The manuiaing sector comprises mainly firms engaged in
food, beverage and tobacco processing, paper ak@giag, textile and garments sub-sectors. Other su
sectors include steel and steel products, petrgledmamicals, cement, glass and other non-metallic
production.

The IIDP 2025 outlines sub-sectors have been &dgketlr development. The sub-sectors were selected
based on: size of the market; length of value ¢ghagilability of resources; and the sector’'s corapae
advantage. Some of the sub-sectors include: atiland chemicals, textiles, light machinery, ieonl
steel subsector and agro-industry. Agro industryecsi edible oil, cashew nut processing, fruit
processing, milk and dairy, and leather and legtheducts.

3.1.4 Kenya — The Manufacturing Sector & Overviewof Sectors with Potential

Kenya's industrial sector has grown marginally otver past two decades. The sector, despite inibalt
has not been dynamic enough to function as "amergi growth of the economy" as is the case witieo
emerging economies. The sector has been inwardhipakith limited technological progress and refiect
past import-substitution and export-led policy otaions (Kenya Draft Industrial Policy; 2010).

Manufacturing accounts for about two-thirds of Kaisyindustrial sector, the rest being made up of
guarrying and mining and construction. Accordiaghe 2010 economic survey, the contribution of the
industrial sector to GDP in 2009 was as follows;nMacturing — 9.5%; Construction - 4.4%; and
Mining and Quarrying — 0.5%.

Manufacturing is mainly agro-based and is charesedrby relatively low value addition, employment,
capacity utilisation and export volumes partly dueveak linkages to other sectors. The intermediate
capital goods industries are also relatively uneeetbped, implying that Kenya’'s manufacturing secto
is highly import dependent. The performance of th@&nufacturing sector has been affected by low
capital injection, use of obsolete technologies laighh costs of doing business.

Kenya'’s Industrial Policy has identified 22 secttdrive the country’s industrialisation processtie
short, medium and long-term including iron & stdmyerages & tobacco, wood & wood products, paper
and paper products, pharmaceuticals.

3.1.5 Burundi — Manufacturing Sector & Overview ofthe Sectors with Potential

Manufacturing activities in Burundi are dominateddmall scale processing and manufacturing plants,
concentrated mainly in Bujumbura. The largest itdals enterprises include a brewery, a textile
company, a sugar company and enterprises involveéde packaging of coffee. The largest enterprises
are state-owned and constitute the bulk of theonatioutput (UNIDO; 2011).

Other companies, mostly SMEs, are primarily engaggutocessing local agricultural raw materialg (e.
vegetable oil, fruit juices, mineral water, tobacha@e tanning, etc) and production of consumerdgoo
(foam mattresses, textiles) and building materi@thier agricultural products such as cotton, coffea,
and sugar are also processed in the country.

Prior to the political crisis of 1994, the contrilmn of the national manufacturing sector to GDPswa
around 12%, and provided employment to about 48p@@thanent and part-time workers. The political
crisis, followed by the recent global recessiosuled in a decline in the sector’s contributiorvoyume
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and value. Burundi's strategy for industrial deyei®nt has targeted agro-industry as the key sector
driving economic growth.

The government has embraced industrialization driby private investments as a strategy for
invigorating growth and reducing poverty over tlomd term. Areas in which the private sector has
invested include: agro-industry, the manufacturebakic products such as fertilisers, pesticides,
pharmaceutical goods and traditional cash cropfegocotton, tea) as well as production of non-
traditional crops such as fruits and vegetabled flanvers.

Particular attention is being paid to encouragirgoets of non-traditional products (for exampleyitfs,
vegetables, and ready-made clothing) where Buruaslicomparative advantage.

3.2 Priority Regional Sectors

For industrialisation efforts in the EAC to be sessful, concerted regional efforts should be erdzhrk
upon to primarily promote those industries that ammpetitive in local, regional and selected
international markets.

Strategic Regional Industries:Defined for the purposes of this Strategy, asvatige industries to be
promoted based on comparative and competitive adgas of the region and which contribute to
attainment of at least four of the following (i)stering of complementarities or enhancing collatiega
production in the region, (ii) large investmentsiebhmay require pooling of resources to ensure that
economies of scale are achieved, (iii) contributiegrealisation of backward and forward linkageshie
value chains with regional dimensions, (iv) conitibg to employment generation in the region; and
having presence in at least more than one Partia¢e. Such industries are considered important for
industrial development in the region since theyegate economic benefits which extend across the
region through value chains.

In selecting industries to promote, market size effitiency was taken into account because they are
inter-related. For example, firms are able to grawd to serve larger markets as they become more
efficient in exploiting their factor endowments aligh better management and innovation, and as they
benefit from low cost of doing business due toraprioved business climate.

The EAC Industrialisation Strategy aims to achithie goal by identifying opportunities for upgradin
deepening and diversifying of existing industrisd also promoting new investments.

From Section 3.1 highlighting the industrial langse of each Partner States, it can be observedtleat
national industrialisation plans are quite ambiion scope thus calling for prioritisation. . Thgbu
consultations with stakeholders in the public andate sector, a long list of target industrialtees was
prepared based on national strategy documentstar@peted national industries were subjected tdéurt
scrutiny, to establish their attractiveness andtegic feasibility, using the framework developed b
UNIDO (Fig. 6) for identifying industrial developmepriorities. The framework used in selecting &rg
regional industries is based on two dimensiongaetitenessand feasibility.

6 The Attractivenesscore is calculated from a weighted average ofdtewing: Potential impact on GDP growth and MVA50%); Potential
for employment (10%); Potential for inclusive grom{©%); Potential for profitability and tax colléms (10%); Low environmental impact
(15%); Modest investment requirements (10%); Fodvaard backward linkages (15%); Strategic fit witluistry vision of the future (10%); and
Skill development impact (10%).

’ Feasibilityis calculated from a weighted average of the foltmw Availability of competitive raw materials armdputs (20%); Technology
readiness (5%); Availability of adequate trainedrikfarce (5%); Ease of doing business and favourahderoeconomic conditions (15%);
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Using the UNIDO Framework (Fig 6), different indiss were assigned a score on attractiveness and
strategic feasibility, as illustrated in Table 7rFoth parameters, industries are assigned a sfore
between 1 and 10.

Fig 6: UNIDO’s Assessment Framework
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Source: UNIDO; 2010

Table 7: Industry Attractiveness and Strategic Feability

S.no.|Industries Total Total Strategic
Attractiveness |Feasibility
Weightage
Agro Processing - Veg QOil, Fruits, Beverages, Dairy, Meat,
1[Nuts, Plantation produce, Grain milling 8.20 6.80
2|Fertilisers and agrochemicals 7.05 6.20
3]Pharmaceutical Industry - Bulk and retail 6.80 4.99
4]Petrochemicals and Gas processing 6.75 4.74
Iron, Steeland other metals and their products tubes,
S5lbars, rods, rolls, wires, pipes, mesh 6.45 4.69
Energy - Bio, Ethanol, Solar, Geo thermal, Hydro-electric,
6]Thermal etc. 6.40 6.23
7]Agro machinery 6.30 4.39
8|Machine tools and spares 6.05 4.39
9|Basic medical equipment 6.00 4.64
10|Transformers and electrical equipment 5.85 4.34
Textiles - Cotton, Silk, Linen Spinning, Weaving and
11]Garments 5.80 5.69
12]|Packaging Industry & Sacks 5.65 5.24
13]Plastic products 5.65 4.89
14|Electronicand computer assembly 5.65 4.09
15|Cement 5.45 5.74
16|Sheet Glass and ceramics 5.40 4.94
17|Leather 5.30 5.54
18|Dyes and chemicals 5.00 4.89
19|Soaps and Detergents 4.90 4.94
Automotives - cars, buses and tractorassembly and
20[|spares 4.50 4.34

Infrastructure and energy quality and cost impa6e4); Adequacy of policies and regulations (15%gwLcompetitive pressure (15%); and
Access to available markets, regional and exp&3u)L
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In Fig. 7,a graphical illustration on how each istity scores, using UNIDO’s assessment framework is
presented . Note; the number on the bubble is gemin its serial number presented in Table 12eabov

Fig 7. Graphical lllustration on the Attractiveness and Strategic Feasibility of a Targeted Industry
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From Fig. 7 above, it is clear that agro-processiegtlisers, iron/steel and metals, energy pngec
(ethanol) and textiles registered the highest sconeattractiveness and strategic feasibility, tiedefore
have the greatest potential for growth within tegion. Automotives, soaps and detergents and dyes a
chemicals are among the industries that scoredetist, and therefore, have the least growth patenti
within the region.

3.3 Identified Strategic Regional Industries incluihg Case Studies

Basing on the above analysis and broad consultatitin stakeholders, the six industries below have
been selected as the ones with potential comparativantage within the region;

a) Iron-ore and other mineral processing;
b) Fertilisers and agrochemicals;

¢) Pharmaceuticals;

d) Petro-chemicals and gas processing;
e) Agro-processing; and

f) Energy and bio-fuels.

3.3.1 Agro-processing Industry

The agro-processing industry scored highest onsinguattractiveness (8.20) and strategic feagybilit
(6.80) and therefore, has the highest growth piatieintthe region.

Agro processing industry in the region primarilyrgarises:
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i. Vegetable OIl
i.  Fruits & Vegetable Processing — Papaya, Pineappleana, Mangoes, Tomatoes etc
iii. Beverages — Tea, Coffee, Beer etc.
iv. Dairy — Cheese, Powdered Milk and Processed Meat et
V. Nuts — Cashew, Macadamia etc.
vi.  Other Plantation Products — Sisal, Pyrethrum, Satzar
vii.  Grain milling and VAPs — Maize, Wheat, Rice etc

Kenya: In Kenya, agriculture is the mainstay of the ecop@nd currently represents 24% of the GDP.
More than one third Kenya agricultural producexpated and this accounts for 65% of Kenya'’s total
exports. Most of the agro-exports from Kenya areaw or semi-processed form creating room for an
enhanced higher level value chain.

Tanzania: In Tanzania, the agro-processing sub-sector repte$5% share among the manufacturing
sector, with beverage and tobacco industries ad¢rgufor the majority of industries in the sub-sect

Uganda: In Uganda, in 2010, the food processing, beveegktobacco sector was the most dominant
industry with one third of the selected manufactgrand 52% share of the total employment. In theesa
year, the sector accounted for nearly half of Ugédxports (47%).

Rwanda: In Rwanda, over 90% of households practise somma fif crop cultivation while the sector
serves as the principal source of employment farlng0% of the labour force and accounts for afzout
third of GDP. Rwanda’s top exports are agro-basetlding tea, coffee, and horticulture (vegetables,
etc),

Burundi: Burundi’s strategy for industrial development kexgeted agriculture as the key sector driving
economic growth. The principal traditional agro4isttial crops include coffee, tea and cotton.

Below is a case study on areas the EAC can cobébowith the private sector to enhance the
productivity of the agro-processing industry

Box 1: Joint Negotiation Strategy Can Boost Agro-processing in the Region

A large cashew nuts processing company headquartered in East Asia and with operations in Tanzania has
expressed interest in setting up a processing plant in the country, to tap into the abundant production of the
nuts in the country, and also leverage its economies of scale, using Kenya’s modest yield.

However, Kenya recently banned export of raw cashew nuts. This suggests that the company would only rely
on production from Tanzania, which may have an impact on its economies of scale.

It is understandable why Kenya would only allow processed cashew nuts to be exported, but derogation can
be made in the case of EAC countries. Also, since Tanzania has imposed a tax on export of raw cashew nuts at
15% of FOB value or 160 USD / Mt, whichever is higher, the same could be a barrier for export to non EAC
countries, rather than a blanket ban.

The company also argues that the EAC should lobby India (one of the largest markets of cashew) to allow
import of value added goods like cashew kernels into the region, which today attracts 20-30% import duty,
while the raw cashew nuts are duty exempt. This will support more processing in East Africa.

This case study demonstrates how a joint negotiation strategy by the EAC Secretariat with Partner States can
benefit the region as a whole. The case study also demonstrates the need to harmonise national sub-sector
strategies and to give special derogation to movement of goods within the region so that the industries can
benefit from economies of scale
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3.3.2 Fertiliser and Agro-chemicals Industry

The fertiliser and agro-chemicals industry regestiethe second highest score on attractiveness) @nab
strategic feasibility (6.20).

Fertilisers are any organic or inorganic materiélnatural or synthetic origin (other than liming
materials) that is added to soil to supply one orerplant nutrients essential to the growth of fgan
Inorganic chemicals typically contain the elemgsttesphorus, nitrogen, sulphur, and potassium (P, N,
S, K). Agrochemicals refer to the broad range dftipeles, including insecticides, herbicides, and
fungicides.

The phosphorus in commercial fertilizers is normadbtained from rock phosphates. Nitrogen is
provided by ammonia, manufactured by a processuses$ natural gas as the source of hydrogen, and
energy. Globally, two percent of the natural gaxipction goes into manufacturing of ammonia.

Tanzania has abundant deposits of natural gas aoidphosphates, which can scale up fertiliser and
agro-chemical production in the country. Kenya tlawnstream petroleum and rock phosphates as well,
which can significantly boost fertiliser and agteemical production in the country.

Fertiliser usage, which would greatly increase@gtiiral productivity, is currently very low in tHeAC
region. Farmers in East Africa are not adequadelysitised about the benefits of using fertilisand
other inputs such as agro-chemicals and are diagedrby the high cost of inputs, and significamt pa
the cost is the due to transport and logistichasriputs have to be imported.

Fertiliser use in Kenya is estimated at about 3&gwhile in Tanzania it is estimated at about B&gin
Sub-Saharan Africa, fertiliser use is less thanglokNutrients per ha mainly due to the high grain
nutrient price ratios and high levels of productitsks (N. Mont; 2009).

Box 2 below illustrates how investment in the fes¢ir and agro-chemicals industry can be bolstered
through harmonisation of regulations and the estaivient and implementation of effective policies.

Box 2: Harmonisation of Policies Can Increase Investment in the Fertiliser and Agro-chemicals
Industry

A large multinational has prospects of setting up a fertiliser and agrochemical plant in Kenya. The firm has
explored phosphate mining areas and is in the initial process of setting up a non-ammonia based fertiliser
crusher.

The firm will also refine the rock phosphate to pure cakes, which will later be transformed into
agrochemicals. The firm is however worried about the time it will take to get the agro-chemicals certified
in the countries. Apparently, it takes three years per country to get certification clearance.

The establishment of a non-ammonia based fertiliser crusher could have been expedited, if substantial and
timely information on processing the certificate was availed, including the fact that a certificate received in
one country is acceptable in all other countries of EAC as well.

Also, the fertiliser plant with ammonia becomes feasible only when there is a large market, which can only
be achieved if the governments decide to make use of fertilisers a central theme of their agricultural
policies.

This case study illustrates the importance of harmonisation of standards and the need for an appropriate
agriculture sub-sector policy that will boost production in the region and make production of fertilisers
and agrochemicals viable.
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3.3.3 Pharmaceutical Industry

The pharmaceutical industry registered the thirghést score on attractiveness (6.8) and strategic
feasibility (4.99).

In 2008, world exports of pharmaceutical productravestimated at $400 billion, with Sub-Saharan
African countries contributing about 10% ($326 moil). The majority of global pharmaceutical sales
originate from US, EU and Japan, with ten key coastaccounting for over 80% of the global market.

Available literature suggests that the pharmaceauirdustry in the Middle East and Africa is curtttgn
entering into a new era, with the development &Btructure system and rapidly changing regulation
This is mainly due to the high prevalence of dissabuge population base and development of leghl a
regulatory measures to address health sector ngelle The pharmaceutical market in the Africanaegi
is expected to grow at a CAGR of around 11% du2i@g0-2012.

In East Africa, the pharmaceuticals industry isrently fragmented with limited local production of
generic active ingredients and international phasuatical companies exporting pharmaceutical praduct
in the region.

The region imported pharmaceutical products estichat $800 million in 2008. Table 13 provides the
pharmaceutical products imports for all the ParBtetes.

Table 8: EAC Pharmaceutical Product Imports 202@d03

Pharmaceutical

products. Imported 2004 2005 2006 2007 2008

value : USD (‘000)
Burundi 14,977 16,135 26,619 25,407 31,952
Kenya 27,820 158,019 203,554 222,175 293,302
Uganda 77,553 81,778 119,741 172,046 241,669
Rwanda 16,064 32,260 34,211 57,273 48,200
Tanzania 52,711 107,608 88,543 167,019 191,981

Source: ITC calculations based on COMTRADE statcstj 2009

The successful establishment of the pharmaceutcaistry in the EAC region requires measures to
ensure that the industry operates at full capdoigchieve economies of scale. It also requiresctife
research and development. Research and DevelogR&DY) is the starting point of the pharmaceutical
industry value chain and crucial to value additibmustry coordination is necessary to ensure tthat
heath and industrialisation objectives are achiéwedmutually reinforcing manner.

Efforts should be undertaken to raise the levelR&ID, science and technology and innovation
undertaken in the public sector to enhance indalstompetitiveness in the pharmaceutical industry.
Also, the EAC should identify capacity strengthenineeds of existing training institutions and/or
examine the justification for new institutions t@et R&D skills requirements for the industry.

3.3.4 Petrochemicals and Natural Gas Processing lastry

The petrochemicals and natural gas industry regidtéhe fourth highest score on attractivenesssj6.7
and strategic feasibility (4.74).

