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EXECUTIVE SUMMARY

A Vision for Transformation

Rwanda has made unsurmountable strides along its development path. Rwanda
has placed among the world’s fastest-growing economies, climbing the development
ladder from second-poorest in the world in 1994 to sit ahead of 19 other countries
in 2017. Rwanda has successfully converted development aid into services delivery.
Some social indicators outpace low-income peers, where Rwanda is now closer to
the average of lower-middle-income countries, including infant and child mortality,
life expectancy, and primary school enrollment rates.

Today, job creation lies at the heart of Rwanda’s development challenge. With 38.2
percent of the population still living in poverty, 69 percent still primarily engaged
in agriculture, and an estimated 230,000 young Rwandans entering the labor force
every year, there is an urgent need to create productive jobs to drive inclusive eco-
nomic transformation (EICV5 2016/17; NISR 20162; OECD 2017).

Rwanda’s high population growth could be either a blessing or a curse. As of
2015, 40 percent of the population was under the age of 15 (World Bank 2018). If
productive jobs can be created, then Rwanda’s youth can become a dynamic force
for economic growth. Without job opportunities, unemployment and poverty are
bound to soar.

The government of Rwanda (GoR) recognizes the urgency of creating new jobs.
The new 30-year Vision for the period up to 2050, which is currently being finalized,
elaborates the country’s long-term development goals. “Vision 2050 is about ensur-
ing high standards of living for all Rwandans” (MINECOFIN 2016). Vision 2050
focuses on five priorities, including transformation for prosperity, whereby “increased
productivity and competitiveness will provide jobs for Rwandans” (MINECOFIN
2016) through private sector growth.

The core of transformation for prosperity is developing high-value and competi-
tive sectors, to transition the population and economy from subsistence agriculture
toward industry and high-skilled services. The government’s vision is an economy
with a dynamic, innovative, and productive private sector that is competitive in
international markets and supports strong domestic linkages for job creation and
sustained economic growth.

viii
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A Nascent Private Sector Facing Cross-Cutting
Constraints for Competitiveness

Rwanda’s firms have become a growing presence. In the three years between 2011
and 2014, the number of formal and informal firms in Rwanda increased by 18
percent, and the number of jobs in firms by a remarkable 37 percent. Jobs gains
were had in firms of all sizes but were fastest in very small (1—4 persons) and very
large (100+) firms.

Is Rwanda’s private sector capable today of creating jobs for tomorrow? Although
Rwanda’s firms have grown rapidly, to around 150,000 firms by 2014, they employ
only 360,000 workers, which was just 6 percent of the overall workforce. the pace
of job creation in the formal enterprise sector has slowed down in recent years,
expanding by around 8 percent between 2011 and 2012 compared to 4 percent
between 2015 and 2016.

Involvement of private firms in job creation is a smaller share. The state contin-
ues to play an active role in the enterprise sector through state-owned enterprises
(SOEs)." These firms are formal, tend to be older and larger, and operate across
many sectors (World Bank 2018).> For example, the average size of formal firms is
16 employees and the average size of public firms and mixed firms identified in the
enterprise census is 42 and 27 employees respectively compared to informal firms
and private firms is 2 employees (NISR 2014).

An overwhelming majority of firms are young, informal, and small, lacking the
scale economies critical for competitiveness. Ninety-three percent of firms had fewer
than five employees, about 9o percent of the enterprises that were operational in 2014
were established after 2006, and 92 percent were informal. Firms are concentrated
in the nontradeable sector, primarily low value-added services; wholesale and retail
trade and accommodation and food services accounted for 75 percent of all firms. The
share of jobs in formal firms, however, increased between 2011 and 2014, alongside
concerted efforts by the government towards firm registration.

Access to export markets has proved challenging for Rwanda’s manufacturing
firms. Private sector growth is seen as a vehicle to increase foreign-exchange earnings
and reduce the trade deficit—which, although improving, is about 15 percent of gross
domestic product (GDP)—by enabling more exports regionally and globally, as well
as substituting imports with locally-made goods. In 2015, the country had just 69
manufacturing firms (mostly involved in food) that were exporters.

Unlocking private sector investment is essential for private sector growth. Rwanda’s
investment rate, currently 26 percent, is relatively healthy, but a significant amount
has been government-led and supported by foreign assistance. Net foreign direct
investment inflows (3.1 percent of GDP in 2016) also compared favorably to the
Sub-Saharan Africa average (2.5 percent). Nevertheless, the private sector credit-
to-GDP ratio (21 percent in 2016 reported by the IMF) is similar to the average for
low-income countries (20.9 percent).

The business environment for attracting private sector investment has been a
key focus of the government. In the past, the government focused on a sound policy
environment, creating a stable economy and a stable currency, demonstrating a
commitment to efficient institutions, opening to trade, and investing in infrastruc-
ture and productive activities. Thanks to an aggressive reform campaign, Rwanda
has been rapidly climbing the rankings of the World Bank Group’s Doing Business
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report. Major successes were achieved in areas such as opening a business, insolvency
regulation, labor code, trade facilitation, taxation, among others.

But there is still much to overcome for private sector to drive jobs for tomorrow.
Key cross-cutting constraints, on top of structural challenges, remain that make
it difficult for firms to compete and market opportunities to be created. Many are
well-known, and the object of numerous initiatives undertaken by the government.
Others will need to play a stronger role in future policy concerns and may pose big
policy choices. But all impact firm competitiveness and growth, and ultimately jobs.

Low skills levels lower firm productivity. Despite recent gains in school enrolment,
access beyond primary schooling remains a major concern: secondary school enrol-
ment rates are about 37 percent, and Rwanda has about 787 tertiary students per
100,000 populations. Management skills are also low, a key challenge for innovation.

Access to and the high cost of energy production and finance can contribute to
high economy-wide costs. The average cost of electricity production, at 28 cents per
kw, is among the highest in Sub-Saharan Africa. As a result, the GoR has adopted
reductions in the industrial electricity tariff.> Despite reductions in electricity tariffs,
the supply is unreliable in Rwanda due to limited low-cost energy resources and a
market size still too small to benefit from scale economies. Constraints in finance are
less an issue of access, and more an issue of the high cost of financing and limited
long-term financing.

High transportation costs result from Rwanda’s land-locked geography. There
exist no connections to regional railway networks, and trade relies wholly on air
and road transportation. Missing or inadequate transport logistics domestically,
including cold chain, storage and warehousing, and quality assurance, also impact
export competitiveness.

Information and communication technology (ICT) services costs have improved
but remain relatively high for many of Rwanda’s citizens, and uptake remains low,
despite ICT infrastructure having been rolled out across the country. Now that 4G/
LTE network buildout is substantially complete (nearly 97 percent population coverage),
there is a need to focus on ensuring strong uptake of services on the network. The
cost of broadband, combined with low computer and smartphone ownership, income
levels, and an erratic electricity supply, further place the services beyond the reach
of most private users. High costs are in part due to a sole service provider around
4G/LTE, which resulted from a joint venture between the government of Rwanda,
and includes an exclusive allocation of 4G radio spectrum. This has implications for
uptake in downstream, ICT-enabled sectors and the profitability of mobile services
deployment in rural areas and is the ongoing focus of the government.

Rwanda’s high population density and low agricultural productivity puts enor-
mous strain on the country’s scarce land, one of its most precious natural resources.
One area of unusual strength is the impressive formalization of land titles that benefit
development of key sectors. Key issues in land markets are available and effective
mechanisms for land consolidation for large-scale investments, and land transactions
are not yet made publicly available.

Pro-competitive regulations need to improve to increase competition in markets.
Implementation of new laws and the removal of remaining regulations that impede
competition are continuing challenges. The Government has made effort to adopt
the Rwanda Inspection and Competition Authority (RICA) and to make it effect,
though is not operational yet and therefore the competition law has not been enforced.
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Allocating sufficient resources to the RICA and extending its mandate to monitor
the impact of SOEs on competition, promoting the principle of competitive neutral-
ity to ensure equal treatment of all investors, and removing regulatory barriers to
entry and rivalry in input sectors would improve the competition framework (World
Bank 2018). The way Rwanda has entered into private public partnerships (PPPs)
in some key infrastructure sectors such as telecommunications and electricity has
not encouraged competition, although the situation is expected to improve after the
recent adoption of the PPP Law.

Climate change pose risks to Rwanda’s agrarian economy. The average tempera-
ture of Rwanda has increased over recent decades, at higher levels than the global
average, and rainfall patterns are becoming more irregular and unpredictable. The
greatest impact of climate variability is on food production, where Rwandan agri-
culture is mostly rain-fed.

The Rwanda Country Private Sector Diagnostic

The purpose of the Rwanda Country Privates Sector Diagnostic (CPSD) is to identify
market opportunities and constraints in sectors that advance the country’s devel-
opment objectives. By assessing the landscape of private sector investment in the
country, the CPSD identifies specific constraints to private sector investment and
productivity growth, concrete opportunities that could materialize in the short term,
and the reforms that will enable this materialization. It then discusses how specific
actions by the public sector in collaboration with the private sector—Dby filling gaps
in public investment, reforming regulations, and addressing market failures—could
unleash sectors’ private investment potential.

The Rwanda CPSD is a continuation of the World Bank Group’s engagement of
making Vision 2050 and transformation for prosperity a reality. In response to the
GoR’s request to inform Vision 2050, the Bank Group started to engage through
a Future Drivers of Growth study by identifying actions needed to achieve the
country’s long-term growth aspirations (World Bank 2018). By identifying market
opportunities for the private sector in the short term and constraints that can be
addressed by policymakers, IFC investments, World Bank operations, and advisory
work, the Rwanda CPSD can support the development of high-value and competitive
sectors for job creation. Demonstrating that change is possible, and that markets
can be created reasonably quickly, will not only give momentum but provide “proof
of concept” that transformation can happen in Rwanda.

A Pathway of Transformation

The Rwanda CPSD identified two business sectors—agribusiness and affordable
housing—that offer short-term opportunities for market creation, as well as potential
for development impact. These two business sectors have significant potential for
private-sector job creation in the next three to five years, in both urban and rural
settings. They are also important for the economy as a whole, where together they
account for over half of Rwanda’s GDP.

Xi
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Agribusiness — Rwanda’s unique climate and rich soil offer opportunities to grow,
process and export higher value-added food products to Europe and globally. Today,
agriculture is mostly subsistence farming in low value-added crops, such as maize.
Rwanda will need to move up the agriculture value chain. Local value addition in
higher value-added export products is stunted due to low quality inputs, inefficient
production techniques, and high transportation costs. Opportunities exist for the
private sector to engage across all the nodes of the value chain to alleviate these
constraints. With 70 percent of the population still engaged in agriculture, improved
access to markets and more value addition would reach every village, and benefit
everyone from farmers, traders, processors, and exporters.

Affordable housing — Rwanda faces a combination of urbanization and low
supply of housing and infrastructure, especially for low-income families moving to
cities in need of a place to live. There is a projected demand for 345,000 new houses
by 2022 in Kigali alone. More than half of these new units would need to cater to
the affordable housing segment of the market. In building housing for them, market
opportunities cut across construction, infrastructure provision, local manufacturing
of building materials, and professional services. By filling this gap, a flourishing pri-
vate sector has other spillovers that can contribute to health and safety, local value
addition, and skilled jobs.

Complementarities exist if both sectors were to take off simultaneously. Enhancing
the productivity of agriculture would support the structural transformation process,
which could accelerate urbanization and put additional pressure on the need for
housing and infrastructure delivery. New innovations in building materials in the
housing sector, such as straw, could support the agriculture sector.

Recommendations for the Cross-Cutting
Constraints

Rwanda’s pathway to transformation will also require addressing the cross-cutting
issues that challenge the overall competitiveness of the private sector, while tackling
sector-specific constraints that exist in these sectors that offer short-term opportunities.

AGRIBUSINESS
As the backbone of Rwanda’s economy, agriculture (and agribusiness) is crucial for
Rwanda’s growth and poverty reduction. The agriculture sector accounts for 39
percent of GDP and nearly three quarters of Rwanda’s employment. The country’s
average annual income of $550 per capita reflects a rural poverty rate of 49 percent, a
figure that soars to 76 percent for families whose main source of income is agriculture.
Moving up the agribusiness value chain is critical to maintain continued con-
tribution of the sector for growth and better job opportunities. A focus on higher
value-added products with export potential to regional and international markets is
necessary, given Rwanda’s small domestic market. Rwanda should seek to maximize
access to regional and international markets with a strategy that includes strong
national branding, internationally trusted food safety institutions and regulations,
strong National Quality Infrastructure and easy trade. Rwanda should also explore
strategies to significantly deepen (and formalize) its trade with the Democratic
Republic of Congo—a market that is large and for which there is already significant

Xii
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informal cross-border trade—as well as beyond the Congo market, notably the West
African market and broadly other African markets. Though the number of jobs in
agriculture may decline along this transformation, more jobs would be created in
the manufacturing segments of the value chain.

Rwanda’s natural endowments give it a comparative advantage in a number of
high-value crops with export potential, including tea, coffee, beans, grains, cassava,
fruits, and vegetables. Coupled with efforts at improved farmer productivity in
competitive products, Rwanda can develop a quality niche for its more competitive
products, especially in the horticulture space. Livestock is another potential sector
of competitiveness for Rwanda, which warrants further exploration.

Agribusiness investors have an outsized impact on the sector globally and should
be encouraged. They bring good practice, improved market linkages for smallholders,
improve professionalism/farming as a business mentality, quality control and other
elements needed to help transform agriculture into agribusiness.

DEVELOPMENTIMPACTORPOTENTIAL — Agribusiness is a highly desirable sector across
a number of dimensions. Agribusiness is a sector with immense opportunity for the
private sector to move up the value chain that will have indirect impacts on poverty
and employment. Given that 70 percent of the population is engaged in mostly sub-
sistence agriculture in Rwanda, it is important for inclusive jobs, not only through
backward linkages with farmers, by supporting better jobs in the processing sector,
but also through impacts on growth, value addition, competitiveness, and productivity.

OPPORTUNITIES — Rwanda’s unique climate and rich soil offer opportunities to
grow, process and export higher value-added food products to Europe and globally.
Opportunities exist for the private sector to engage across all the nodes of the value
chain. Key crops are tea, coffee, beans, grains, cassava, fruits, and vegetables.

CHALLENGES - Although land consolidation efforts have been ongoing since 2012,
the sector is challenged by land holding dominated by small holder farmers, poor
water management, a lack of public and private capacity, and limited commercial-
ization constrained by poor access to commercial and financial markets. Rwanda
also needs to overcome some critical constraints to logistics, agricultural inputs,
postproduction facilities, transport, electricity, among others. There is also a lack
of significant specialized farming.

PRIORITY INTERVENTIONS

MARKETS

e Strengthen knowledge and application of agriculture-related food safety health
standards, such as aflatoxin, through the Rwanda Inspection and Competition
Authority.

e Review and address packaging restrictions for agriprocessors and consider an
exemption on the packaging ban for domestic agribusinesses competing with
imported products not subject to the ban.

e Improve cooperative management and other aggregation measures to link small-
holders into value chains to enhance opportunities that increase productivity.

Xiii
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e Strengthen the role and responsibilities of trade representatives in Rwandan embas-
sies to support facilitation of export-market linkages and provide information on
investment opportunities.

PROCESSING
e Develop a certification program for electrical and mechanical technicians to better
meet the need for basic agriculture-related equipment maintenance and repair.

INPUTS

e Provide better information on matching fertilizer composition to product.

e Improve efficiency of input provision by reducing subsidized public-sector com-
petition in input markets.

e Lead firms should identify and support irrigation investment schemes.

e Strengthen private sector representation in work with the government to develop
models for improved private sector participation in the management of inputs.

EXTENSION

e Upgrade agriextension services practices, especially related to land conservation
and productivity, as well as the use of pesticides and fertilizers.

e Improve agriscience and agribusiness management skills.

PRODUCTION
¢ Encourage formation and strong management of cooperatives to support improved
aggregation and more efficient dissemination of good agripractices.

POSTPRODUCTION

e Review costs, quality, and efficiency of GoR-led agristorage facilities with the
goal of transitioning into a greater management role for the private sector.

e With government and private sector representation, develop models for improved
private sector participation in agristorage and storage management.

FINANCE

e Support financial institutions with risk-sharing arrangements to finance work-
ing capital and small-scale on-farm productivity-related investments.

e Invest in agritech instruments, especially related to savings and payments, agripro-
duction information, access to inputs and access to market information.

e Promote financial infrastructure in underserved rural areas, as well as low cost
extension such as services.

e Explore risk-mitigating investments that target improved agritech market
penetration.

e Promote development of agriclimatic information systems for improved agricul-
ture-related financial risk analysis.

¢ Development innovative finance mechanisms to support irrigation investments.

e Introduce agriculture-related insurance (crop or livestock).

INSTITUTIONS
¢ Continue support for agriculture-related private sector organizations to improve
voice and input to government.
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e Support policy-related analytics and research.

TRANSPORT

o Invest in transport and logistics generally.

e Support investment in operator-owned and -hired fleets that meets the volume
needs of horticulture exporters.

AFFORDABLE HOUSING

In Rwanda, significant shortages exist in urban housing, as rising demand is driven
by urbanization and changing demographics. Addressing affordable housing is
therefore a key priority for the government.

However, costs of building a house are high in Rwanda, which challenges the
supply of affordable housing. A cost composition of the housing value chain is key
to understanding the challenges for affordable housing in Rwanda. Construction
costs account for the greatest share of the difference in costs between Kigali and
other regional markets, representing 52 percent of the total cost in Kigali compared
with 48 percent in Nairobi.

A number of constraints exist along the housing value chain that contribute to
its high-cost-low-affordability dynamic. Both public and private sector can play a
supporting role in Rwanda’s urbanization and housing challenge, which will also
support jobs creation and income generation.

Alternative building technologies (ABTs) offer an innovative approach that can
complement traditional construction techniques and materials. Rwanda is currently
exploring options for introducing several innovations to the market, either by local
Rwandan companies, or more commonly in joint ventures with international partners
that seem to provide the initial technical and financial input required to bring the
products to local market. There is similarly a potential role for new technologies for
services delivery (for example, through solar energy) for housing that can address
the challenge of adequately servicing housing locations.

DEVELOPMENTIMPACTORPOTENTIAL — Creating markets in affordable housing would
support Rwanda’s development objectives and have a transformational impact on
the economy. The estimated direct contributions of housing construction and rental
activity account for more than 1o percent of Rwanda’s GDP—high when compared
with other African economies. With rapid urbanization and growing incomes, not
only will housing demand continue to rise but the direct impact on the construction
sector, in terms of job creation and income generation, will be significant.

OPPORTUNITIES — There is a projected demand for 345,000 new houses by 2022 in
Kigali alone. More than half of these new units would need to cater to the affordable
housing segment of the market, and one-third for mid-range housing. In building
housing, market opportunities cut across construction, local manufacturing of
building materials, and professional services.

KEY CONSTRAINTS

Materials costs account for half the difference in the cost between identical houses
in South Africa and Rwanda, followed by infrastructure costs (17 percent) and value
added tax (15 percent). Compliance and approvals are also higher, where property
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and housing standards in Rwanda are a major contributor to high housing costs.
Import taxes add to materials prices and put homes built of these materials out of
reach of most Kigali (and Rwandan) households. Professionals such as architects,

engineers, and developers are in short supply.
PRIORITY INTERVENTIONS

BUILDING MATERIALS AND OTHER INPUTS

e Support private sector to invest in ABTs to complement traditional construction
techniques and reduce the costs of construction materials with innovative
approaches.

e Support local acceptance of alternative construction materials, for example though
a communications campaign.

e Prioritize implementation of instruments for land assembly (that form a single
site from a number of smaller properties) by the City of Kigali, which should help
ensure land availability over the medium term.

e Upgrade land-access mechanisms, in addition to land banking, to make land
accessible to developers to redevelop, especially in secondary cities, for example
through land readjustment.

e Ensure provision of serviced land.

e Take steps to reduce logistics and transportation costs for imported materials
(see cross-cutting constraints).

SKILLS

e Expand technical education for architects, engineers, and surveyors through col-
laboration with academic institutions.

¢ Expand vocational programs for technicians, such as electricians, plumbers, and
contractors.

e Revise regulations around hiring foreign talent to meet skill shortages.

REGULATORY COMPLIANCE AND APPROVAL

e Develop an international-standard code and a planning approach that addresses
challenges of high-density, including inclusive design, mixed-use developments,
green building options, and broad partnerships.

URBAN PLANNING AND INCENTIVES

e Identify sites for medium-to-high-density housing (urban planners and
policymakers).

e Adopt adapted planning and development standards, including construction, so
that small plots with local construction materials and renewable energy can sat-
isfy urban planning and building standards.

e Invest in the upgrading of existing informal housing areas, where feasible, which
will require even greater public fiscal commitments.

e Undertake careful budgeting to ensure that the rate of land and services delivery
expands year-on-year.

o Target incentives explicitly for affordable housing in a manner that is truly inclusive
and addresses the range of market segments that are currently underserved.
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EXECUTIVE SUMMARY

COMPETITION

e Ensure a competitive environment for affordable housing development, through
open procurement as opposed to single-sourced procurement.

e Incentivize the entry of new firms into manufacturing of construction materials
using local raw materials, for example clay for ceramics.

SUPPORTING INFRASTRUCTURE

e Invest in new technologies for services delivery provision of housing infrastruc-
ture—water and sewerage, electricity, transportation—to address the challenge
of adequately servicing housing locations.

Next Steps

The timing of the Rwanda CPSD is such that the actions identified will feed into
upcoming World Bank Group products, including the Systematic Country Diagnostic,
the new Country Partnership Framework, and ongoing operations in urbanization,
mortgage finance, and agribusiness. Together, these create a natural pathway for the
Rwanda CPSD to feed into Bank Group engagement, to ultimately support Vision
2050 and transformation for prosperity.

The CPSD will continue into preimplementation. During the CPSD process, doors
open on new topics for policy dialogue. Some action areas require follow-up ana-
lytics or lend themselves to advisory services. Others are ready for implementation.
The World Bank Group will discuss the action matrix together with the government
and transform the high-level action plans into detailed joint implementation plans.
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COUNTRY CONTEXT

A low-income country, Rwanda’s economic perfor-
mance and growth trends have been remarkable
since the mid-1990s. Rwanda’s three-and-half-fold
increase in its income per capita since 1994 has
placed it among the world’s fastest growing econ-
omies. But the government’s aspirations abound
even higher. The new 30-year vision for the period
up to 2050 elaborates the country’s long-term
development goals: to achieve upper-middle-in-
come by 2035 and high-income status by 2050.
Transformation for prosperity is one of five
priorities of Vision 2050. These aim to develop
high-value and competitive sectors that are an
avenue to creating productive jobs for Rwandans
and to transition the population and the economy
from subsistence agriculture toward industry and
high-skilled services for sustained economic growth.
Favorable fundamentals suggest strong poten-
tial for continued growth through private sector
development. These include, among others, a sound
macroeconomic situation, favorable demographics,
a competent and committed leadership, prog-
ress enhancing the business climate through past

reforms, and high ambitions for the country, with
a recognition that these will entail future reforms.
The authorities recognize that public sector-led
growth has approached its macroeconomic limits
and more aggressive reforms are needed at this
important juncture to promote private sector
investment and job creation.

Rwanda’s economic performance and high
development aspirations suggest a good moment
to engage on private sector development through
market creation. The country’s Vision 2050 pro-
vides a useful platform for policy dialogue to shape
the private sector agenda. The government of
Rwanda requested support from the World Bank
Group to inform its Vision 2050 through the recent
Rwanda Drivers of Growth study (World Bank
2018). The Country Private Sector Diagnostic
is the continuation of the World Bank Group’s
engagement of making Vision 2050 a reality and
will feed into upcoming World Bank Group prod-
ucts. The Rwanda Systematic Country Diagnostic
is underway and will inform the new Country
Partnership Framework, along with other oper-
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ations targeting private sector (see appendix A).
These create a natural pathway for the Rwanda
CPSD to feed into World Bank Group engagement.

By targeting competitiveness, private sector
development can ultimately support job creation.
With an estimated 230,000 young Rwandans
entering the labor force every year, there is an

urgent need to create productive jobs to drive

inclusive economic transformation (NISR 2016a;
OCED 2017). The government has made signifi-
cant achievements in the business environment for
attracting private sector investment. But there is
still much to overcome for private sector to drive

jobs for tomorrow.




STATE OF THE
PRIVATE SECTOR

Rwanda’s firms are a growing presence in the
economy. In the three years between 2011 and
2014, the number of formal and informal firms in
Rwanda increased by 18 percent to nearly 150,000.
The number of jobs in firms grew by a remark-
able 37 percent, providing employment to nearly
362,000 workers in 2014 (NISR 2011, 2014).4

Jobs gains were realized by firms of all sizes
and were greatest in very small and very large
firms. The number of jobs in firms with up to four
employees grew by nearly 50,000 between 2011
and 2014, while the number of jobs in firms with
100 employees or more grew by nearly 25,000
(NISR 2011, 2014). Together this represented
nearly three-quarters of job growth in the enter-
prise sector.