& http://www.rncos.com/ (“Middle East and Africa Pharma Sector Forecast t62012”)
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The boom in global demand for oil and its derivasisuch as petrochemicals has led to the develdpmen
of vibrant international trade in the petro-cherhicalustry particularly among the developed nations

(Fig 8).
Fig 8: Oil Demand by Sector; 2006
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In the East Africa region, Uganda has proven opadits, whose production will provide the pre-
requisite raw materials essential for the develagna the petrochemical industry in the region.
Exploration for oil and gas in Kenya and Tanzarada fielded promising results as well.

The Uganda Government, in line with its National @d Gas Policy, 2008 has developed plans to
undertake medium to large-scale refining in thentguto satisfy national and regional petroleum
product requirements.

3.3.5 Iron Ore Processing and other Steel-relatedr®ducts

The iron and steel industry registered the fiftighleist score on attractiveness (6.45) and strategic
feasibility (4.69).

The iron and steel industry includes productiorstgel from iron ore and manufacturing of structural
metal products such as steel structures for faagaid related installations, spare parts, motoicke
bodies and trailers, domestic appliances, watdsstaand electricity conductors.

The steel products manufactured are used in sughusiries, tea factories, railways, cement plants,
cotton ginneries, textile industries, steel plambéning, and electrical machinery. The iron andekte
industry is an attractive industry because it hgsificant technology trajectories and economies of
scale, with the potential to generate far-reacpiogjtive effects.

It should however be noted that the majority ofiemd steel factories currently operating in trgae
depend on steel scrap, whose supply is uncerté@t.potential exists for an integrated iron & steell
utilising the existing iron ore in the region.

In Uganda for example, hematite of high qualitynirore occurs in the western part of the country,
estimated in excess of 50 million tonnes. In Taigathere are proven iron ore reserves in Liganga,
estimated at 45 million tonnes and in Itewe, eatead at 50 million tonnes. In Kenya there are pnove
iron ore reserves in Kitui and lkutha. Further, thgion has scattered expertise in engineeringydigu
and metal workshops.

Opportunities exist for setting up foundry worksitltan make precision castings from which precision
components can be machined. Three Partner Stages@d, Tanzania and Kenya) each have plans to set
up mini-integrated iron ore processing plants. €hare therefore opportunities for collaboration in
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establishing an integrated iron and steel millst tban serve the regional market and facilitate
development of other linkage industries in the oagi

3.3.6 Renewable Energy and Bio-fuels

The energy and bio-fuels Industry registered aesadr6.40 on attractiveness and 6.23 on strategic
feasibility.

The renewable energy production (bio-fuels, s@an-thermal) industry registered a score of 640 o
attractiveness and 6.23 on strategic feasibiliyx B summarizes the case of ethanol as a liquiduab
Bio-diesel, which can be produced from jatropha @tfietr crops, is another attractive source of
renewable fuel for the transport sector.

Cogeneration is the simultaneous production ofgndreat and power from a single energy system and
source. It is also known as combined heat and p¢@ieP) technology.

The other renewable energy technologies, solaganthermal, have manufacturing potential through
the establishment of industries for the productibeolar panels and geothermal power productios rig
within the EAC.

Box 3: Opportunities for Ethanol Production in the Region

This case involves four sugar estates located along Lake Victoria - Kagera in Tanzania, Sony Sugar in
Kenya and Kakira Sugar Works and Sango Bay in Uganda. Sango Bay and Kagera are privately owned,
while Sony Sugar will soon be privatised.

The four sugar estates occupy sizeable pieces of land, which present enormous opportunities to
expand and modernize their production. The total amount of cane crushed by all four is over 10,000
tonnes per day. If they were to expand, and modernise, the estates can collectively produce close to
50,000 tonnes of cane per day. This kind of production (50,000 tonnes of cane per day) can viably
support the establishment of an ethanol plant and an independent power project. Since they are all
located along the Lake, the estates can use barge transport and therefore reduce the cost of transport
dramatically.

This joint project will need to be facilitated by the EAC and the benefits are likely to be immense
because electricity generation from bagasse can have a direct positive impact on the quality and cost
of electricity, and ethanol fuel generation can save precious foreign exchange for the three
governments.

This case study demonstrates the need for regional collaboration and effective policy measures,
whereby the three Partner States will work closely with the four private sector operators to lessen
dependence on hydro-power.
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3.4

SWOT ANALYSIS OF THE MANUFACTURING SECTOR IN THEAC REGION

This section presents a SWOT analysis of the imidlisiector in the region. The analysis summatrtises
discussion presented in the preceding chapters.

Table 9: SWOT Analysis of the EAC Region

Strengths

Peace and political stability (with growing poldic | ¢
commitment), in addition to the EAC population of

134 million consumers, access to the other regional

markets of COMESA (385 million) and SADC (215
million) as well as preferential access to the Bl & »
US markets
Regional hub for transport logistics with long .
coastline for export oriented industries .
Sound macroeconomic fundamentals
Rich endowment of natural resources

Commitment from Partner States to industrialise the

region

Presence of institutional framework for
industrialisation (The Department of Industry a the
EAC, Partner States’ Ministries of Trade and
Industry and East Africa Community Affairs)
Growing demand for value added products .
Presence of a Customs Union, a Common Markete
Protocol, SADC-COMESA-EAC Free-Trade
Tripartite .
Growing intra-regional trade

Weaknesses

Inadequate physical infrastructure, particularly
along development corridors

Small and fragmented market of individual Partner
Sates

Slow implementation of the Customs Union and
Common Market protocols

Low demand for locally manufactured products

Weaknesses in the business environment, regulatory

and institutional framework, and insufficient and o
inappropriate incentives

Observed gaps in technical support, vocational
training, marketing and business information
capacities to support manufacturing/exporting
Low diversification of product range, low
productivity, uncompetitiveness, low value-added
exports;

Unharmonised regulations and laws

Weak institutional framework to support SMEs
development

Weak institutional framework to implement and
monitor policy

Low R&D and technology transfer
Inappropriate skills development for industry
Inadequate access to finance

High reliance on agriculture

Weak productive and trade capacity of SMEs

Threats

Development disparities among Partner States | ¢
Insecurity around problematic borders .
Competition of counterfeits and cheap products | ¢
from China and India
Continuous erosion of preferential markets due tpe
reductions in global MFN Tariffs

FDI relocation to low cost and competitive .
production locations in Asia
Rising labour costs making labour intensive .

manufacturing to be uncompetitive

Opportunities

Region has high potential for value addition
Presence of high growth sectors

Commitment from Development Partners to fund
the industrial sector

Manufactured exports targeting emerging marke
and untapped Africa markets

Manufacture of intermediate and capital goods fa
regional markets

Regionalising and internationalising production
organisation in keeping with deepening of
integration

n

=
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4.0 THE INDUSTRIALISATION STRATEGY
41 Mission, Vision and Objectives

The EAC Industrialisation process will be guided tme following Vision, Mission, and Expected
Outcomes.

The Vision

The Vision is ‘a globally competitive, environment-friendly and stainable industrial sector, capable
of significantly improving the living standards dhe people of East Africa by 2032”

Five-year Action Plans will be developed to progresly steer the region in achieving the above dfisi
Statement.

The Mission

The mission of the EAC Industrialisation Strategy“to create a market driven, regionally and
internationally competitive and balanced industriglector based on the comparative and competitive
advantages of the EAC region”

Main objective

The overall objective of the East African Indudisation Strategy (2012-2032) is enhance industrial
production and productivity and accelerate the sttural transformation of the economies of the EAC
for attainment of sustainable wealth creation, impred incomes and a higher standard of living for
the Community

Specific Targets

Basing on consultation with stakeholders in the fRartner States and a review of other regionaisblo
industrialisation strategies, and the global tremdéndustrial development, the EAC Industrialisati
Strategy will aim to achieve the following five jific targets over the 20-year period of its
implementation:

f) Diversifying the manufacturing base and raisingaloealue added content (LVAC) of
resource based exports to at least 40% % from uheertly estimated value of 8.62% by
2032

g) Strengthening institutional frameworks and captedi for industrial policy design and
implementation ;

h) Strengthening R&D, Technology and Innovation calitsdgs to foster structural
transformation of the manufacturing sector and stidal upgrading;

i) Expanding trade in manufactures by increasingnfija regional manufacturing exports
relative to total manufactured imports in to thgioa to at least 25% by 2032 and (ii)
increasing the share of manufactured exports velati total merchandize exports to at least
60% from an average of 20 percent; and

j) Transforming Micro Small and Medium Enterprises (WE5) into viable and sustainable
business entities capable of contributing to a$tl&% of manufacturing GDP up from 20
percent base rate.
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4.2

Broad Expected Long-term Outcomes/Impact

Progressively contribute to an increase in:

a)

b)

<)

d)

f)

4.3

b)
c)

d)

f)

9)
h)

The manufacturing industry’s contribution to thgiomal GDP, currently at an average of 9.7%,
to an average of 25%n 2032. This growth will have multiplier effeat® the agricultural and
services sectors;

Manufacturing based employment currently at 456100&bout 2.3 million in 2032;

Regional GDP, currently at $ 74.5 billion to ab&w®38.9 billion in 2032 (based on a projected
annual GDP growth rate of 6%);

GDP per capita currently at $ 558 to $ 1,300 in2@fased on a population growth rate of 2.8%
annually);

Manufactured value added per capita, currentlyz@ $ $ 258 in 2032;

The average score on the World Economic Forum Cativyemess Index currently at 3.4 to 4.5
in 2032.

Broad Expected Immediate Outcomes/Impact

Streamlined and coherent policy framework to supmteepening of regional production
systems and business linkages;

Harmonised policies, strategies and business @imeggjarding SME activities in the region;
Strengthened institutional and policy managemepaciies of the major stakeholders;

Reinforced capacities of the technical supportituinigdns, business advice and consultancy
centres;

Establishment of new financial mechanisms and pisdior SME development and upgrading;

Annual increase in employment by 10% in the marufagy sector and new employment
opportunities created indirectly in agriculturat®se and services;

Growth of industrial production at a minimum of-20% per year;

Improved productivity, flexibility, strengthened megerial capacities and marketing skills, and
the production costs mastered and cut down;

Increased value added by 10-15% per year;

Enhanced exports capacities and imports substitwtitd stronger linkages across the priority
value chains.

° The MVA target of 25% of GDP in 2032 is the average target among the EAC Partner States. This figure may appear
modest, but is actually ambitious when compared with data for the following countries (all 2009 data): China, 21.7%,
Germany, 20.9%, Japan, 20.1%, Malaysia, 20.0%, Vietnam, 15.1%, Bangladesh, 13.5%, Mauritius, 11.3%. The above
figures are based on 2009 data from the World Bank and UNIDO. With an assumed average annual GDP growth rate of
6%, attainment of the 25% target requires an annual the MVA growth rate of 12%, compared with the current MVA
growth rate of 4% for the EAC region. Only seven countries in the world currently have an MVA growth rate greater than
11% (UNIDO Yearbook of Industrial Statistics, 2011). Achieving the MVA growth rate of 12% will require policy
determination and commitment to the implementation of national and regional industrial policies and strategies, and
complementary polices for promoting industrialisation including investment in infrastructure, etc., sufficient growth of
agricultural sector and the services sector.
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4.4 Strategic Interventions

To achieve the above targets and outcomes, sesteastgic interventions, in line with the with tha
broad policy measures outlined in the EAC Indubsaéion Policy (2012-2032), have been formulated t
guide actions and support measures for industeralopment in the region.

The strategic interventions, which take into ac¢daadback from consultations with stakeholderthin
five Partner States, will ensure that EAC achiettes Vision, Mission and overall Objective of thAE&
Industrialisation Policy and Strategy within theyg€ar period of implementation.

In addition, besides addressing the challengesndagidustrialisation in region as espoused under
Chapters 2, against which the 14 broad policy nreaswere developed — the criteria used in selecting
the strategic interventions included; developmatggration; strengthening investment environment fo

value addition; balanced and equitable developm&mgtainable and conducive business environment
and gender equality, among others. Table 15 belothnes the key strategic interventions, and the
related policy measures.

Table 6: Broad Policy Measures and Selected Strategnterventions

Broad Policy Measures Selected Strategic Interventions
Promoting the development of strategic regionab  Formulate sector specific master plans/action plans
industries/value chains and value addition facilitate the development of the identified stoate

regional industries

* Undertake analysis of the strategic regional intlest
value chains and design and implement measures that
will deepen, upgrade and diversify the strategic

industries
Supporting the development of support * Undertake a mapping of potential areas/regionssimiu
infrastructure to enhance industrialisation along growth along selected development corridors and
development corridors develop and implement measures that will steer

substantial industrial investments along such idors

Promoting Equitable Industrial developmentin| «  Support the development of indigenous entrepreneurg

EAC region and small and medium scale industries across tierre
to facilitate equitable exploitation of opportuegiunder
the Common Market.

» Facilitate access to employment and investment
opportunities through liberalization of skilled réorce
mobility and cross border industrial investments

Strengthening national and regional institutional Conduct capacity needs for policy design, managéme
frameworks and capabilities for industrial policy and implementation and prepare a programme

design and implementation industrial  policy management and institutional
development

Strengthening Industrial Informatione  Build and sustain the capacity at national and ameai

Management and Dissemination Systems level for industrial data and information generatiand

management. Harmonization of industrial data ctibe
and reporting methodologies will be undertaken.

Facilitating the development of, and access tq « Prepare an industrial skills development and

appropriate industrial skills and know-how improvement programme bases on industrial skilksdee
assessment.

Enhancing access to financial and technical e Establish and develop a funding structure for sgiat

resources for industrialization regional industrial projects, particularly, explaithe

feasibility of setting up a Regional Industrial
Development Fund (RIDF) as a window within the EAC
Development Fund

* Foster and promote establishment of industrial
collaboration networks (ICNs) with selected strateg
countries/regions for access to financial and testhn
support for industrial development
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Broad Policy Measures

Selected Strategic Interventions

Strengthening the capacity of industry and
business support organisations to provide
technical and advisory services to hence
competitiveness of the industrial sector

Assess the capability of industry support institng to
promote industrialisation in the region and desigd
implement measures to support the institutionméet
the growing demand for industry related services

Enhancing gender dimension in indust

development

ial

Strengthen gender-mainstreaming efforts throughitrg
in gender analysis, gender planning and realistic
application of gender strategies and measures for
effective mainstreaming of gender in industrial igpiens

Strengthening the business and regulatory
climate

Intensify measures to enhance the business envaainn
in all the five Partner States, including devehgpan
EAC Business Environment Monitoring System
(BSME), and conducting industrial competitiveness
bench-marking survey

Expansion of trade and market access for
manufactured products

Identify trade policy instruments, non-tariff bams
(NTBs) and regulatory impediments to manufacturing,
and institute measures to ensure that industrystakke
advantage of the expanded regional market.

Promoting regional collaboration and
development of capability in industrial R&D,
technology and innovation

Evaluate the capabilities and capacity of the pulalind
private research institutions and universitieseet the
science and technology needs of the manufactueos
and prepare a regional response strategy

Promoting sustainable industrialisation and
environment management

Advocate common policies for the control of indystr
related hazardous waste, nuclear materials, retilea
materials and any other materials which impact on
environment

Promote resource efficient and cleaner production
initiatives in industries to enhance competitivenasd
facilitate compliance with environmental measures.

Facilitating MSME Development and Upgradin

Prepare a coherent regional policy on SME devetogm

and Charter on best practices for promoting SME
development.