The share of employment in formal firms
increased, alongside concerted efforts by the gov-
ernment towards firm registration. The share of
nonfarm enterprises that were informal in 2014
fell to 92 percent, down from 95 percent in 2011
(NISR 2011, 2014).

In spite of these gains, the private sector remains
small, and performance has not been dynamic

enough to meet the country’s development chal-
lenges. Many of Rwanda’s private enterprises lack
the scale economies that are critical for competi-
tiveness (World Bank 2018). Sixty-three percent
of the firms in 2014 were one-person firms and 93
percent had fewer than five employees (figure 2.1).
The share of firms of less than 1o employees is
larger in Rwanda (96 percent in 2014) than other
countries in Sub-Saharan Africa: 82 percent in
Tanzania in 20123 84 percent in Zambia in 201713
93 percent in Cameroon in 2009.

Similar to many other low-income countries,
Rwandan firms, for the most part, are young and
informal. These characteristics have been important
for employment in the enterprise sector. About 9o
percent of the enterprises that were operational in
2014, accounting for §o percent of employment in
the enterprise sector, were established after 2006
(figure 2.2). Older firms tend to be larger, with
those established before 2006 representing only 10
percent of all enterprises and 20 percent of total
employment in the enterprise sector (public and
private firms). Informal enterprises accounted for
60 percent of employment in 2014.

RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS
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FIGURE 2.1 DISTRIBUTION OF FIRMS BY SIZE
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FIGURE 2.2 DISTRIBUTION OF FIRMS BY AGE
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State-owned enterprises (SOEs) occupy a prom-
inent position in Rwanda’s enterprise sector. Public
sector financing sought to make up for the dearth
of formal private sector entities in the aftermath
of the genocide, and SOEs played a useful role
at the recovery and reconstruction stage, when
medium- and large-sized private firms were largely
absent. These firms are formal, tend to be older,
and operate across many sectors sector of the
economy (box 2.1) (World Bank 2018).

The private sector represents a small, but grow-
ing, share of overall jobs. Jobs in the enterprise
sector represented just 6 percent of the overall
labor force of nearly 5.8 million in 2014, up from
5 percent in 2o11. SOE firms are older, which tend
to be larger and thus provide for more jobs. For

example, the average firm size is largest in public
administration (186), mining (58), electricity (54),
education (24), health (23), and wager supply (18)
where SOEs are more likely to operate (NISR 2014
and appendix G). The average size of formal firms
is 16 employees and the average size of public firms
and mixed firms identified in the enterprise census
is 42 and 27 employees respectively compared to
informal firms and private firms is 2 employees
(NISR 2014). Thus, jobs supported by the pri-
vate enterprise sector is a smaller share. Instead,
about 70 percent of the population are engaged
in largely-subsistence agriculture, and about 5
percent in the public sector.

These trends happened alongside structural
transformation of Rwanda’s economy. Agriculture’s




BOX 2.1 RWANDA’S SOES

State-owned enterprises (SOEs) in Rwanda's economy originated from pri-
vately funded production brigades, when the Rwandan Patriotic Front's enter-
prises invested in strategic sectors. In addition, the Rwanda Defense Forces'
(RDF) enterprises generated funding to pay for the upkeep of military person-
neland provided them with insurance and microfinance services.

According to the National Investment Policy, an SOE is a corporate
entity recognized by national law as an enterprise and in which the state
exercises ownership. Thisincludes joint stock companies, limited liability
companies, and partnerships limited by shares. In addition, statutory
corporations, with their legal personality established through specific
legislation, are considered as SOEs, if their purpose and activities, or parts
of theiractivities, are of a largely economic nature. The Policy also defines
an SOE asa legal entity thatis fully or partially owned by the Government of
Rwandain order to undertake economic activities. The private sector,
correspondingly, includes non-SOE firms (full or partial government
ownership). Rwanda has recently implemented reform efforts, where the
RDF's holdings were recently transferred to the MINECOFIN. For a sum-
mary of the sectors in which SOEs operate, see appendix G.

Source: World Bank 2018.

share in employment fell from 89 percent in 2000
to 68 percent in 2014, as the shares of both industry
and services sectors picked up. As a share of GDP,
industry’s share increased from 13 percent to 17
percent between 2000 and 2016, while the share
from services grew from 47 percent to 48 percent.
Because the agriculture sector had the lowest labor

FIGURE 2.3 REGISTERED FIRMS
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STATE OF THE PRIVATE SECTOR

productivity at the beginning of the process, the
transformation process brought significant gains
in labor productivity. Nevertheless, inter-sectoral
productivity gaps remain large, where agriculture’s
labor productivity is still only 43 percent of the
average for the economy (World Bank 2018).

Formal firms have continued to add jobs,
against the backdrop of strong economic growth.
However, between 2013 and 2016, the number
of formal firms actually declined by nearly 1,000
firms (figure 2.3), despite GDP growth averaging
7.5 percent over this time period. Job creation
in the formal enterprise sector has mainly been
driven by expansion of incumbent formal firms,
and not by net entry of new firms (job creation
and job destruction). This is because most of the
firms that are entering and exiting the formal
enterprise sector are very small.

There are signs that the pace of job creation—a
key development objective of Rwanda—in the
formal sector has slowed down in recent years.
Most firms in Rwanda have experienced weak
employment growth, and more than 9o percent of
firms have failed to increase employment after entry.
Only 4 percent of formal firms have experienced
significant employment growth since 20171, but the
incidence and rate of growth within these firms
has also slowed since 2013 (figure 2.4). Enhancing
growth opportunities for firms will be critical in
creating productive employment opportunities.

Rwanda’s impressive economic growth was
from a low base, and the domestic market remains
small. In 2017, Rwanda’s GDP per capita (current
prices, U.S. dollars per capita) was $771.67 (IMF,
2017). This limits opportunities for domestic con-
sumption to be a pull factor for future private
sector development. The small domestic economy
makes achieving economies of scale difficult and
underscores the importance of exporting for firms’
growth in Rwanda—a constraint that will remain
in the short term. However, few firms export. In
2015, the country had 69 manufacturing firms
(mostly involved in food) that were exporters
(NISR 2017a).

Instead, firms are concentrated in the nontrade-
able sector, including lower-value added services.
The two main sectors—wholesale and retail trade
and accommodation and food services—accounted
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FIGURE 2.4 WITHIN-FIRM EMPLOYMENT for 75 percent of all firms and 45 percent of their
total employment in 2014 (figure 2.5). While the

number of manufacturing firms increased between
2011 and 2014, the sector saw a decline in its
employment share.
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FIGURE 2.6 TRADE OPENNESS, 2017
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and Rwanda’s merchandise exports continue to rely
heavily on commodities (coffee, tea, and minerals).
Rwanda is a member of several regional trading
blocs including the East African Community, which
absorbs more than one quarter of merchandise
exports.

Net foreign direct investment (FDI) inflows
compare favorably to the Sub-Saharan Africa
average, at 3.1 percent of GDP in 2016 compared
to 2.5 percent for the region. In terms of profit-
ability, the performance of these investments has
been reasonably strong. For example, in 2016, the
average return on equity in FDI projects averaged
12.8 percent, far above a global rate of return of
6 percent that year (EIU 2018).

A recent challenge has been attracting FDI
into new projects. Intuitively, a high degree of
profitability among existing FDI-led ventures
should be a pull factor for new investment, but
fairly modest inflows of equity capital indicate
that this has not been the case. In 2016, retained
(reinvested) earnings from net profits outstripped
equity inflows, which is unusual in Rwanda, and
shows that FDI has recently become less about start-
ing up new projects and more about maximizing
future returns on existing, successful enterprises.

STATE OF THE PRIVATE SECTOR

FDI in export-oriented activity has been rel-
atively low. This has implications for importing
new technologies, technology adoption, learning,
backward linkages, which are important for lon-
ger-term productivity growth. In terms of stock,
FDI has mainly been channeled into information
and communication technology (32 percent of
the total), followed by finance and insurance (20
percent), manufacturing (14 percent), and tourism
(1o percent) (EIU 2018). Interestingly, some sectors
with the highest rates of return, namely agriculture
and construction, are receiving a comparatively
small share of FDI (EIU 2018).

Innovation capacity of firms is also incipient in
Rwanda, a situation mirrored on the supply side
by weak research capacity in the country. Rwanda
has significantly improved its position in global
rankings of innovation capacity. For example, on
the Global Innovation Index, it advanced from
a ranking of 112 in 2013 to 99 (out of 126) in
2018, exhibiting one of the best performances in
the region. However, in some areas it appears
to be doing less well, especially those related to
knowledge and technology.

Access to markets and linkages is a key con-
straint reported by the private sector. Domestic
market linkages in Rwanda face challenges, both in
terms of linking primary and intermediary produc-
ers with later stages of the value chain and linking
final producers to consumers. Improving domestic
value chains and linking farmers to markets have
been on the government’s agenda for several years,
but overall capacity utilization remains low, at
63.1 percent, according to Rwanda’s Integrated
Business Enterprise Survey (NISR 2017a). The
main reason for the underutilization of firms’
capacity is a lack of access to buyers (reported
by 64.2 percent of respondents). Nearly half (42
percent) of firms report that unreliable supply
of inputs is a reason for underutilization, while
one-third (33 percent) of firms report a lack of
working capitals Capacity utilization increases
with firm size: micro-firms (with 1—3 employees)
on average reported 50 percent of capacity used,
compared with 61 percent in small firms (4-30
employees), 76 percent in medium firms (31-100
employees), and 8o percent in large firms (more
than 100 employees).




CROSS-CUTTING
CONSTRAINTS TO PRIVATE
SECTOR DEVELOPMENT

Rwanda has achieved a sound macroeconomic
situation—a key building block for a private
sector to emerge. In the past, the GoR focused
on creating a stable economy and a stable cur-
rency, demonstrating a commitment to efficient
institutions, opening to trade, and investing in
fundamentals for business growth and attrac-
tion of foreign direct investment (FDI).¢ In 2016,
the government launched a policy mix of fiscal
constraint and flexible exchange in response to a
deteriorating external account.” Together with an
improved external environment, these policies have
substantially improved Rwanda’s growth outlook.

Unlocking private sector investment is essential
for private sector growth and job creation. Public
investments and improved service delivery have
underpinned Rwanda’s strong economic perfor-
mance. However, the public investment-led growth
model will be hard to sustain over the long term
without undermining debt sustainability, high-

lighting the need of private investment to drive
growth and job creation going forward.

Rwanda’s structural features—small and
landlocked—challenge the private sector to play
this role. Forty percent of potential investors in
Rwanda cited the limited market as a weakness
of the country as an FDI location—more than
double any other response.® Twenty percent of
companies—the second highest response—saw the
geographic position as a weakness. This challenge
is also reflected in 16 percent of respondents seeing
transportation as a challenge. These structural
features mean Rwanda will have to work even
harder to address the constraints that impact
private sector growth and overcompensate with
strong actions.

While lessened, a number of other challenges
persist for firms that continue to dampen private
sector development. Focusing upstream reform
efforts on these constraints will support private
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investment and market creation. The Rwanda
Drivers of Growth study (World Bank 2018)
diagnosed many of the underlying causes of
these cross-cutting constraints, and identified
policy interventions to alleviate these constraints,
summarized herein. These constraints impact the
costs of inputs, the enabling environment, and
firm capabilities.

Firm Capabilities

Innovation and technological diffusion are in
the center of the biggest development gains in
history. Innovation is the ability for firms to intro-
duce a new product, a new process, a new idea,
a new technology, or a new solution. The pace
in which Japan, Singapore, and the Republic of
Korea managed to catch up with the technological
frontier and transition towards innovation-driven
economies is commonly referred in the literature
as the “Asian miracle” (World Bank 1993; Stiglitz
and Yusuf 2001).

Innovation usually requires a complex set of
complementarities, and lack of firm capabilities
are among the key barriers to foster technology
adoption, innovation, and entrepreneurship in
Rwanda (along with infrastructure and access
to markets). To face these challenges, it is key to
promote entrepreneurship and ensure an increasing
number of farms and firms in Rwanda with capa-
bilities to absorb and introduce new production
processes and technologies.

BOX 3.1 RWANDA HAS A PLACE FOR
EXPERIMENTING INNOVATION

Rwanda has been developing cutting edge examples
of innovative solutions applied for delivering
services. Zipline operates in Rwanda a drone
delivery system at national scale to send urgent
medicines like blood to patients across the country.
The project that started with a partnership between
the company and the government of Rwanda, serves
21 hospitals nationwide and has been working since
October2016.

CROSS-CUTTING CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT

The innovation system in Rwanda is still incip-
ient, but several elements have improved in the
last two decades. Several institutions and new
regulations have been recently implemented in
Rwanda. The government is also very receptive to
new things, and an ecosystem for innovators (box
3.1). On the supply side, the country has increased
the number of higher-education institutions.

Skills are the foundation for innovation—an
area where much more effort is needed. While
wages in nonprimary sectors are competitive at
around $40 per month (FRW 31,300) (NISR 2016a),
labor productivity can be severely hampered by an
inadequately skilled labor force. Almost 20 percent
of firms in Rwanda report access to skills being a
constraint to their business (NISR 2017). While
21 percent of investors found the quality of labor
a relative strength, 19 percent of international
investors consider it a weakness, according to the
recent survey of potential investors undertaken
by the World Bank. Large businesses report more
severe access to skills constraints compared with
their smaller counterparts.

This is largely driven by relatively low educa-
tional attainment, with only 31 percent of adults
aged 25 and above completing primary education,
while another 30 percent are illiterate. This figure
does improve for younger cohorts, with illiteracy
among youth aged 15-24 only at 15 percent—a
number that is expected to decline further still
in the coming years and decades.

Skills deficits also arise from a disconnect
between firms’ needs and the skills of graduates.
The GoR, through the Workforce Development
Authority and National Employment Program,
has been targeting skills development, especially
through technical and vocational education and
training provision. On-the-job training programs
have faced significant challenges in finding suitable
apprenticeships for their students. Micro and small
firms lack basic business management skills (PSF
2013). Furthermore, several of Rwanda’s priority
value chains rely heavily on soft skills and language
skills, especially the tourism and hospitality sector,
and information and communication technology
(ICT)-enabled services.

Barriers to the movement of foreign profes-
sionals also challenge improvements in skills
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availability for firms. Professional services play
a critical role in the functioning of modern, ser-
vices-centric economies. Aligned with the country’s
stated aim of becoming a regional-services hub,
Rwanda’s professional services market is the most
open in the region. Rwanda has signed several
mutual recognition agreements (MR As) of qual-
ifications of professionals, the most important of
which are those with its East African Community
(EAC) partners. An important shortcoming of EAC-
brokered MR As is the fact that, while agreed by
the professional licensing authorities of each EAC
member, they have yet to be formally adopted by
the EAC Council of Ministers at the regional level.

Weak firm capabilities also stem from shortfalls
in management practices. Addressing management
capability gaps will also be a crucial to support
innovation. Enterprises must have the absorptive
capacity to adopt and carry out new research
and hold longer-term strategic views on firm and
product upgrading, and the human resources nec-
essary for innovation.

Recommendations and policy interventions:

e Strengthen technical and vocational training
by collecting and disseminating information
on the quality of skills providers and the ret-
urns to skills.

e Increase access to financing (including private)
to expand enrolment in the tertiary sector.
Enrolment in high-return fields could be
increased through financing incentives and
improving the quality of science and engineer-
ing instruction in earlier grades.

e Provide technological extension services to
build managerial and organizational capabil-
ities by implementing a survey to measure
management capabilities and practices of
Rwandan firms. Based on this evidence, exam-
ples of areas in which these interventions could
be suitably adopted in Rwanda includes (1)
providing training and coaching services to
diffuse good business managerial practices,
(2) complementing business support programs
with personal initiative training, (3) expand-
ing and improving the quality of graduate-level
management courses, (4) providing manage-

rial training to cooperatives that support farm-
ers, and (5) increasing interaction between
multinational firms and local suppliers.

e Rwanda should pressure its regional trading
partners to turn agreed MR As into formal
treaty provisions subject to monitoring and
dispute settlement. For MR As to be effective,
coordination between trade, migration, and
professional associations is important.

e Rwanda should encourage the private sector
to provide apprenticeships, professional intern-
ships, and on-the-job training to young grad-
uates to build their skilled capacity.

High-Input Costs

Availability and cost of key inputs—including
finance, electricity, ICT, and land—are essential
for firm competitiveness and growth. Enhancing
growth opportunities for firms will be critical in
creating productive employment opportunities.
In turn, efficient access to key inputs is critical
for firms to be competitive and grow. Yet firms
report challenges in product markets to scaling
up private investment.

Rwanda’s financial sector has made great
strides towards becoming a modern financial
sector. Banks, microfinance institutions, savings
and credit cooperatives, insurance companies,
pension funds, and capital markets firms are
providing an expanding range of products and
services to address the financial needs of the private
sector, even though there is still scope for further
improvement. Currently, products offered to the
private sector range from payments over savings,
to credit, insurance, and retirement products, with
different levels of sophistication and innovation.
Rwanda recently made reforms to strengthen its
crisis preparedness and contingency planning
(BNR), launched a financial education curriculum
(MINECOFIN), and a long-term saving scheme.

Availability of affordable finance or bank
loans was nevertheless the number one perceived
constraint reported by firms for their business,
with two-fifths of firms reporting that access to
affordable finance was a problem (NISR 2017a).
Constraints to finance are less an issue of access,
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and more an issue of high cost of financing and
limited long-term financing. The prime interest
rate remains stubbornly high at 16 to 18 percent,
making securing finance for all but the most lucra-
tive ventures untenable.

Credit to firms is similar to other low-income
countries. The private sector credit-to-GDP ratio
stood at 21 percent in 2016 as reported by the
IMF, compared with 20.9 percent for low-income
countries overall.? Only 9 percent of firms have
short-term bank loans, while only 3 percent have
long-term bank loans, a decline since 2011 (NISR
2017a). The number one reason reported by firms
for not exporting was that enterprises cannot obtain
finance to export—39 percent of firms identified
this as a constraint for exporting (NISR 2017a).

The high cost of borrowing stems from low
savings domestically, underdeveloped capital
markets, challenges to reach economies of scale
in the financial sector (rather than inefficiencies),
and the legal and regulatory framework. Higher
interest margins observed in Rwanda are not a
result of market power, but a function of higher
operational costs. Rwandan banks cannot achieve
scale economies due to the small market with
comparatively large numbers of competing banks,
as evidenced in comparison with Kenyan banks,
which are significantly more profitable than their
Rwandan peers. This is despite foreign banks
having a rising presence, which accounted for
46 percent of all banking sector assets as of end
2016. The entry of foreign banks was a particularly
welcome development as some of them focused on
underserved market-segments (low-income house-
holds and SMEs) using more innovative lending
techniques (for example, cash-flow based lending
and agent banking). These higher operational
costs result in high lending rates and relatively
low profitability.

Rwanda has very limited capital market inves-
tors or instruments. This challenges availability of
long-term finance, where intermediating long-term
funds in pensions, insurance, or the banking system
requires a functioning capital market. Rwanda
is linked to the EAC capital market infrastruc-
ture—a technology platform designed to link the
Capital Markets of the East African Partner States.

CROSS-CUTTING CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT

Other EAC States currently linked are Uganda
and Tanzania.

Domestic savings also challenges availability
of long-term financing. In 2007, gross domestic
savings as a proportion of GDP was nearly 19
percent but the ratio lowered to 10.6 percent in
2017/18 amid high levels of public and private
final consumption (Financial Sector Backward
Looking Joint Sector Review Report 2017/18).

A high level of collateral and the low availability
of alternative financing also challenge firms in
accessing finance. The Rwandan financial sector
is dominated by commercial banks, all of which
require more than too percent finance value in
collateral (including movable collateral, which
functions well). Financial product diversity is also
limited, which means that access to capital for fixed
property and equipment is equally as scarce as
access to working capital products and insurance.
The country has engaged in several initiatives to
promote e-payments, although there are no regu-
lations for e-payments. Other challenges include
lack of qualified personnel (World Bank 2014.

Recommendations and policy interventions:

e Preserve and strengthen the stability and per-
formance of the financial sector by complet-
ing the major reforms recently undertaken to
the legal and regulatory framework for the
sector, including strengthening the system to
deal with a financial crisis, sound debt man-
agement policy, and financial education and
raising awareness to build a culture support-
ive of long-term savings and investment.

e Broaden the base of institutional investors by
allocating government funds efficiently for
productive use versus term deposits, by reform-
ing the predominantly public pension sector
with the establishment of a new regulatory
regime and other measures aimed at strength-
ening the management and governance of the
institution, and by developing a modernized
insurance sector.

e Deepen regional market integration by har-
monizing the legal and regulatory frameworks,
by adopting a single-licensing regime and
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MR As among regulators, by building up
regionally compatible financial infrastructure,
by strengthening cross-border supervisory
practices, and by strengthening data
gathering.

e Attract finance beyond the region by develop-
ing a pipeline of credible issuers (including sub-
national issuers), by building a credit culture,
and by developing capacity among investors.

e Rwanda should promote regional convergence
in payments-related regulations for financial
transactions.

Rwanda’s power sector has grown rapidly in
the past decade and outpaced many of its peers
in Sub-Saharan Africa. Blackouts have become
less frequent and more Rwandans have access
to electricity in their homes than at any time in
the country’s history. Steady growth is expected
to continue over the next decade. Rwanda has
implemented a suite of restructuring measures to
improve governance of the electricity utility. The
private sector has become a strategic partner for
Rwanda’s power sector through its investments in
power generation and off-grid access. If the gov-
ernment continues the path towards making the
utility holding company (Rwanda Energy Group)
financially independent and the new private-public
partnership (PPP) law is implemented as planned,
the governance framework in the power sector
can become a model for sector governance in
Rwanda more broadly.

Doing Business indicators report that the cost
of electricity, which is among the 10 highest in
sub-Saharan Africa, are a major obstacle in scal-
ing up private investment. Unit costs are high
(around $o.25 per Kilowatt hour [kWh] in fiscal
2017). Even at a subsidized rate ($0.20 per kWh
on average), firms pay a higher price of electricity
compared with neighboring countries.

Power outages—particularly for manufac-
turing firms—also hurt competitive advantage.
One-quarter (26.1 percent) of firms report that
access to reliable electricity is a challenge to their
operations (NISR 2018). Power outages cripple
production and capacity utilization, as well as
increases firms’ costs due to low production or

generator use. This is particularly the case for
larger firms in manufacturing and high-end ser-
vice sectors for which high-quality connectivity
is paramount.

Electricity supply is expensive and, despite
improvement, unreliable in Rwanda due to lim-
ited low-cost energy resources and a market size
still too small to benefit from scale economies.
The sector is heavily reliant on imports, which
account for more than 8o percent of the inputs
used by the sector (such as fuel for local electricity
consumption or transport). More than 8o percent
of power generation is from domestic resources.

Recommendations and policy interventions:

¢ Conduct a comprehensive assessment of the
potential of low cost, low carbon energy
resources available for electricity generation and
options for their optimal exploitation, includ-
ing a detailed assessment of the development
potential of dissolved methane in Lake Kivu.

e Promote regional electricity trade to take advan-
tage of the regional energy potential of low-
er-cost supply sources through bilateral
contracts (consistent with keeping adequate
levels of security of supply), closely coordinate
with neighboring countries to ensure the
planned cross-border transmission infrastruc-
ture projects are not delayed further and par-
ticipate actively in developing the East Africa
Power Pool platform to help balance regional
short-term mismatches of demand and supply.

e Streamline energy sector planning and deci-
sion making and improve demand forecasts
to ensure that demand and supply are ade-
quately balanced.

e Consistently apply the new PPP Law and its
guidelines to the procurement of new power
generation capacity to promote competition
between developers and reduce cost to the
country.

Efficient transport systems and services are the
backbone of competitiveness, either for access to
inputs or for exports, for any economy. Constraint
to transport competitiveness can arise from the
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absence of robust systems (road network assets,
railway network, air cargo networks) and service
providers (fragmented trucking sector, inland
container facilities, dedicated air freight providers).
This has serious negative consequences for the
competitiveness of an economy, as it increases the
costs of imports (for consumption or for inputs
to production) and exports.

For Rwanda, it is all the more important, where
the geographically landlocked nature of the country
imposes a significant “logistics penalty.” Rwanda
features no connection to regional railway networks,
and trade relies wholly on air and road trans-
portation (for a more detailed discussion on this
challenge, see chapter “Transformation through
Trade: Using Exports and Regional Integration
to Drive Future Growth” in World Bank 2018).