Develop a regional programme for the upgrading of
SMEs to enable them take advantage of common mal
opportunities and integrate into regional and dlabue
chains

The Implementation Matrix presented in Chapter|éweutlines in detail the interventions.
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5.0

EAC INDUSTRIALISATION STRATEGY OPERATIONAL AND

IMPLEMENTATION PLAN

SPECIFIC POLICY TARGET ONE: DIVERSIFYING THE MANUFA CTURING BASE AND RAISING LOCAL VALUE ADDED CONTENT

(LVAC) OF RESOURCE BASED EXPORTS TO AT LEAST 40% FROM THE CURRENTLY ESTIMATED VALUE OF 8.62% BY 2032

Industrialisation | Broad Policy Specific Interventions/Output Objective Verifiable Means of Verification | Implementing Assumptions Budget
Challenges Measures Activities Indicator Agency Estimate
/Constraints (USD)
Low levels of Promoting Preparation of strategic regional « Comprehensive Valug * Interviewing « EAC »  Availability 500,000
value addition of | Development and| industry development chains mapping stakeholder through Secretariat of sufficient
locally Investment in plans/master plans. This will studies carried out consultative (IDD) resources
manufactured Strategic Regional involve mapping of selected and corresponding meetings *  Ministries of (financial and
products, Industries in strategic regional industries valye  strategic industry Industry and technical) to
particularly in sectors in where | chains (value chains study) to development plans * Reports of the Trade, undertake the
the strategic the region has identify bottlenecks and prepared value chains studiess  Ministries of activities
regional potential constraints facing the industries, East Africa «  Activities
industries comparative The analysis should; Community implemented
including limited | advantage Affairs,
product 0 Mapping obstacles to the « National
diversification development of the Investment
strategic regional Promotion
industries Agencies ,
0 Mapping gaps in the EADB, AFDB,
guality management DFls
systems «  Manufacturing
0 Assess technology, Associations
management, market and Private
access and investment Sector
needs Associations
o0 Identify policy issues

needed to develop and/o
upgrading strategic
regional industries
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Preparation of feasible and
bankable investment projects bag
on the value chains study reports
and investment promotion strateqg

Feasibility studies for
selected strategic
regional industries
carried

Portfolios of
bankable investment
projects in the
strategic regional
industries prepared

Investment promotion
campaigns and
awareness carried ou
among stakeholders

Catalogue of
feasibility studies,
bankable projects
prepared
Interviews with
stakeholders

Data on new
investment made in|
the strategic
regional industries

EAC
Secretariat
(IDD)
Ministries of
Industry
Ministries of
East Africa
Community
Affairs,
National
Investment
Promotion
Agencies
(NIPAS),
EADB, DFls,
AFDB
Manufacturing
Associations
and other
relevant Private
Sector
Organizations

Availability
of sufficient
resources tq
undertake the
activities

Activities

implemented

1,500,000
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Industrialisation | Broad Policy Specific Interventions/Output Objective Verifiable Means of Verification | Implementing Assumptions Budget
Challenges Measures Activities Indicator Agency Estimate
/Constraints (USD)
Assessment of setting up Regional industry Stakeholder « EAC e Favourable 3,000,000
regional industry promotion and promotion and award interviews and Secretariat business
award scheme (RIPAS) to scheme (RIPAS) report of the (IDD) Ministry climatic
stimulate investment into the Concept note prepare dissemination of Industr conditions
Strategic Industries and disseminated workshops y prevail
among stake holders . National . Partne’r _
Catalogue of States’ buy-in
Operationalization of enterprises Investment and support
the RIPAS through registering to Promotion to the EAC
appropriate operate under the Agencies Industrialisati
institutional RIPAS (NIPAS) on Strategy
mechanism Portfolio of Manufacturers | © The private
_ investme_n_t _ Associations, sector is
Programr_ne of Action opportunities in the Private Sector willing and
on awarding or framework of able to

recognition of
exemplary regional

RIPAS
Institutional

Associations,
Development

respond to
opportunities

industries/enterprises framework to Partners and identified
designed and administer RIPAS East African
implemented Business
Council
(EABC)
Provision of incentives for start- Effective institutional Stakeholder - EAC « Partner 200,000
up industries and establishing framework for consultative Secretariat States’ buy-in
measures for promotion/nurturing promotion of infant engagements (IDD) and support
of infant industries (particularly industries/start-ups Catalogue of e Ministries to the EAC

technology based start-ups)

established and
operationalised

Harmonized incentive

regimes and other
government support
systems in place

Growth of start up
entrepreneurs and

enterprises
benefiting from
infant industry
schemes
Surveys to
establish number
of new start-up
industries and
entrepreneurs

responsible for
industry

. Ministries of
East Africa
Community
Affairs,
National
Investment
Promotion

Industrialisati
on Strategy

* Activities are
financed

» Activities are
conducted
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Industrialisation | Broad Policy Specific Interventions/Output Objective Verifiable Means of Verification | Implementing Assumptions Budget
Challenges Measures Activities Indicator Agency Estimate
/Constraints (USD)
operators in selected | « Agencies
industrial clusters e Manufacturing
achieved Associations
‘ and Private
Sector
Associations
Establishing/setting up value « Value addition bench- | =  Value addition « EAC e Partner 500,000
addition bench-mark/targets marking studies diagnostic reports Secretariat States’ buy-in
levels for the identified strategic undertaken for selecteie  Stakeholder (IDD) and  support
regional industries strategic regional surveys o to the EAC
industries * Report of the Mlnlstrlgs Industrialisati
«  Twinning of twinning missions responsible for | o sirategy
enterprises operating industry « Activities are
under RIPAS with ] financed
selected countries * Manufacturing | . Activities are
carried out Associations, conducted
EABC
*  Other relevant
Private Sector
Associations
Promotion of regional + Industrial productivity | » Stakeholder 250,000
productivity improvement improvement strategy (beneficiary)
campaigns among the identified designed and surveys reports
strategic regional industries and disseminated among | « Concept note on
initiate establishment of a stakeholders regional -
regional productivity center for | «  Concept on Regional productivity © EAC *  Availabilt
manufacturing industrial productivity improvement cente Secretariat of sufficient
center prepared and | « Catalogue of (IDD), rfe;sour(;els q
discussed among enterprises Ministries that Sﬂ'?fﬂi‘i ?nm
- technical-)-to
39 deal with undertake the
Industry, activities

Private Sector,

* Activities
implemented




stakeholders

benefiting from

Association of

* Regional industrial productivity Manufacturers,
productivity improvement EABC
improvement centre programme
operationalized National
Bureau of
Standards,
National
Productivity
Centres
Development
Partners
Supporting strategic regional | « Regional standards ande EAC  Standards EAC 250,000
industries to meet international quality certification documents Secretariat
standards and technical regulatqry systems for the Stakeholder surve (IDD)
requirements to improve their strategic regional reports Minis’éries that
competitiveness and responses fo  industries put in place Report of the .
new challenges of liberalised quality promotion deal with
markets «  Product quality and workshops Industry,
certification Association of
programmes designed Manufacturers
and promoted and private
sector in AVa.lIa.b”lty
general, EABC of sufficient
resources
National (finacial and
Bureau of technical ) to
undertake the
Standards activities
) Activities
International implemented
Organization(U
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Industrialisation | Broad Policy Specific Interventions/Output Objective Verifiable Means of Verification | Implementing Assumptions Budget
Challenges Measures Activities Indicator Agency Estimate
/Constraints (USD)
NIDO)
Supporting the establishment of @  Bench-marking of the| «  Bench-marking « EAC
regional accreditation body, to national accreditation study reports Secretariat 250,000
ensure the competency of testing,  bodies carried outand «  Stakeholder (IDD),
certification, calibration and regional support consultative Ministries that
inspection services provided to programme designed surveys .
the manufacturing sector and implemented . Catalogue of deal with . Availability
* Regional centers of institutions Industry of sufficient
excellence in testing certified as centre . resources
certification, of excellence * National (finacial and
calibration and Bureau of technical
inspection services Standards resources) tg
identified undertake the
» Association of activities
Manufacturers, | «  Activities
EABC implemented
« Development
Partners
Promoting the Undertaking of baseline studies | «  Mapping of regions |+ Study report on EAC Secretariat |« Availability 1,000,000
development of | on regions with potentials for with potential for industrial corridor | (IDD), Ministry of of sufficient
industrial support | industrial corridor growth and industrial corridor development Industry and resources td
infrastructure to | development( baseline surveys on  growth carried out programme Ministry of undertake the
enhance industrial corridors development «  |nfrastructure « Stakeholder Transport and activities
industrialisation | will enable identification of development plans fo consultative Infrastructure SMEs ability
along selected potential areas in EAC where the development of surveys Development, to participate
economic integrated corridor development the identified e Profiles of Private Sector, in the
corridors initiatives can be initiated to industrial corridors investment EABC, AFDB, programme
stimulate industrialisation based prepared. opportunities under| EADB,
on the existing resource « Investment promotion| the industrial Development
endowment) corridor Partners.

plans for the industria
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Industrialisation | Broad Policy Specific Interventions/Output Objective Verifiable Means of Verification | Implementing Assumptions Budget
Challenges Measures Activities Indicator Agency Estimate
/Constraints (USD)
corridor development development
prepared programme )
Establishing incubation facilitatgse  Mapping of potential | « Study report on + EAC 500.000
along development corridors thaf industrial cluster to be regional industrial Secretariat
will serve to reduce start-up risks promoted under clusters (IDD)
gnd also progressivgly promote/ incubation carried out| « Catalogue of Minist'ries that
induced “clustering” in terms of | «  Programme for the enterprises deal with Availabilit
encouraging the phenomenon of cluster development benefiting from ealwi of sufficiil-:‘nt
the competitive geographical formulated and cluster developmen Industry,

resources td

agglomeration of firms implemented programme transports and undertake the
» Stakeholder surveys road matters in activities
the Five Partne SMEs ability
States, Private to participate
Sector, EABC, in the
AFDB, EADB, programme
DFls,
Development
Partners
Setting up of a Load Balancing| «  Strategy for settingup *  Project Reports 5,000,000
and Intermodal Transport Project a Load Balancing and
along the identified industrial Intermodal Transport
development corridors Project designed and
implemented
;mngrfe‘ﬁgrejggigz’ . EAC (IDD) Availability
customs points along Secretariat, of sufficient
the development Ministry of resources  tg
corridors Industry, unc_je_r_take the
- activities
Ministry of SMEc  ahility
Transport and to participatye
42 Infrastructure in the
Development, programme

*  Private Sector,




EABC, AFDB,

EADB and
Development
Partners
Equitable Promoting and develop ¢ Programme of Project design EAC Availability e 500,000
dimension of the | mechanisms that enhance the free  measures to ensure report Secretariat of sufficient
EAC movement of skilled labour in equitable industrial Stakeholder (IDD), Ministry resources to
Industrialisation | regional industries to ensure equal  development is consultative f Industr undertake the
Strategy and access to business and designed surveys 0. . Y. activities
Policy employment opportunities created N!lnlstnes of Activities
through industrialisation Finance, implemented
processes Ministries of
EAC Affairs,
Private Sector,
Development
Partners
Creation of incentives and other| «  Incentive and award Regional and Availability
support promotional measures scheme under strateg National of sufficient
for attraction and enhancement ¢f  industry proportion se Investment resources to
the development of all key up Reports undertake the
industrial sectors in the region Catalogue off activities
where Partner States have enterprises Activities
comparative advantage to achieye benefiting from the| implemented
sustained industrial development scheme EAC
Secretariat
(IDD), Ministry
of Industry,
Ministry of
Finance,
National
Investment
43 Promotion
agencies,

Manufacturing

Associations,
QMF



associations,
Private Sector

Supporting the development of | «  Common principles |« Project reports EAC Availability
indigenous entrepreneurs, and and promotional «  Stakeholder Secretariat of sufficient
small and medium scale industries  programmes  for the consultative survey (IDD), Ministry resources to
across the region to facilitate development of SMEs f Industr undertake the
equitable exploitation of in place 0. y Y. activities
opportunities under the common N!lnlstnes of Activities
market Finance, implemented
Investment
Promotion
agencies,
EABC,
Association of
Manufacturers,
Development
Partners
Undertaking studies to assess the Assessment studies one  Study reports Availability
benefits of harmonising VAT tax harmonization «  Stakeholder of sufficient
rates in the region and other tax¢s  carried out consultative resources to
which have disproportionate surveys undertake the
impact on incomes earned in the activities
region Activities
implemented
EAC
Secretariat
(IDD), Ministry
of Industry,
Ministries of
Finance,
Ministries of
44 EAC Affairs,

Private Sector,
Development
Partners




Ensure that Double Taxation
Agreements concluded with third
parties do not discourage local
cross-border investors or local
entrepreneurs

Appropriate Double
Taxation Agreements
endorsed and
operationalised

Number of double
taxation agreemen
concluded
Stakeholder
consultative
surveys

EAC
Secretariat
(IDD), Ministry
of Industry,
Ministries of
Finance,
Ministries of
EAC Affairs,
Private Sector,
Development
Partners

Availability

of sufficient
resources to
undertake the
activities
Activities
implemented
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SPECIFIC POLICY TARGET TWO: STRENGTHEN NATIONAL AND REGIONAL INSTITUTIONAL FRAMEWORKS AND CAPABILITIES FOR
INDUSTRIAL POLICY DESIGN, MANAGEMENT AND IMPLEMENTA _TION
Industrialisation | Broad Policy | Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
Inadequate Strengthen and Preparation of capacity building plan  Capacity building Training Needs |+ EAC Effective/pro | 200,000
policy generation | establish  ar to enhance capacity for industrial needs assessment fo assessment Secretariat per
and effective and| policy design, management and policy design, Report (IDD); implementati
implementation | efficient implementation, at national and management and Catalogue of Ministries of on of national
capability National and| regional level. implementation institutions Industry, and regional
Regional undertaken /personnels Universities, reforms
framework for| This will entail: benefiting from Private Sector Favourable
Industrial « stock taking of national and « essential interventions the capacity associations, business
Policy Design regional industrial policy design to strengthen local building Development climatic
and and management capacity needs education that provide programme partners, conditions
Implementatio support services in Reports of the selected prevail
n + Identification of essential industrial training training Availability
interventions to empower local management policy workshops institutions at of resourceg
education / training institutions identified Consultative national and to undertake
to build effective capacities for| « Capacity building plan surveys on regional level the training
delivery of industrial policy formulated and capacity the programme
management courses implemented. building
programme
Catalogue of|
institutions
providing training
on industrial
policy design ang
management
Setting up regional and national | « Relevant approvals Reports of the ¢ EAC Secretariat Approval by | 1,000,000
institutional mechanisms to monito for the establishment Council (IDD), the Council
and manage implementation of of the Sectoral Stakeholder Ministries of Commitment
EAC industrialization Policy and Council on consultative East Africa from Top
Strategy Industrialization, surveys Community Leadership
Inter-ministerial Catalogue of Affairs, Resources
coordinating Forum institutions/organiz ~ Ministries (financial and
(IMCF), and Sectoral  ations participating ~ responsible for technical )
Committee on in the meetings of Industrial available
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
Industry secured . the Sectoral development,
This will include Council, Private Sector
preparation of Coordinating Associations,
relevant Terms of Forum and EABC,
Reference National Industrial Ministries of
Relevant Approvals Development Finance, selected
for setting up Councils technical
national Industrial national and
Development technical
Coordinating institutions
Councils secured
The Sectoral Council
and Sectoral
Committee
operationalized
The national
industrial
development
coordinating Council
operationalized
Conducting awareness Regional and national + Reports of the « EAC e Commitment | 500,000
campaigns/seminars on EAC stakeholder sensitization Secretariat from the
industrialization policy and strategy Sensitization seminars (IDD), public and
for high-level government officials, campaigns/seminars | « A catalogue of Ministries of private sector
Members of East Africa Legislative, designed and research Industry, * Availability
Assembly, Members of Parliament implemented institutions Ministry of of resources
at National Level and influential Industrial conducting East Africa to undertake
private sector representatives inthe  development research on Community activities
region champions identified industrial Affairs, EABC,
in key public and development issues Manufacturers
private institutions to | « Increased Association,

promote industrial
development agenda

budgetary
allocation for
industrial
development
initiatives

e Increased

Private Sector
Associations,
Parliamentarian
s(national and
regional levels)
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
awareness and
internalization of
national and
regional
industrialization
agenda
Facilitating the establishment of Effective institutional| « Number of round | ¢« EAC e Availability 125,000
PPPs on industrial development mechanisms for table for a Secretariat of sufficient
programmes by providing analytica public-private established (IDD), resources td
and other support services for dialogue on policy Ministries of undertake the
dialogue processes related to issues which impact | «  Reports of the Industry; activities
industrialisation the industrialisation meeting of the Business * Relevant
established. This will relevant Associations; approvals by
include sector based roundtable fora Development Council
roundtable fora for Partners, secured
the identified « Catalogue of EABC
strategic regional institutions/organi| * Relevant
industries zation national and
participating in regional
the for a technical
support
« Catalogue of organizations
proposal
The identified identified during
institutional meeting to
mechanisms for address
promoting private challenges and
/public dialogue constraints to
operationalized industrial
development
Lack of a Strengther Build and sustain the capacity to Needs assessment fore  Capacity Needs | « National e Availability 300,000
coherent Industrial generate statistical data needed to industrial data and assessment Bureau of of sufficient
approach in Information support industrial development information reports Statistics; resources to
collection, Management | through an effective use of statistic management e Catalogue of Ministries of undertake the
processing and | and to inform policy, monitor its undertaken institutions Trade, EABC, activities

dissemination of

Dissemination

implementation, promote
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
industrial Systems accountability and measure + Industrial benefiting from Private Sector | «  Cooperation
statistics development results industrialisatign ~ census/surveys the capacity Assaociations, from
undertaken in all building national and Partnering
Partner States programme regional Organizations
*  Programme for e Up-to-date technical * Relevant
Strengening national National and support approvals
and regional regional institutions from
industrial information Statistical Data on Councils/Sect
management system industries oral Council
formulated. e Biennial Secured
e This will include industrial reports
setting up and e Industrial
operationalizing bulletins
national and regional
industrial observatory
systems
*  Biennial industrial
reports prepared
¢ Annual industrial
bulletins produced
Inadequate « Facilitatin | Prepare an industrial skills « Industrial needs need| « Industrial skills « EAC Secretaat | « Financial and 300,000
appropriate g the development and improvement assessment need assessment (IDD) technical
skills for the developm | programme based on industrial skills undertaken report «  Ministries resources
industry ent of, and| needs assessment. - Catalogue of responsible for available
access to institutions higher « Necessary
appropriat » Undertake industrial skills| « Capacity building participating in education, approvals for,
e needs assessment to programme for the industrial +  Ministries implemntaion
industrial identify gaps and strengths  industrial skills skills upgrading responsible for of the
skills and in the skills delivery upgrading prepared programme industry measures
know- systems in the region and implemented «  Number of . secured
how «  Design mechanism for «  Studies to facilitate Centers of - National «  Cooperation
institutionalising identification of excellence set up Council for from
partnership between cen'éers o; excellence itgd%rgt\r/;gleskills Ezrljggilon part|C|.pai|.ng
; it gt conducte _ _ L organizations
:zgzzgéﬁggl:gsnmt'ons for « Modalities for the train g services | Counc_ll for secured
promoting networking| * A cata}logye of Techmcal and
development organizations/net Vocational