Rwanda has implemented reforms to improve
the logistics environment, particularly the time to
import and export. Bringing down the time and
cost of trading has been a priority for Rwanda
and the EAC since the inception of the Northern
Corridor Integration Projects in 2013, which links
Burundi, Rwanda, and Uganda with Kenya’s
maritime port of Mombasa. There has been a 72
percent reduction in the time it takes to reach Kigali
since 2013, largely credited to the Single Customs
Territory clearance procedures that reduced the
administrative burden for traders and reduced the
amount of time involved in customs formalities
(Vanguard Economics 2017).

Despite improvements in time to trade, the cost
to trade has remained stubbornly high, only declin-
ing by 28 percent since 2013. At an average $3,633
per container from Mombasa to Kigali, Rwanda
remains one of the most expensive places for a
container to reach (Vanguard Economics 2017).

The key transport sector issues include con-
nectivity, fiscal sustainability, climate resilience,
and human capital. Connectivity, for example,
manifests in urban mobility, logistics, economic
corridors, and feeder road networks. Complex
institutional arrangements and capacity constraints
pose implementation challenges. Standards will
need to be ensures to support all-weather acces-
sibility in connectivity.

CROSS-CUTTING CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT

Infrastructure issues along the trade corridors
are a key reason for the challenges faced. These
include: transport system deficiencies in terms of
inadequate availability and poor quality of road,
rail, and water infrastructure networks, as well
as associated terminal and handling facilities;
presence of nontariff barriers (NTBs) along road-
based trade routes to and from Rwanda; high
tariffs for infrastructure use; and skills gaps along
the trade value chain resulting in bottlenecks and
delays (Deloitte 2014).

From Rwanda’s perspective, improving trade
and logistics cannot just be a country-wide prerog-
ative, but must be a cooperative venture with its
regional neighbors. The dependence of Rwanda on
the Central and Northern trade corridors through
Kenya, Uganda, and Tanzania means that efforts
of Rwanda in improving logistics performance
is critically dependent on operations in border-
ing countries (including port, road, and systems).
Efforts are underway to develop rail networks in
the central corridor.

Missing or inadequate transport logistics
domestically also impact export competitiveness,
and affect hinterland connectivity, cargo move-
ment in Rwanda, storage at borders, and with
existing air corridors (Deloitte 2014). Extensive
investment in underway in a network of feeder
roads nationwide, supported by multiple donors.
However, storage facilities domestically need
investment and improvements, particularly in
the agribusiness sector where perishable products
spoil quickly. The facilities that exist are either
inaccessible to farmers, or are of poor quality,
often lacking key infrastructure.

Logistics services are mostly provided by the
owners of the goods (1PL) or the assets (2PL) used
to provide these services.” Other than freight
forwarders, third-party service providers (3PLs)
are limited. The international 3PLs providing
services in Rwanda (transport and warehousing
services, courier services or airfreight) currently
operate mainly out of Kenya and to some extent
Tanzania (World Bank 2018).

Rwanda needs to improve the human cap-
ital capacities in order to enlighten the Center
of Excellence as a human capital investment.
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Improvement of human capital can allow Rwanda
to develop its standards for transport, road safety
data collection and enable data-informed poli-
cies, for improved road asset management, rural
road maintenance standards and practices, better
construction capacity and better management in
construction industry, as well as enable the local
industry to play an important role in the country
as an important export sector in the economy.

Recommendations and policy interventions:

e Further lower transport costs through inten-
sive collaborations on Rwanda’s two trade cor-
ridors. Investments in off-dock terminals near
the ports of Dar es Salaam or Mombasa could
also help, as well as freight terminals in the
proposed rail line.

¢ Develop Rwanda as a regional logistics hub
by attracting pioneer foreign firms in logis-
tics. As trade between Rwanda and its neigh-
bors and the world expands, the government
should actively court the establishing opera-
tions of 3PLs in Rwanda (World Bank 2018).

e RwandAir’s expansion offers considerable
opportunities, but more should be done to
analyze contingent liability (r percent of GDP
in the form of government operational and
capital expansion) and contain the potential

BOX 3.2 RWANDA'S ONE LAPTOP PER
CHILD PROJECT

Unlike most developing countries, Rwanda has
made significant investmentsin information and
communications technology education in schools,
consistent withits vision to transform Rwanda into a
knowledge-based economy. To this end, various
projects like the One Laptop Per Child were
launched. It was officially startedin2008 and aims
atproviding to arange of students in Rwanda,
including upper primary school pupils for early
access to computer skills while expanding their
knowledge on specific subjects like science, mathe-
matics, languages, and social sciences.

Source: Buhungiro 2014

financial risks for the government.

Aggressively pursue open skies arrangements
in air transport.

e Bonded warehouses at the two Democratic
Republic of Congo border locations would
improve cross-border trade flows by manag-
ing security issues.

Harnessing the power of digital technology
to build vibrant digital economies can overcome
the development challenges of being landlocked
to drive inclusive economic growth. To build a
successful and inclusive digital economy, coun-
tries must first build the foundational elements
that will drive high-impact use. Digital skills and
literacy, digital platforms, digital infrastructure,
financial services, and entrepreneurship are the
foundational elements to applications of usage
through e-commerce, open banking, and data
lockers. This requires targeted digital economy
development interventions to ensure an enabling
environment for a digital economy to thrive, as
recognized and supported in the Digital Economy
for Africa initiative.

Strong government commitment to affirming
the role of ICT in the economy—as is present in
Rwanda—is instrumental in achieving goals for
the role ICT can play in growth and develop-
ment. government is embracing and supporting
the digital economy, taking initiatives to get its
citizens online and improve digital literacy (box
3.2). Government led an impressive roll-out of
telecommunications infrastructure that reaches 96
percent of the population. Rwanda has also rolled
out e-government delivery systems for provider
management and citizen engagement, digital ID,
and training for digital literature by teachers in
school and government officials.

In spite of these achievements, ICT uptake
remains low. The household penetration rate of
fixed high-speed internet subscribers is less than 1
percent, well below the regional average of 6 per-
cent. This reflects purchasing power of Rwanda’s
citizens, combined with low computer and smart-
phone ownership and an erratic electricity supply.
Looking at cost relative to GNI, Rwanda’s best
rank is in mobile broadband handset-based prices
(ranked 110 in the world, ITU 2016), followed by




its ranking in mobile broadband computer-based
(149), in the mobile cellular sub-basket (158), and
finally in the fixed broadband sub-basket (177).
Entrepreneurship (discussed below) also impacts
domestic uptake and use of ICTs in Rwanda.

ICT services costs are also relatively high
for many of Rwanda’s population. Most of the
country’s connectivity is still through 2G and 3G
connectivity (GSMA Intelligence 2018)."* Rwanda
has adopted a unique wholesale model for the
nationwide deployment of 4G/LTE services with
a single provider. In 2013, the government entered
into a 25-year joint venture arrangement with an
investor to design and deploy a 4G/LTE network
utilizing the optic-fiber backbone that the gov-
ernment had built and exclusive allocation of 4G
radio spectrum. The 4G network is now complete,
enabling unparalleled geographic coverage for a
country at Rwanda’s level of development, but
prices reportedly remain too high for both whole-
sale customers and retail consumers, resulting in
low uptake. The high cost of broadband further
places the 4G/LTE services beyond the reach of
most private users. Increasing investment in down-
stream, [CT-enabled sectors and the profitability
of mobile services deployment in rural areas has
the ongoing focus of the government.

In this regard, the Rwandan government has
requested for the World Bank Group’s support to
analyze and address key barriers to network utili-
zation and to increased private sector investment
and affordability of ICT services more broadly.
Specifically, the potential engagement will involve:
(1) an analysis of the pricing structure and strategy
for wholesale services on the 4G/LTE network, (2)
an analysis of business models and potential restruc-
turing options to be considered, and (3) support for
the development of infrastructure sharing policies
and regulations and other measures to reduce the
cost and time for ICT infrastructure deployment.

In addition to helping optimize the 4G/LTE
network, the Ministry of ICT and Innovation
(MINICT) has also expressed an interest in posi-
tioning Rwanda as a flagship country under the
Digital Economy for Africa initiative. Accordingly,
MINICT has endorsed the idea of carrying out
a comprehensive Digital Economy assessment as
the first step in this process.

CROSS-CUTTING CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT

Addressing these domestic issues will be
instrumental in achieving the goals of having
ICT contribute to solving domestic problems and
achieving development goals in different sectors
throughout the economy, as well as for becoming
an exporter of ICT and ICT-enabled services.

Recommendations and policy interventions:

e Strengthen the regulatory framework on the
single wholesaler of wireless broadband and
access to the radio spectrum for wireless ser-
vices to ensure quality of service and cost-based
prices that encourage the use of the network.

e In the medium term, develop a policy to
manage, allocate, and price radio spectrum in
order to allow operators to deploy new wire-
less technologies for broadband access.

e Local content development will provide incen-
tives for people to go online, increase aware-
ness and attractiveness of the Internet, and create
new business opportunities domestically.

e Expand basic ICT literacy and user skills
through the use and availability of more ICTs
in schools and target the training of adults
who are out of school and do not work in the

public sector.

New opportunities for private investment
are found in sectors where land access is very
important, including agribusiness and housing.
Rwanda has made important progress on land.
Globally, Rwanda is one of the top performers
in land registration. By 2012, Rwanda completed
mapping of all land parcels in the country and had
prepared 8 million titles; of these, 7 million titles
had been collected by mid-2017 (Schreiber and
Bayisenge 2017). Land registration requires only
three procedures taking seven days to complete,
and the system is fully digital.

Land is scarce in Rwanda, and limited access
to land could crowd out private sector participa-
tion and investment going forward. Expansion of
cultivable land was a major contributor to output
growth following the mid-1990s but is no longer
an option. Having doubled since 1994, Rwanda’s
population density stood at 471 people per square
kilometer in 2015—the highest on the continent.
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Access to serviced land is a major constraint for
firms and is often raised as the biggest challenge
by foreign investors looking to set up operations,
according to the recent survey of potential investors
undertaken by the World Bank (World Bank 2018).
Access to land is primarily deemed an obstacle to
business growth for 48 percent of the respondents.
In most sectors, companies typically require access
to serviced land near an urban center where they
can get skilled labor. The Special Economic Zones
(SEZ) program addresses this constraint in the
short-term. However, due to overall scarcity of
land the opportunity costs remain high. Access
to agricultural land is a serious constraint for
investors looking to undertake large-scale farming.

Different aspects challenge land consolida-
tion for private investors to access land. First,
landholdings are small. Second, there is little gov-
ernment-owned land. Third, land is the economic
livelihood for many households. In rural areas,
subsistence agriculture is dominant and there
may be few alternative economic opportunities. In
urban areas, there may be few alternative housing
options. These issues are taken up in more detail
in each of the deep dives. Fourth, land allocation,
agglomeration, or compensation mechanisms are
often nontransparent with limited public infor-
mation on land transactions—a key feature of
functioning land markets.

Recommendations and policy interventions:

¢ Ensure that the land registration system is kept
up to date and information on land transac-
tions is made publicly available.

¢ Implement land assembly instruments (in addi-
tion to land banking) to ensure land availabil-
ity over the medium term.

Enabling Environment

The enabling environment matters for firm
entry and firm growth, and Rwanda has made
remarkable progress in improving the enabling
environment governing the private sector. Efforts
include governance, trade policy, and the invest-

ment climate.

Rwanda has strong governance. Among poten-
tial international investors, the perceived strength
of Rwanda is political stability/safety (38 percent),
economic growth (28 percent), and ease of doing
business (24 percent). International rankings place
Rwanda at the average level of middle-income
countries. Particularly strong performances are
on indicators of government effectiveness, control
of corruption, rule of law, and regulatory qual-
ity. However, Rwanda’s ranking on voice and
accountability remains below that of its regional
and low-income peers (see chapter 6 of World
Bank 2018).

Rwanda undertook significant trade reforms
in the 1990s, and tariffs were reduced consider-
ably. Accession into the EAC’s Common External
Tariff in 2009 helped bring down tariffs further
and reduced average tariff rates from 16.5 to 11
percent. It also helped reduce NTBs in goods trade.

Remaining barriers to trade and investment
typically stem from the discretionary administra-
tion of laws and regulations, and the inconsistent
application of rules. Investor surveys point to
recurring concern over the inconsistent application
of investment-related laws and regulations (U.S.
Department of State 2017). Reported challenges
include delayed government payments, changes
in memorandum of understanding conditions,
changes in tax assessments, and difficulties in
bringing in foreign talent (export.gov 2017). A
more streamlined coordination between various
agencies involved in the investment life-cycle can
work to overcome these challenges, pointing to
the need for a single-window approach to the
provision of investment facilitation services. Some
barriers also remain in services trade, particularly
around movement of professionals. For example,
regional standards for services professionals are
not harmonized, such as accreditation require-
ments (above).

There is some concern around rising debt
levels, which will need to be monitored. In the
past, external grants have played an important
role in financing public investments. More recently,
external borrowing has become an important
source, which led to a relatively large debt accu-
mulation between 2013 and 2017. As discussed
in the toth Rwanda Economic Update, there is
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evidence that returns from public-led investments
in the past couple of years have been low, alongside
slowing economic growth.

Recommendation and policy intervention:

¢ Educate the public and private sectors on the
services regulations and enforce their imp-
lementation.

Since the mid-2000s, the business environment
became the focus of the government. Thanks
to an aggressive reform campaign, Rwanda has
been rapidly climbing the rankings of the World
Bank Group’s Doing Business Report, which mea-
sures the ease of doing business in more than 180
countries around the world reaching 41st rank-
ing in 2018 from 150 in 2008. Major successes
were achieved in areas such as opening a business,
insolvency regulation, labor code, trade facilita-
tion, taxation, among others. Only 3 percent of
companies saw the risk of expropriation as a key
weakness, which further emphasizes that investor
perceive Rwanda as having a strong pro-business
environment for FDI.

Policies and regulations can also affect how
resources are allocated across firms. There is evi-
dence of substantial misallocation in the enterprise
sector—or the allocation of resources to less pro-
ductive firms—higher than other countries in
the region. A counterfactual scenario suggests
significant gains in total factor productivity of over
100 percent in the manufacturing sector if these
inefficiencies were to be drastically reduced (World
Bank 2018). Competition in markets plays a big
role in how resources are allocated between firms.

Considerable scope remains for Rwanda to
further improve its pro-competitive regulations and
increase competition. The Global Competitiveness
Report 2018 ranked Rwanda 108th among 140
countries. The World Bank-Organisation for
Economic Co-operation and Development (OECD)
product market regulation indicators similarly
show Rwanda’s mixed performance on various
underpinnings of competition.

SOEs, including public-private investment
groups in which government has invested along
with private investors, are present in many sectors.

CROSS-CUTTING CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT

Allocating sufficient resources to the RICA and
extending its mandate to monitor the impact of
SOEs on competition, promoting the principle of
competitive neutrality to ensure equal treatment
of all investors, and removing regulatory barri-
ers to entry and rivalry in input sectors would
improve the competition framework (World Bank
2018). In addition, there are questions about SOE
performance in terms of adequacy of investments
in needed production capacity, consistency with
good commercial practices, and negative fiscal
effects from Treasury subsidies (World Bank 2018).
Information gaps exist on which firms are SOE:s,
where they operate, and whether they have pref-
erential access to key inputs such as land and
finance. Their presence originally was intended to
solve the issue of there not being a private sector.
However, these information gaps may also create
investment uncertainty.

SOEs are a policy decision. SOEs are needed
to compensate for market failure. The normal
reluctance of private investors to invest enough in
such public goods as infrastructure is one market
failure. Another may be low investment capacity
among Rwanda’s private sector. In addition, SOEs
may also play a useful role in helping maintain
social and political stability in Rwanda. However,
if the government still sees a role for SOEs to play,
a right balance with private sector will have to
be found, for example the government withdraw-
ing gradually from productive activity through
ongoing privatization of SOEs such as community
processing centers.

Implementation of new laws and the removal
of the remaining regulations that restrict com-
petition are continuing challenges. For instance,
the organizational and operational procedures
relating to the mandate, staffing, and constitu-
tion of the board of the Rwanda Inspectorate
and Competition Authority (RICA) are still to
be finalized. RICA’s organizational structure has
been approved by cabinet, and the next step is
to appoint RICA management. As a result, this
important government agency is still not yet func-
tional. Furthermore, the competition law has not
yet been enforced because RICA is not opera-
tional yet and therefore uncompetitive practices
such as agreements among competitors and abuse
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of dominance are not discouraged and could be
affecting key sectors.

The way that Rwanda enters into PPPs in key
infrastructure sectors is problematic and also
creates issues for competition. The regulatory
framework is protective of incumbents in key input
sectors, with especially high barriers to entry in
network industries, such as telecommunications
(4G/LTE as discussed above), and electricity. In
some input sectors (air transport, professional
services, public procurement, for example), reg-
ulations enshrine different treatment of foreign
providers with the aim to promote local made
products and services, which discourages free
competition based on merit. There is free entry
for both local and foreigners, with 15 percent
given to goods or suppliers produced or manu-
factured in Rwanda during the procurement of
goods and services. Furthermore, international
tenders for public procurement allow for prefer-
ences that have not been clearly stated. A new law
governing public procurement, however the law
does not set the thresholds to apply exclusive or
local preference and the default is to apply these
preferences unless the procuring entity provides
an explanation.’> The unsolicited nature of most
PPPs and their fiscal contingencies may result in
loss in value for the government. This situation
is set to improve after adoption of the recently
enacted PPP law.

Recommendations and policy interventions:

¢ Continue reforming SOEs and redefining their
role in the economy by strengthening corpo-
rate governance through the adoption of the
OECD’s guidelines on corporate governance
of SOEs, supported by both OECD and non-
OECD countries.

¢ Decide on appropriate SOE involvement within
each sector. For each sector with one or more
SOEs, the government (perhaps with develop-
ment partner support) should evaluate the
extent of competition within a sector, the rel-
ative competitiveness of SOEs versus private
enterprises, significant social considerations,
and long-term economic development goals.

e Competition issues could be addressed in the
short term by guaranteeing technical and inde-
pendent decisions by the RICA and availabil-
ity of enough resources for competition law
enforcement once it starts functioning.
Strategic actions by the RICA should include
identifying regulatory obstacles to entry,
expansion and competition in key sectors, and
advocate for reforms.

e Leverage private finance in support of infra-
structure investment by finalizing and approv-
ing the PPP Guidelines to create the enabling
framework for PPPs and developing a PPP
pipeline through a clearly defined project
screening process.

18



GOVERNMENT STRATEGY
TOWARD THE PRIVATE
SECTOR

Envisioned in Rwanda’s new Vision 2050 is a
vibrant, competitive, and innovation-driven private
sector as an engine of growth. A vibrant private
sector was one of six pillars of the Vision 2020
that established the broad aim of transforming
the country from a “subsistence agriculture econ-
omy to a knowledge-based society,” backed by
competitiveness to prosper in national, regional,
and global markets. The new 30-year Vision for
the period up to 2050, which is currently being
finalized, focuses on five priorities, including
transformation for prosperity.

The core of transformation for prosperity is
developing high-value and competitive sectors.
While maintaining fundamentals, Rwanda’s efforts
are now focused in targeted and strategic private
sector growth, accelerating high-value sectors
in services, agriprocessing, construction, and

extractives (box 4.1).

Rwanda’s second Private Sector Development
Strategy sets out a new and ambitious approach
to private sector development and competitive-
ness improvements, namely a “value-chain (VC)
approach.” Supporting Rwandan firms to inte-
grate into the supply chains of large domestic and
international firms is seen to be the most effective
and efficient way to increase their productivity,
technology, and competitiveness.

Achieving these priorities, however, is seen to
start with the competitiveness of individual firms
and their value chains, by prioritizing sectors
where interventions are seen to be highest.*+ This
new VC approach aligns with the new Made in
Rwanda Policy, which aims to increase demand for
and boost the production of high-quality, durable,
safe Rwandan-made products that are competitive
both domestically and on export markets.™

RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS
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BOX 4.1 FIRST NATIONAL STRATEGY FOR TRANSFORMATION AND PROSPERITY

The implementation instrument for the remainder of
Vision2020 and for the first four years of the journey
under Vision 2050 will be the National Strategy for
Transformation. Three pillars form the basis of the
continuing drive toward Rwanda's transformation and
prosperity: economic transformation, social
transformation, and transformational governance.

The overarching objective of the economic
transformation pillaristoaccelerate inclusive economic
development founded on the private sector, knowledge,
and Rwanda's natural resources. These objectives will be
delivered through key priority areas and interventions:

e Createl.5million decentand productive jobs for
economic development;

Accelerate sustainable urbanization from17.3 percent
(2013/14) to 35 percent by 2024;

Establish Rwanda as a globally competitive
knowledge-based economy;

Promote industrialization and attain a structural shift
in the export base to high-value goods and services
with the aim of growing exports by 17 percent
annually;

Increase domestic savings and position Rwanda asa
hub for financial services to promote investments;
Modernize andincrease productivity of agriculture
and livestock; and

Promote sustainable management of natural
resourcesand environment to transition Rwanda
toward a carbon-neutral economy.
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SCANNING FOR MARKET
POSSIBILITIES

In which sectors is there a role for the private sector
to advance the country’s development objectives?
What are the key constraints for creating market
opportunities in these sectors? The “sector scan”
assesses creating market opportunities in all eco-
nomic sectors*® along two dimensions: potential
for development impact (if private investments
were made in the sector) and feasibility (if the
identified constraints, including sector-specific
ones, can be removed within three to five years).
The findings inform where market possibilities
exist in each sector, and where more concrete
market opportunities exist in some sectors, to
guide the choice of the CPSD deep dives.

Objectives and Approach

The sector scan is founded on four questions of
feasibility and potential for development impact:

e What is the potential impact of the sector’s
output growth on the country’s development
objectives?

e What is the sector’s current performance in
terms of output quantity and quality, and how
does it contribute to development impact?

e Under current conditions in the country, is
profitable and transformative private sector
activity in the sector feasible? If not, where
are the constraints? “Transformative” in this
context refers to private sector activity that is
not primarily enabled by economic rents, for
example, in the context of a highly protected
or closed sector.

e To what extent can conditions in the country
be improved within a limited time horizon of
three to five years to make profitable and trans-
formative private sector activity in the sector
feasible?

Different dimensions of feasibility and devel-
opment impact are considered (box 5.1). For each
sector and for each category of feasibility and
development impact, a score was given ranging
from 1 (lowest) to 5 (highest). For the development
impact dimension, the scan assessed the impact
of scaling of private sector investment toward the

RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS
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BOX 5.1 DEFINITIONS OF DEVELOPMENT IMPACT AND FEASIBILITY

Each sector's potential contribution to
development abjectives is measured across
six categories: (1) inclusion and jobs, (2)
economic growth, (3) competitiveness and
productivity, (4) integration and connectiv-
ity, (5) resilience and stability, (6) and envi-
ronmental sustainability. Each category is
weighted according to a subjective measure
ofitsimportance, asidentified in the Ghana
Country Private Sector Diagnostics, with
weights of 25,15, 25,10,15, and 10 percent,
respectively.

Reform feasibility is scored across four
categories: demand, production factors,
key inputs, and institutions. Each category
is given the same weight. The latter three of
these categories contains further subcate-
gories. Production factors are broken down
into labor and skills, geography and natural

resource endowment, and existing capabil-
ities. Key inputs are broken down into
energy, transport, finance, and intermedi-
ateinputs. Institutions are broken down into
regulatory barriers, rule of law and prop-
erty rights, market contestability, macro-
economic and political stability.

The four categories of feasibility also
correspond toa simple demand-sup-
ply-market failures assessment of a sectar.
The first category measures demand for the
sector's output. The second category,
production factors, measures supply
capacity in the country, including labor,
land, and natural resources, and pertinent
capital, approximated by existing capabili-
ties. The third category, key inputs,
assesses market failuresin secondary
markets that are of importance to the sector

and might prevent market creation, while
the fourth categary, institutions, deals with
issues that might create market failures in
the sectoritself.

Feasibility and potential for develop-
mentimpact dimensions can be roughly
equated to measurements of the social
returns (developmentimpact) versus the
risk-adjusted private returns (feasibility) of
investmentin each sector. Asector needs to
score high on both criteria for the private
sectorto be able to make a meaningful
contribution to development objectives.
Evenifsacialreturnsare high, the private
sectorwillnot stepin unless a sufficient
share of the returns can be appropriated by
the investing firm to generate a profit.

country’s development objectives. A low value
indicates therefore a low impact on the devel-
opment objectives. For the feasibility dimension,
the scan assessed whether each sector’s enabling
environment (demand and production conditions),
according to international standards, is conducive
to profitable private sector activities. A low value
indicates therefore an environment in Rwanda
that is problematic and likely to prevent successful
private investments. The individual scores are
then weighted to inform an overall assessment of
feasibility and potential for development impact,
aimed at providing a comparable measure across
sectors of the four key questions that the sector
scan aims to address.'”