among
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
Facilitate universities/training works under Education and
identification/establishment of institutions and industrial skills Training
regional Centres of Excellence in industry formulated development «  Development
industrial skills development and programme Partners
transfer of know-how
Devise modalities for networking
industrial skills education/ training
institutions in EAC region
Inadequate « Enhancin | Establish and develop a funding Concept note Report of the « EAC e Commitment | 150,000
access to g access | structure for a regional industrial prepared and Council/Sectoral Secretariat(IDD from
affordable to projects, particularly, exploring the feasibility assessmer Council ). participatying
finance and financial | feasibility of setting up a regional for the regional Stakeholder +  Ministries institutions
technical and Industrial Development Fund within industrial surveys responsible for secured
resources for technical | the framework of the EAC development fund Relevant Industry « Council
the resources | Development Fund carried out bills/Acts/instituti | - Ministries approval
manufacturing for ons to execute the responsible for secured
enterprises Industriali Legislation on the Fund EAC Affairs, «  Availability
zation establishment of an DFIs of financial
Industrial A catalogue of - AFDB, EADB, and technica
Development Fund enterprises EABC, resources fof
prepared benefiting from Ministries of establishing
the fund Finance the Fund
Industrial « Development
Development Fund Partners,
operationalised
Setting up a Regional Credit A regional credi Concept note and| = EAC + Commitment | 5,000,000
Guarantee Scheme to enhance guarantee facility feasibility study Secretariat(IDD from
access to finance by SMEs established and reports ), participatying
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
operationalized e Acatalogue of |+ Ministries institutions
« A concept note and banks that offer responsible for secured
feasibility study for credit to SMEs, Industry e Council
the scheme through the Credif «  Ministries approval
undertaken Guarantee responsible for secured
Scheme EAC Affairs, * Availability
e Acts/bills /laws DFIs of  financial
operationalizing |« AFDB, EADB, and technica
the credit EABC, resources for
Institutional set Ministries of establishing
up for Finance the Fund
administration of | «  Development .
the scheme Partners,
Foster and promote establishment| of Conceptnote anda | «  Stakeholder EAC Secretariat . Approyal by 250,000
. . . programme for the review meeting | (IDD), Ministry of Council
industrial  collaboration - networks  omotion of reports Industry, Ministry of|  gacyred
(ICNs) as avenues for leveraging industrial Programme and | EAC Affairs, '
regional and global resources for collaboration concept note Development - Collaborating
industrial development within the  networks prepared |« Strategic Partners, Private
. . partners
frameworks of South-South, North-+  Evaluation of partnership Sector, EABC, :
South and other trianguldr St:latsgic . assessment Ecr::gfsr]si'\él?z:‘?i{i‘;ed commitment
. . collaboration partners reports . .
cooperation mechanism at regional and global +  Signed MOUs on| t0 EAC « Financial
. The collaboration levels carried out industrial resources to
networks will be| * Bilateral exchange collaboration execute the
established in ke missions carried out| « A catalogue of programme
partnering  countries and MQUS signed support mobilized
andlor  region  ta . Industrlall through the ICNs
- o collaboration
facilitate mobilization functions set up and
of technical and coordinators
financial resources for recruited
regional programmes
and projects
Undertake assessment study on the  The various studies |« Industrial finance | « EAC *  Availability 300,000
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints
institutional arrangement for launched study reports Secretariat(IDD of funds to
delivery of industrial financing and | «  New financial « Feasibly study ) undertake the
prepare a comprehensive plan for products introduced reports e Ministries studies
increasing access to industrial to support industrial | «  Catalogue of responsible for | «  Approval of
finance. The study to entail development enterprises Industry the Councils
» exploring appropriate » Comprehensive plan benefiting from | ¢ Ministries e Commitment
interventions (e.g., for strengening and new industrial responsible for from
government-sponsored capacitating existing finance products EAC Affairs, participating
loan guarantee schemes) to  national and regional DFIs partners
encourage responsiveness industrial financing  AFDB, EADB, secured
of banks and Non-banking institutions prepared EABC
financial institutions to +  Feasibility . Ministries of
industrial investment loan assessment for Finance
needs establishing regional » Development
» exploring measures aimed banking and non Partners
at financially strengthening financial institutions e Selected
EAC industrial financial for small industrial banking non-
institutions through higher investors and long banking
capitalisation, higher term industrial financial
investments, and higher projects carried out institutions
savings
e assessing the feasibility of
establishing specialized
regional banks and Non-
banking financial
institutions for small
industrial investors and
long-term industrial
development projects
Inadequate « Strengthe | Assess the capability of industry | «  Industry support * Report of the * EAC Secretariat = Availability « 200,000
industrial n the | support institutions to promote institutions capacity study (IDD) of funds to
support capacity | industrialiation in the region and assessment study |«  Stakeholder *  Ministries of undertake the
institutions to of design strategies to enhance the carried out and a plan interviews Industry studies
develop and industry | capacity of the institutions, and to enhance their . « Selected * Approval of
sustain a and upgrade or set up new ones, where  capacity to promote industry support the Councils
competitive business | necessary industrial institutions «  Commitment
regional support development e Association of from
industrial sector
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Industrialisation | Broad Policy | Specific Interventions/Output Obijective Verifiable Means of Implementing Assumptions Budget
Challenges/Const| Measures Activities Indicator Verification Agency Estimate
raints

organisati | «  Develop capacity building formulated manufactures participating

ons to programmes for the institutions e Chambers of partners

provide to be able to adequately support  Appropriate commerce and secured

technical national and regional institutions to industry

and industrialisation strategies, promote strategic » Development

advisory particularly at SME level regional industries Partners

services tg identified, capacity « EABC

hence + Design measures to supportthe ~ gasp assessed and g

competiti institutions meet the growing response strategy

veness of demand for industry related formulated

the services

industrial

sector
Mainstreaming Promoting Identify and acilitate the review * Reviewof industry | « Report of the + EAC » Availability 300,000
gender into the Gender equity | assessment and harmonisation of related gender review study Secretariat of funds to
EAC in industrial existing gender specific industry regulations (IDD) undertake the
Industrialisation develo regulations to remove undertaken with a » EAC Gender studies

; pment | . : ) . . v
Policy and inconsistencies or gender bias view to Ministries, e Approval of
Strategy harmonization or e Ministries the Councils
bench-marking responsible for | +  Commitment
industrial from
development participating
Strengthen gender-maistreaming |«  Training in gender partners
efforts through training in gender analysis and planning * Stakeholder secured

analysis, gender planning and
realistic application of gender
strategies and measures for effecti
mainstreaming of gender in
industrial operations

Facilitate the formation of women i
business associations and network
and develop programmes for linkin
women entrepreneurs with
counterparts in other regions and

ve

I

in industrial operation
carried out

Assaociations for
women in business
formed and business
linkage programme
prepared

interviews and
report of the
training
workshop

e Terms of
reference for the
associations
(MOU)

* Business linkage
programme
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countries

SPECIFIC POLICY TARGET THREE: EXPANDING TRADE IN MANUFACTURES BY INCREASING (1) INTRA REGIONAL MANUFACTURING EXPORTS RELATIVE TO
TOTAL MANUFACTURED IMPORTS IN TO THE REGION TO AT LEAST 25% BY 2032 AND (II) INCREASING THE SHARE OF MANUFACTURED EXPORTS
RELATIVE TO TOTAL MERCHANDIZE EXPORTS TO AT LEAST 60% FROM AN AVERAGE OF 20 PERCENT




Industrialisatio | Broad Policy Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
n Measures Activities Indicator Verification Agency Estimate
Challenges/Con
straints
Generally weak | Strengthen the Intensify measures to enhance the Status of EAC Business | » Report on the EAC Secretariaf «  Availability » 400,000
business and business and business environment in all the  environment undertaken EAC business (IDD) of funds to
regulatory regulatory five Partner States, including and aresponse strategy environment Ministries undertake the
environment environmentto | developing an EAC Business prepared +  Stakeholder responsible for studies
which impact Create a Environment Monitoring System survey reports industrial « Approval of
on competitiveness | (BEMS) + EAC Business «  World Bank development the Councils
competitiveness| business environment monitoring Doing EACB, «  Commitment
of industries environment for system (BEMS) designed Business Association of from
indusial growth and launched Report manufacturers participating
* Feedback from Private Sector partners
the BEMS National secured
Investment
promotion
agencies
Development
partners (World
bank, UNIDO
Develop a regional Industriale Industrial * Report of the EAC Secretariat «  Availability e 400,000
competitiveness  framework 10 Competitiveness Councils/Sectg (IDD) of resources
.faC|I|tat.e benchmarking of Monitoring Framework ral Councils Ministrie_s (_techn_|cal and
industrial - performance and prepared, Tools and *  Survey reports responsible for financial )to
productivity with selected . « Catalogue of industrial undertake the
regional and global best practicss ~ Methodologies for enterprises development studies
« This will include regularly carrying out industrial using the EACB, « Approval of
conducting industria competitiveness bench- competitivenes Association of the Councils
competitiveness bench- marking designed s tracking manufacturers | ¢ Commitment
marking surveys to monitor o . systems Priyate Sector from o
progress on improvement of t?]asshner:nforn;gtlon for :\rl]?/gzgigm Bg:zﬁéﬁgnng
. . e bench-marking
the business environment collected based on the promo.tion secured
agencies

bench-marking
parameters

Benchmarking survey

Development
partners (World
bank, UNIDO

55




Industrialisatio | Broad Policy Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
n Measures Activities Indicator Verification Agency Estimate
Challenges/Con
straints
undertaken among
selected strategic regional
industries/enterprises
A mechanisms for
tracking industrial
competitiveness put in
place ( would include
annual competitiveness
surveys, firm levels
feedback loops, etc)
Low demand e Expansion of | ¢ Develop strategies for Review and assessmeni ¢  Study reports | ¢ EAC Secretariaf Availability - 300,000
for locally trade and expansion of manufactured of the capacity of the « Report of the (IDD) of resources
manufactured market acces$ exports including developin enterprises under Council/Sector (technical and
exports, both in for regional standards and strategic regional al Council «  Ministries of financial )to
the region and manufactured product quality certification industries to conformto | « A catalogue of Industry undertake the
international products systems for manufactured international standards institutions studies
markets products with specific and quality requirements| selected for . National Approval of
reference to the strategic carried out support f the Councils
regional industries; Capacity of the standards progrmmes Bureau o Commitment
productivity improvement and accreditations * Fedback from Standards and from
programmes, and packaging organizations in the industries related support o
o e . > o participating
and branding initiatives public and private interviewed institutions
o This will include domains to deliver . Progrmme partners
accreditation testing, calibration and document «  Association of secured
systems on testing conformity assessment | . Project manufacturers
methods, services evaluated and document on
laboratories, gaps identified the . Selected private
metrology and A programme to establishment sector players
calibration upgrading enterprises of packaging
0 Developing CapaCity as well as design center

Packaging and

» Development
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Industrialisatio | Broad Policy Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
n Measures Activities Indicator Verification Agency Estimate
Challenges/Con
straints
branding initiatives capacity of supporting |« Report of the Partners
such as packaging institutions designed and regional
technology centers implemented packaging
etc Explore possibilities of a exhibition
establishing regional
packaging design and e Regional
technology centre as we Industrial
as organizing a regional productivity
packaging technology initiatives
exhibition programme
Regional Industrial document
productivity * A catalogue of
improvement initiatives enterprises
carried including benefiting
exploring the from the
introduction of KAIZEN productivity
Systems among others improvement
programme
Identify trade policy instruments, A scoping study to * Studyreport |+ EAC Secretarial Availability « 500,000

non-tariff barriers (NTBs) and

regulatory impediments to

manufacturing, and institute
measures to ensure that industry

takes full advantage of the

expanded regional market.

assess the impact of
NTBs and other trade
related policies including
rules of origin and
counterfeiting on
industrial growth and
development undertaken
for selected regional
industries

Response strategy
formulated and
implemented

A mechanisms for
monitoring counterfeit

* Feedback from
stakeholders
surveys

* Response
strategy
document

(IDD)

*  Ministries of
Industry

e National
Bureau of
Standards and
related support
institutions

» Association of
manufacturers,
Selected private

of resources
(technical and
financial )to
undertake the
studies

Approval of
the Councils
Commitment
from
participating
partners
secured
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trade in manufactures
put in place

Rules of origin reviewed
to enhance trade in
manufactures in the
region

sector players

Anti-counterfeit
agencies,
Customs
authorities,
Ministries of
trade,
Development
Partners

Establish a regional information
portal on available capacities for
industrial products in the region
including raw materials, capital
goods, inter-mediate inputs etc.
This will increase intra-industry
trade in these products

An inventory of industrial
raw materials, inputs,
capital goods and inter-
mediate products and
capacities prepared
Information
dissemination systems
put in place

Survey reports
Council/Sector
al Council
Reports
Inventory of
the industrial
raw materials
and capital
goods

EAC Secretariaf
(IDD)

Ministries of
Industry

Association of
manufacturers,
Selected private
sector players

Availability
of resources
(technical and
financial )to
undertake the
studies
Approval of
the Councils
Commitment
from
participating
partners
secured

SPECIFIC POLICY TARGET FOUR: STRENGTHENING R&D, TECHNOLOGY AND INNOVATION CAPABI

LITIES TO FOSTER STRUCTURAL

TRANSFORMATION OF THE MANUFACTURING SECTOR AND UPGR ADING OF PRODUCTION SYSTEMS




Industrialisatio | Broad Policy Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
n Measures Activities Indicator Verification Agency Estimate
Challenges/cons
traints
Weak R&D * Promoting Evaluate the capabilities and * Mapping of new and + Studyreports |+ EAC * Availability of | « 400,,000
institutional regional capacity of the national public existing sectors where |+ Council/Sectora Secretariat resources
capacity that is collaboration| and private industrial research & EAC has potential to | Council (IDD) (technical and
unable to and development institutions to meet  become competitive Reports + National financial  )to
provide development| the science and technology needls through application of - Catalogue of Industrial undertake the
effective of capability | of the manufacturing sector technology services institutions/ente Research studies
environment in industrial » Assessment of undertaken rprises Institutes «  Approval of the
for innovation R&D, research and «  Capacity and capability benefiting from | - National Councils
technology technology demand$  of public and private the capacity Science «  Commitment
and for new and existing  research and technology building Councils from
innovation sectors where EAC organization to meet the programmes | -  Universities participating
has growth demand for new and - Stakeholder +  Private Sectors partners
potentials existing sectors evaluated,  interviews Organizations secured
* Assessment of gaps identified and reports +  Development
Capacities and response strategy prepared Partners
capabilities of pubic| «  Feasibility study on for |+ Identified * Ministry of
and private the establishment of centres of Industry
institutions to meet Institutional mechanisms excellence + Inter University
these demands for effective delivery of Council of East
« Potentials centres of  research and technology| *+  Feasibility Africa
excellence services to meet the needs ~ Study reports

identification
Assessment of
technology and
innovation
infrastructure
including
technology parks,
science parks,
innovation park and
IPR systems

Industrial
innovation, R&D,
and technology
transfer framework

designed

of industry undertaken
(technology services
centres).

Centres of excellence
identified

* Technology transfer and

innovation infrastructure
assessed and relevant
feasibility studies to guide
establishment of
technology, innovation
and industrial parks
carried out
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Industrialisatio | Broad Policy Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
n Measures Activities Indicator Verification Agency Estimate
Challenges/cons
traints
* Regional Intellectual Property
Rights System put in place
Strengthen linkages between «  Studies to guide * Availability of | « 300,000
universities, R&D institutions establishment of networks resources
and industry, through promotion undertaken (technical and
of cooperation networks » Appropriate twinning options financial  )to
involving academia, RTOs and (both at regional and undertake the
the private international level) studies
« Assessment of identified and mechanism * Approval of the
areas/ industrial to facilitate interactions Councils
research fields put in place « Commitment
where networking | Formal mechanism for from
could have potentiall  Networking among participating
impact on scaling up  selected centres of partners
technology and excellence established ( secured
innovation carried centre for engineering
out, ?_”d gaps design and manufacturing, Study reports «  National
|dent|f|ed ; technology centres, » Catalogue of cenetrs Industrial
+ Mapping/Scoping of,  metrology and calibration artgc' ating in hdustria
ongoing industrial centres, productivity Fhe Irelp'orl1a? ! Research
research and centres, cleaner W gll( Institutes
technology production centres etc) ir;Ei)tiag\r/elg 9
development e relevant institutional . Number of * EAC
:gglr?tti:‘\i/ceg ii?]dof networks and twinning industrial Secretariat
potentials areas for arrangements established {:iﬁ?gg and (IDD)
%nergles/collaborat promotiogr]]y . Ministries of
. Networking with netvvqus Industry
established

other regional
economic blocs ang

* Private Sector,
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Industrialisatio | Broad Policy Specific Interventions/Output Objective Verifiable Means of Implementing Assumptions Budget
n Measures Activities Indicator Verification Agency Estimate
Challenges/cons
traints
at international level
explored and
promoted
Set up appropriate mechanism fer  Detailed concept note Feasibility :National Availability of | « 300,000
financing industrial research, prepared and feasibility study reports Industrial resources
technology development and study for industrial Council/Sectora Research (technical and
innovation development innovation | Council Institutes financial )to
. Special funding fund and grant scheme Reports undertake  the
. . . undertaken A catalogue of EAC studies
mechanisms including pegional Award Scheme for enterprises/insti , Approval of the
industrial Development  industrial innovation set tutions/individu Secretariat Councils
innovation funds ( IDIF) and  up als receiving (IDD) Commitment
matching grants scheme pdnterventions to increased Awards o from
support collaborative  budgetary support for Number of new Ministries of participating
initiatives should bd industrial research and innovation Industry partners
technology development oriented secured
explored - .
sector prepared enterprises Private Sector,
« An Award scheme for Opetationalization of the Increased Development
innovators explored IDIF, Matching grant investment in Partners
Scheme and Award commercializati
e Increased budgetary Scheme on of research National
allocation to at least 1 percent and innovations Science
of GDP Number of Councils
collaborative
R&D
programmes
Inadequate * Promote Facilitate and advocate for * Baseline study to Baseline study National and Availability of | « 300,000
compliance sustainable | adoption of common policies and  establish status of report Regional resources
withand industrialisat | regulations for the control of industry compliance with Report of the Environment (technical and
implementation ion and industry related pollution, environmental Awareness Agencies financial ~)to
of environment h d N | lati ional seminars EAC undertake the
environmental management azar. ous wa.s €, 'nuc ear ) regulations (national, Response Secretariat studies
related materials, radioactive materials regional and internationg strategy (IDD) Approval of the
regulations by and any other industrial laws, regulations and document Ministries of Councils
industry discharges and wastes which conventions) undertaken Environmental Industry Commitment
Audit Reports International from
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impact on environment «  Aresponse strategy . Organizations participating
_ including awareness (UNIDO, partners
¢« Common strategies seminars conducted Ul\_lDP, UNEP) secured
and policies for . Prl\{ate Sector
industrial waste . (l\;;';\tlonal
eaner
management Production
. Centres
* Common polices ¢ Ministries of
and strategies for Environment

environmental « Private Sector
impact assessment Associations

(ElAs) studies

e Common principles
and guidelines on
corporate social
responsibilities
(CSRs)

e Legislative and
regulatory
frameworks to
promote waste
avoidance,
prevention,
reduction, re-use
and recycling should
be developed

¢ Promote resource efficient | « A regional strategyon |+ Regional ¢ National and + Availability of | = 300,000
and cleaner production Resource Efficiency and strategy Regional resources
initiatives in industries to Cleaner Production document Environment (technical and
enhance competitiveness and  (RECP), and Sustainabl? Agencies financial )to
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facilitate compliance with
environmental measures.