The sector scan used a combination of qualita-
tive and quantitative information to score each of
the feasibility and development impact categories.
The quantitative input came from different data
indicators.™ In addition to the data indicators, a
review of the literature (including existing evidence
base) and in-depth interviews with World Bank
Group sectoral experts, Rwandan private sector
firms, and other Rwandan stakeholders, helped
modulate and refine the quantitative assessment.

The CPSD conducted over 100 interviews covering
all sectors of Rwanda’s economy. The qualita-
tive analysis, in particular, helped assess creating
market opportunities given local conditions, global
trends, and the impact of sector-specific constraints.
The full results of the “sector scan” are presented
in appendix C.

Is There a Role for the
Private Sector?

OPPORTUNITIES FOR MARKET
CREATION

The results of the sector scan illustrate where
sectors stand in terms of their potential for devel-
opment impact and five-year feasibility, shown in
figure 5.1. Table 5.1 summarizes the results from
the sector scan. The findings highlight three broad
categories of sectors: the high development impact
sectors in green, sectors with growth potential
but limited development impact in yellow, and
sectors with below-average direct spillovers on
the economy in red.
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FIGURE 5.1 SECTOR SCAN RESULTS

SCANNING FOR MARKET POSSIBILITIES
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TABLE5.1 OVERALL WEIGHTED DEVELOPMENT IMPACT AND FEASIBILITY SCORES

Energy

Access to electricity is still relatively low and
unequalin Rwanda, with access concentrated in
the top two quintiles and limited in the bottom
40 percent.

4.3

There s likely to be an oversupply of electric- 2.7
ity unless demand for energy picks up, and

this will create huge fiscal contingencies. The

RDB no longer seeks new investors in large-

scale power generationin the near to medium

term. There are significant opportunities for

off-grid solutions to those currently not

serviced by the distribution networks.

Water and
sanitation

Access to safe water and sanitation facilities
hasimproved inrecenttimes but remains a
challengein ruralareasin particular.

The water sector s a traditionally difficult 3.2
target for private infrastructure financing,

due to constraints on tariff affordability and

other complexities of the sector. Neverthe-

less, private sector engagement for water

would be welcomed. In sanitation, scope for

private sector intervention along the sanita-

tion service chain (from containment right

through to disposal/reuse).

Transport

Coststoimportand export remain high, largely
due to Rwanda's landlocked geography and
difficult terrain, poor road network particularly
the secondary road network, and lack of a rail
system that connects Rwanda to the seaports of
neighboring countries.

Rwanda's high international transportation 2.7
costs stem from its landlocked geography

and nonexistent rail links. Storage facilities
domestically need investment and improve-

ment, particularly in the agribusiness sector.
However, recuperation costs of storage
infrastructure may be too high for the pri-

vate sector.

(Table continues next page)
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TABLE 5.1 (CONTINUED)

Ictinfrastructure ICTisanimportant sector forthe GoR, alongtwo 3.0 Remaining infrastructure gaps may be an 2.7
of its development objectives: to become a opportunity for private investment. However,
modern and digital economy, and an enabler of the sectoris challenged by an anti-competi-
exports of ICT-enabled services (for example, tive environment.

BPO).

Finance and Low accessto long-term finance and high costs 3.2 The high cost of finance reflects not ineffi- 3.1

insurance of finance are binding constraints that cut ciency of the banking sector but challenges
across anumber of sectors. toreach economies of scale.

Ictservices Development of the sector supports job cre- 2.5 ICT-related skills, remaining infrastructure 2.5
ation, IT-enabled technology developments, gaps, highinfrastructure costs, financing for
entrepreneurship, and exports. entrepreneurs, and local content are the key

challenges forscaling up the sectorin the
shortrun.

Agribusiness Given that 70 percent of the population is 4.3 Top constraintsinclude access to quality raw 3.9
engaged in mostly subsistence agriculture in material, inadequate farming techniques,

Rwanda, agribusiness is a sector with immense skills shortages, a weak domestic market,
opportunity for private sector to grow that will small farm size, low quality inputs, and
have indirectimpacts on poverty and access to markets.

employment.

Light manufacturing These sectors are considered important for 2.9 High transport costs, electricity costs, and 3.0
Rwanda's future growth and would have import- import requirements are the main challenges
antimplications for export performance and forscaling up investmentin the sector.
inclusion through low-skill job creation.

Other manufacturing Development of other manufacturing sectors in 2.5 High energy prices, limited access to long- 2.7
Rwanda would have importantimpacts an term finance, import requirements, and
exports, growth, and nonagricultural jobs. transport costs challenge Rwanda's

international competitivenessin heavy
manufacturing.

Wholesale and The sector dominates the composition and 3.0 The potential for growth is high as Rwanda's 2.7

retail trade growth of the services sectorin Rwanda, and is middle class grows and urbanization
important for jobs, particularly low-skilland expands. Logistics remain a challenge for the
female employment. sector (as for other sectorsin the economy).

Nonperforming loans are also high in the
sector, which s likely to constrain credit
availability.

Construction and With Rwanda expected to be 35 percenturban 4.7 High cost of construction materials, accessto 4.6

real estate by 2020, provision of affordable homesis a key serviced land, few domestic construction
element of the country's development strategy, companies and developers, financing, and
yet Rwanda is missing the affordable housing lack of skilled professionals are cited as key
segment of the sector. challenges an the supply side.

Tourism Tourism is concentrated in two main 3.5 Alarge number of tourism-focused 3.6
destinations, Kigali (MICE) and the Virungas diagnostics and advisory interventions have
(gorillas), with potential to diversify tourism been completed or are ongoing by the World
offerings by generating investments in other Bank Group, as well as other development
tourism destinations. partners.

Mining Mining is an extremely labor-intensive sectorin 2.8 There are no existing diagnostics or compre- 3.1

Rwanda and is dominated by artisanal mining.
Investmentin the sector could modernize
mining techniques and resultin better (albeit

hensive geological surveys to underpin new
investment (though these are ongoing), and
the exact potential of the mining sectoris
unknown.

fewer) jobs with higher value addition.

(Table continues next page)
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Education

Relatively high GDP multiplier effects through 3.3
the spillover effects of the education into other

sectors, and Rwanda's education outcomes are

lower than regional and world average.

SCANNING FOR MARKET POSSIBILITIES

Private sector provision of higher education 2.5
isnascentin Rwanda, aresult of Rwanda's

small market, smalleconomy, and poor

educational outcomes, which limits domestic
demand for higher education.

Health

Large indirect effects through contributions to 3.6
the overall health and well-being of the popula-

tion, and Rwanda's expenditures on healthcare

are lower than the world average.

Therole of the private sectorin healthcare 2.7
deliveryin Rwanda is still developing. Chal-
lengesinclude the ability to pay, insurance
coverage for private facilities, reimburse-

ment policies, availability of staff, the cost of
importing equipment, and other sector
regulatoryissues.

Source: Rwanda CPSD team.
Note. ICT = information and communication technology.

In which sectors is there a role for the pri-
vate sector to advance the country’s development
objectives? The results for Rwanda (synthesized in
table D.1 in annex D) suggest that creating market
opportunities in information and communication
technology (ICT) infrastructure, agribusiness,
construction and real estate, education, and health
would have the largest impacts on inclusion and
jobs. Impacts on productivity—another key devel-
opment challenge for Rwanda—could be achieved
by private investment in the energy, transport,
ICT infrastructure, agribusiness, construction
and real estate, and health sectors. Key sectors
for impacting global integration and connectiv-
ity, including through trade, as well as foreign
investment, are energy, transport, agribusiness,
and construction and real estate.

What are the key constraints for creating market
opportunities in these sectors? Synthesizing the
results from the sector scan sheds new light on
the main constraints (both cross-cutting and
sector-specific) to productive private sector devel-
opment in the country. The results for Rwanda
(synthesized in tables D.2 and D.3 in annex D)
suggest a number of constraints impacting the
feasibility of creating markets. Demand (market
size), infrastructure (energy), and managerial or
entrepreneurial skills are the main cross-cutting
constraints affecting the private sector. These
constraints are particularly present in energy, water
and sanitation, transport, ICT infrastructure
and services, other manufacturing sectors (out-

side agribusiness and light manufacturing), and
education.” Market contestability is also found
to be a barrier in Rwanda. Regulatory barriers
and macroeconomic and political stability do
not appear to be a major constraint for private
sector activity. These results confirm the horizontal

constraints identified above.

Possibilities for Market
Creation

Market possibilities exist across many of Rwanda’s
sectors. These are challenged by cross-cutting
constraints that inhibit concrete opportunities
from being realized. For each sector, the sector
scan identifies where there is a role for private
sector in 3 to 5 years for creating market possi-
bilities, for improving foundational sectors, and
growing downstream sectors. It also identifies
the key constraints confronting development of
that sector.

ENABLING SECTORS

WATER AND SANITATION

One of the main objectives of the GoR’s Second
Economic Development and Poverty Reduction
Strategy and Vision 2020 is to ensure safe, reli-
able, and affordable water supply services to all of
Rwanda’s population. The existing system provides
reasonably good coverage, and access to clean
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water and sanitation for a majority of the popu-
lation. But gaps between urban and rural access
remain, with 25 percent of the population lacking
access to safe water sources. Moreover, demand for
water and sanitation is rising with the increasing
level of urbanization in Rwanda. Relatedly, the
sanitation sector is underdeveloped as unplanned
urban expansion strains the existing infrastructure,
where currently 26 percent of the population lack
access to improved sanitation. Other challenges
for the sector include high/subsidized end-user
tariffs, insufficient distribution networks, and
sector inefficiencies, including institutions.

Decreasing fiscal space may constrain continued
public infrastructure investments, which would
increase space for private investment and PPPs.
However, while the 2016 water policy highlights
attracting private investment as a key component,
it also reiterates the intention to limit private sector
investment in rural water supply. Moreover, the
water sector is a traditionally difficult target for
private infrastructure financing, due to constraints
on tariff affordability and other complexities of
the sector. Challenges in implementation of PPPs,
including limited skills, is also considered a con-
straint. The government is however undertaking
studies to research low-cost water, sanitation, and
hygiene (WASH) technologies, an area in which
the private sector can contribute significantly in
bringing innovations to market. In addition to
WASH technologies and waste collection, there is
potential for private sector intervention all along
the entire sanitation service chain (from contain-
ment right through to disposal/reuse).

ENERGY
The energy sector is a critical enabler, but costs
and the reliability of electricity challenge compet-
itiveness across Rwanda’s economy, particularly
manufacturing. The sector is heavily reliant on
imports, which account for more than 8o percent
of the inputs used by the sector (such as fuel for
local electricity consumption). This raises costs
significantly.

Moreover, access to electricity is low and
unequal in Rwanda, with access concentrated
in the top two quintiles and limited access in

the bottom 40 percent. This reflects incomplete
distribution networks throughout the country.

There is likely to be an oversupply of electricity
unless demand for energy picks up, and this will
create fiscal contingencies. The existing supply
is based on the government’s own projections of
growth of the industrial sector, including ambi-
tious expansion targets for electricity generation
and access. The government also provides fiscal
transfers to the sector to enhance the affordability
of electricity service for consumers. The Rwanda
Development Board (RDB) no longer seeks inves-
tors in energy generation.

However, off-grid electricity will still need to
play a large role, as Rwanda wants to have roo
percent access to electricity by 2024 and half of it
will be off-grid. Here there is scope for the private
sector, but there are many institutional challenges
for private provision of off-grid services. These
include ensuring a level playing field for all provid-
ers, including potential investors from the private
sector, to ensure equal competition from private
and nonprivate sector alike. The government is
working on developing a National Electrification
Plan that delimitates priority areas for private-sector
driven off-grid solutions and a revised simplified
licensing framework for mini grid investors as part
of its energy sector reform, which will improve
the investment climate in the sector.

The private sector already plays a major role in
the power sector. Over 50 percent of generation
capacity is owned by around 15 different IPPs.
These are both very high numbers in regional
comparison. Off-grid, the private sector is already
very active.

ICT INFRASTRUCTURE

ICT is an important sector for the GoR, along
two of its development objectives: to become a
modern and digital economy, and an enabler of
exports of ICT-enabled services (for example,
BPO). The GoR has invested heavily in ICT infra-
structure. The network of fiber-optic cables has
been completed across the country and internet
penetration is at §5 percent with phone penetration
at 81 percent. However, costs are high and uptake
of 4G remains low. Last mile connectivity is very
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low, which creates a gap for people to have access
to data. Low access to electricity, international
internet bandwidth, and limited availability of
secure internet servers also hold Rwanda back.

While clearly a challenge, these remaining infra-
structure gaps may be an opportunity for private
investment. However, the sector is challenged
by an anti-competitive environment. There is a
quasi-monopoly around 4G/LTE, resulting from
a joint venture between the GoR and a Korean
company (kt Rwanda Networks), which developed
the infrastructure with a guarantee of exclusive
access to both the fiber-optic network, as well as
the 4G/LTE for 25 years. Although this helped
attract private investment in the sector due to
the country’s small market, it is contributing to
high costs, low uptake, and potentially reducing
future investments.

TRANSPORT

The transport sector is a critical enabler, partic-
ularly given Rwanda’s landlocked location and
reliance on imports for consumption, as well as
inputs for production. Improvements in logistics
have been a top policy priority for GoR, with
Vision 2020 emphasizing the need to maintain
road infrastructure and extend regional transport
links through rail and air. The World Bank has
also been involved in supporting the government
with other trade facilitation measures at the border.
However, costs to import and export remain high,
which challenges competitiveness across many
sectors in Rwanda, particularly manufacturing.
This is largely due to Rwanda’s landlocked geog-
raphy and difficult terrain, poor road network
particularly the secondary road network, and
the lack of a rail system connecting Rwanda to
the seaports of neighboring countries.

There is currently a massive investment in
feeder roads nationwide, supported by multiple
development partners. The focus on feeder roads
ties into key sectors of the economy, for example,
mining and agriculture, and with government
strategy for economic development efforts are
also underway to develop networks in the central
(through Tanzania) and northern corridors (through
Uganda and Kenya). However, storage facilities
domestically need investment and improvement,

SCANNING FOR MARKET POSSIBILITIES

particularly in the agribusiness sector where per-
ishable products and significant postproduction
losses are reported that impact competitiveness,
providing opportunities for private investment or
public-private partnership.

FINANCE AND INSURANCE

Financial inclusion has increased recently, and
products have become more diversified. But chal-
lenges remain. Low access to long-term finance and
high costs of finance are binding constraints that
cut across a number of sectors. The high cost of
finance does not reflect inefficiency of the banking
sector, but challenges to reach economies of scale.
The availability of long-term finance depends
on the depth of financial and capital markets,
and regional and international flows of funds,
as well as the legal and regulatory framework of
the financial sector. Capital markets continue to
be underdeveloped.

There are opportunities in the fintech space
in Rwanda, with the government investing in an
integrated payments-processing system and a policy
emphasis on scaling up the use of digital payments.
Foreign investment in the banking sector is also on
the uptick with the entry of the Bank of Morocco
and other investors.

EDUCATION

Rwanda has made some progress on the educa-
tion front, with increased provision of services,
primarily by the government. The government’s
Education Sector Strategic Plan includes a special
focus on quality of education and the Forward-
Looking Joint Sector Review of Education 2017/18
highlights the need to maintain investments in
quality and boost engagement on science, tech-
nology, engineering, and math.

Private sector provision of higher education
is nascent in Rwanda. In part, this is a result
of Rwanda’s small market, small economy, and
poor educational outcomes, which limit domestic
demand for higher education. Fees are high as
a result of low scale economies. Low incomes
also challenge fees that individuals can pay, with
limited ability to lend from banks for educational
expenses. Nonpublic institutions for higher edu-
cation in Rwanda today prevail largely with the
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support of development partners. This sector is
not considered a short- or medium-term area for
private sector engagement. Potential for private
sector to participate in skills development through
the technical and vocational education and train-
ing system, however, may provide more of an
opportunity.

HEALTH

Rwanda’s expenditures on healthcare are higher
than the regional average, at 7.5 percent of GDP,
but are lower than the world average of 10 per-
cent. Financing for the health system comes from
different sources: budget transfers, mandatory
insurance coverage, and donor contributions.
Domestic spending comprises the majority of
health spending (62 percent), with funding from
abroad filling the gap. The government is also
the largest buyer of healthcare in the country
and government expenditures are only slightly
lower than out-of-pocket health expenditures. The
role of the private sector in healthcare delivery in
Rwanda is still developing.

While there is interest in supplementing govern-
ment provision of healthcare with private sector
services, and there are several private entities, such
as labs that deliver health services, the overall
number of providers remains small (there is one
large public-private hospital in Kigali, King Faisal
Hospital). Private health insurance, in particular,
is underutilized. Challenges include the ability
to pay, insurance coverage for private facilities,
reimbursement policies, availability of staff, the
cost of importing equipment, and other sector
regulatory issues. It is unlikely that scope to scale
up private sector investment in health will exist
within a three-to-five-year timeframe in Rwanda.

TRADED SECTORS

ICT SERVICES

ICT is a priority sector for the GoR, and significant
investment in ICT infrastructure has been made
with the goal of increasing ICT adoption domes-
tically, as well as supporting ICT-enabled services
exports. The GoR is in the process of securing
private finance to develop a Kigali Innovation
City, which aims to bring together higher educa-

tion, research institutions and the private sector.
A national research and innovation fund is also
being established to stimulate development of the
sector. Development of the sector supports job
creation, information technology-enabled technol-
ogy developments, entrepreneurship, and exports.
The prospects for scaling up of the sector to
achieve both outcomes are confronted by a number
of challenges, including on the demand and supply
sides. Most notable are ICT-related skills, remain-
ing infrastructure gaps, high infrastructure costs,
financing for entrepreneurs, and local content.

TOURISM

Tourism has been a significant driver of services
exports and growth, as well as foreign direct
investment (FDI) and jobs, and is the largest forex
earner. Tourism is concentrated in two main des-
tinations, namely Kigali (meetings, incentives,
conferences, and exhibitions) and the Virungas
(gorillas), with potential to diversify tourism offer-
ings by generating investments in other tourism
destinations. The RDB is now the regulator of
the tourism sector and is responsible for issu-
ing tourism establishment licenses and grading
of establishments. The World Bank Group has
been providing technical assistance to support the
effectiveness of the tourism department, which is
the regulatory agency.

A large number of tourism-focused diagnostics
and advisory interventions have been completed
or are ongoing by the World Bank Group, as well
as other development partners. These include
exploring the potential to diversify tourism offer-
ings by generating investments in other tourism
destinations such as Karongi, Akagera National
Park, and Nyungwe, as well as supporting the
development of the regulatory agency and imple-
mentation of laws on standards to regulate the
sector. Diversified tourism is an emerging priority
in the preparation work being undertaken for
Vision 2050.

LIGHT MANUFACTURING

Food and beverages, textiles, and industrial and
consumer goods are the most prominent subsec-
tors in the light manufacturing sector in Rwanda.
Private investment in the light manufacturing sector
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(outside of agribusiness) in Rwanda is small, but the
country has received some new FDI in the sector
of late, including in apparel, footwear, handbags,
electronics, and, most recently, automotive. These
subsectors are considered important for Rwanda’s
future growth and would have important impli-
cations for export performance and inclusion
through low-skill job creation.

Rwanda has made strides in improving business
environment and is facilitating access to indus-
trial land and inputs through the development of
special economic zones (SEZs). High transport
costs, electricity costs, and import requirements
are the main challenges for scaling up investment
in the sector. Skills are also a reported challenge,
where inadequately trained staff was cited as a
major constraint by 28 percent of manufacturing
firms in the Enterprise Survey.

OTHER MANUFACTURING

At present, manufacturing value-added constitutes
slightly more than 6 percent in Rwanda, compared
with nearly 1o percent in Sub-Saharan Africa
(World Bank 2018). According to the Rwanda
Development Board, the aim is to boost this sec-
tor’s contribution to GDP to 26 percent by 2020.
Toward this end, the government has established
a SEZ and four industrial parks. Development of
other manufacturing sectors in Rwanda would
have important impacts on exports, growth, and
nonagricultural jobs.

The sector faces important challenges in the near
to medium term. Importantly, high energy prices,
limited access to long-term finance, import require-
ments, and transport costs challenge Rwanda’s
international competitiveness in heavy manufac-
turing. In this subsector, export competitiveness
to operate on scale is essential for its development,
which is challenged by Rwanda’s small domestic
market and limited purchasing power of much
of the population. Skills gaps may also challenge
higher-sophisticated manufacturing sectors.

MINING

Mining is a highly labor-intensive sector in Rwanda
and is dominated by artisanal mining. Outdated
mining techniques result in poor and hazardous
working conditions. The current technologies
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used for mining also result in low value addition,
where much of the ore is not extracted from the
rock and is discarded. Moreover, the ore that is
extracted is subsequently exported in unprocessed
form. Mining is considered by the GoR to be an
increasingly important sector for growth in the
coming years. With the establishment in 2017 of
the Rwanda Mines, Petroleum and Gas Board,
the government projects a significant increase
of the mining sector’s contribution to GDP and
exports. A government target of increasing mining
revenues from $100 million to $1.5 billion by
2024 has been set. Any potential increase would
materialize only from new investment in the sector
and the government is actively seeking to attract
FDI into the sector.

Investment in the mining sector could modern-
ize mining techniques and result in better (albeit
fewer) jobs with higher value addition. However,
there are no existing diagnostics or comprehensive
geological surveys to underpin new investment
(although these are ongoing), and the exact poten-
tial of the mining sector is unknown. Challenges for
the sector also include overall low efficiency/pro-
ductivity, institutional and legal environment issues,
limited understanding of investment attraction and
promotion, and currently low value addition in
the sector. These gaps are compounded by a lack
of intergovernmental coordination and insight
into the potential environmental impact.

AGRIBUSINESS

Agribusiness is a highly desirable sector across a
number of dimensions. Given that 70 percent of
the population are engaged in mostly subsistence
agriculture in Rwanda, agribusiness is a sector
with immense opportunity for the private sector
to grow that will have indirect impacts on poverty
and employment. It is important for inclusive
jobs, not only through backward linkages with
farmers, but also by supporting better jobs in
the processing sector. It also shows up strongly
for growth, value addition, competitiveness, and
productivity.

Top constraints include: access to finance, access
to quality raw material, inadequate farming tech-
niques, skills shortages, a weak domestic market,
small farm size, low quality inputs, postharvest
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infrastructure, low mechanization, and access to
markets. Many of these constraints are in areas
in which private sector investment could help
within the short term. However, institutional
challenges also exist in agriculture due to the
GoR’s major involvement in the sector and will
require upstream reforms.

NONTRADED SECTORS

WHOLESALE AND RETAIL TRADE

Retail and wholesale trade dominates the compo-
sition and growth of the services sector in Rwanda,
which grew 19 percent in the last quarter of 2017.
As the result, the sector created the largest number
of new jobs between August 2016 and August
2017. In 2014, Rwanda was ranked as the top
retail destination in Africa. However, the sector as
a whole remains underdeveloped compared with
other emerging markets, and there is a limited
presence of international brands. The sector has
low production capacity utilization and uses the
least proportion of Rwandan raw materials, and
accounts for less than 9 percent of exports. It also
comprises more than half informal enterprises
and more than 40 percent of employment in the
informal sector. The potential for growth is high
as Rwanda’s middle class grows and urbanization
expands.

Local traders dominate the sector and are
mainly informal, reflecting low barriers to entry.
This reflects high rents and high regulations in
organized retail. For example, zoning is an issue in
Kigali, with tight regulations in the city center about
where economic activity can happen. This pushes
new development to the peripheries and outside the
city borders, where regulations are more relaxed
or not enforced as strongly. It also raises costs for
small businesses to comply. Logistics also remain
a challenge for the sector (as for other sectors in
the economy). The sector is highly sensitive to
changes in inflation. Nonperforming loans are
also high in the sector, which is likely to constrain
credit availability.

CONSTRUCTION AND REAL ESTATE

The commercial real estate sector and high-end
housing sector has seen strong growth in the past
years, and the construction sector has been an
important driver of growth in Rwanda. However,
Rwanda is missing the affordable housing segment
of the sector, where currently the segment does not
feature strongly in the construction and real estate
sector. With Rwanda expected to be 35 percent
urbanized by 2020, provision of affordable homes
is a key element of the country’s development strat-
egy, and is the segment with the highest expected
demand, and much market potential. Creating
this space is a top priority for the government.
Initiatives to increase investments in the real estate
development are critical to help bring more houses
onto the market, particularly targeting the low
market segment. Thus, the sector exhibits high
potential for development impact in terms of jobs,
growth, backward linkages, and inclusion.

The high cost of construction materials and
low supply are major obstacles to supplying
affordable housing. Access to serviced land also
challenges the real estate sector. There are few
domestic construction companies and developers
with the capacity to provide large-scale housing
projects, or financing for domestic construction
companies. A lack of skilled professionals is also
cited as a challenge on the supply-side.

Three business sectors—agribusiness, housing,
and tourism—show concrete opportunities for
market creation in a three- to five-year timeframe.
These sectors were identified during the sector scan
to be both highly feasible with high potential for
development impact, in particular for job creation
through private sector activity. They could also
add significant value to our current understanding
of opportunities and constraint for private sector
investment. Agribusiness and housing were chosen
for deep dives in the CPSD, with future studies
focusing on tourism.
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Agribusiness

The backbone of Rwanda’s economy, agribusiness is crucial for growth and poverty reduction.
Rwanda’s natural endowments give it a comparative advantage in many crops where it is competitive
on cost and/or quality. Key crops are tea, coffee, beans, grains, cassava, fruits, and vegetables. The
sector is challenged by land constraints due to population pressure, poor water management, and
small average land holdings. Limited commercialization constrained by poor access to commercial
and financial markets, and public and private capacity also challenge the sector. Rwanda will need
to overcome some critical constraints in logistics, agricultural inputs, postproduction facilities, trans-
port, and electricity, among others, for the sector to reach its full potential. With its small domestic
market, small land holdings, and the lack of significant specialized farming, Rwanda should seek to
maximize its access to regional and international markets with a strategy that includes strong national
branding, internationally-trusted food safety institutions and regulations, strong National Quality
Infrastructure, and easy trade. As always, Rwanda should ensure that investments agribusiness
support the Principles for Responsible Agriculture Investment,*° which advance respect for rights,
livelihoods, and resource in agriculture-related investments.

INTRODUCTION AND SECTOR

foreign-exchange earnings, 8o percent of employ-

CONTEXT

Agriculture remains one of the most important
sectors for Rwanda from an economic, as well
as a social, standpoint. The sector accounts for
39 percent of GDP, 50 percent of goods exports
(or 25 percent of total exports), 65 percent of

ment, and 9o percent of the country’s food needs.

Agriculture in Rwanda is dominated by small-
scale, subsistence farming based on traditional,
rain-fed practices. Land plots are very small; 8o
percent of land holdings are less than one hectare
and often divided into three or four plots. Over

RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS
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70 percent of agricultural land is either on hills
or on the side of hills, and less than 2 percent of
land is under irrigation. Shocks due to weather
and rainfall, together with pests and diseases,
cause sharp fluctuations in production and yields.

As a result, the productivity is low, holding
back the sector’s contribution to development.
Rwanda’s rural poverty rate of 49 percent soars
to 76 percent for families whose main source of
income is from agriculture.

The state has focused on areas of agricultural
development, most strongly on staple foods. About
86 percent of agriculture GDP comes from food
crops, generally not grown commercially or for
export (figure 6.1). There is almost no medium- or
large-scale production for any of the staple crops,
except for isolated pockets of commercial activity
in horticulture and sugarcane.

For agriculture to work toward Rwanda’s devel-
opment strategies, it must move up the agribusiness
value chain, to a sector that is modernized, efficient,
well-integrated, and can produce higher value-added
goods for export and add value along the value
chain. In the past, Rwanda relied heavily on both
input intensification as well as land expansion to
support agricultural output growth. Both of these
sources are becoming increasingly constrained
to deliver the rapid agriculture growth needed
to support the overall development objectives of
the country. The next growth phase will need to

FIGURE 6.1 COMPOSITION OF AGRICULTURE GDP, 2014
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Food crops

M Forestry Livestock Exportcrops M Fisheries

Source: Based on data from FAOSTAT.

focus on moving up the agribusiness value chain,
and to transform the agriculture sector towards
increased value-addition, specialization, and trade.
This calls for improvements in technical and alloc-
ative efficiency as well as technological change to
support the increase in total factor productivity
that would enable this transformation.

Private sector investment will be central to
achieving this transformation, with higher produc-
tivity through allocative efficiency, technological
progress, and global integration. This is recognized
in the government’s Agricultural Development
Plan, which advocates for greater investment and
growth driven by the private sector in key crops
(among other things). This entails significant trans-
formation from where Rwanda is today.

Today, private sector participation is limited
across the agribusiness value chain (figure 6.2).
Nearly all chemical fertilizers are imported and
there are virtually no private seed markets. The
state is mainly involved in research and develop-
ment (R&D), extension services, seed and fertilizer
purchase/distribution, and export support through
finance and certifications. There is also a small
number of larger businesses with significant state
ownership (for example, in milk and fruit juice).
Services for agribusiness are informal in nature
and unorganized across many smaller players.
Processing is scattered across products, with little
or only nascent competition within certain prod-
uct categories.

Institutional factors are critical for transform-
ing agriculture and moving up the agribusiness
value chain. Structural transformation is typically
initiated by policy reforms that open markets,
advance trade and increase competition in the
agricultural sector. Significant reforms in these
areas were made in Latin America in the 1980s
and resulted in structural transformation of the
Peruvian and Chilean economies, albeit at dif-
ferent rates of reform with Chile moving more
rapidly. Lessons learned included the necessity
of reforms improving the investment climate,
lowering business regulatory compliance costs,
promoting competition and exposure to global
markets, and creation of tax or other investment
related incentives to support private-sector led
export-oriented growth.
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FIGURE 6.2 OVERVIEW OF VALUE CHAIN NODES’ PERFORMANCE

RESEARCH AND EXTENSION

Understaffed public institutions.

Insufficient extension services support both quantity and quality.

Weak linkages between research and extension.

Weak domestic programs on agrisciences affecting the knowledge base.

INPUT SUPPLY

Land: Lack of land consolidation; 80 percent of holdings are less than 1 hectare
and 70 percent of land is on hills orh|llS|des

e Water: Irrigation less than 5 percent due to no investment or terrain constraints.

® Mechanization: Extremely limited.
Low adoption of improved seed varieties (7-13 percent) and ~46 percent of
farmers use fertilizer due in part to low awareness of advantages of quality
inputs, low domestic seed production, and weak access to finance for inputs.

e Distribution: Public sector dominates the input supply system, with inefficient
fertilizer distribution arising from public intermediary.

PRODUCTION AND POSTPRODUCTION

Production dominated by smallholders.

Subsistence and rain-fed farming; low yields; mono-cropping

Limited agronomic practices.

Core of small, nonprofessional farmers impact linkage to off takers and product
quality and production.

Poorstorage techniques and insufficient storage and drying infrastructure.

* High losses encountered because of limited primary storage.

e Safetyand quality of produce affected by poor storage and drying.

Core subsectors undergoing processing: Coffee, tea, dairy, beverages, and flour
from staple crops.

* C(Coffeeandteaare traditional sectors dominated by fragmented small
processors.

 Dairyand beverage production dominated by a very few large processors (some
with government equity) and enjoy some degree of market concentration.

DISTRIBUTION AND MARKETING

¢ Informaland unorganized market.

e Smalldomestic market makes access to expart market critical for sustainability
of businesses.

* Price sensitive domestic market challenges startups to enter the market.

e Weak Rwanda country branding.

e Limited marketinfoimpacts market access.

Source: Rwanda CPSD team.

Lessons from these experiences can be learned
for Rwanda. Rwanda’s economy is much smaller
than Chile’s or Peru’s, but similar reform initia-
tives must be considered. Investments in irrigation
infrastructure, processing and storage facilities
and logistics coupled with support for improved
market coordination, value chain integration,
and compliance with quality and safety stan-

dards to meet market requirements will benefit
Rwanda’s agricultural sector and promote struc-
tural transformation.

A focus on high-value export commodities
destined to regional and global markets is also
critical to drive the move up the agribusiness
value chain as a source of comparative advantage
for Rwanda. Rwanda’s small domestic market,
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characterized by informal trade and low access
to international and regional markets, chal-
lenges the sustainability of agribusinesses. Tea
and coffee dominate agricultural exports, with
small quantities of staple foods (for example,
common beans or mushrooms) crossing the
borders to neighboring countries (Uganda, the
Democratic Republic of the Congo, Kenya, and
Burundi), both formally and informally. There
are almost no exports of processed foods. Export
potential is challenged by a number of domestic
constraints, as well as other competitive regional
suppliers, such as Kenya.

The CPSD agriculture subsector deep dive iden-
tifies both constraints and opportunities to unlock
private sector engagement in subsectors with the
potential to be competitive and impactful through
employment and income generation.** It first iden-
tifies constraints that cut across all subsectors along
the entire agribusiness value chain, as well as public
and private engagement opportunities.

CROSS-CUTTING CONSTRAINTS
AND MARKET OPPORTUNITIES

Global experience shows that agribusiness investors
have an outsized impact on the sector and should
be encouraged. These include lead firms collecting,
aggregating, and exporting agrifood products
with strong requirements for consistency in supply
and quality. They bring good practice, improved
market linkages for smallholders, improved profes-
sionalism/farming as a business mentality, quality
control, and other elements needed to help trans-
form agriculture into agribusiness and move up
the value chain.

Many and diverse market opportunities exist
in each the different subsectors considered here.
Rwanda’s counter-cyclical production period to
the EU market will help. Rwanda should also
explore strategies to significantly deepen (and
formalize) its trade with the Democratic Republic
of Congo—a market that is large and for which
there is significant informal cross-border trade.

But access to international markets will be
highly competitive, challenged by a number
of issues cross-cutting the entire agribusiness
value chain. Competitiveness of the agribusiness
sector is largely determined by how productive

smallholders are, how well organized they are
to aggregate, and the efficiency of the logistics
systems to deliver their products to the respective
markets. Coupled with efforts at improved farmer
productivity in competitive products, Rwanda can
develop a quality niche for its more competitive
products on international markets, especially in
the horticulture space.

CHALLENGES

INPUT MARKETS

A first key challenge is input markets that have
an important impact on productivity, includ-
ing access to land, and irrigation schemes that
support greater yield and consistency of supply
for greater value-added. Insufficient, irregular
supply and quality of raw materials is the most
critical constraint for agribusinesses processors,
which seek to work with cooperatives directly to
improve yields.

SKILLS

A second key challenge is the low level of skills
of farmers and other value-chain actors, which
impacts farming management, crop usage, and
farm specialization. Addressing the skills shortage
in high-level labor and improving effectiveness
of research and extension services will be crit-
ical in raising the competitiveness of the sector.
Government capacity and coordination are also
issues. There are pockets of innovation that need
targeted support, with a lens on young and inno-
vation during implementation.

TRANSPORT AND ELECTRICITY

A third key challenge is transportation and cold-
chain access, which are important in maintaining
the quality of Rwanda’s exports.

e Rural transportation challenges hinder access
to market.

e Weak postharvest crop management and stor-
age generate high levels of losses; 15 percent
of the smallholder produce is lost due to poor
storage, and also impacts the safety and qual-
ity of produce. Storage facilities are very lim-
ited. The facilities that exist are either inac-
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cessible to farmers or are of poor quality, often
lacking drying infrastructure. This negative-
ly impacts larger-scale agribusiness needs.

¢ Rwanda has the highest transport costs in the
region due to inadequate air transport infra-
structure, a lack of rail transport, water and
pipeline transport, and low capital and main-
tenance investments. Transport costs are esti-
mated at 40 percent of the value of Rwanda’s
imports/exports, compared with 12 and 36 per-
cent for Kenya and Uganda, respectively.

e The lack of access to and unreliability of elec-
tricity is a major constraint to private invest-
ment in the agriculture sector, in particular in
the processing segment.

FINANCE

High interest rates, issues of collateral, and limited
banking products adapted to farming activities
all impede agriculture investment. Challenges
in the enabling environment include availabil-
ity and quality of data and fiscal disincentives.
Demand-side challenges include limited financial
capability of farmers and producer organizations.
Supply-side challenges include limited operational
capacity among financial institutions to serve the
agricultural sector, and limited availability of
medium to long term liquidity.

DEEP DIVES FOR MARKET OPPORTUNITIES

AGRITECHNOLOGY

In Rwanda, technology services targeting the
agribusiness sector are less prevalent than in other
regional countries. These include services regard-
ing payments, savings, information on weather,
information on soil composition (for ideal fertil-
izer composition) and other inputs, and access to
markets. Here there is a clear role for the private
sector, as is occurring in other regional countries
(box 6.1). Climate change that results in more
climate variability will make these technologies
more important in years to come (box 6.2).

OPPORTUNITIES

Market opportunities for the private sector exist
along the different nodes of the agribusiness value
chain, with other opportunities for government
engagement to support the sector.

INPUTS

There is more scope for private sector engage-
ment in seed and fertilizer distribution, which is
currently dominated by the government. There
are also opportunities for the private sector to
enhance soil-testing facilities and production
of pesticides, which currently impede the more
widespread adoption of fertilizer.

BOX 6.1 RESOLVING MARKET FAILURES IN AGRIBUSINESS WITH TECHNOLOGY-ENABLED SOLUTIONS

AKenyan company, Tulaa, is using technology-enabled
solutions to link farmers to inputs, finance, and
reputable buyers. On the company's platform, a farmer
canapply fora loan to buy inputs using mobile
technology. If approved, the farmer places arders on
the platform forinputs (fertilizers, seeds) and the loan
isused to pay input suppliers using mobile money. The
application also pushes agriculture-related tips for
farmers for free, based on where they are and what they
produce. The appisalso linking farmers to buyers
through brokerage systems.

This mabile technology is resolving multiple
problems that farmers face within the supply chain.
Many are linked to information asymmetry. For example,
banks naturally do not create lots of partnerships with

input suppliers, asitis not part of their business model.
Instead, this company works directly with input
suppliers, as well as lenders (including banks and
microfinance institutions) to negotiate pricing and
delivery, toidentify customers, and to aggregate

them together.

Tulaais looking to expand across Eastern Africa.
The company is currently working in two value chains
(tomatoes and potatoes) in Kenya and is looking to
expand into new products within the country, as wellas
to new markets. Ideal markets for this business model
are ones where there is a large number of smallholder
farmers with mobile penetration and low access
to finance.
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BOX 6.2 CLIMATE CHANGE AND AGRIBUSINESS IN RWANDA

Climate change is potentially the most consequential
globalissue. The impact of global climate change is
already being felt. Climatic conditions, heat, and
other weather extremes considered highly unusual or
unprecedented today could become the new normal.
These climate trends may impactinvestmentin

the future.

The impacts of climate variability today uncover the
risks of future climate change for Rwanda's economy.
The average temperature of Rwanda hasincreased over
recent decades, at higher levels than the global average,
and rainfall patterns are becoming more irregular and
unpredictable with shorter rainy seasons. The greatest
impact of climate variability is on food production.
Rwandan agriculture is mostly rain-fed (less than 10
percent of cultivable land is irrigated), and high rainfall
variability makes cereal and export crop production
highly vulnerable to climate and weather-related risks.
Thisis compounded by high levels of soil erosion and
periodic floods and landslide. In the past, dry spells and
prolonged droughts have and majorimpacts on the
economy at large, amplifying concerns over future
climate change.

The government should work with the private
sector to develop models for improved private

sector participation in the management of inputs.

There is a need for the government to move out of
direct agricultural activities and privatize these
assets and activities to enable more private sector
investment and participation.>*

BOX 6.3 SOLAR IRRIGATION SOLUTIONS
IN KENYA

SunCulture, a Nairobi-based company, provides an
example of how lead firms can identify and support
irrigation investment schemes. Since 2013, the com-
pany has been helping smallholder farmersin Africa
access affordable solar powerirrigation solutions,
leveraging the Internet of Things. Its objective is to
improve both crop yields and quality; and affordable
dripand pumpirrigation with in-built finance isa
core offering.

Global climate change poses upstream risks and
opportunities in agribusiness. Future climate change is
likely to exacerbate the existing impacts of current
climate variability in Rwanda, leading to some new
risks and potentially some opportunities. Medium-term
climate projections for Rwanda indicate that the
temperature willincrease further, betweenland 2.5
degrees Celsius by the middle of this century. The
projections of future rainfall, though less certain,
suggest the high levels of year-to-year rainfall
variation will continue. The agriculture and livestock
sectorsin Rwanda—particularly maize and wheat as
wellas coffee and tea—will be mostimpacted as the
climate changes, but more opportunities to expand
crops into existingand new areas that become more
suitable could also arise. The vulnerabilities to
Rwandan agriculture from climate change, given from
the country’s topography and commadity reliance, will
need to be managed with climate-adoption policies
(discussed in the Agriculture chapter). Development
plansandinvestment strategies in downstream
agribusiness sectors would also need to adjust.

Irrigation would support multiple cropping and
economic returns to achieve higher yields and add
value. Private sector participation in irrigation
investment schemes, especially for prioritized
value chains, offers other opportunities. Lead firms
sometimes invest in farm irrigation if they have
a good and confident relationship with farmers
(box 6.3).

Access to additional land, especially related to
increasing plot size or consolidation, would serve
to increase production, but competition for land
is strong and increasing acreage of cultivation is
more challenging due to limited land availabil-
ity. The government should review and develop
opportunities for land consolidation.

PRODUCTION

Although there is not much space for commercial
farming in Rwanda, better off-take relationships
and more professional cooperatives by the pri-
vate sector will improve farmer access to markets
and also support more (and better) production.
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BOX 6.4 FIGHTING STUNTING WITH IMPROVED FOODS

Like in many African countries, stunting adversely
affects human developmentin Rwanda.? Combating this
problem offers opportunities for private investmentin the
agribusiness value chain. The African Improved Foods
(AIF), a manufacturer of fortified complementary food in
Rwanda, is one example.

However, one main challenge for AlF's production is
locally sourcing staple crops (mainly corn) because they
contain high levels of aflatoxin, forcing AIF to purchase
grain from Zambia at higher cost. If crops could be pro-

duced locally with acceptable levels of aflatoxin, AlIF and
other businesses making complementary foods could do
soat lower costand potentially export to new regional
markets. IFC Advisory Services is working with AlF and
its food sources toimprove practices with the aim to
lower levels of aflatoxin. And there is room for more com-
prehensive projects that not only work with farmers but
also with the governmentin their need to support
improved farming practices, test for aflatoxin, and regu-
lations for food safety.

a. Stuntingis the impaired growth and development that children experience from poor nutrition, repeated infection, and inadequate psychosocial
stimulation. Proper health and nutrition of a child in its first two years have a disproportionate impact on lowering the risk of stunting. Nutrition for
children in their first two years generally consists of mother's milk and complementary food.

Strengthening these relationships can also support
agribusiness to fight stunting in Rwanda (box 6.4).

There are opportunities of greater government
support to the production segment. These include
developing incentives for smallholder-farm aggre-
gation and market linkages, including contract
farming and outgrowers schemes.

PROCESSING

Processing includes mechanization, for example
canning or shocking of nuts. Thrushers, trackers,
irrigation systems associated with production
could benefit, but most farmers are small scale
and have limited machinery.

On the government side, it should address
issues of packing restrictions related to nonbio-
degradable material for agriprocessors, including
an exemption on the packaging ban for domestic
agribusinesses competing with imported products
not subject to the ban.>

Access to better and larger markets will drive
private investment in processing. These markets
are likely to be the EU, the Middle East, the United
States, and the Democratic Republic of Congo.

Energy efficiency and/or off-grid solar to sup-
port processors are also possible opportunities.

TRANSPORT AND LOGISTICS
Improved access to storage (cold-storage facilities,
along with affordable storage and warehousing) for

farmers and agribusinesses, including public- and

private-sector models, is also needed in Rwanda.
The government should review costs, quality, and
efficiency of the GoR-led agristorage facilities, with
an eye to transitioning to a greater management
role for the private sector.

There are opportunities for investment in oper-
ator-owned and -hired fleets that meet the volume
needs of horticulture exporters (in addition to
investment in transport and logistics generally).

The development of roads and infrastructure
is required to further increase competitiveness.
There is currently a massive investment in feeder
roads nationwide, supported by multiple develop-
ment partners, but opportunities for more efficient
cross-border facilitation also exist.

Overcoming market constraints to exporting
will also be necessary. Improved custom clear-
ing, handling, and processing at the airport/land
borders are needed through support from the gov-
ernment. The government or the Rwanda Inspection
and Competition Authority (RICA) should also
review freight-forwarding fees to ensure that they
are market driven.

BRANDING AND PROMOTION

Branding presents an opportunity to further
develop Rwanda’s exports and realize a premium by
acquiring certifications, adding value to the brands.
Promotion activity by the government needs to
be increased to create awareness and presence of
products from Rwanda. The government could
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also consider the role of trade representatives
in Rwanda’s embassies, in order to support the
facilitation of export-market linkages and provide
information on investment opportunities.

MARKET INFORMATION AND FINANCE

Agrifinance has a role to play, but Rwanda must
also look at ways of also taking greater risks.
Opportunities include deepening the agricultural
credit market and scaling up the agricultural
insurance market.

On the government side, improved financial
infrastructure in rural areas that improve access
to credit and collateral would also help.

Rwanda should target improved agritech
market penetration, especially related to savings
and payments, agriclimatic information systems,
access to inputs, and access to market information.

INSTITUTIONS

The government should improve the quality and
accessibility of agricultural information and data
to support better policy decisions and improved
farming, and work with the RICA to support knowl-
edge and application of agriculture-related food
safety health standards, for example, aflatoxin.

CONSTRAINTS AND OPPORTUNITIES
IN SELECT SUBSECTORS
Rwanda has comparative advantages in traditional
crops such as maize and cassava, as well as non-
traditional crops such as potatoes and beans (table
6.1). The CPSD agriculture subsector deep dive
explores five of these subsectors with a view on
identifying impact, competitiveness, and market
opportunities (box 6.5). These consist both of
crops that have established export markets (for
example, tea or coffee), as well as other crops that
have typically been grown for subsistence but
now are finding new and growing international
markets for their processed product (for example,
horticulture, cassava, or sugar).*+

Tea, coffee, and horticulture exhibit high
international competitiveness, in which increased
private sector participation would also have import-
ant development impacts. Table 6.2 summarizes
the findings of the subsector deep dives. Limited
land availability for expanding tea and coffee
production will require, first, a focus on qual-
ity (rather than quantity) and, second, moving
downstream to the processing segments of the
value chain. Transformation of horticulture will
instead require a focus on distribution (packaging,

TABLE 6.1 CROPS WITH A COMPARATIVE ADVANTAGE IN RWANDA

Irish potatoes Northern 0.19
. Coffee ........................................................ We Stem ........................................................ 0 30 .
Beans(runner) ............................................... Westem[m]
SoybeanSEastem ......................................................... 040
Malze ......................................................... SOUthem ....................................................... 045
CassavaEastem ......................................................... 050
WheatNorthem ....................................................... 085
RlCEEaStem ......................................................... 100

Source: Cambridge Resources International 2017.

Note: Domestic resource cost (DRC) is used as a tool of cost or benefit analysis in less-developed countries to both appraise hypothetical projects and to
evaluate the costs of using protection to maintain existing industries. The DRC implies that crops with a low number are more competitive and profitable. It
may not, however, capture the greatest income opportunities. There are many factors to consider when looking at profits, including firm efficiency, market
demand, and so forth. The choice of subsectors for the deep dive differs from the rank, as other criteria were considered, including impact and markets.
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BOX 6.5 METHODOLOGY FOR SUBSECTOR ANALYSIS

Specifically, the agribusiness deep dive looks at the fol-
lowing criteria for each subsector:

e IMPACT was determined by assessing the employ-
ment generated across production, processing, and
distribution. Furthermore, the value of exports of the
cropanditsimpact on the trade balance were taken
into consideration, together with the crop's contribu-
tion to food self-sufficiency in Rwanda.

e Theinternational COMPETITIVENESS of a crop was
determined by assessing the import and export parity,
aswellas the domestic resource cost.

o MARKETS targeted were local, regional (neighbor-
ing countries of Rwanda), or global. This was deter-
mined by the value of sales in the domestic market,
the share of value of exports to countries in the East
African region, and global exportsin the total market
value of the crop.

TABLE 6.2 IMPACT, COMPETITIVENESS, AND MARKET OPPORTUNITIES IN SELECT SUBSECTORS

Note: International competitiveness was assessed on export-import parity and domestic resource cost.

sorting, and cold-chain facilities) and meeting
global certification for export growth. Cassava is
also a high-impact subsector with some nascent
signs of competitiveness in global markets, but
transformation will require finding disease-resis-
tant strains and improving processing techniques.
There is a role for the private sector within each
of these different transformations. Sugar, on the
other hand, shows low impact and low interna-
tional competitiveness, with market opportunities
limited to the domestic market by way of import
substitution, which are available because of high
mark-ups on imports resulting from an uncom-
petitive environment.

TEA

WHERE RWANDA IS NOW

In the early 2000s, the government of Rwanda led
a substantive privatization effort of its tea factories;
today, tea is a highly competitive subsector with
substantial development impacts in terms of exports

and jobs. Almost 100 percent of tea produced in
Rwanda is exported. Valued at $114 million, tea
exports contribute 15 percent to total exports. Much
of these go to the United Kingdom, the European
Union, the Russian Federation, the Arab Republic of
Egypt, and Pakistan. Tea also employs a large number
of people. There are 27,000 independent small
growers who own about 70 percent of the 15,000
hectares under tea cultivation, with the remaining
growing areas owned by factories. Smallholder
farmers either harvest their own leaves with family
labor or employ pluckers paid at a daily rate. The
central importance of pluckers to the tea sector
and its predominance of smallholders make tea
the third-largest employer in Rwanda.