Production and
Consumption (SPC)
prepared and
implemented

Setting up Regional
networks mechanism for|
cleaner production
centres

Council/Sectora
| Council report

Catalogue of
enterprises
participating in
regional RECP
initiatives

EAC
Secretariat
(IDD)
Ministries of
Industry
International
Organizations
(UNIDO,
UNDP, UNEP)
Private Sector
National
Cleaner
Production
Centres
Ministries of
Environment
Private Sector

Associations

undertake the

studies
Approval of the
Councils
Commitment
from
participating
partners
secured

SPECIFIC POLICY TARGET FIVE : TRANSFORMING MICRO SMALL AND MEDIUM ENTERPRISES

INTO VIABLE AND SUSTAINABLE BUSINESS

ENTITIES CAPABLE OF CONTRIBUTING UP TO AT LEAST 50%

OF MANUFACTURING GDP FROM 20% BASE RATE

63




Weak institutional
and regulatory
framework to
support the
development of
SMEs

Facilitating the
Development of
MISMEs

+ Settup an SME business portad A catalogue - 300,000
where SMEs can access a of . Availabilit
varLetylof information on ) information : (Elgg)Secretarlal of resour)c/:es
technology services, market services e technical
opportunities etc needed by gw&zgg& ’ Ir'\]/léﬂgtg of énd financial

S&iess al Council - SME )tr?dertake
prepared reports associations tjhe ctudies
throudh A catalogue of| «+  Manufacturing udi
9 SME Associations Approval of
surveys of accessing . EABC the Councils
E&iesses information «  Development Commitmen
through the Partners t from

« Information portal © DFIs participating
portal é’:gg partners
designed and secured
launched

300,000

Formulate a regional charterand g «  An audit of Survey reports| -+  EAC Secretariat Availability

policy on MSME development. This regulatory, (IDD) of resourceg

will be undertaken by harmonisation  laws and Compendium | « Ministry of (technical

of Partner States policies and administrativ of regulations Industry and financial

legislations on MSMEs to ensure a e and - SME )to

sound framework for their growth requirements administrative associations undertake

and development. to be fulfilled +  Manufacturing the studies

o Toinclude Bench- by SME measures Associations Approval of
mark of country best carried out . . EABC the Councils
practices on SME Council/Sector| . peyelopment Commitmen
promotion Required al Council Partners t from
reforms and Reports - DFls S
reviews - AFDB participating
proposed Charterand |. EADB partners
Regional SME| »  Ministry of secured
EAC Charter policy Trade
on SMEs and
a regional
policy
formulated
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Develop a regional programme for,

the upgrading of SMEs to enable

them take advantage of Common

Market opportunities and get

integrated into regional and global

value chains

The programme should cover fou

main components on:

« improving business
environment

« Boosting enterprises
competitiveness

»  Business development service
and supporting institutions

« Innovation capacity

(%]

Plan of
actions for
improving
business
environment,
boosting
competitivene
Ss, increasing
business
development
services and
increasing
technology
uptake
prepared

Programme
designed and
implemented

Study reports

Council/Sector
al Council
Report

Plan of
Actions

Comprehensiv
e programme

Catalogue of
SMEs
benefiting
from the
programme

A catalogue of
Institutions
executing the
programme

Number of
Programme
implementatio
n offices
established

EAC Secretariat
(IDD)

Ministry of
Industry

SME
associations
Manufacturing
Associations
EABC
Development
Partners
International
Organizations
(UNIDO, ILO,
UNDP etc)
DFls

AFDB

EADB
Ministry of
Trade

Availability
of resourceg
(technical
and financial
)to
undertake
the studies
Approval of
the Councils
Commitmen
t from
participating
partners
secured

18,000.000

65




6.0

EAC INDUSTRIALISATION STRATEGY LOG FRAME

Goal: “Sustain a robust| ¢ Contribution of the manufacturing sector [t8 National Industrial and EAC-+ Regional economic environment
industrial structure which is total GDP of 25% by 2030 Statistical Reports; conducive for trade/commerce
globally competitive, . . .
environment-friendly and| * Ea(f/e bszgrS,OOMh of manufacturing sector |a¢ Background to the Budget . ietﬂé”g ?(1; r[])erson and property sustained
capable ~ of significantly oy « UNIDO International Yearbook of g
improving the living s}andards e Manufacturing Value Added per capita at $ Industrial Statistical e Capacity and commitment of organised
of the people by 2030 258 by 2030 . private sector to support regional
* Industrial Surveys : T
. industrialisation initiatives
* Manufacturing based employment at 2.2m by .
2030 ¢ World Economic Forum
Competitiveness Report
e Average score on World Economic Forum -
Competitiveness Index between 4.8 and |4°9 UNIDO Statistics
by 2030
e« Score on UNIDO's Competitiveness
Industrial Performance (CIP) Index of 3.5
Purpose: “to create a marketl « A deepened, upgraded and diversified National Industrial Statisticgl «  Stable macro-economic policies
driven, regionally and regional manufacturing sector Reports . . .
internationally competitive » Effective/proper implementation  of
industrial sector based on the® lr\goirgnianlv(fzosr;m(e’jlrrl;tii\r/leae:gszn\;\gtl potential anel  Background to the Budget national and regional reforms
comparative and competitive 9 P 9 *  World Economic Forum ¢ Favourable business climatic conditions
advantages of the Partner. |mproved enabling environment Competitiveness Report prevail

States”

New markets identified for businesses

Improved efficiency in key value chains

Partner States’ buy-in and support to
EAC Industrial Strategy

he

Output/Results Area 1:
Adequate Ownership and
Coordination of the EAC
Industrial Strategy

Efficient coordination of national institutions
and activities in favour of EAC industrial
strategic objectives

Adequate human and financial resources at
the EAC Secretariat to implement regional
industrial initiatives

Adequate awareness about the EAC Industrial

Agenda

EAC Secretariat Progress Reports

Number of staff recruited at the
Secretariat

Channels established for funding
regional industrial
initiatives/expedition of regional
industrialisation programmes

Effective institutional mechanisms

Advocating influence for implementatio
of industrial initiatives is welcome

Willingness of development partners to
continue funding activities of the EAC
Secretariat

Top leadership in Partners States gives
support to PPP sector collaboration

=)
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Public Private Partnership Structures
Strengthened/Development of a conducive
environment for PPPs

Capacity built in the public and private secto
through existing institutions and association
to enable adequate implementation of
industrial initiatives

n =

for PPP dialogue on policy issues

which impact industrialisation of the

regions

Output 2: The EAC
Industrial Strategy
Implemented and Monitored

Competitiveness of identified regional .

industries strengthened

Sector clusters formed and operational alorjg
identified productive/competitive industries

Pilot projects implemented

Benchmarks of good practice identified for | ¢

the private sector

Communication Strategy implemented .

Adequate research and analysis undertaken to
support key policy recommendations to .

enhance regional industrialization

Adequate provision of analytical support for|
dialogue processes relating to competitiveness
and business environment issues in the region

Adequate monitoring and evaluation of
regional industrial initiatives

Reliable industrial data available for policy | ¢

analysis, monitoring and evaluation

Partner States increase capacities to

document, archive, disseminate and industrial

data

Annual output of key industries

National Statistics on demand for
locally manufactured goods

Formation of clusters of firms with
high growth potential

New markets identified for
businesses

Improved efficiency in key value
chains

Industrial Survey Reports/EAC
Secretariat Progress Reports

Industrial Survey Reports/EAC
Secretariat Progress Reports

EAC Monitoring and Evaluation
Reports/National Industrial Reportg
on Industrialisation

Legal and regulatory framework for
collection of industrial data designe

o

Availability of sufficient resources to

undertake research/undertake monitori
and evaluation and targeted industrial

projects/initiatives
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6.1 EAC Industrialization Strategy Operational andImplementation Plan

Output 1: Adequate Ownership and
Coordination of the EAC Industrial
Strategy

Support the alignment and integration of natiomalustrial strategies into regional | 2012 — 2013 NA
industrial development plans
1. Working with relevant national ministries, establaregional network of
industrial officials from the five EAC Partner Statwho will spearhead the
integration of national industrial strategies intgional industrial development
plans
2. Organize four workshops (quarterly) for one yedthwhe above team to draw 400,000
up Action Plans to integrate regional industrialelepment programmes into
national strategies
3. Conduct annual assessments to follow up on progmesgning national 50,000
strategies to regional programmes
4. Develop strategies, plans and policy recommendsibonalignment of national 100,000
industrial plans to regional ones
5. Encourage design and publication of comprehengiperts on Partner States’ | Annually NA
progress in implementing of national and regiondusstrial development
initiatives
Promote an increase of resources devoted to in@listevelopment within Partner | 2012 100,000
States
1. With support from the Ministries of Trade and Inoiysand the Ministry of East
African Community Affairs, prepare a comprehengiveposal on areas that will
require substantial funding to enhance regionalsiriblisation
2. ldentify opportunities for stakeholder participatim regional dialogue on 100,000
sustainable industrialisation in order to engergleater commitment from all
key stakeholders. Use dialogue to secure greaeuree commitment from
Partner States and development partners to furad &lentified as crucial in
enhancing regional industrialisation
3. Putin place a regional framework for attractingl FD 50,000
Communicating strategy vision, goals, benefits)lehges, risks and opportuniti 2012 100,000

1.

Enhance stakeholder education and awareness admefits deriving from

sustainable industrialisation. Specifically dessgpommunications strategy to
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create awareness/build support and buy-in foridedtrial Strategy.

Facilitate the establishment of PPPs by providimglgtical and other support for | 2012 — 2015 200,000

dialogue processes related to industrialization

1. Participate in the enactment of PPP Act at regitmal

2. Establish a regional PPP forum, and organise birapublic/private 800,000
workshops, to address challenges facing the regiw jdentify business
partnership opportunities

3. Design and implement a regional industrial investnpomotion agenda and 100,000
align with existing EAC investment conferences

Output 2: The EAC Industrial Support the implementation of interventions espaugthin the strategy document| 2012 — 2017 1,234,000
Strategy Implemented and Monitored | by providing both adequate human and financial teses for technical assistance

1. Increase the number of technical staff at the $aca¢ from 2 to 4

2. Strengthen new staff's project management skillsntable implementation of 25,000
key industrial priorities outlined in the Industr&trategy

3. Draft and operationalize annual regional indusséilon plans within the 200,000
framework of the Industrial Strategy

4. Commission studies and propose strategies forethiem’s sustainable industrial 200,000
development

Support the development of sector clusters fortified regional industries, 2012 — 2013 100,000

including mobilisation of resources for implemeiuat

1. Conduct sub-sector analysis of value chain needsletted clusters

2. Establish broad consensus (from Partner Statesg@ctoral development NA
priorities and divisions of responsibilities of kieyerventions
Build awareness on areas that will enhance theugtodity of the clusters 100,000

4. Institute a regional campaign for promoting produdtt awareness within the 100,000
sectors

5. Develop incentives for value addition 90,000

In collaboration with the private sector, impleméime establishment of Industrial | 2012 — 2017 100,000

Parks with Business Incubation Centers

1.

Commission feasibility study for how to best ingté incubation centers in the
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Partners States as a tool for small and mediurméssidevelopment

2. Study issues related to the development of thei8lpeconomic zones and 100,000
coordinate the implementation of relevant policies.
3. Prepare a proposal for funding viable/bankablelation centers 100,000
Facilitate the implementation of global competitiess survey to benchmark the | Annually 50,000
Region’s competitiveness
1. Participate in the survey, by undertaking regionaktings to fill survey
guestionnaires
Put in place a mechanism/s for regularly receivipglated data on industrial 2012 10,000
performance at national and regional level
1. Commission the services of an IT firm to design asthall a regional data base
on industrial statistics
Build and sustain the capacity to generate theigttaal data needed to support 2012 100,000
industrial development through an effective usstatistics to inform policy, monito
its implementation promote accountability and measlevelopment results.
1. Commission the services of an IT consulting firntemduct training workshops
for stakeholders from the five Partner States@m to generate and use
industrial statistics to inform policy and moniits implementation, etc
Conduct periodic reviews to assess progress inemphting industrial strategies, | Quarterly 50,000
both at national and regional level
« Develop a Monitoring and Evaluation matrix to trgolgress in implementing
regional industrial initiatives
e Conduct quarterly assessments on progress on egimtustrial development 50,000
* Conduct annual surveys on the status of the indlisector in the region 50,000
* Basing on results of the assessments, fine tunesindl strategy annually 50,000
* Media monitoring by a specialised firm for five yea 2012 - 2017 100,000
Strengthen the capacity of national regulatory lesdio monitor industry, to keep up2012 52,500

with technological developments and enforce enwiremntal regulations

1. Conduct training workshops with stakeholders oprioned tools and
techniques for monitoring industrial establishments
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Objective-Output Activity Activities Timeframe Estimated Cost (USD)

Intensify existing programmes for the promotiogadds made within the EAC 2012 - 2013 100,000

1. Commission a consultancy on how to harmonise ahdrese national
programmes to promote locally manufactured products
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7.0 INSTITUTIONAL FRAMEWORK

A robust institutional framework to coordinate agdide implementation of the industrialisation
strategy and policy will be a key success facttre EAC protocols clearly identify the lead regional
institutions responsible for providing oversighboedination and implementation of key regional
policies. The EAC institutional framework will beilised to ensure effective implementation and
monitoring of the regional industrialisation poliagd strategy.

7.1 Framework for Industrialisation — Policy Matters

Fig 9: Proposed Institutional Framework for Industrialisation — Policy Matters

EACSUMMIT <

T

EAC COUNCIL OF MINISTERS

A

A
EAC SECTORAL COUNCIL ON INDUSTRIALISATION @=----- MEMBER
* STATES
» SECTORAL COMMITTEE ON INDUSTRY <&—--------- 7y
3 |
1
1
EADB DIRECTORATE OF PRODUCITVE SECTORS
LVBC 4
Ll INDUSTRIAL DEVELOPMENT DEPARTMENT Manufcirer
Function 1: Industry & Function 2: Industry Function 3: SME CEESERTOS
Tech. Promotion Observatory & Development
-Investment opportunity Competitiveness Function

identification - Competitiveness -promote SME

- Regional industries - Analysis Clusters

Link with national IPAs, PPP

(Link with national IPAs - Research -prepare SME Portal

facilitation, Feasibilit) : L P
et Y - Coordinate M&E Activities -prepare SME charter

7.1.1 EAC Council of Ministers

The Council’s lead role with regard to the Indwstsation Policy and Strategy oversight and guidanc
emanates from Article 44 of the EAC Common Markebtétol (CMP). The Protocol commits
Partner States to cooperate on industrial developmetters for attaining sustained growth and
development of the Community.

7.1.2 EAC Sectoral Council on Industrialisation

It is proposed that in line with the developmentteé EAC Industrial Policy (2012-2032) and EAC
Industrialisation Strategy (2012-2032), the Communestablishes a Sectoral Council on
Industrialisation to guide implementation of thedustrialisation Policy and Strategy by issuing
relevant directives and regulations on:

a) implementation of the industrial development polieyd strategy including promotion of new
technologies and the infrastructure necessarynfbustrial development;

b) improvement of quality and technical and regulatiorfyastructure to ensure compliance of
industrial products to standards and technicallatigms;

c) establishment of physical infrastructure for indastdevelopment including industrial parks
and special economic zones;
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d)

e)

f)

9)

h)

establishment of a regional mechanism for devetpgionoman capacity for industrial and
technological advancement;

support for regional fora for Public Private Parsigp and civil society dialogue;

development of a regional mechanism to provide asusble and affordable industrial
development finance;

support for the development of a regional prodectdase for capital, intermediate goods,
tools and implements; and

any other measures that may be necessary.