The subsector’s success reflects strong com-
parative advantage in international markets,
underpinned by natural geographic endowments.
Newer tea plantations (and younger clones), favor-
able climate, altitude (1,800 to 2,500 meters), and
acidic and rich volcanic soils, provide excellent
growing conditions for Rwandan tea. Most tea
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produced in Rwanda is black tea with some spe-
cialty tea, such as white, green, authentic and
organic tea also being produced.

There is some initial processing of green tea
leaves before export. There are 16 processors that
convert green tea leaves into dried brown leaves.
The dried tea is then trucked from the processing
centers to the Mombasa auction. There, buyers
purchase the tea for onward export to be blended
and packaged in the consumers’ market (although
some blending takes place in factories in Kenya).
Only a small share of tea is sold via direct sales.

Despite these advantages, some constraints
exist that, in the short run, challenge Rwanda’s
tea subsector:

e Input supply. Low yields are limiting produc-
tion, with smallholders having more limited
access to improved inputs than estate
production.

e Plucking quality. Picking tea is a delicate task,
and the quality and growth of subsequent
leaves can be harmed if plucking is done
improperly (for example, by plucking too many
leaves at a time). Collection techniques, while
improving, remain critical to tea leaf quality,
whether by farmers or hired pluckers.

¢ Limited processing capabilities. Specifically
related to drying tea leaves.

e High transportation costs. High transportation
costs are an impediment to accessing regional
markets (particularly Mombasa) and other inter-
national markets, and poor road quality and
transport networks (feeder roads) increase the
costs of transportation. Border crossings can
also be long and costly. This lowers cost com-
petitiveness in export markets.

e Unreliable energy supply. Inconsistent power
raises costs and lowers competitiveness of the
tea processors.

¢ Marketing and distribution. The Rwandan
National Agricultural Export Board has
launched a national tea brand, which is a very
positive step toward adding value. The capac-
ity for branding can be improved so that higher
prices can be fetched by tea processors.

e Land access. Access to land is cited as a key
constraint to production growth by farmers

and factories, but available land for tea expan-
sion is limited. This is because the land that
grows tea is of a unique quality, and this land
is in limited supply.

ENVISIONED TRANSFORMATION

Teais a profitable subsector, with high margins and
strong demand in international markets. Markets
are mainly global, with competitiveness in terms of
cost, quality, and consistency of supply. Rwandan
tea is perceived as high quality and can fetch a
premium of 18 percent over the world price on
international markets. The industry is also highly
profitable, with an average margin of 25 percent for
the processors. This is despite domestic production
costs being 36 percent higher than world average
production costs, likely due to inefficiencies in
production. Domestic and regional markets for
tea are very small.

Given limited land availability, moving up
the tea value chain should focus on increasing
yields through better growing efficiency by improv-
ing access to inputs, improving quality through
plucking techniques, reducing inefficiencies in
the value chain, including better logistics, and
increasing direct sales through branding. Low
yields are a major constraint considering the lim-
ited land availability, but there are opportunities
for production increases through intensification
and on-farm investments that will improve quality
and value. Improved competitiveness can also be
achieved by addressing cross-cutting constraints,
such as improved transport and electricity access,
thus lowering costs and increasing value addition.
Additional investment in processing is also an
attractive opportunity. Moreover, direct sales,
which are lucrative with a $o.10 premium, are
not fully exploited for Rwandan tea.

ACTIONS NEEDED

PRIVATE SECTOR FINANCING

e Private-sector solutions include working-cap-
ital financing arrangements for farmers to
access appropriate fertilizers (short term).
Quality improvements, initially high, have stag-
nated. Yields are high in Rwanda, but there
are still yield gaps at the smallholder level that
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could be closed with supply-chain access to
appropriate inputs that provide scope for
increases in productivity. Availability of qual-
ity inputs and planting/collection techniques
should be improved for higher quality and con-
sistency of production, and higher yields.

e Partnering with cooperatives and aggregators
to move quality assessment closer to the field
(short term). This would ensure that the pro-
duce coming off the farm is of sufficient qual-
ity. If tea is transported on trucks to the ag-
gregator, lessons that could be learned are lost.

¢ In the longer term, there may be a market
opportunity to increase direct sales by selling
single-blend Rwanda tea, rather than send-
ing tea to Mombasa for blending. However,
this will require branding (see above).

e Given the limited scope to add steps in the
value chain, new factories to increase process-
ing capacity will need to be set up.

UPSTREAM REFORMS
o Complete the green leaf price reform to the
prescribed 50 percent level (short term). The
government initiated a critical “green leaf price
reform” in 2012 to link farmer green tea prices
to a percentage of the average price of “made
tea” that is achieved in the Mombasa auction
(that is, the market price for the end-product).
It is important to note that the government
does not set tea prices itself, but mandates that
a percentage of the final sales price be remu-
nerated to farmers for their green tea leaves.
The initial percentage was 30 percent with a
prescribed increase to 50 percent, which has
been slow to materialize (currently at 40 per-
cent). The regulatory reform of farmer green
leaf pricing also includes a bonus for exceed-
ing a quality threshold. There is concrete evi-
dence globally, and also in Rwanda, that the
green tea price reform has led to an increase
in on-farm investment, and there are sugges-
tive correlations between the improved pric-
ing mechanism with tea quality and production
volume of smallholder tea production. In addi-
tion, investment in processing also goes hand-
in-hand with new incentives for improving
quality and productivity on-farm through the

DEEP DIVES FOR MARKET OPPORTUNITIES

price regulation reform. The evidence of
improved plucker pass-through boosting green
tea leaf prices reinforces optimism with regard
to continuing quality improvements.

PUBLIC AND CONCESSIONAL FINANCING

o Investment in branding and promotion of
Rwandan tea so that higher prices can be
fetched by tea processors.

COFFEE

WHERE RWANDA IS NOW

Similar to tea, coffee supports significant for-
eign-exchange earnings through exports and highly
inclusive growth through farmers’ employment.
Coffee plays a major role in the Rwandan econ-
omy, involving an estimated 400,000 farmers.
Markets are mainly global, with 97 percent of
harvested coffee being exported. Europe is the
largest importer of Rwandan coffee, followed by
the United States and countries in Asia.

Favorable climatic and natural endowments
enable the production of high quality arabica and/
or specialty coffee. The total area under coffee
cultivation is currently 42,000 hectares, with
annual coffee production between 18,000 and
21,000 metric tons. This implies a yield of o.105
hectares per producer and highlights the current
lack of economic viability in smallholder-based
agriculture to derive a reasonable level of income.
Currently, there is a significant yield gap (produc-
tion loss) that could be closed.

Most (97 percent) of the coffee is exported in
raw form (green beans) and processing domes-
tically is limited to washing. The government is
actively engaged in the coffee subsector through
zoning for washing. The progressive zoning
scheme that links farmers to local coffee washing
stations (CWSs) has led to the proportion of fully
washed high grades increasing (which has since
stabilized). This in turn has helped to diminish
side-selling and improved the quality and con-
sistency of supply in the subsector. However, the
vast majority of CWSs operate below capacity,
with a large share operating at below 25 percent.
Although this may reflect overbuilding of CWSs,
which used to be state-owned but have since
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been privatized, it also suggests an opportunity
to clean more coffee. Nevertheless, it appears
that the privatization of CWSs has not produced
effective businesses, as they remain poorly man-
aged with poor facilities.

The coffee subsector continues to face several

subsector-specific challenges:

e Market linkages. Low incomes result in low
incentives for coffee farmers, which limits
output and motivation for better organization
upstream. It also relates directly to the underuti-
lization of CWSs (also raising unit costs).

e Processing in CWSs. Operating and mainte-
nance costs are reportedly high. Many CWSs
also suffer from poor management practices
and insufficient quality systems and practices,
which exacerbate low productivity. Repairs
and spare parts for CWS machinery require
international expertise, and there is limited
domestic capacity for maintenance.

e High transportation costs. Ocean shipping is
most common for transport coffee.

e Unreliable energy supply. This primarily
affects CWSs (as most roasting is done near
the consumer to assure freshness).

¢ Distribution and marketing. Rwanda’s inter-
national reputation for high-quality coffee is
insufficiently exploited for direct sales to large
market movers.

e Land. Available land for coffee expansion is
limited.

ENVISIONED TRANSFORMATION

Rwandan coffee commands premiums on interna-
tional markets where the country is competitive
in terms of cost and quality. Rwandan coffee
generates strong international demand due to its
high quality and specialty nature, and it is sold
in the more remunerative markets of Europe and
the United States. The small regional market for
Rwandan coffee consumption is less attractive
than the global market, but there is some small
and specialized penetration. Rwandan specialty
coffee fetches premiums of around 30 percent over
the world price averages. Coffee in Rwanda also
appears to be a profitable business. Indicative

interview data suggest margins of about 12 per-
cent for processors of specialty coffee, and prices
received for cherry in Rwanda are fully 25 percent
lower than prices received in neighboring coun-
tries.> Although supply is generally consistent,
the current production of coffee cherries does not
satisfy global or regional demand.

Given limited land availability, moving up
the coffee value chain will necessitate a focus on
reducing production losses, with some market
potential to increase direct sales and move down-
stream into processing. Tea and coffee are two
examples of truly internationally competitive
products of Rwanda, and this competitiveness
needs to be exploited. This is in line with the
National Coffee Strategy, which is focused on
increasing yields and boosting exports. Closing
the yield gap and improving yields will depend on
better availability and use of appropriate inputs.
Addressing cross-country constraints that under-
mine cost advantages will also be needed, including
addressing poor transport networks (feeder roads)
and inconsistent power, both of which raise costs.
In the longer term, there may be opportunities for
investment in downstream processing for roasted
and blended coffee exported to regional markets
(given that roasting in the coffee sector happens
next to the consumer market). Even today, however,
producers are actively broadening the scope of
their activities, using a range of innovative linkage
models (box 6.6). In global markets, comparative
advantage in providing certification and increasing
direct sales can be further leveraged.

ACTIONS NEEDED

PRIVATE SECTOR FINANCING

o Invest in professional management for CWSs
(short term). Coffee cleaning stations could
be significantly improved, allowing for higher
quality product.

¢ Invest in working-capital financing arrange-
ments to improve appropriate use of improved
inputs (short term). Capital investment could
start immediately but will take some time to
be sourced and incorporated into processing.
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BOX 6.6 INNOVATIVE LINKAGE MODELS IN COFFEE COFFEE
PROCESSORS AND EXPORTERS ARE ACTIVELY BROADENING
THE SCOPE OF THEIR ACTIVITIES, USING A RANGE OF
INNOVATIVE LINKAGE MODELS

MODEL 1- Coffee processors and exporters are moving from their core
activities of dry milling and marketing processed coffee to also managing wet
mills (the majority of which are owned by farmer cooperatives) and providing
extension services to farmers and cooperatives. The Coffee Business Center,
for example, one of the largest exporters in the country, fully owns two wet
mills, with an equity stake in another four, and is planning to expand its
network of wet mills to eight by the end of the year.

MODEL 2 - Rwanda Trading Company, the third-largest exporterin the
subsector today, is also moving upstream by: (1) entering into exclusive
supply contracts with about 40 wet millsin return for financial, technical,
and marketing assistance, and (2) by purchasing a wet mill of its own.

MODEL 3 - Firms, with the support of nongovernment organizations such
as TechnoServe, are also exploring new business models targeted at
creating the rightincentives for farmers and cooperatives to produce high-
quality coffee. One example of this is the Kivu Arabica Coffee Company,
whichis trying to promote a service delivery model to farmers and
cooperatives that consists of providing a service to cooperativesin
exchange fora fee.

UPSTREAM REFORMS

¢ Continue price-reform efforts. Appropriate
price incentives are needed to close the yield
gap for cherry. The government has reformed
the minimum support price for farmers to pro-
mote improved quality and consistency of
supply. However, it should review minimum
farmer pricing to at least comparable regional
levels for specialty coffee, where markets pay
a premium. Coffee could adopt the innovative
pricing schemes used for tea farmers to coffee
farmers. Some buyers are already paying above
the minimum support price of FRW 260 per
kilogram. Improvements in production will
also create scope for greater utilization of pro-
cessing facilities (washing stations) and jobs.

¢ Improve the productivity and management of
CWSs to increase competitiveness by identify-
ing and reforming trade constraints related to
machinery spare parts.

o Formulate private public dialogue around
quality strategies and national branding.

DEEP DIVES FOR MARKET OPPORTUNITIES

e Improve sales and distribution mechanisms
through capacity building of private export-
ers. This will help increase regional and global
exports, as will ongoing national branding
efforts. Branding includes helping them iden-
tify and learn how to access markets and learn
how to make their products more desirable.

PUBLIC AND CONCESSIONAL FINANCING

e Explore the role of coffee trees in public land
husbandry (hillside) investments (long-run).

e Support diagnostic of CWS management prac-
tices by cooperatives to design/support reform
and professionalization of management.

e Support skills gaps in value chain segments,
including extension and machinery repair/
maintenance (short run).

e Improve transport infrastructure around key
growing regions for the costs to be decreased
for the processors.

e Facilitate faster and more efficient border
transfers.

HORTICULTURE

WHERE RWANDA IS NOW
Horticulture is nascent and growing in Rwanda.
The country’s mild tropical highland climate and
fertile soil makes the country well suited for horti-
culture production. Among horticulture products,
profitable exports have been demonstrated for
avocadoes, hot peppers, chili, eggplant, French
beans, bananas, pineapples, and tomatoes, but
competitiveness likely exists for other products
as well. Smallholder farmers dominate produc-
tion, with high growth impact of the subsector
in terms of employment, incomes, and exports.
Around 1o small horticulture firms are exporting
(four in floriculture), which aggregate product
from smallholder farms through off-takers. Most
exports are sold fresh and Rwanda businesses
process very little horticulture. One exception is
for beans, which are currently being packaged.
Rwanda exports small volumes to both global
and regional markets. Most of Rwanda’s horticul-
ture exports are destined to the EU market. Formal
export volumes are small in regional markets,
served by a handful of smaller firms; most of the
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cross-border trade of horticulture crop is informal
and not well managed at the border.

Smallholder farmers have received considerable
public support to date, and the government is firmly
committed of increasing horticulture exports.
The GoR actively supports access to inputs and
provides support services to exporting businesses,
including access to finance, international certifi-
cations, and transportation. Its most impactful
initiatives include: The Export Growth Facility,
which supports access to finance and various inter-
national certifications; subsidized airfreight rates
on RwandAir for some exporters; and large public
investments in hillside irrigation for horticulture.
The government also subsidizes access to seed and
fertilizer, as well as running an export focused
packing house, which has received professional
management via IFC’s advisory services.

The horticulture subsector nevertheless
faces several specific challenges to its continued
expansion:

e Input supply. Noted inconsistencies in supply
that can be traced to extension and input defi-
ciencies, including a lack of soil-appropriate
fertilizer, irrigation, and improved seed. Irri-
gation is on the rise, but more is needed.

e Market linkages. Smallholder farmers have
inadequate aggregation or weak professional
management at the cooperative level.

e Access to finance. Access to finance is a con-
straint, not only at the farmer level but also
for larger local investors looking to invest in
processing.

¢ Distribution and marketing. Costs and inef-
ficiency in access to labeling, packaging, ship-
ping material and downstream value-chain
logistics impact competitiveness. Inadequate
sorting, grading, and packing services con-
strain the exploitation of new export markets
for fresh produce. Some firms hire distribu-
tors to access regional markets, or are setting
up distribution businesses themselves, but
many experience difficulties in finding or work-
ing with distributors. Certification is challeng-
ing given the large number of small farms.

¢ Quality. Quality control appears sound, but

produce is sourced from multiple small farm-
ers, which introduces variability. Sorting, pack-
ing, grading, and shipping gaps introduce some
risk to quality.

e Transport. Despite support from the GoR,
transport/trade costs still impact on the sub-
sector’s export competitiveness.

ENVISIONED TRANSFORMATION

Costs appear to be internationally competitive for
some of Rwanda’s horticulture products, which
are entering regional and global markets. The
domestic market for high-value horticulture crops
is small and dominated by hotels and restaurants,
which helps to explain why little value-added is
achieved from processing in Rwanda currently.>
For processed goods, import substitution could
be the first market to address. In addition to this,
two pathways exist for continued growth in the
horticulture sector in the short to medium term
through export markets.

First, scaling up exports to the EU where
Rwanda can compete based on availability.
Rwanda’s competitiveness in the EU appears to
rely mainly on counter-seasonal supply, where
Africa’s off-sync growing season can complement
global supply gaps. Moreover, Rwanda offers high-
value products that are not easily grown in other
regional markets that Rwanda competes with,
such as button mushrooms or French green beans.

Second, scaling up exports to regional markets
where Rwanda can compete based on quality and
demand. The Democratic Republic of Congo holds
the greatest potential here, as it represents a very
large market for Rwandan horticulture, although
some product is also going to Kenya’s market.

Moving up the agribusiness value chain should
focus on more consistent supply, global certification,
and improved packaging and transport. Although
real opportunities for growth exist, the subsector
is underdeveloped. The top business constraint to
be addressed is access to sufficient and consistent
product supply, with small farmers are not yet
providing fully reliable supply for exporters in
global and regional markets. More consistent
supply would help to further open global markets
and improve quality competitiveness. GlobalG.A.P.
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and other certifications, which are rare in Rwanda,
would also help to support market access to global
markets. Packaging and transport are core issues
for exporters and cost competitiveness. Private
investments in cold chain, sorting, packing, and
grading could improve market opportunities for
farmers. While fresh produce fetches higher prices,
processing could increase shelf life and mitigate
losses in transport and storage.

ACTIONS NEEDED

PRIVATE SECTOR FINANCING

e Small-scale irrigation opportunities linked to
horticulture’s growing market opportunities
(short-term). Continued investment in irriga-
tion will allow increased productivity, which
is linked to markets and incomes. There is evi-
dence that farmers shifting to irrigated horti-
culture production in Rwanda have doubled
their incomes.

e Explore investment in packing, sorting, grad-
ing, and transport business opportunities (long
term). To date, investment has lagged due to the
small market, small volumes, and inconsistent
supply of goods. As such, the internal rate of
return may not cover the cost of investment.

e Introduce technology-led solutions to address
traceability and farmers’ need for capital,
insurance, information, and payment (long
term). Kenya is one country doing well in agri-

tech innovations.

UPSTREAM REFORMS

e Consider tax relief on labeling and packag-
ing material (currently paying 5 percent with-
holding and 18 percent value added tax
[VAT]).

e Assess the potential of small-scale irrigation
incentives alongside large irrigation scheme
priorities.

e Rwanda should support increased access to
GlobalG.A.P. certification to help open
market access. This certification would be
easier to obtain if farm production is
export-oriented, wherein offtakers or export-
ers usually have a relationship with the farm
and support certification. But the many small

DEEP DIVES FOR MARKET OPPORTUNITIES

farms make certification costlier for offtakers
or exporters; the costs of certification for a
small farm is the same for a large farm.

PUBLIC AND CONCESSIONAL FINANCING

e Facilitate diagnosis and professional manage-
ment of cooperatives. Smallholders lack pro-
fessionalism, and better business relationships
with off-takers would help to drive profession-
alism. Improved farm-management skills are
also needed. Proper business investment will
likely allow for profitable access to markets.

e Continue support for (or invest in) irrigation,
which will improve the consistency of supply.

¢ Refine and continue product-driven invest-
ment promotion initiatives targeted to prior-
ity export crops in high-potential markets.

CASSAVA

WHERE RWANDA IS NOW

Cassava production, processing into flour, and con-
sumption impact almost all Rwandans. Rwanda
has suitable soil and weather for growing cassava,
which is one of the most important staple foods
for the country, with about 340,000 hectares
cultivated. Domestic supply is usually robust,
and yields are higher in Rwanda than in neigh-
boring countries (figure 6.3). In 2016, 2.9 metric
tons were produced and only about 4 percent
of Rwanda’s total cassava needs were imported.
However, imports increased in 2017 after an out-
break of Cassava Brown Streak disease significantly
reduced the yield. It is reported that yields have
since rebounded.

Small-scale and informal processing is prevalent
across the country. About 30 percent of cassava
production is processed into flour to support pro-
duction of ugali, a primary staple, but it is also
processed into chips. Processing occurs mainly
by small businesses or household units that are
informal and use traditional, low-tech, low-cost
flour-processing techniques. There is only one high-
tech processor, namely Kinazi, which is supporting
sales of more sophisticated flour production at
higher cost. Because the conversion of cassava
into flour occurs all over the country, there is
little domestic formal distribution and marketing.
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FIGURE 6.3 CASSAVA PRODUCTION AND YIELD, RWANDA AND SELECT EAST AFRICAN COUNTRIES, 2016
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Markets for Rwanda’s cassava are mostly infor-
mal and domestic, but there are two or three
companies that appear to be profitably export-
ing. Although most cassava flour is consumed
in Rwanda, Kinazi exports cassava flour to the
United States and the EU, and a couple of SMEs
also export small quantities, totaling less than
$200,000 per year. Kinazi also sells to domestic
supermarkets and is looking to expand into more
profitable starch production. Investments to mod-
ernize the subsector would thus support incomes,
food security, and potential export earnings.

The government is providing support in terms of
research, planting, pesticides, and market linkages,
including financing the R&D of new varieties of
cassava. The GoR also owns the majority stake
in Kinazi, the largest high-tech cassava processor.

The cassava subsector faces several specific
challenges:

¢ Planting material. Vulnerability to diseases,
such as Cassava Brown Streak, contributes to
production variability. There is only limited
availability of disease-tolerant varieties.

¢ Production. Low-tech production inhibits the
development of more formal export opportu-
nities.

e Market linkages and branding. Little brand-
ing exists, despite a preference in the domes-
tic market for Rwandan cassava. Export

Burundi Rwanda

@@@.@

market discovery and investment promotion
activities are also underdeveloped.

¢ Postproduction losses. Transport and storage
facilities are inadequate, leading to postpro-
duction losses.

ENVISIONED TRANSFORMATION

The crop enjoys a comparative cost advantage
in production relative to its neighbors. Rwanda’s
cassava flour can enter global markets at less than
world cassava flour prices: $3.22 per kilogram
versus $3.5 per kilogram. Strong yields and the high
quality of the flour also suggest competitiveness
for export, notwithstanding the recent disease
outbreak. Regional markets need more explora-
tion, but there may be potential given Rwanda’s
competitive yields. The main market nevertheless
remains domestic and this market will benefit from
increasing urbanization. According to interviews,
cassava flour from Rwanda is often preferred over
that produced in West Africa.

Moving up the cassava value chain and mod-
ernizing the subsector will need to focus on
disease resilience and formalizing the value chain.
Domestic processing is low-cost, low-tech, and
low-scale, and quality of the product is second
class compared with higher-tech, higher-cost pro-
cessing. Improving the sophistication of processing
is one opportunity for the private sector to trans-
form the subsector. Although overall yields are
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the highest in the region, there is also scope to
improve yields further, which is often compromised
by pests and disease in the traditional varieties.
Future investment opportunities that focus on
exporting to regional and global markets would
also benefit from more access to disease-tolerant
varieties, currently a public agricultural priority.
Transportation is also in need of investment and
improvement, given that cassava is a perishable
product and significant postproduction losses
are reported that impact competitiveness. More
broadly, there is a need to develop export markets
by exploring market-entry opportunities and pro-
moting the product. Moving into more profitable
cassava starch (as opposed to cassava flour) also
shows potential for creating markets, although
more information is needed to better understand
these opportunities.

ACTIONS NEEDED

PRIVATE SECTOR FINANCING

¢ Consider investing in higher-value and more-ef-
ficient processing to lower the cost of cassava
flour in Rwanda and to increase export com-
petitiveness (long term). To date, investment
has lagged due to the small market size, small
volumes, and the inconsistent supply of goods.
As such, the internal rate of return may not
cover the cost of investment.

UPSTREAM REFORMS

e Invest resources in R&D of disease-tolerant
cassava varieties and in further promoting
them for uptake in the longer term.

PUBLIC AND CONCESSIONAL FINANCING
¢ Develop Rwanda branding for the global
market.

SUGAR?

WHERE RWANDA IS NOW

Rwanda produces less sugar than neighboring
countries, such as Uganda and Tanzania. All
sugar produced in Rwanda is used domestically.
The domestic consumption of sugar is high, at
100,000 tons in 2017. There is heavy reliance on

DEEP DIVES FOR MARKET OPPORTUNITIES

imports to meet this demand, as annual sugar
imports amount to nearly $53 million and meet
87 percent of Rwanda’s needs. It is projected that
maybe 30 percent of Rwanda’s needs could be
met locally.

Sugar is a low-impact sector. Relatively few
people are employed in the sugar subsector and
there is no near-term export market potential.
Sugar is mainly sourced from 2,000 farms along
the Nyabarongo River. Kabuye Sugar Works
Limited, the only sugar processing plant in Rwanda,
processes about 15,000 tons of sugar annually.
Processed products include raw sugar, molasses,
and bagasse, which is a by-product used as fuel
in boilers. Rwanda is able to meet 13 percent
of its consumption needs, while the remainder
(worth about $53 million) is imported, mainly
from Zambia, but also from China and South
America. In 2017, the East African Community
(EAC) waived external tariffs on sugar for Rwanda
to address shortages. Imports outside the EAC or
the Common Market for Eastern and Southern
Africa face 25 percent tariffs (and have been as
high as roo percent on sugar), but this is likely
temporary and does not allow the imported sugar
to be exported to EAC countries.

There is limited government engagement. The
government has divested its stake in the Kabuye
Sugar Works through the sale of shares to the
Madhvani Group. The government is encouraging
investment in upgrading production and processing.

The sugar subsector faces several specific
challenges:

¢ Land. Smallholder farmers and fragmented
plots lower production efficiencies. The small
sugar farming area and limited access to addi-
tional appropriate land inhibit sector growth
and increased production. The main sugar
growing area is prone to flooding, and con-
sistency of supply is at risk.

e Irrigation. Investment in land irrigation is
necessary to improve production.

ENVISIONED TRANSFORMATION

There is a small cost advantage to local production
over imports, which is supported by uncompeti-
tive behavior. Sugar is mainly imported to satisfy
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unmet domestic demand at low cost. Markets
are entirely domestic, with 1oo percent of sugar
produced in Rwanda being consumed in-country.
The import of sugar is an attractive business with
an average margin of 20 percent. It is reported
that sugar importers exhibit cartel-like behavior,
whereby there is an understanding among the
five sugar importers that the 20 percent margin
should be maintained. Reduction of the 20 percent
margin would bring prices down to about break
even, which is lower than profit margins on other
higher-value export crops. Enhanced competition
in the sugar import subsector, for example through
the oversight of the competition authority, should
be promoted and would support improvements in
consumer welfare through access to cheaper sugar.
There is no export-market potential for sugar,
but growth in the subsector would have a direct
impact on net exports by being import-substituting.
The domestic sugar processor, Kabuye, is making
a profit, despite competing with sugar imports.
However, perceived quality of domestically pro-
duced sugar is lower than imported sugar, and

outdated production facilities contribute to higher

production costs compared with world production
costs. The marshlands near the sugar plantations
experience flooding, thus there is seasonal incon-
sistency in domestic supply. Nevertheless, reducing
dependency on sugar imports would improve
the trade balance and generate more earnings
domestically (not considering opportunity costs).
However, it is unclear to what degree new sugarcane
investments will be able to meet domestic needs.

The scarcity of irrigated land may also pose
large opportunity costs for other crops with high
export potential. Any future investment opportu-
nity would also require the government facilitating
access to land for sugar production, since land is
so scarce. There was an attempt to find land for
an overseas investor in sugarcane in the Eastern
province, which failed due to the scarcity of land.
In another example, the Bramin company was
only able to obtain 300 hectares for its invest-
ment, which was in a national park, illustrating
again how it may be difficult to facilitate land for
sugarcane expansion.®
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Affordable Housing

DEEP DIVES FOR MARKET OPPORTUNITIES

Rising demand for housing in Rwanda is being driven by urbanization and changing demograph-

ics. Housing has the potential to become a leading sector of Rwanda’s economy, but cannot drive

economic growth and job creation if supply remains focused on the top few percent of households.

It is projected that almost 345,000 new housing units will need to be constructed in Kigali by 2022,

more than half in the affordable housing segment, or for housebolds earning less than $232 a month.

Yet many challenges confront the supply of affordable housing. Capitalizing on the opportunities in

the sector will require addressing bottlenecks across the housing value chain that constrain market

development. The most important areas to seek cost relief in Rwanda’s construction economy are

building costs, particularly manufactured goods, and infrastructure costs.

INTRODUCTION AND SECTOR
CONTEXT

Rwanda is an urbanizing country. The rate of
urban population growth—at an estimated 5.75
percent per annum—is more than twice the rate of
Rwanda’s overall population growth. This equates
to 36,600 new urban households each year.

The government has pursued urbanization of
the country as an explicit development strategy.
While it has successfully increased the urban share
of population to nearly 18 percent (EICV5s), this
is still below the Sub-Saharan Africa average of
39 percent in 2017 (World Bank 2017).

Demographic trends will continue to drive
urbanization, and the resulting demand for high
quality, accessible urban services including housing.
Rwanda’s young and growing population, high land
density, and large share of population employed
in low-productivity subsistence agriculture will
provide imputes to a continued move toward
urban areas along Rwanda’s path of structural
transformation. This adds to the challenge of
managing urbanization and adequately provid-
ing for the new arrivals and existing residents.
Already, urbanization has had commensurate
impact on the demand for urban infrastructure
and facilities. In Rwanda, only 29 percent of the
population has access to electricity compared to
nearly 43 percent in Sub-Saharan Africa (World
Bank 2016).

Rwanda’s urbanization challenges are reflected
in its housing challenges. Housing supply extends
beyond just the habitable structures; it embodies an
entire value chain including provision of serviced
land, access to financial products, robust trans-

portation links, among others. When addressing
Rwanda’s housing challenges, the country is also
addressing many of its urbanization and infra-
structure challenges and is ensuring that actions
to address housing are sustainable within the
broader urbanization agenda.

Both public and private sector can play a sup-
porting role in Rwanda’s urbanization challenge.
For example, private sector can support provision
of key infrastructure as well as address housing
shortages. Market creation would also create
jobs and support incomes through construction
activities and infrastructure provision across the
housing value chain. Public sector can ensure the
right incentives and enabling environment are in
place for market creation.

Today, Rwanda’s urban housing landscape
is dominated by unplanned urban housing. The
demand for housing is a significant indicator of
the success of the urbanization agenda of the
government. Without the availability of formal
housing at scale, urban residents are forced into
unsafe, sub-standard unplanned housing, which
can lead to myriad socio-economic challenges. 38.3
percent of the population in Rwanda is living in
informal settlements or inadequate housing, 61.3
percent of the urban population and 32.8 percent
of the rural population (EICV5).>» Rwanda is not
alone in facing this challenge: globally, up to $16
trillion will be needed to replace substandard
housing and build new housing (McKinsey Global
Institute 2014).

Significant shortages exist in urban housing,
particularly in the affordable housing segment. The
National Housing Policy indicates that the major

49



RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS

constraint to housing provision is low affordability:
based on the average wage countrywide of FRW
37,664 and an average wage of FRW 223,527 in
the City of Kigali, the average monthly household
affordability is between less than RWF 25,000 and
RWF 150,000, with the majority toward the lower
end. A housing demand study for Kigali outlines
different segments of Rwanda’s housing market:
Social housing— households with monthly income
of less than FRW 33,500 ($39); affordable hous-
ing—households with monthly income of between
FRW 33,500 and FRW 200,000 ($39 to $232);
mid-range housing—middle-class households
with monthly income of between FRW 200,000
and FRW 900,000 ($232 and $1,045); premium
housing—higher-income households with monthly
income above FRW 900,000 ($1,045) (Kigali
Demand Market Study 2012).

It is projected that almost 345,000 new hous-
ing units will need to be constructed in Kigali by
2022 (Planet Consortium 2012). More than half of
these new units will need to cater to the affordable
housing segment of the market, compared with 12
percent for social housing, 32 percent for mid-range

FIGURE 6.4 PROJECTED NUMBER OF NEW RESIDENTIAL UNITS
ANNUALLY BY MARKET SEGMENT

...... Premium  Mid-range

37,329

Social

Total

Source: CAHF 2018.
Note: Based on Kigali needs assessment.

housing, and o.5 percent for premium housing
(figure 6.4). Currently, however, only 1,000 formal
units are being added annually in Kigali (Planet
Consortium 2012) and §,000 units for the whole
country; meanwhile, informal, unplanned housing
delivers about 20,000 units every year (CAHF 2018).

Affordable housing is a national challenge
that extends beyond Kigali. With the planned
growth of six secondary cities as economic hubs
in the country, according to the Second Economic
Development and Poverty Reduction Strategy,
a similar number of additional housing units
would need to be constructed in secondary towns
(MINECOFIN 2013). The six secondary cities—
Rubavu, Musanze, Rusizi, Huye, Muhanga, and
Nyagatare—are home to 26.7 percent of Rwanda’s
urban population. (Census 2012).

Secondary cities face similar urbanization
challenges. Currently, conceptual masterplans of
the secondary cities are under revision to better
guide development going forward, with an acute
acknowledgement that only a small part of the
cities had detailed physical plans under the ini-
tial masterplans and capacities to implement the
masterplans has been largely inadequate (World
Bank 2017¢€).

Recognizing these challenges, the government
has undertaken a series of reforms and initiatives
in recent years to stimulate the supply of afford-
able housing. The current incentive structure
under the Prime Minister’s Instructions and the
Investment Law will benefit from being exam-
ined for its effectiveness so as to be improved to
address the lack of developers currently in Rwanda
that can undertake large-scale housing projects,
including opportunities to bring in international
developers from countries where the affordable
housing industry is more developed.

The current supply of formal housing never-
theless remains unaffordable for most of Rwanda’s
population. The price of formal housing currently
available in the market, at more than FRW 20
million, is out of reach for more than 99 percent
of Rwandan households (table 6.3). A range of new
housing developments is anticipated, but those
being approved in Kigali are largely unaffordable
to the majority of households, even with govern-
ment-subsidized land and services. For example,
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TABLE 6.3 AFFORDABILITY OF HOUSING UNITS AT CURRENT PRICE LEVELS

50,000 43.5 780
25'000218 ......................... 390
e | 5'000 ................... 13] ......................... 234
e | U'O 00 .................... 8 6 ......................... ]56 .
e 5'000 .................... 4 378

710,000 0.1
............ 336'00007|
............ 201'00020|
............ BA'OOOAOI

Source: CAHF (2018).

Note: These figures are calculated using the CAHF's Housing Affordability Calculator, based on an estimated prevailing interest rate of 17.3 percent over 15
years, with the borrower paying a 20 percent deposit. Lending data provided by the Development Bank of Rwanda, 2016. It is noted that currently diaspora
mortgages are available from some institutions at 15 and 16 percent, but often only for shorter terms (five to 10 years).

in 2017 the Rwanda Housing Authority initiated
an affordable housing project with one-bedroom
houses priced at FRW 6 million and three-bed-
room houses at FRW 18 million (allafrica.com).
However, even a house priced at FRW 4 million is
accessible to fewer than 12 percent of households.

These shortages create significant opportuni-
ties for private sector-led provision of affordable
housing. Larger markets will only be reached by
moving down the “housing pyramid.” Nevertheless,
market failures exist for affordable housing supply.
Foremost is access to mortgage finance.

The demand-side of the affordable housing
market faces particular challenges in Rwanda and
is the focus of ongoing efforts. Housing finance
(and offtake) is cited as a crucial inhibitor of the
entry of developers into the affordable housing
sector in Rwanda. Savings continue to provide the

BOX 6.7 NEW DEVELOPMENTS IN
AFFORDABLE HOUSING

The Rwanda Development Board recently signed a
memorandum of understanding with Mitrelli
Group—a multinational investor that specializes in
large-scale, long-term projects—to develop up to
10,000 housing units, the majority of which will be
affordable housing.

Source: Rwanda Development Board 2018.

major share of financing for housing and fewer than
5 percent of Rwandans use bank credit. Current
mortgage offerings are also targeted at the salaried
segment, that is, the formally employed, which
excludes a sizeable proportion of the population
and particularly those most in need of affordable
housing options. This is being addressed by the
government with the World Bank’s support through
a Rwanda Housing Finance Project. However,
supplying formal housing units that cater to the
affordable housing segment will also depend on
overcoming a number of constraints on both the
supply side of the market.

The objective of this deep dive is to identify
constraints along the housing value chain that con-
tribute to its high-cost-low-affordability dynamic,
as well as market opportunities to address those
constraints. It does so through two analytical
pieces: a housing economic value chain analysis,
and a regional benchmarking of the cost compo-
sition of housing supply.

The analysis offers broad insight into key areas
where bottlenecks arise. The regional benchmark-
ing exercise, in particular, is meant to identify
segments of the housing value chain where costs
are higher than other countries, as a first step to
diagnosing the constraints that challenge affordable
housing supply. Based on these findings, it offers
recommendations for public and private sector
engagement to stimulate the affordable housing
market as a means to deepening Rwanda’s econ-
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omy. It therefore takes a high-level perspective
on potential actions that can be undertaken by
government, World Bank Group advisory, policy,
and investment teams, and other players.

RWANDA’S HOUSING ECONOMIC
VALUE CHAIN

Housing is a complex value chain that touches
many sectors of the economy. Producing residential
housing involves much more than construction
value-adding activities, such as digging and laying
foundations, bricklaying, plastering carpentry,
plumbing, electrical, tiling, and roofing. It also
includes developers, contractors, and households
adding value to the economy during the process
of improving houses through the addition of their
intellectual property and skills (labor), overheads
and plans (gross operating surplus), as well as
through receipts of subsidies and payments of
levies and taxes. To engage in these value-adding
activities, contractors need to purchase materi-
als and service inputs from other sectors of the
economy. The housing economic value chain sets
out what raw materials, manufactured goods,
and services (intermediate inputs) are required
to feed housing construction, and where these
are sourced in the economy.

Market creation in the housing sector would
have a strong and direct impact on Rwanda’s econ-
omy. The estimated direct contributions of housing
construction and housing rental activity accounted
for nearly 10 percent of Rwanda’s GDP in 2017
(CAHF 2018).3° This is much larger than other
African countries, where direct contributions only
comprised 2.1 percent of South Africa’s GDP in
2016, and 6.3 percent of Uganda’s GDP in 2016/17.

The sector’s economic contribution reflects
strong links with different sectors of the econ-
omy. Intermediate input purchases represent 6o
percent of the sector’s output. Slightly more than
half of the intermediate inputs (52 percent) are
sourced from tertiary sectors, 46 percent from
secondary sectors, and the remaining 2 percent
from primary sectors. With the exception of the
primary sector, little inputs are of domestic pro-
duction for the formal housing market. The other
40 percent is value-added from the construction
and rental process.

Housing also has a significant impact on jobs
and incomes. The sector supported around 157,000
jobs, and paid labor remuneration totaled FRW
111 billion in 2017—half of the value-added gen-
erated from the construction and rental process.
This is even higher if considering the indirect and
inducted impacts.

The economic value chain analysis corroborates
the identification of housing as a potential lead
economic sector for Rwanda. This stems not just
from the sector’s overall impact on GDP, but also
due to its high potential for local value-added in
intermediate inputs.

However, Rwanda’s housing sector cannot
drive economic growth if it is only focused on the
top few percent of households, which represents
a small market. Given the limited formal housing
delivery in Rwanda, it can be assumed that much
of this economic value-added is generated in the
informal, unplanned housing sector. By necessity,
it must drive a down-market focus that offers
greater affordability, and more chance of annual
expansion and growth of the housing market.

COST BREAKDOWN OF HOUSING
IN RWANDA
The market for lower-cost housing products will
need to be stimulated for these job and income
opportunities to emerge. A cost composition is
key to understanding the challenges for afford-
able housing in Rwanda (see appendix E for the
methodology). The comparison offers broad insight
into the relative cost difference of various compo-
nents in the housing value chain, as a first step to
identifying constraints to scaling up lower-cost
housing on the supply side. Identifying possible
interventions that could assist in unlocking further
economic value from housing construction and
rental in the economy.

The methodology specifies, details, and costs a
“standard house” on a uniform basis across cities
in African countries.’” First, the standard house
is defined as a 55 meter-squared house with two
bedrooms, one bath and a veranda on a 225 meter-
squared plot. Second, it breaks this standard house
into its cost components across the value chain,
including land, infrastructure, construction, and
development. Third, it costs these components
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using different quantity surveying and costing
conventions. This ensures that costing is consistent
and comparable across countries. South Africa
and Kenya were used as regional comparators
due to data availability.

Benchmarking housing costs shows costs are
30 percent higher in Rwanda than South Africa.
The total costs of a 55 meter-squared house on
a 225 meter-squared plot in Rwanda (Kigali) is
$50,000, compared with $39,000 in South Africa
(Johannesburg). Housing costs are even higher in
Kenya (Nairobi), nearly 20 percent higher than
Kigali, or $61,000. There is also relatively little
change in the total cost of housing when reducing
size, where a 35 meter-squared house in Kigali
(a 36 percent decline) falls only to $41,000 (a 25
percent decline).

This has significant implications for the overall
affordability of housing in Rwanda. Considering
unsubsidized house construction costs, it is esti-
mated than fewer than 1 percent of households
are able to afford a $40,000 house if mortgaged.

Construction costs are by far the largest cost
category in Rwanda (figure 6.5). They represent
55 percent of the total cost in Kigali. This is fol-
lowed by infrastructure (17 percent) and taxes (13
percent). Land and registration costs, compliance
and approvals, and other development costs rep-
resent about 5 percent each.’* Because half of total
house cost in Kigali comprises nonconstruction
elements, seeking more affordable accommoda-
tion needs to look to cost efficiencies across the
housing delivery value chain.

What drives the higher costs in Rwanda? The
analysis looks at the difference in prices between
Kigali and Johannesburg for insights (figure 6.6).

Land costs are roughly equal between Kigali
and Johannesburg. The similarity (and relatively
low cost compared with other African countries)
of land registration costs is, in part, a result of
these two countries being the only two African
countries with digitized deeds registries and both of
these systems being very efficient by international
standards. However, this does not imply that land
costs are not high in Rwanda relative to other
African countries, since Johannesburg has one of
the highest priced land markets in Africa. Land
titling and registration cost more than double the
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estimated raw land cost in Kigali. Access to land,
rather than the absolute cost of land, is likely to
be a greater impediment to affordable housing
development.

The absolute cost of compliance and approv-
als are 203 percent higher in Kigali than in
Johannesburg. However, they represent less than
5 percent of the total cost. They are also higher
in Kigali than Nairobi. This is more a factor of
South Africa’s low costs than Rwanda having
high costs. The costs of compliance and approval
are relatively low by international standards in
Rwanda, making these two countries among the
most efficient in respect to registration costs in
Africa. For example, according to the World Bank
Doing Business index for 2018, Rwanda ranks
112th out of 190 countries for dealing with con-
struction permits, with an average of 15 procedures
taking 113 days, well above the Sub-Saharan Africa
average of 148 days.

Differences in infrastructure costs (17 percent)
is attributed primarily to higher input materials
costs. Given the lack of widespread bulk infra-
structure networks and facilities across Kigali,
servicing a particular land parcel often requires
significant capital works to link to existing or
newly constructed city grids.

Infrastructure and land subsidies are available
to developers. The GoR provides free or cheap
land to private developers for “affordable” and
“social housing” developments and installs or pays
for infrastructure. According to the CAHF 2018
study, this contribution amounts to between $7,000
to $10,000 per unit.

VAT is 52 percent higher in Rwanda than South
Africa. Rwanda has 18 percent VAT compared
with 14 percent in South Africa and 16 percent in
Kenya. Rwanda’s higher VAT rate of 18 percent
adds an additional cost in the affordable housing
development market.

Most importantly, construction costs are 30
percent higher in Kigali than in Johannesburg.
Construction costs include labor costs, materials
costs, and indirect costs. Labor costs for construc-
tion are significantly lower in Kigali (-31 percent).
Construction materials costs are significantly higher
(45 percent), accounting for half the difference in the
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FIGURE 6.5 TOTAL HOUSE COST AND BREAKDOWN, RWANDA AND COMPARATORS, 2018
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Source: CAHF 2018.
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FIGURE 6.6 COST DIFFERENCE BETWEEN RWANDA AND SOUTH AFRICA, PERCENT DIFFERENCE WITH
SOUTH AFRICA AS THE BASELINE, 2018
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construction cost between identical single-family
houses in South Africa and Rwanda.

The most important areas to seek cost relief
in the Kigali construction economy are building
costs and infrastructure costs. This is given by
the importance of these different components,
coupled with their cost differences.

It is manufacturing goods and not primary
materials that add most significantly to the high
cost of building materials, and thus construction.
Comparing materials sourced from the primary
economic sector shows that, without exception,
these materials are on average one-third cheaper in
Kigali than in Johannesburg. This includes building
sand, concrete sand, stone, and washed plaster
sand. One reason for the low cost is the informal
nature of the extraction activities, which of course
have significant environmental implications.

Instead, intermediated inputs that are manu-
factured goods is on average 68 percent higher in
Kigali than Johannesburg. These items are mostly
imported into Rwanda (such as plumbing and
electrical components) or are locally manufactured
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or assembled using imported materials (such as
window, door frames and roofing materials).

For example, cement block bricks in the quantity
of 510 bricks cost $393 in Johannesburg compared
to $596 in Kigali. Roof construction materials
(timber) are $150 in Johannesburg compared to
$236 in Kigali. The cost difference for floor tiles
and sundries (55 units) is 420 in Johannesburg
versus $1,143 in Kigali. Tables F.1 and F.2 in
appendix F present the detailed results across
input products.

OVERVIEW OF CONSTRAINTS AND
MARKET OPPORTUNITIES

Insight into the housing value chain helps identify
some key challenges that may be leading to unmet
demand and low supply of affordable housing
in Rwanda, such as use and availability of land,
local construction materials including those that
utilize new technologies, and incentives for devel-
opers. This begs the question: what can be done
to stimulate greater private sector participation
in the provision of affordable housing?

BOX 6.8 DEMAND-SIDE CONSTRAINTS

Housing is mostly unplanned in nature.
Land parcels are small, although well-doc-
umented, focused on standalone, detached
housing. Most homeowners invest their
personalsavingsinto construction through
“"sweat equity” spread out over multiple
years.a Currently, fewer than 5 percent of
homeowners cite formal financial credit
(from banks or microfinance institutions
[MFls]) as the source of housing finance,
with 85 percent relying on personal savings
(BNR, World Bank mortgage database).
Housing finance is cited as a crucial
inhibitor of the entry of developersinto the
affordable housing sector in Rwanda, with
potential entrants concerned about the
take-up of units. If the target segment for
affordable housingis unable to access
mortgage financing, itis unlikely they would

be able to buy units eveniif they were
available in the market.

Evenas the demand for housing finance
rises, financialinstitutions reportan
inability to meet demand due to the limited
availability of long-term finance. The
biggestissue to the expansion of housing
finance s lack of long-term finance in the
market. Banks in Rwanda depend primarily
on short-term deposits, which constrains
their ability to offer long-term mortgages.
Inthe formal financial sector, existing
housing finance is dedicated for the most
parttosalaried employees in the public and
private sectors, even though informal
workers may have comparable incomes,
which again excludes a large proportion of
potentialhomeowners, particularly those
mostin need of affordable housing options.

a. Sweat equity refers to value-enhancing improvements made by homeowners to their own properties

Provisions such as flexible interest rates
through which increasesin the cost of funds
are passed on to consumers and prevalence
of short-term loans increases risk for
potentialhomeowners.

De-risking instruments such as credit
guarantees would incentivize banks and
MFls toreach out to the down-market
segmentin Rwanda. Thisis being
addressed by the government of Rwanda
with the World Bank's support through a
Rwanda Affordable Housing Finance
Project. Improvements in the enabling
environment (such as the increase in the
maximum loan-to-value ratio from30to 70
percentin2011) have also led to an increase
in housing finance; in2016, housing finance
amounted to 15 percent of total bank credit
and 30 percent of total microcredit.
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CONSTRAINTS

Addressing the demand gap in affordable housing
will depend on being able to reduce the cost of
formal housing units. This must occur alongside
efforts to address the demand-side constraints to
housing finance (box 6.8). A number of constraints
have been identified on the supply-side that con-
tribute to the high cost of building.

BUILDING MATERIALS AND CONSTRUCTION

Housing and construction providers in Rwanda
are characterized by four somewhat distinct cate-
gories: (a) homeowners who construct new units or
upgrade existing structures in incremental stages,
depending on available resources; (b) small-scale,
mostly local companies that construct develop-
ments on land purchased from government or
private sources; (c) larger, locally-based companies
with international connections, including access
to external equity and capital; and (d) large, inter-
national construction companies that build large,
civil works and housing developments.

Local materials are primarily used in the
unplanned, informal housing sector and are not
generally regulated and may not meet the quality
required by developers. Construction materials for
incremental development are predominantly using
locally-sourced and manufactured wall material
(clay or cement bricks) with locally-manufactured
roof, window and door frames manufactured using
imported steel. Anecdotal evidence suggests that
local production is, in general, unable to meet the
operational demands (for example, timely delivery
of materials) for large-scale developments.