7.1.3 Sectoral Council on Industrialization

In order to provide policy direction, support implentation and monitoring of the EAC
Industrialisation Policy and Strategy, it is propdghat the Council establisha@sSectoral Council on
Industrialization whose mandate will include:

(i)

(ii)

(i)

(iv)

v)

Providing policy oversight on implementation of EAndustrialization policy and
strategy in consultation with the Council of Miris;

Setting policy guidance and direction for EAC Isttialization taking due regards to
international, continental, regional and natidndustrial development processes;
Implementing and following up on decisions of @euncil of Ministers and the Summit

of Heads of States relating to industrial developime

Making and issuing regulations to effect implemag¢ion of Article 44 (3)of the
Common Market Protocol

Undertaking any other measures that may be negessatlvancing the course of EAC
Industrialization.

The Sectoral Committee will be the technical arnthef Sectoral Council on Industrialization. The
proposed Sectoral Committee on Industry will foongechnical aspects of industrialisation inclgdin

the following:

a) Provide technical input to the Sectoral Council oratters pertaining to industrial
development in the region;

b) recommend measures to support emergence of a @wadindustrial and economic
environment and facilitate networking, consultai@nd negotiations on issues of industrial
development among Partner States;

c) facilitate harmonisation of the legal and regulgtdrameworks affecting industrial

9)

development including efforts towards definitionoofmmon rules and framework conditions
relevant to industrial development of Partner State

submit periodic progress reports to the EAC Sett@ouncil on Industrialisation;

assist the EAC Sectoral Council on Industrializatim formulating strategies for the
development of industrial subsystems and act fasuan to address the emerging needs and
challenges to industrial development;

monitor progress of industrial development and éewies toward market concentration or
other forms of market distortion and recommend apipate measures; and

act as an intermediary between the regional inghssttheir strategic consultative groups and
the national governments to ensure continuousgli@@nd a level playing field for all.
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7.1.4 Role of the EAC Secretariat

The Secretariat through the Industrial Developnigpartment (IDD) in the Directorate of Productive
Sectors will facilitate and coordinate implemertatof various activities and programmes envisaged
under the policy and strategy. In particular, t8ecretariat through Industrial Development
Department will undertake the following among other

a) facilitate the work of the Sectoral Council on usttialization and Sectoral Committee on
Industry;

b) maintain regular communication on industrial depebent issues with regional and national
stakeholders including member states and privat®iserganisations;

c) promote the region’s industrial development agaentianationally;

d) promote and facilitate joint regional industrialion ventures;

e) conducting regular feasibility surveys and assesgsnef the industrial sector to identify
opportunities for regional investments and to emg@iobgress monitoring;

f) promote collaboration in industrial Research andvdl@pment (R&D) and fostering of
synergies/linkages between universities, reseanters and the industry; and

g) provide strategic information to the industrial teec especially regional industries, SME’s
and entrepreneurs on markets, new technologieghanahture of competition.

To enable effective implementation of the policyl atrategy, the capacity of the Secretariat will be
enhanced to execute the following functions toeehige the industrialisation of the region;

i.  Industry Competitiveness/Industrial Observatory Function: Main activities will include:
investment opportunity identification with regaaregional industries; promotion of regional
industries through linkages with national Investimeromotion Agencies (IPAs); facilitating
Public Private Partnerships (PPPs); undertakingifddly and assessments specific to
regional industries; undertaking policy review, esigin, monitoring and evaluation; carrying
out sector competitiveness analysis and perform@ench-marking; fostering collaboration
in industrial development with other regional eamioblocs and international organisations.

ii. SME Development Function: Main activities will include supporting industrial
competitiveness initiatives through promoting SM®sving information to SMEs on various
sources of finance, providing advisory serviceSEs, facilitating linkages between SMEs
and large firms, and designing and promoting th€Earter on SMEs.

iii. Industrial R&D, Technology Transfer and Innovation Function: Main activities will
include; supporting industrial competitiveness iatives through promoting technology
development and adoption, ensuring that R&D antnelogy are closely linked to industry,
mobilizing research funds to finance R&D on produdtom regional industries, and
conducting capacity building and training prograrsne& technology foresight, at national
and regional level, support regional technology immdvation business-to-university/research
centre linkages.

7.1.5 Role of National Governments

National governments will continue to play a leatkrin enabling the regional industrial development
agenda. Partner States are expected to ensuneati@tal industrialisation policies and strategies
implemented and that national industrialisationigies continue to be aligned with regional
industrialisation initiatives.

National governments are expected to avoid takingiols that counter their obligations and
commitments at the regional level. In additionhist national governments, working with the private
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sector, are expected to initiate, implement and itnomational industrial development policy
interventions that reinforce regional industridiisa efforts.

National governments, primarily working throughittrainistries responsible for industrialisation Jlwi
take a lead in delivering the following:

a) promote economic and industrial development bytirgaa conducive investment climate
and co-ordinate and facilitate all industrial deyghent activities taking into consideration
participation and input of other stakeholders udohg, private sector representative
organisations, enterprises, donors, institutiontgrnational and regional organisations and
others;

b) co-ordinate industrial development with other EA@rtRer States and the EAC Secretariat
and play a catalytic role with regard to domeatid foreign investment inflows;

c) create inter-industry linkages, nature industrialsters and support development of small
scale industries through linkages;

d) promote fair competition in industrial developmdayt ensuring; macroeconomic stability,
good competition and trade policies, updated ldgaine work, rule of law, peace and
security, eradication of corruption, adequate emwirent, industrial and safety standards,
protection of intellectual property rights, etc;

e) provide and maintain efficient and accessible Btftacture at reasonable cost to industry and
encourage involvement of private sector operatarghe provision and management of
infrastructure; and

f) undertake period assessments of industrial perfmcenas the basis for monitoring progress
at national and regional levels.

7.1.6 Role of Private Sector

Private sector representative organisations, imatuthe East African Business Council (EABC) and
other regional private sector apex institutiongylishe supported to play a lead role in implemeoat
and monitoring of the industrialisation strategy golicy.

The private sector will deliver its input at bothtional level and at regional levels. Articles 1%l

128 of the Treaty recognise private sector orgéioiss as partners in development and emphasise the
need to strengthen the role of the national busineganisations or association in the formulatibn o
economic policies and to promote the developmergrivhte sector organisations. Some of the roles
of the private sector in implementation of the isttialisation policy and strategy are to:

a) promote linkages at national, regional and intéonal level in accordance with Article 80,
1(b) of the EAC Treaty;

b) take advantage of and exploit industrial businggsdunities at regional; and national level,

c) interact with regional policy organs and nationaygrnments to ensure improvement of the
business environment;

d) aim to build strong and competitive industrial eptises, based on ethical business
principles and practices and able to meet the iregents of local, regional and
international markets;

e) work together through their representative assiociatand advocate industrial policies and
interventions that contribute to emergence of a petitive national and regional
industrialisation; and

f) represent the interests of the private sector licypmaking organs at regional level (Sectoral
Council and Sectoral Committee).

7.2 Framework for Industrialisation — Technical Matters

7.2.1 Regional Sector Value Chain Coordinating Roudtables
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It is proposed that the private sector takes a telin implementing the industrialisation poliagd
strategy through participation in Regional ValueahRound Tables (RVCRT) meetings. RVCRT
will be structured initially around the three prigrsectors including extractive and mineral preiueg
industries, agro industry and the pharmaceutichistry.

The Round tables will bring together the privatetse representatives from the Partner States who
would meet regularly to consult on and discuss rieeth and policy issues relevant to the
implementation of the strategy and policy spedifithe relevant subsector. RVCRTs will provide the
necessary platform for ensuring private sector igpétion and leadership with regard to
implementation of the industrialisation policy astcategy.

RVCRTSs will periodically report to the EAC Secto@bmmittee on Industry and their activities and
programs would be facilitated by the Competitivenesit/Industrial Observatory established under
the Industrial Development Department. Addition®lGCRTs will be created as necessary.

7.2.2 Regional Technical Centers of Excellence

Regional Technical Centres of Excellence (RTCE) b established to offer technical support to
priority subsectors from a regional and internadldrest practice standpoint. Within the framewdirk o
industrial priority sectors, the RTCE will conceia@d implement activities aimed at strengthening
sector competitiveness and the scientific and telclgical capabilities of EAC Partner States.

RTCEs will aim to transfer scientific knowledge ahgh advanced training; create a bridge bringing
together industry and academia, support indugtesgarch and innovation, support development and
adoption of environmentally friendly technologiesdaprovide RVCRTs with expertise in science-
based technologies.

Figure 11 below presents the institutional framdwfor industrialisation specific to technical maste

Fig 10: Proposed Institutional Framework for Industrialisation — Technical Matters
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7.3 Framework for Industrialisation — AccompanyingMeasures

An Inter-Ministerial Coordinating Forum (IMCF) will be set up by the Councilcharged with
following up on progress in implementing accompagymeasures, both at national and regional
level. The deliberations and decisions of the IM@H be forwarded to the Council for Council for
consideration.

At national level, industrial development coordingt councils will be set up to discuss
corresponding complimentary measures having a fgaon industrial development. The
private sector associations particularly the asdimei of manufacturers, associations of
SMEs and other relevant private sector bodies paltticipate in the deliberations of the
Sectoral Council, Sectoral Committee, inter-minisiecoordination forums and national
industrial development coordination councils as rers.
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8.0 RESOURCE MOBILIZATION AND FUNDING THE STRATEGY

The EAC Industrialization Strategy will be financBAC Partner States, Private Sector, Development
Partners, regional financial institutions such asm@ercial Banks, and Micro-finance Institutions
among others.

The following strategies are proposed to finangelé@mentation:
8.1 Public Private Partnerships (PPPs)

Public Private Partnerships (PPPs) are effectivaniting mechanisms for both national and regional
development activities, especially infrastructurejgcts. The availability of development finance is
considered an important ingredient in ensuring:emaization of such PPP initiatives, developing
PPP projects; undertaking financial structuring aadkaging of projects and mitigating the risks
confronting PPP activities and projects.

PPPs in the EAC Partner States have been used ywatedl somewhat effectively in the
implementation of large public projects thus pravidan avenue for implementation of the EAC
Industrialisation Strategy. Implementation necess# the adoption of the following strategies:

a) Development and harmonisation of existing PPP @dljctrategies and regulatory
frameworks

b) Promotion of Public Private Partnerships in thevjgion of infrastructure and other services
c) Capacity Building for PPP development

There are several optional arrangements for PPRsiptementation of the EAC Industrialisation
Strategy:

i.  Build-Operate-Transfer or Build-Own-Transfer (BOT: form of concession with an
emphasis on construction of new, standalone sysi@ich& comes in several variations.

il. Corporatisation: A government entity forms a sefgatagal corporate entity to manage
service provision. These corporate entities ofteferred to as "utilities," involve
partnerships in the sense that government creaegasate, contractual "partner".

iii. Lease Contracts: A private company rents facilifi|sn a municipality and assumes
responsibility for operation and maintenance. Téssée finances working capital and
replacement of capital components with limited ecoit life and fixed assets remain the
responsibility of the public partner.

iv.  Concessions: A private company handles operatindsraintenance and finance
investments in addition to working capital of a [ipartner. The public partner exercises
a regulatory and oversight role and receives aassion fee for this arrangement.

8.2 Foreign Direct Investments and Portfolio Invesnent

The private investment in the region relatively Bmand as such the region needs to develop effici
and market-seeking foreign direct investment flbsvsucceed in attracting investments. Attracting
and retaining foreign investment in a highly conitpet environment requires that the region offers
investment opportunities with a relatively higheturn given a certain level of risk, or alternatjye
lower risk associated with investments providirgeetain rate of return.

Foreign portfolio investment (FPI) would serve aetaer potential source of finance in the
implementation of the EAC Industrialisation Strateg
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8.3 EAC Financial and Capital Markets

Savings and investment are central determinantshefrate and pattern of economic growth.
Increasing domestic savings and using the resoimga®ductive investments by the EAC economies
will strengthen the region's prospects for accéderaeconomic growth, poverty eradication and
sustainable development.

There is an expected positive impact on the glabatstments flow to EAC economies through

regional and international trade and investmene ptivatisation of regional companies through the
issuance of share on the national stock excharagepriovided funds for companies to implement their
resource intensive regional development programiilest of the issued public shares have been
oversubscribed indicating the existence of poteirtieestors in development projects.

This provides an opportunity for the regional indies to source for funds from the national
economies for the implementation of the industdavelopment projects though the following
channels:

a) Private Equity and Venture Capital Funds; and
b) Infrastructure Funds or Bonds; and

¢) Industrial development bonds.
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9.0 MONITORING AND EVALUATION

Monitoring and Evaluation of the EAC Industrialiget Strategy will be guided by the Implementation
Matrix (see Chapter 8) that outlines the specifiteliventions/activities and objective variable
indicators. From the Implementation Matrix, the I@Dthe EAC Secretariat will develop five-year
Action Plans, against which the Strategy will benitared and evaluated periodically.

Monitoring of the EAC Industrialisation Strategy

The Monitoring of the Industrialisation Strategyllwvdomprise continuous and systematic collection
and analysis of information (data), in order tomnfi the Secretariat and key stakeholders the etdent
which progress against stated goals and objedti@s®een achieved.

Industrial Surveys will be conducted, first at gredorsement of the Strategy to provide baseling dat
and subsequently at the end of the every five yehimplementing the Strategy to support impact
evaluation. As outlined in Chapter 9, the IDD oktEAC Secretariat will take a lead role in

monitoring the Strategy, supported by the Sec@aahmittee on Industry.

Evaluation of the Strategy

The evaluation of the EAC Industrialisation Strateygll entail planned and periodic assessment of
results in key areas (e.g. appropriateness, effawis, efficiency, impact and sustainability).

The evaluation will build on the monitoring procéssidentifying the level of short to medium-term

outcomes and longer term impacts achieved; thende® and unintended effects of these
achievements; and approaches that worked well hosetthat did not work well; identifying the

reasons for success or failure and learning froth.bo

Main evaluations that will be carried out in theuse of implementation of the EAC Industrialisation
Strategy will include (i) Four 5-year Evaluatiomslg(ii) One Terminal Evaluation in 2032.
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10.0 COMMUNICATION AND OUTREACH PLAN

The communication and outreach plan has been dmsign guide the EAC Secretariat on how to
effectively communicate and educate the public altioel regional industrialisation initiatives, which
are contained in the EAC Industrialisation Strategy

The EAC Industrialisation Strategy is a policy imshent whose ownership is a requisite in all the fi
Partner States, particularly among the businessmonity.

It is therefore prudent that appropriate commuiocatchannels are instituted, using this
communication and outreach plan, to adequately téka objectives and goals of the Industrialisation
Strategy, and subsequently, allow for its adequapéementation.

The communication and outreach plan aims at cmgasinframework for continuous flow of
information between the EAC and public and alsoeascta feedback mechanism to identify issues
impeding industrial development, and ways on hasy ttan be dealt with.

Specifically, the plan will;

a) Guide the EAC institute an effective communicatioachanism with various stakeholders,
including promoting public awareness on the regiandustrial programmes, comparative
advantages of Partner States, and related issues;

b) Advocate for regional industrial growth throughipglreforms; and
c) Provide avenues on how to enhance competitiverfdbg oegion.

The communication and outreach plan will apply tib@s outlined below to disseminate information
on industrialisation in the region. Also, once E&C Strategy is adopted, it is recommended that the
Strategy is publicised using the following tooli€Ttools are:

i.  Websites (EAC, National Private Sector Associafions

il. Mini CDs

iii. Print media/Press releases
iv.  News letters (EAC and Private Sector Associations)
v.  National Assemblies,
vi.  Civil Society Organizations,

Vii. Chanceries,

viii. Investment Promotion Centers

10.1 Implementation Structure

It's important to note that the media will play antral role in the communication process. In
spearheading the objectives of the EAC Industatibe Strategy, there is need to leverage the media
for effective information dissemination.

In this regard, we recommend the appointment giexiic media point person that will coordinate
and make arrangements for media to access infamat regional industrialisation initiatives. The
role of the officer will include liaising with mealj coordinating media briefings, and preparing pres
releases, among others.
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11.2 Key Messages

a) The EAC Industrialisation Strategy aims to suppgbg establishment of a competitive and
efficient industrial sector, able to sufficientlpndribute to wealth employment and higher
incomes for East Africans

b) Value addition and product diversification are keyregional industrialisation

c) Regional industrialisation will enhance accessamger markets and provide an environment
that will bolster the manufacturing sector’s capggdio compete in international markets

10.3 Strategic Objectives

Table 16 outlines the Strategic Obijectives, thefgperance indicators and key outputs of the
communication and outreach plan.

Table 7: Strategic Objectives: The Performance Indiators and Key Outputs

i. Establish avenues to use to enhance public commuaton

ii. Create means of interacting with the media and howo relay educational messages through the media

Communication to increase a) Create a framework for continuous i. Introduce media

flow of information between flow of information between the interaction through

Secretariat and the public EAC and public regular briefings and
b) The media: workshops

ii. Number of media
experts assigned to
cover the region’s
industrialisation efforts

i. Better coverage and
independent analysis of
regional industrialisation
initiatives.

ii. Numbers of journalists

covering regional events om
industrialisation

Increase public participation in a) Better awareness and knowledgéncrease in awareness and
regional industrialisation of industrialisation efforts at knowledge on regional
programmes. regional level; the key players, | industrialisation programmes
their roles and responsibilities;
etc.

b) Increase in number of media
reports and exposures on
investor protection matters
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10.4

Monitoring Tools

Table 17 below outlines monitoring tools that ved adopted

Table 8: Monitoring Tool

>

Results of a) What has to be done a) Regular record a) Plan future work
activities of activities b)  Identif
b) What has not been done b1 Periodi . ) Identify successes
but was planned to be ) Periodic reports c) Identify opportunities
done c) Meetings, to build on strengths
C) What problems have \[/)vrc;rglfrs;ln(:pmsewnh d) Identify problems
been encountered partners and :tr;gt\gge;knesses, pla
d) How the problems have sample target
been addressed audience e) Review priorities
e) How the external d) Participants f) Identify training
situation has changed reviews needs for both
implementers and
. . e) Newspapers,
f) Any other information radio and other target groups
relevant to the . .
media g) Identify need for
programme further information
f)  Informal research !
discussions
g) Observation
h) Surveys
Programme i. What is needed and i. National i Plan and schedule
Inputs where it can be found Institutions activities
ii. When it is needed and ii. Regional Bloc ii. Monitor costs and
when it will be available budget accordingly
iii. Cost
Progress of i. Progress towards i. Information i. Modify strategy
programme achieving objectives about key objectives if
ig?ggg\'g% to ii. Are objectives still indicators necessary
) relevant ii. Observation ii. Feedback
iii. Identify need for
review or evaluation
iv. Identify need for

improvements in

monitoring system
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12.0 POTENTIAL REGIONAL PROGRAMMES AND PROJECTS

Piloting industrialisation projects and programmeidl give effect to a coordinated region-wide

approach to implementation of the Industrialisati®trategy. The intention of piloting selected

industrialisation initiatives is to fast track ingphentation of measures and interventions designed t
catalyse faster, better coordinated, and reswtedrimplementation of the Strategy.

Pilot projects and programs will have a typicat ligycle of 3 to 5 years and will a leave behind
valuable experiences and ensure that there isaegrimteraction between the EAC industrialisation
team, national institutions and the private secfbhis will be a good practical move towards greate
regional integration.

The pilot projects should be fully designed by théustrialisation team at EAC Secretariat after due
consultation with relevant stakeholders. The fugdior implementation of pilot programs should
come from Partner States, EAC and Development &artri-ig. 9 below illustrates the institutional
framework for implementing the pilot projects.

Fig 11: Institutional Framework for Implementing Pilot Projects

Private
Sector

National
Governments

Donors

Trustees

Programme
Investment Trust Deed

Committee EAC PILOT TRUST

Technical Finance
Manager Administrator
Pilot 1 Pilot 2 Pilot 3
Country X, Y, Z Country A, Y, C Country A, B, Z
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12.1 DESCRIPTION OF POTENTIAL REGIONAL PROGRAMMES A ND PROJECTS
12.1.1 Development Corridors and Spatial Developmerojects

Development Corridors are described as transporiréole) corridors with under-utilised economic
potential in their environs, the development of ahhivould be explored through spatial planning and
development projects (SDIs). They are thereforen sse a means of configuring, prioritising and
promoting inter-related infrastructure and largelsceconomic sectoral investments in defined
geographic areas, so as to promote trade and ingastied economic growth; optimise the use of
infrastructure; encourage value-added processidgahance the competitiveness of the economies.

In East Africa, the Northern Corridor anchored hg port of Mombasa in Kenya, and the Central
Corridor, anchored by the port of Dar es Salaaifiainzania, are principal and crucial transport reute
for national, regional and international trade lué five EAC Partner States. Below is a highlight of
two pilot projects that can be set up along theidors.

a) Developing an Industrial Pack along the Corridors

The Industrial Park can be physically set up ada plong any of the two corridors. The physical
zone or park can be created close to dry or sda pora PPP basis. The occupants of this facitity
pay an administrative fee to a newly created ImthisPromotion Centre (IPC) - an institution
specifically created at regional level to champimplementation of the parks and zones. This will
allow the licensed industries to take advantagallothe benefits deriving from the EAC Common
Market Protocol.

More importantly, existing businesses outside thegi&hal Industrial Parks but with regional
ambitions can pay a slightly higher administratfer (as the cost of administering entities outside
Industrial Park will be higher) to IPC. The liceddadustries outside Regional Industrial Parksloan
recognised as Certified Strategic Regional Indestri

The payment of the regional market fees can gigethccess to:

i bonded warehouses, sealed containers for movenfegbars within EAC without
additional duties and taxes as per the signed BA@®oIs;

ii. advantage of EAC Common Market Protocol — free muem of labour ( the work and
residence permits to be easily procured by IP@airalf of the regional industries);

iii. removal of Non Tariff Barriers (regional SPS cecttion as well as quality standards
certification procured by IPC);

iv.  border facilitation — fast track clearance of gopusduced in regional industries at the
border, including reducing delays at weighbridggs;

v. dispute resolution — facilitate resolving of trarspricing disputes or any such dispute
with revenue authorities related to movement ofdgdoetween two jurisdictions.

It will be important to have an effective and fuooing IPC and setting up of such a body under the
aegis of EAC with staff drawn from ministries of EA0f every country might be an administratively
expensive affair. However, if there is an adequmateber of industries participating in the pilot and
the cost of the staff is in-built in the Regionadlustry Fee, then the pilot will be feasible.

b) Load balancing and intermodal transport for redgi¢iade costs along the Corridors

A load balancing PPP project that combines railwhgisge transport over the lake, and trucking needs
to be conceptualised as the greatest weakness@ni€its logistics costs.

At present, there is little balance between thedheaul and backhaul traffic in the EAC region.
Conceptually the transport assets can be betteageanif each destination has enough productslto fil
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up the trucks or railway wagons in both directiofisat is the only way the costs will come down.

One way to expand the market for rail and lake édomgrne freight (which is cheaper) is to resort to
containerisation which brings together the besteetspof the rail and truck modes of transport,
dovetailing their respective strengths to redudal transportation costs. This also results in many
more shippers using the rail and barge mode asicans are brought to their doorstep by road from a
rail and barge fed container facility.

Hence, while the rail takes care of the long hdigpatch and delivery from premises is done bykisuc
bridging the distance to the railhead. This wikalenable multi-modalism to penetrate into DRC,
Sudan and the other neighbouring hinterland, lavgeoiverall freight costs.

12.1.2 Sector Clustering and Agglomeration - PrometSector Clusters and Sector Value
Chains

A key reason why Partner States’ intervention jppsut of industrialisation has often turned oubto

a hit-and-miss affair is failure to fully understhdivergent factors that influence competitiveniess
specific sectors of the economy. The EAC needstmgically profile the region’s economic sectors
with special focus on key growth sectors and sectbat hold the greatest potential to grow the
regional economy.

Understanding what drives growth in key sectorstled regional economy and designing and
implementing agreed policy intervention with thggart and active participation of the private secto
holds the key to enhanced regional industrialisathomong other considerations, the industrialisatio

strategy should be partly predicated on sectotedisdrategies. Promoting sector clusters wouldltres

in improved productivity through better access gecsalised suppliers, skills, information and other
variables.

Enhancing industry value chains, targeting sedtwat hold the greatest growth potential, should als
constitute a core dimension of the EAC industraien strategy. For instance, definirand
implementing a competitiveness framework that stregthens agro industry value chains is likely
to significantly enhance the EAC’s growth and emplgment potential given the significance of
this sector to the regional economySpecifically, this intervention would focus onckuareas that
hold the greatest potential for growth through ®ahddition including: food processing, textiles and
clothing, and leather and leather products, amadiners.

12.1.3 SME Incubators

In the generic sense, the term ‘business incubaimtem’ is used to describe a wide range of
organisations that, in one way or another, helpepnéneurs develop their ideas from inception
through to the launching of a new enterprise, vutther support provided during the operation & th
new venture. Full service business incubators nffy space to tenant businesses, and provide office
services as well as meeting the technical neetlseoéntrepreneur with regard to marketing, business
organisation, finance, advisory and consultancy.

The facility of offering entrepreneurs low costioff space, industrial shop floor space, and segvice
can be beneficial in that it promotes capital covestion of the entrepreneur by affording him with
affordable space, and equipment that would be dhaith other members of the incubator. However,
it is important to have a firm understanding of tharket needs, otherwise the occupancy rates will
not be high enough to warrant establishment ofabiity.

The incubator should aim to:

a) Help Entrepreneurs overcome constraints to enserpggrowth that arise from their macro-
economic environment such as regulator barrieck ¢d information, and lack of access to
capital.
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b) Accelerate the rate at which entrepreneurs leame eements of business planning by
providing informational interchanges, mentors, téchl and management assistance, and
workshops.

c) Provide ready access for entrepreneurs to learréagurces on design, management, and
networking in an incubator environment.

d) Train in subjects such as business managementroeameéntally sound technologies and
entrepreneurship.

e) Transfer technology of management tools such ashwmearking, standardisation and best
practices, in order to ensure compliance with thidejines and principles of sustainability.

f) Provide assistance in gaining access to feasibliitdmes for the entrepreneurs.

g) Support in marketing the enterprise on the intéonat level, as well as setting up local
promotional activities.

In addition to these, in order to fully addressealepment difficulties in the EAC’s industrial secto
the following would also be included:

i.  Access by members of the incubator to a matchiagtgund managed by the incubator, in
order to procure the services of private compaimiggeparing business plans and feasibility
studies necessary in acquiring finance.

ii.  Assistance and training in different forms of finang available to the entrepreneur, and help
in preparing applications, and preparing for inams with fund managers and bankers.

In short, the incubator would need to addressiical issues including: business planning, aasict
and counselling, financial advisory services, atisiag and marketing services, training services,
network services and aftercare services.

12.1.4 Addressing the Issue of Lack Access to Capital

The Credit Guarantee Scheme

The objective of the guarantee scheme is to help ared existing SMEs to access credit from the
eligible institutions without the hassle of prochgicollateral security. The eligible institutiorelgo
referred to in this document as Member Lending ititsbns) should normally be scheduled
commercial banks and selected regional rural bagtks,

The size of the local currency loan given by tHeeeks under this scheme will need to be capped, and
can be an equivalent of USD 100,000 per borrowke. @rojects will have to be approved and need to
fall under the small and medium category.

The approval process, the definition of what cansts small and medium enterprise and the
definition of an eligible borrower should be dealdeintly by the Partner States and any other donor
agency that will financially back this scheme.

The backbone of this scheme is to set up a Creditu@rantee Fund Trust for Small and Medium
Enterprises (CGFT-SME). This fund will have to be set up by Private teand Government
(PSG) collaboration; and interested donor ageng@ies.two parties (PSG and donor) will be settlers t
the Trust and can appoint a management team t@atepidre guarantee scheme. PSG and Donor may
have to contribute USD 2 million to the co-finarthe fund of CGFT-SME in the ratio of 1:1.

CGFT-SME can help make available collateral-freeditrto the sector SMEs by mitigating 75% of
the credit risk of the eligible lenders (viz. banks Member Lending Institutions (MLIs). These MLIs
will then sanction credit to eligible borrowers edn the viability of the projects and seek guin
cover from CGFT-SME against the payment of one tguarantee fee of 2.5% of sanctioned credit
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facility and thereafter, annual service fee of 18dloe outstanding credit. The fees can be passed o
to the borrower in a transparent fashion.

In the normal course of a five-year credit facilihe guarantee fee and service charges payablelwoul
work out to around 1% on an annualised basis. Hewenterest rates cannot exceed 3% over prime
lending rate of lender, excluding fees.

The lender can give higher amount loans than USODO, but CGFT-SME only guarantees up to
75% of the credit risk subject to the pre-defingahl caps and guarantee caps per borrower.

Even taking into consideration a high percentagdeféult of around 20% given that the borrowers
will be investing in small & medium scale projedtse corpus fund of USD 2 million can be leveraged
to guarantee eligible loans five times the sizéhefcorpus fund. Therefore, almost 100 projectsbean
launched in this scheme. If the scheme is seer Bubcessful the corpus can be topped up.

The central bank will have to play a part by dentathat advances guaranteed by CGFT-SME will
attract zero risk weight for the guaranteed portiod that in case any advances covered by CGFT-
SME guarantee becomes non-performing, no provisésds to be made for the guaranteed portion.

The credit guarantee scheme can be successful ifete is a commitment from all government
agencies, central bank, commercial banks, donors dmabove all the private sector. NB: These
figures are suggested for illustration purposes witout in depth study on what will be the most
appropriate amounts in the context of EAC.

12.1.5 Awards and Incentives for Regional Businesses anduBinessmen (Regional Industry
Promotion Scheme)

In order to promote regional industries and enhaheegublic—private sector dialogue, awards can be
given to best companies that embrace the EAC sphits can be a pilot project and the criteria of
awards will have to be fully laid out.
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ANNEX 1

A. UGANDA

DETAILED INDUSTRIAL SECTOR PROFILES IN EAC PARTNER STATES

General Information on the Attractiveness of the Setors in Uganda

Manufacture of
food products,
beverages and
tobacco
products

In 2010, the food processing, beverage and tobsector was the most dominant industry
with one third of the selected manufacturing an#Share of the total employment. It also
accounted for 47% of Uganda’s exports.

Uganda is endowed with 19 million hectares of addhd.

Uganda is currently the second largest producéesh fruits and vegetable in Sub-Saharg
Africa, after Nigeria, producing about 1.1 millidiT/yr. In 2004, Uganda’s fruit and
vegetable production was equivalent to about 1%he@fvorld’s total production.

Uganda is a significant exporter of coffee, witleo$ 400 million of exports in 2008, the
highest in EAC. Fish, tobacco and tea are the gitigrary exports in Uganda’s top ten
exports.

In the beverages sub-sector, exports grew by 15@¥h, 2005 to 2007. This trend continue
to 2008 with values growing by 82% to $ 44.8 miilio

Food processing industry is challenged by inadequmditastructure for value addition
processes including marketing, storage and digtabu

]

Manufacture of
plastic products

Uganda has over 15 enterprises involved in manufadf non-biodegradable plastics.

Statistics indicate an average growth rate of 50%xport values and 42% in export volum
over a four year period (2005 — 2008).

The growth in the sector is mainly attributed tioved trade between Uganda and Sug

and better prices in the markets. Sudan, DRC CamgbRwanda remained the country’

largest markets for plastic products.
Uganda does not have its own petrochemical indastryet.

Another point to note is that the difficulties imsposal of polythene bagb®uveera and
plastic containers have given rise to serious enwirental concerns, including their impa
on aesthetics, the blockage of drainage, suffogatid children and animals, and s
degradation.

an,

Cts
Dl

Manufacture of
paper and
packaging
products

During the past five years, the packaging industry boomed, as exports of horticulture a
fish have grown. However, the industry meets |lhags 50% of the domestic requirement,
which illustrates its potential.

The basic raw materials for the packaging industaie locally available. There are large
deposits of quality silica sand estimated in excé<20 million metric tonnes along the
shores of Lake Victoria;. Feldspar used in thegladustry, is available in the western par
of the country.

nd

n

Manufacture of

fabricated metal
products, excep
machinery and

equipment

[

Growth of Uganda’s iron and steel industry avera2@¥ and 30% per annum for imports
and exports respectively, between 2002 and 2006talthe booming housing and
construction sector. Also, the 5 year tax incentiffered by the Government on importatio
of raw materials has enabled the sector to grow.

Presently, there are eight active steel mills whisé scrap as their basic raw material. The
industries contribute to only 12% of steel consuorpin the country.

se
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Utilisation level for rolling mills ranges betwe&b% - 60%. None of the mills are operatin

on a 24-hr shift. National demand for steel prodigtestimated at 80,000 metric tonnes pé

annum.
There is potential for establishing integrated Isteznufacturing.

Hematite of high quality (90-98% Fe203) occurs ebkle and Kisoro districts, with total
resources in excess of 50 million tonnes, whicha&iomegligible sulphur, phosphorus and
titanium

Manufacture of
coke and
refined
petroleum
products

Uganda’s newly discovered 2.5 billion barrels dfi®iexpected to significantly change
Uganda’s export base.

At least 800 million barrels of reserves have beamfirmed, and the Albert Basin is now
reported to hold up to two billion barrels of dWEMD, 2010). The discoveries can suppor
production of over 100,000 barrels of oil per daytiventy years and are therefore sufficie
to implement medium scale refining in the country.

A feasibility study for setting up the refinery hasen undertaken, and it is envisaged that
refinery will be established within the next 5 y@dnvestment in the refinery is expected t
yield an annual return on investment of betweetolls% (MEMD, 2010).

Oil revenue will have a significant impact on tleuntry. According to the World Bank, oil
production will change Uganda’s economic outlookhva potential of doubling governmen
revenues within 6 — 10 years and constitute abdut 15% of GDP.

A National Oil and Gas Policy is in place to guitle exploration, development and
production of oil

t
nt

V)

Manufacture of
other non-
metallic mineral
products
(Cement)

The booming construction industry in the EAC regiwas contributed significantly to th
export growth in the cement sector. Export valgresv by 308% in 2008, compared to 223
in 2007.

o @D

%

Manufacture of
chemicals and
chemical
products
(petroleum
jelly, etc)

Uganda’s chemical exports constitute 0.11% of #@onal exports, and about 0.01 of the
world exports

Source: Compiled by consultant from various sourca®d interviews with stakeholders

B RWANDA

General Information on the Attractiveness of Rwandg Priority Industrial Sectors

Manufacture of
food products
(dairy,
vegetable oil,
etc), beverages
and tobacco
products

Over 90% of households practice some form of crdpvation. Agriculture employs
nearly 80% of the labour force and accounts foualahird of GDP.

9]

Since 2007, annual agriculture sector growth hasamed over 6% and, for the first tim
since 1994, production during 2009’'s second hamestestimated to be sufficient to
cover the country’s total food requirements.

Rwanda’s top exports are agro-based; tea was tfinesti export earner in 2008, growing
annually at 29.8% between 2000 and 2008; coffextHind highest, and grew at 17%,
and horticulture (vegetables, etc), the fifth higfhend grew at an average annual rate| of
12.83%. Pyrethrum is a new sub-sector, and grem én 2001 to 1.31% in 2008.

Rwanda’s agro-based products have experiencedvediahigh growth in the world
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market share; tea exports have grown at an aveadg®.5% between 2000 and 2008.
Beverages have grown at an average rate of 10.5¥gdhhe same period, while
horticulture has grown at 9.2%.

Cattle restocking programme, and called the “One @er Poor Family” programme,
has benefitted over 100,000 households, providiegobor with an asset that allows
them to enter the dairy value chain.

The growing tourism industry in Rwanda has openew markets for local food

products, both fresh and processed. However, stale producers often fail to compe
against high quality imported foods because thek Igkills and information aboy
market requirements. Supporting producers with eiaskudies and relevant training a|
technical assistance in food safety and qualityld/@mable them to exploit the existir
market opportunities

The food processing sector is constrained by: igade processing methods, lack of
access to equipment and packaging, weak linkagisspraducers and poor marketing
skills. The sector remains largely unexploitedpalhg imported foods to dominate
internal markets.

te
t
nd

g

Manufacture of
other non-
metallic mineral
products
(Cement)

Rwanda has high potential for cement productiovemgithe increasing ease of doing
business in the country, and efforts to improvetelety supply. Cimenterie du Rwanda
(Cimerwa) was Rwanda’s only producer of cementhénfirst 6 months of 2005, the
company’s production declined by 4% because of palvertages and high fuel oil
prices (Kakimba, Majyambere, and Nuwamanya, 2006hetheless, with the recently
discovered 65 billion cubic meters of methane gasnves, the country has been able
double its electricity supply, and it will generdt@0 MV by 2012, which will ease
capacity shortages.

i

to

Manufacture of
chemicals and
chemical
products
(Fertiliser)

All fertiliser requirements in Rwanda are met ttlghumports because the country has
local production of fertilisers. Fertiliser impoitecreased from 1,344 tonnes in 1995 tdg
9,039 tonnes in 2006.

The Government has developed a strategyevelop the fertiliser sector by establishin
market-based mechanisms to improve fertiliser itistion systems. The overall goal of
the strategy is to increase fertiliser use andiegjpbn rates from the current average o
kilograms per hectare to 25 kilograms per hectgr2d21

f8

Manufacture of
textiles (Silk)

Rwanda has fertile volcanic soil and climatic dtinds, rainfall over eight months in a|
year, good to grow mulberry and, rear silk-wormgtoduce quality cocoons

Manufacture of
leather and
related productg

Rwanda's hides and skins industry remains largedxploited and contributed only
0.03% of the world exports in 2008.

The Government of Rwanda’s “One Cow per Poor Fdnpitggram will provide the

beneficiaries with an asset that will allow thenetder the hides and skins value chain.

Manufacture of

fabricated metal
products, excep
machinery and

equipment

t

Base metals are the second highest exporter dartie country, growing at annual rat
of 21%.

Rwanda’s mining sector output grew at 20% in 2008 & increased export volumes d
tungsten, cassiterite and coltan, the country’saleading minerals.

By the end of October 2008, mineral export reverhagsincreased to $89 million
compared with $71.5 million in 2007. Rwanda now stmincrease annual mineral
export revenues to $200 million by 2012 by attragtigher investment, modernising
mining methods and expanding exploration.

The Rwanda Steel Industries, which opened in Afil1, employs over 250 individua|
and has helped spur small businesses

)

Source: Compiled by consultant from various sourcawd interviews with stakeholders

C. TANZANIA
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General Information on the Attractiveness of the Setors in Tanzania

of

et

Manufacture | «  Actual consumption of fertiliser in 2007 was 28494T for 9,500,000 hectare cropland and

of chemicals 111,530 MT in 2008. This consumption is low, antinested at an average of 9kg/ha

and chemical nitrogen fertiliser, compared to Malawi where farmeise 27kg/ha and in Vietnam, the

products average is 365 kg/ha per year (IIDS; 2025)

(Fertiliser

and » Several fertiliser investors have expressed interigs nitrogen fertilisers production usin

Chemical) natural gas as the raw material.

Manufacture | «  Tanzania is the fourth largest producer of organiton lint in the world after India, Turkey|

of textiles, and Syria. Between 400,000 and 500,000 small hdéatarers grow cotton in farmland.

wearin

appare?(Texti » Currently Tanzania has 19 large operational tegtild apparel manufacturing firms; togeth

le sector) these firms employ about 22,000 workers. In ancafni context, Tanzania's textile industry
is large in terms of number of farmers producinga@oemployment by the industry.
However, the range of products produced is limige] the quality of the products is
generally low. By comparison with African compet#psuch as Lesotho, Swaziland, South
Africa, Mauritius, Madagascar, Kenya and Ethiofianzania’s garment manufacturing
industry is weak and small, and needs to be updrade

* Since 2000, the textiles industry has shown grackaivery and now employs 69,000

workers (13 % of manufacturing sector workers) pratluced 25 % of manufacturing sector
GDP in 2008, but is still fragile.

Manufacture | «  The agro-processing sub-sector represents 55% shtre manufacturing sector, among

of food which beverage and tobacco industries are leadingributors.

products, . .

beverages Edible Oil

and tobacco |, The country was self-sufficient in edible oil urttie 1970s, but currently, 70% of the mar

?AZ?SFS is accounted for by imported palm oil from Asia asresult of trade liberalisation.

processing)

Cashew nuts

Fruit Processing

Milk and Dairy Products

Nonetheless, through grassroots efforts of MOAFE lanal NGOs, production of sunflower

seed has shown significant recovery since the2@@s. Entry of small scale entrepreneurs

for the oil extraction business is also continuing.

Cashew nuts are an important source of income30ra®0 small holder farmers in
Tanzania.

Cashew nuts production in Tanzania has made refvlarkacovery since the 1980s. Market

production rose to 121,207 tonnes in 1991 and testained at more or less 100,000 tonr
of annual production.

Local processing has considerably increased fr@nltonnes in 2000 to 23,219 tonnes in
2008 (weight in cashew nuts with shell), but §t6l5 % of cashew was exported without
processing.

It is reported that post-harvest loss of fruits aadetables is so large that as much as 40% to

60% is wasted. This is due to lack of proper ctitecsystems and processing and
preservation facilities

Per capita consumption of milk in Tanzania has beereasing from 20.4 litres per annum
1995 to 41 litres to date. However, this level efisumption is lower than per capita
consumption of Kenya of 80 litres.

The performance of the livestock products subeséstvery poor with negligible volume of
meat exports, widespread consumption of unprocesdlkdand large presence of imported
dairy products in the market.

Promotion of the Meat and Dairy sub-sector woulddfié 4.9 million agricultural
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Leather

households keeping livestock, generate both langesenall scale industries in rural areas and
add value to a wide variety of livestock products.

Total milk production in Tanzania has increasednf@0 million litres in 1996 to 1,600
million litres in 2008. However, only 4% of milk pduced (60 million litres) is processed
and marketed and the rest (96%) is consumed atlémhwithout processing.

Tanzania has the third largest population of livektin Africa, with 19.1 million cattle, 13.1
million goats, and 3.6 million sheep. Hides andiskroduction is estimated at about 92
million Sq ft per annum.

The installed capacity of all existing operatingrtaries in Tanzania is about 50.21 million
Sq ft per annum while actual capacity utilisatiteached 33.086 million Sq ft per annum irj
2007.

S

Manufacture | « In the agricultural sector, only 10% of farmlandTianzania is cultivated by tractor, 20% by
of electrical oxen and 70% by direct human labour. The heavymiiggece on manual labour limits
equipment, expansion of agricultural production and keeps latilcsation at only 10% of the arable land
machinery in the country. Mechanisation of agriculture isemsential part of a potential Green
and revolution and the government is keen to introdomeer tillers and tractors to mechanise
equipment agriculture
(Light
Machinery) |« Besides the operational tractors, there are 6,)@@fors kept idle due to unavailability of
spare parts. Together with the decline of the nreaiyiindustry, repairing skills have
declined too.
Manufacture | «  From 1996 to 2000, Tanzania's production of steetaged 10,000 tonnes. The production
of basic sharply increased to 50,000 tonnes in 2008.
metals (Iron ) ) ) ) )
and Steel) » Tanzania produced iron ore from the Itewe depasr Chuuya until 1997. Resources at thi
deposit were estimated at 50 million MT at a grafld2% iron. Proven iron ore reserves a
Liganga have been estimated at 45 million MT atzalg of 52%.
Source: Compiled by consultant from various sourcasd interviews with stakeholders
D. KENYA
General Information on the Attractiveness of the Setors in Kenya
Manufacture  of «  Employment; 13,583 (2009), MVA in millions of shilhs; 10,313 (2009), exports |n
basic metals millions of shillings; 8,356 (2004), and importsrmillions of shillings; 17,927.
(Iron and Steel) . . . . e
« The three basic materials for setting up a stegitgiave been identified in the country
(iron ore - Meru, Taita, Coast, Eastern, Nyanzadtasand Rift VValley regions, coal|-
Mwingi and Kitui districts and limestone - Mutormi§ajiado, Taita, Pokot, Baringo)
Manufacture off «  Employment; 57,609 (2009), MVA in million of shitly; 71,337 (2009), exports in
food products, million of shillings; 8,903 (2004), and importsrimllion of shillings; 34,290 (2003).
beverages and . _ 0 ,
tobacco  products * Agriculture contributes 24% to Kenya’'s GDP
(Agro-processing) | «  More than one third of Kenya’s agricultural produsexported and this accounts for
65% of Kenya's total exports
* Most of the exports are in raw or semi-processech foreating room for more value
addition.
Manufacture of «  Employments; 5,226 (2009), MVA in million of shillgs; 1,601 (2009), exports |n
straw, wood and million of shillings; 399 (2004), and imports inliron of shillings; 343 (2003).
cork products, ) . .
e Currently there is a ban on logging which has afeécthe performance of the
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furniture  (Wood
and Wood
Industries)

industries involved while some have closed down.

About 20% of SMEs operate within the furniture istty which generates high
employment opportunities.

There is a housing boom in Kenya which has createdrket for wood products.

Manufacture of]

paper and pape
products  (Pape
and Paper
Products)

Employment; 7,843 (2009), MVA in million of shillgs; 6,831 (2009), exports
million of shillings; 1,026 (2004), and importsnmillion of shillings; 5,409 (2003).

>

Kenya has an integrated pulp mill plant producirepgr and paperboard from
renewable forest products.

Investment opportunities exist in the productionpafper from other raw materials
such as bagasse, sisal waste, bamboo, papyrussieesl,and waste paper which are
readily available in Kenya.

Manufacture of
textiles, wearing
apparel  (Textile
and Clothing)

Employment; 41,955 (2009), MVA in million of shiflgs; 2,574 (2009), exports
million of shillings; 1,777 (2004), and importsnmillion of shillings; 2,203 (2003).

=]

Apparel manufacturing is the most vibrant part leé thain at the moment, largely
because AGOA permits imports of fabric from low tcpeoducers in any part of the
world. AGOA (which Kenya is a beneficiary) provideade preferences for quota and
duty-free entry into the United States for cerigaods

Manufacture of]
leather and relate
products (Leathe

and Leather
Products, Raw
material base
hides and skins
Tanneries,

Footwear, and
Leather goods

manufacturing)

Employment; 1,471 (2009),MVA in million of shillisg 5,392 (2004), exports i
million of shillings; 3,860 (2004), and

=)

Imports in million of shillings; 524 (2003).

The Kenyan leather industry is a prime agro-basedos with a high potential fo
economic development and promotion for employmepiotunities

=

Manufacture of]

computer,
electronic and
optical products -
(Electrical and
Electronic
Products)

>

Employment; 1,877 (2009), MVA in million of shillgs; 2,282 (2009), exports
million of shillings; 602 (2004), imports in millioof shillings; 17,609 (2003).

The introduction of the fibre optic cable has dyeahhanced communication which jn
turn shall spur the development of industries witihie sector.

Manufacture of
basic
pharmaceutical
products and
pharmaceutical
preparations
(Pharmaceuticals
Industry)

=)

Employment; 1,116 (2009), MVA in million of shillip 3,386 (2009), exports i
million of shillings; 2,394 (2004), and importsrmillion of shillings; 9,728 (2003).

Manufacture  of
coke and refineg
petroleum
products
(Petrochemicals
Industry)

Employments; 8,486 (2009)

Availability of the refinery, supplying Kenya, Ugda and other landlocked countries
in the region.

Manufacture of
other non-metallic
mineral products -
(Ceramics

Employment; 7,374 (2009), MVA in millions of shiilys- 35,220

There are three ceramic plants producing variopesyof products such as crockery,
wall tiles and sanitary ware. They include Athi &iwWlining and Saj Ceramics (both
ceramics & cement industries located in Athi River)
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Industry) e The basic raw materials for ceramics silica suckaasl, and kaolin, Kisii Soapstone
and quartz are locally available.

e The industry still lacks adequate capacity to ntkeetlocal demand and there are large
imports from Europe, China and India.

Source: Compiled by consultant from various sourcasd interviews with stakeholders

E. BURUNDI

General Information on the Attractiveness of the Setors in Burundi
The principal traditional agro-industrial crops aoffee, tea and cotton.

Coffee: Coffee accounts for more than 80% of export reesrand provides employment for 800,000
rural households. Coffee production grew signiftgaim 2008 with an increase of more than 200%
compared to the volume produced in 2007, estimatedout 8,000 tonnes (See Table 11 below).

The process of liberalising the coffee industry Hmeen embarked upon, in order to increase
productivity, competitiveness, and the incomesaffee growers; and to facilitate the privatisatmin
coffee washing stations and hulling plants.

Further, the establishment of a regulatory authdoit coffee activities and the joint-trade orgaatign
including coffee growers represents an importark ih the Government’s strategy of disengagement
from direct participation in the industry. It istampated that these reforms will allow Burundi to
regain the ability to grow enough coffee to devefppater control over the cyclical nature of the
industry and gain access to international markessticularly in terms of specialty coffees, the
competitiveness of which has already been demdadtra

Table 9: Change in Production, Export Value, and Aerage Sale Price of Principal Agro-
industrial Crops

2006 Production (in Tonnes) 29,951 6,338 1,750
Export (in FBJ® Millions) 36,121 10,602 1,211
Sales Price (Average Kg) 2,236 1,697 200

2007 Production (in Tonnes) 8,089 6,825 2,870
Export (in FBu Millions) 37,326 10,538 1,470
Sales Price (Average Kg) 1,970 1,501 230

2008 Production (in Tonnes) 24,700 6,728 2,887
Export (in FBu Millions) 35,608 16,415 1,216
Sales Price (Average Kg) 2,946 2,540 230

Source: Annual Report of the Ministry of Agricultue and Livestock; 2008

Tea: Tea production has performed poorly over theflastyears primarily due to dry climatic
conditions. A liberalisation program is being @adrout to improve production yields from the
various tea growing entities.

% FBy Burundi Francs
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Cotton: Despite a slight increase starting in 2006, copooduction shrank considerably in 2008

primarily due to an early dry season. To addresselproblems, the national cotton company has
taken steps to promote renewed production. Thislwes increasing the producer price granting
bonuses to the best producers, and introducingtstied fertilisers and plates.

Palm Qil: Palm oil has high growth potential that shouldgbeen specific attention in the context of
developing regional trade. In 2009, palm oil praducincreased by 16.2% compared to 2007. Efforts
that have been undertaken to promote palm oil mtimlu have involved restoring more than 2,300
plantation hectares to improve quality and incrgaseuction of this crop.

The amount of oil sold represents 85% of the aildpced and much of it is disposed of on the local
market. There is strong sales potential in thehiggring countries and these possibilities shoeld b
developed by significantly improving the qualitytbg oil.

Sugar: The Moso area, in which the Sugar Company of M&SUMO) is located, has favourable
conditions for sugar production. These conditiomdude: good soil that is sandy, clay, light and
permeable alluvial and suitable for sugarcane \atibn; a fine sunny climate favourable for the
growth and smooth maturing of the cane (20 degrertigrade to 32 degrees centigrade); very good
thermal amplitudes facilitating the deposit of $sin and harvesting in time - The varieties ofesan
cultivated at Moso are very rich and pure; andmmedt of diseases especially viral and fungal disga
which affect the juice. A new sugar factory is te bet up in the near future near the capital
Bujumbura.

Manufacture of non-metallic mineral products — Cemat: The development of industries
producing local construction materials has beepwexl. A private entrepreneur opened a cement
plant Cibitoke, with an installed capacity of 10@0Gons per year and which could eventually meet
50% of national needs for cement.

Manufacture or fabricated metal products, except mahinery and equipment: Mining represents
significant potential growth that should be develdpy strengthening exploration and paying much
needed attention to increased development of radtiproduction, which still involves small-scale
miners (currently about 2,000 households). Expbrhimerals grew from less than FBu 1000 million
in 204 to over FBu 7,000 million in 2008.

The Government’'s action to promote mining activigs involved (i) awareness, information, and
training of small-scale miners, (ii) the reorgatima and approval of three small-scale miner
associations as agents for exploiting wolframitd gold, (iii) the inventory of pilot sites at Kirdo
and Muyinga and (iv) geological mapping with veidentified and inventories taken at sites in
Marangara, Vumbi, and Kirundo. Important nickel dgips have been identified in Rutana region.
More precise explorations are in progress in viéa feasibility study and effective exploitation.
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