Developers use a combination of local (cement
and clay brick) and imported materials. The high-
er-end market makes extensive use of imported
materials and professional services. As a result,
large developers and construction firms are within
the reach of a niche market segment that can
afford their services and products. This presents
a challenge for generating economies of scale that
would presumably bring down overall housing
costs in Rwanda.

Import taxes add to the price of building mate-
rials. Imported inputs are a significant driver of
high construction costs. The top 10 building mate-
rials imports accounted for more than 5.7 percent

of total imports in the country with estimated
tariff rates of 15.4 percent (CAHF 2018).53 Cost
premiums on certain goods such as cement, steel
products, porcelain, and many specialist inputs
(plumbing and electrical goods) are extremely
high in Rwanda. In many cases, these are more
than 50 percent more expensive than the same
products in South Africa (see tables F.1 and F.2
in appendix F).

Transport costs are also reported by construc-
tion material companies to drive up the cost of
locally sourced, as well as imported materials.
This finding is borne out by the fact that logistics
within Rwanda and regional integration remains a
cross-sectoral constraint. Transport costs account
for 40 percent of the value of imports compared
with 12 percent in Kenya and 36 percent in Uganda
(African Development Bank 2013). Improvements
in the road network and railways, within Rwanda
and across the region, would contribute to reduced
costs for imports in the construction sector.

INFRASTRUCTURE AND LAND

Links to formal infrastructure networks are not
common (paved roads, electricity, water supply).
Connections to public utilities such as water, power,
and sewerage are expensive. Rwanda’s challenging
topography is another factor to consider, with
zoning and providing services to difficult terrain
both logistically complicated and expensive.
Currently, the prime modality to meet the pressure
to provide serviced land (including infrastructure,
which is very expensive) is for the government to
acquire land upfront from private owners (i.e. land
banking) to provide it as an incentive to developers
and investors (World Bank 2o017e). This does,
however, have considerable fiscal implications,
especially if the subsidies are to expand to serve
the down-market segment. Sanitation systems
being developed are unsuited to dense urban areas
with high water usage (EIU 2018). Organized solid
waste collection is only available to 36 percent of
urban households (EIU 2018).

Government offers a number of incentives
for housing. Rwanda’s National Housing Policy
states that “...the approval of incentives through
implementing programs will support the follow-
ing principles: (a) Investment into in-country
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production facilities of local conventional and
new construction material, involving quarries,
plants, production and assembly; (b) Investment
into green technologies and production aligned
to the green growth strategy and requirements
established within planning and building regu-
lations. Special focus due to its feasibility shall
be on solar hot water heaters, photovoltaic, and
rain water harvesting and its use; (c) Preferred use
of local materials in construction, both raw and
processed, wherever possible; (d) Use or re-use
of waste materials including organic waste in
construction material production; (e) Use of solar
hot water heaters, photovoltaic systems and rain
water harvesting.”

While affordable housing is a government
priority, the incentives on offer, such as the 30
percent subsidy on infrastructure costs, are not
adequate to target expansion in affordable hous-
ing (The East African 2017). Developers indicate
that construction costs of an affordable unit can
be limited to below $20,000 for buyers but such
units can sell for as much as $30,000 to $40,000
if they have easy access to roads and other bulk
infrastructure. This means that valuable incentives
may not be best targeting the development of
units that are catering to the affordable segment.

There have been some positive developments
in the land sector that support the development of
affordable housing in Rwanda. Globally, Rwanda
is one of the top performers in land registration.
By 2012, Rwanda completed mapping of all land
parcels in the country and had prepared 8 million
titles; of these, 7 million titles had been collected
by mid-2017 (Schreiber and Bayisenge 2017). Land
registration requires only three procedures taking
seven days to complete, and the system is fully
digital.

Nevertheless, access to land remains a challenge
for investors. The government negotiates and
secures land for investors in the sector. However,
government owns very little land in Rwanda, so
pooling land at scale is a challenge. The govern-
ment has been addressing this issue through land
banking (buying land today for future investment
projects). There are a few issues with land banking.
First, land is being purchased in areas where it
is cheap and may not reflect optimal location for
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investors or households, for example, in areas close
to employment opportunities, transport network,
or markets. Moreover, there is little community
engagement in this process. Second, is scale where
landholdings are small. Third, there is concern
around fair compensation for expropriated land.
In addition, other mechanisms for land pooling
have not been tried.

There is no consistent framework for part-
nerships for land whereby landowners and
developers can collaborate to build affordable
housing. Currently, the prime modality to meet
the pressure to provide serviced land (including
infrastructure, which is very expensive) is for the
government to acquire land upfront from private
owners (that is, land banking) to provide it as an
incentive to developers and investors. Providing
a legal and financial framework for partnerships
between landowners and developers and possibly
incentivizing partnerships (through risk-manage-
ment schemes and instruments) may be useful in
this context.

In Kigali, strict zoning may be restricting the
development of high-density areas. The city has
strict zoning laws that govern land use and plan-
ning. These lead to a misalignment between formal
codes and actual land use, which then leads to
resettlement and redevelopment, incurring financial
and human costs as vulnerable populations may
be forced out of the economic core (World Bank
2017). Meanwhile, investors may then be likely to
redirect resources to areas where zoning laws are
more flexible and/or zoning has not been completed.

There is no clear legal basis for zoning decisions;
the Land Tenure Regularization has increased indi-
vidual ownership, but ongoing zoning may change
the categories assigned (for example, residential to
commercial) which then dictates land usage. This
also creates uncertainty for landowners who do
not know if and when their land may be zoned
for commercial/public use and whether its true
value would be realized to the benefit of owners.
Going forward, the issue of a mismatch between
land use as appears in land titles (2008) and as
stated in the National Land Use and Development
Master Plan (2o011) will need to be resolved to
avoid a permanent challenge to synchronizing
land registration and land use planning.
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BUILDING CODES, STANDARDS, AND TAXES
Property and housing preferences in Rwanda
are a major contributor to high housing costs.
Consumers have a strong preference for 55square
meters, single-story, detached housing with open
space, and development densities are low by inter-
national standards. As a result, housing costs
more. High-density housing products will need
to be developed. Consumer education campaigns
can help to stimulate market demand for dense
housing. The topography of Rwanda also limits
the habitable area and particularly areas suited to
development of medium-and-high density housing.

City planning and zoning policies may also in
some cases limit the development of affordable
housing. In Kigali, for example, the Kigali City
master plan guides all subsequent housing develop-
ments and is reported to restrict usage to high-cost
construction materials (Institute of Policy Analysis
and Research Rwanda 2018). Requirements on
plot sizes can also increase costs.

VAT rates are also higher in Rwanda than
elsewhere, further increasing the cost of housing.

The lack of clarity on what constitutes afford-
able housing in Rwanda also creates uncertainty
for potential entrants into the market. For example,
what price point does housing need to be offered
at, and whether this is viable given current market
conditions.

SKILLS
Professionals such as architects, engineers, and
developers are in short supply. There is also a skills
gap in the technicians’ and artisans’ categories.
The last labor force survey of the construction
sector was undertaken in 2012. This revealed the
following roles: managers (5.6 percent); construc-
tion scientists, that is, graduates with construction
education (5.7 percent); liberal professionals, that
is, graduates without construction education (1.7
percent); technicians with diplomas or certificates
in construction-related courses (7.9 percent); and
artisans including skilled and unskilled labor (78.9
percent). The 2012 ratio of scientists to techni-
cians to artisans was T:1.4:12.2, in contrast to
international standards of 1:5:30.

These professional services are important for
scaling up the housing sector. In particular, there

is a requirement for a professional construction
signoff, but limited professional capacity exists
within Kigali to do this. As a result, this function is
mostly outsourced. The comparatively high costs of
professional services, such as engineers and architects,
mean this process is often expensive (CAHF 2018).
The green building policy, introduced in 2017, also
requires certification and professionals able to meet
the requirements set out in the policy (The New
York Times 2017). In 2012, a law was passed that
requires local and foreign builders to register with
the Institute of Engineers in order to undertake
construction (The East African 2018). Combined
with an effective support to equip local builders
with relevant technologies and skills, this can be
an initiative to develop the industry as a whole.

FINANCE

The gap in long-term finance in Rwanda affects
the supply side of the housing market as well as
the demand side. The GoR and the World Bank
are working to address housing finance on the
demand-side, but additional efforts are needed to
direct supply to the affordable housing segment.

COMPETITION
Market structure and competition matter for how
goods and services are priced. The cost benchmark-
ing exercise points to high costs of intermediate
inputs. For example, cost comparisons show that
Rwandan-made cement cost on average more
than cement produced in Tanzania and Uganda.

Increasing the number of market players may
help competitiveness and bring prices down. Higher
costs in Rwanda may reflect mark-ups that could
be a result of, for example, a few dominant players
that do not compete on price within a sector. At
the same time, a few dominant players within a
sector may simply reflect market outcomes, where
demand is not yet sufficient to sustain multiple
competing firms. A related challenge is the small
market size in Rwanda, which add to the chal-
lenge of developing economies of scale that hinder
private investment, constrain innovation, and are
essential to bringing down costs.

Firms outside of the private sector (including
SOEs) are found in the construction and infra-
structure sectors as discussed in other parts of
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the document. SOEs operate in the sector across
different segments such as residential and commer-
cial construction and large infrastructure projects.
These firms also participate in the production of
construction materials (see appendix G). Global
experience shows that in many cases dominant
SOEs can inhibit entry of new players.

There is no detailed study on the role of
enterprises with minority or majority govern-
ment shareholding in the construction sector
(see appendix G) and its impact on private sector
activity. This is suggested for follow-up work, to
understand if market structure of competition
could be increasing prices of goods and services
in the housing economic value chain. Investment
incentives or partnerships with enterprises with
minority or majority government shareholding that
apply to affordable housing must also be applied
with competitive neutrality, particularly through
competitive procurement in the selection process.

MARKET OPPORTUNITIES

The projected demand for affordable housing
speaks to new market opportunities along the
housing value chain, which is stimulated by rising
urbanization and demographic trends. By leverag-
ing these opportunities, public and private sectors
can, individually and in partnership, scale up
supply of affordable housing in Rwanda.

The formal construction sector is underde-
veloped. Rwanda’s formal housing construction
sector is small, and often focused at the top of
the “housing affordability pyramid.” As such, it
currently meets a very small proportion of the
potential demand that affordable housing and
urbanization growth rates should dictate. New
housing developments that move down-market
therefore offer immense opportunity for construc-
tion companies and developers.

Building materials that use local inputs offer
high potential for domestic value addition. While
there are natural raw materials that are locally
available, local production using these materials
tends to operate below capacity. Identification of the
specific products that can be locally manufactured
will require more in-depth analytics and feasibility
studies, but some key groups of materials show
promise for local manufacturing growth. These

DEEP DIVES FOR MARKET OPPORTUNITIES

include: cement and cement products; ceramic
tiles (glazed and nonglazed); tube pipes, hoses of
plastic and vinyl materials; paints and varnishes;
and manufactured steel products.

Formalization of the local building materials
sector could support better environmental outcomes.
Concerns were raised as to the environmental impact
of much of the quarrying activities in Kigali, which
is often unregulated and is stripping materials from
natural areas such as riverbeds and wetlands.

Professional services such as architects and
engineers also represent new opportunities for
the private sector. These services are currently in
short supply (and therefore expensive) in Rwanda
due to few qualified professionals.

New technologies can address the high costs of
serviced land and infrastructure for new housing
locations. Examples include solar panels for elec-
tricity or hot water heaters, photovoltaic systems,
and rainwater harvesting. The GoR has recently
provided $46 million to formal financial institu-
tions (banks and MFIs) to finance off-grid and
renewable energy for about 445,000 households
across Rwanda (The East African 2018).

INNOVATIONS IN THE HOUSING
SECTOR IN RWANDA
Innovators are working to bring lower-cost options
to Rwanda’s housing market (box 6.9). Alternative
building technologies (ABTs) offer an innova-
tive approach that can complement traditional
construction materials and techniques. ABTs in
Rwanda’s market, or in premarketing development
and trial stages, include prefabricated lightweight
wall panels, variations on molded stabilized earth,
fired clay, and cement brick and block alternatives,
earthbags, plant-based oil sealant for earth floors,
among others. Cement and concrete-based bricks
have also been identified by a multinational com-
pany as potential low-cost construction products
where local capacity and imported technology can
combine to stimulate the affordable housing sector.
However, no truly interrogated building systems
were found (CAHF 2018). According to innovators
conducting market scoping activities in Rwanda, it
takes considerable effort to identify local partners,
architects and construction companies that can
work with innovative technologies. High import
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BOX 6.9 NEW TECHNOLOGIES IN RWANDA'S HOUSING SECTOR

There have been some successful cases of backward
linkage formation in construction and agriprocessing in
recentyears. Strawtec, a German producer of modular
construction systems based on straw boards, produces
500,000 square meters of building panels per year,
enough to construct2,000 homes. The company reports
to have trained 1,200 farmers, and to have created 5,000
farming jobs in the country.?

Rwanda's abundant clay deposits are of excellent
quality and the massive demand of the country's
fast-growing cities are fertile grounds for the construc-
tionindustry to produce and build with modern brick

a. Aquila Times 2016.

taxes, low local capacity to source raw materials,
and limited local technical expertise also constrain
the increase of ABTs in housing supply.

Local producers need support in using and
scaling up pilot technologies for new building
materials. These products are supplied either by
local Rwandan companies, or more commonly
in joint ventures with international partners that
provide the initial technical and financial input
required to bring the products to local market.

ABTs also need to be tested for cost-effectiveness
and acceptance in the market. Market uptake of
these technologies (for example, lightweight wall
panels) is only starting, and anecdotal evidence
suggests there exists a perception by developers
that local consumers are not particularly attracted
to housing built from alternative materials. This
points to two issues: one, to educate consumers
about new technologies and materials, through for
example a communication campaign; and, two,
to incentivize development of technologies that
are suited to local consumer demand and taste.
The question of whether these innovations can be
applied at scale with timely delivery in large-scale
affordable housing developments also remains.

ACTIONS NEEDED

Harnessing the full potential of Rwanda’s
affordable housing market as a growth sector
will require concerted public and private sector

technologies. Skat Consulting Limited is an independent
Swiss consulting company and resource center working
in the fields of development cooperation and humanitar-
ian aid. For several years, Rwandan smalland medium
enterprises, with the support of the Ministry of
Infrastructure and the Swiss Agency for Development
and Cooperation, have started to produce machine-made
modern bricks that allow for the construction of smart
and cost-effective buildings. These technologies have
the potential to significantly reduce the cost of housing
and construction and bring tens of thousands of jobs back
to Rwanda that were lost to the foreign cement industry.

efforts. Capitalizing on the opportunities in the
sector will require addressing bottlenecks across
the housing value chain that constrain market
development. This deep dive identifies short-term
interventions that can yield rapid benefits.

PRIVATE SECTOR

STIMULATE PRIVATE SECTOR DEVELOPER ENGAGEMENT
THROUGH TARGETED INCENTIVE FRAMEWORK

The incentive structure for developers and construc-
tion companies is essential in order to stimulate
greater private sector investment and diversifica-
tion in the affordable housing sector. The right
incentive framework can also act to address the
lack of developers currently in Rwanda that can
undertake large-scale housing projects, including
opportunities to bring in international develop-
ers from countries where the affordable housing
industry is more developed.

Some combination of public investments, tax
incentives, and subsidies will be needed. Incentives
that have been identified as potentially useful to
ease entry into the affordable housing segment
include import tax rebates, provision of serviced
land and innovative financing mechanisms (for
example, public-private partnerships [PPPs]).

Potential incentives for developers may include:

e Further incentives for higher density and more

6o



affordable housing—with developers incentiv-
ized to build extra housing units on a given
parcel of land if a percentage of the units are
more affordable.3+

e Expedited processing—with zoning, planning,
and building permits for projects that include
affordable housing to be processed on an expe-
dited basis.

e Tax abatement—with property taxes for hous-
ing that includes affordable housing to be
reduced. The current residential property tax
rate is o.1 percent and there is a proposal to raise
this to 1 percent; affordable housing is exempt
(The New York Times 2017).3 The current
incentive structure under the Prime Minister’s
Instructions and the Investment Law will ben-
efit from being examined for its effectiveness so
as to be improved to address the lack of devel-
opers currently in Rwanda that can undertake
large-scale housing projects, including oppor-
tunities to bring in international developers from
countries where the affordable housing indus-
try is more developed. Article 3 of the Investment
Law provides lists the construction of afford-
able housing as a priority investment sector and
incentives to investors, such as: corporate income
tax reduced from 30 percent to 15 percent per
the Investment Law, covering a few sectors; accel-
erated depreciation of 50 percent, and corporate
gains tax exemption applicable only to a few
selected sectors.

It is important to define a strategy for each
income segment, to create a functioning housing
market at the start. Creating a vibrant housing
market will require to start from where the market
economics meet demand and supply, then expand
progressively to the lower income segments.>¢

INCENTIVIZE PRIVATE SECTOR FOR LOCAL PRODUCTION
OF BUILDING MATERIALS

New entrants into the building materials sector can
benefit from incentives to test viability in the local
market. This is especially true for those exploring
opportunities for low-cost, technology-driven
production of local building materials. In addi-
tion to the existing ‘Made in Rwanda’ campaign

DEEP DIVES FOR MARKET OPPORTUNITIES

incentives that include reduced corporate tax and
import duties on building material machinery
and equipment, there is also a further role for
consortium facilitation, or facilitating partner-
ships between technology companies, construction
companies, architects and designers and other
stakeholders, who can jointly deliver on large-scale
developments. The private sector will also need
support in bringing in machinery and equipment,
and foreign talent to help jumpstart technology
transfer and local production.

SUPPORT INNOVATION IN CONSTRUCTION

In addition to investing in the development of
local building materials, there is an opportunity
for Rwanda to lead the way in innovations in
construction. For example, increasing the use
of precast technology and repeatable design
elements can bring down the cost of on-site con-
struction (McKinsey Global Institute 2017). Use
of advanced technologies like automated tools
and equipment on-site, big data for design and
planning, cloud-based business solutions and “pre-
fabricated prefinished volumetric construction”
offers viable opportunities for bringing down
cost. For single-family homes, an approach that
leverages standard factory-built components
assembled on-site can deliver solutions on scale.
It is recommended that a review of the current
incentive structure be conducted for analyzing
effectiveness in terms of clarity, predictability,
and transparency for attracting new investments
as well as use of public resources.

STIMULATE LAND DEVELOPMENT AND PROVISION

Land release will need to increase in pace if a
sustained housing delivery program is to be
encouraged. While public and private land par-
cels are still available, the government should
consider implementing land assembly instruments
(in addition to land banking) to ensure land avail-
ability over the medium term. One option is land
readjustment, where landowners pool their land
to allow space for infrastructure and services
and make a settlement/neighborhood accessible
to developers to redevelop. Given the predomi-
nance of unplanned settlements especially in Kigali,
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land readjustment can also be an opportunity to
plan these settlements, while keeping residents in
their communities and making land available for
upgrading, thereby brining the existing housing
stock to the formal market.

Policy certainty towards land use and zoning is
necessary for attracting investors and developers.
Nontransparent zoning processes can also make it
challenging for landowners to plan developments
when rezoning can completely change the land use
regulations. The reduction in tax on affordable
housing is one such initiative that has already
been implemented.

Locations of planned affordable housing sites
need to be made publicly available and mapped
in city plans. Chosen locations also need to be
paired with the broader spatial and urban plan-
ning process, including transport and connectivity
to markets as well as local employment oppor-
tunities. Citizen input and views for affordable
housing locations and connectivity should also
be included. Moreover, one these are decided, it
is still important to introduce flexibility into the
master plan.

INVEST IN MEDIUM-TO-HIGH-DENSITY HOUSING

More attention should be given to medium-density
(versus freestanding) typology housing in Rwanda,
to optimize the use of serviced land. Land assembly
and partnership development is key to obtaining land

suitable for higher density construction.’” Adopting
adapted planning and development standards includ-
ing construction is needed. For example, small plots

with local construction materials and renewable

energy would not satisfy today’s urban planning

and building standards.

In Kigali, small or individual owners of land
parcels zoned for higher density housing in the
master plan are often unable to obtain the tech-
nical and financial resources required to build
high-rises. As a result, the land lies fallow and
undeveloped. One possible solution could be to
assist these small land owners to enter into joint
venture arrangements with larger construction
companies where the land is used as equity, but
with the landowner sharing in the downstream
value-added, rather than merely sacrificing the
asset at ground floor price.

Additional analysis is needed to identify whether
land hoarding is a challenge and what can be done
to address it. In China, for example, an idle-land
tax is imposed on owners of once-public land
who fail to initiate site development (Laven 2014).
The World Bank’s analysis of the new property
tax law is that the land tax makes it possible
to tax plots more highly, to deter land-holding,
and to allow a doubling of taxes on vacant land.
The understanding is that the introduction of a
higher tax rate for plots above a ‘standard’ size
could be leading to subdivision of parcels. This
in turn could have implications for some of the
recommendations on land readjustment, which
will require a review of the current land tax.

UPSTREAM POLICY ACTIONS

INSTITUTIONAL COORDINATION

There is a need to bring together stakeholders.
Currently, many ministries, government depart-
ments at different levels, and specialist institutions
operate in the housing sector. Clear roles and
responsibilities, and transparent policies, strate-
gies and financing instrument will be important.
Industry bodies such as the Institution of Engineers,
the Institute of Architects and the Real Estate
Association of Rwanda do operate within their
respective ambits but rarely coordinate on sec-
tor-wide challenges.

There is a need to undertake assessments of the
local capacity—financial, city management, admin-
istrative and technical—needed to implement the
city master plans under development. This should
a be bottom-up approach that integrates with the
district development plans and ensures coordina-
tion between the various regulatory stakeholders.

SUPPORT SKILLED PROFESSIONALS

Increasing the supply of skilled professionals
needed in the housing market is a priority. This
includes vocational training and certifications in
the short to medium term and expanding tertiary
education programs in these disciplines in the long
term. In addition, programs to bring in regional
and international talent to meet local demand may
also be an option to explore. (Recommendations
to address skills constraints broadly are presented
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as cross-cutting constraints.) In addition, there is
the need for on-the-job training and engaging local
actors in the sector. It is important to understand
noncompetitive hiring and seek data on gradu-
ate trajectories. It is critical that graduates and
TVET trained individuals are facilitated into the
development sector in order to gain this practical
experience and expand the depth and breadth of
professional and technical capabilities.

Treatment of foreigners can also support avail-
ability of skills professionals (World Bank 2o015).
Recommendations include: removing mandatory
requirements of mutual recognition and reciprocity
arrangements to register foreign legal, engineer-
ing and architecture professionals (by adopting
an approach similar to public accountants); and
facilitating work permits for professionals in areas
identified by government (such as engineering) by
removing market tests.

UNDERTAKE NATIONAL CONSUMER EDUCATION

There is a need to providing national consumer
education about homeownership, and the range
of available housing options. An informed con-
sumer segment can start to invest in medium- to
high-density housing.

PUBLIC-PRIVATE SOLUTIONS

DEVELOP INFRASTRUCTURE INCLUDING THROUGH PPPS
The provision of new serviced land—water and
sewerage, electricity, transportation infrastruc-
ture—is an important cost component. Because of
this, it is key to affordable housing development,
and delivering low cost housing on small scale. If
developers need to undertake the delivery of all
services themselves to new sites, construction will
no longer be affordable. How urban infrastructure
gets financed going forward is therefore essential
to affordable housing supply. Rwanda should also
invest in upgrading services delivery in existing
informal, unplanned housing areas.

The PMI on government support for formal
housing and informal settlement attempts to
address support to PPPs for infrastructure. It
is understood that the PMI relies on developers
submitting proposals to government, rather than
government identifying the priority areas that could
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benefit from servicing. The ‘affordable’ threshold
to qualify for the servicing is FRW 30 million, with
not all housing having to fall within that bracket.
Key considerations for the existing framework to
help bring down the costs are: allow much smaller
plot/ housing sizes; allow incremental development
and focus on providing basic grids and sanitation
components in place (that is, similar to sits and
services); and working out the financials of the
current incentive of providing serviced land and
finding a way to structure it in PPP deals.

There is a strong government role in the pro-
vision of infrastructure overall.’® This is a major
undertaking with fiscal and environmental impli-
cations, requiring extensive feasibility studies.
As infrastructure development proceeds apace
in Rwanda, there may be opportunities to offer
consolidated packages and priority position to
housing developments in order to speed up supply
of serviced land.

Infrastructure is a constraint that extends
beyond the housing sector. According to the Global
Competitiveness Index, inadequate supply of infra-
structure is among the top five most problematic
factors for doing business (World Economic Forum
2018). A PPP law has been in effect since 2016
(World Bank 2017) and the largest projects have
been in the power sector, with $557 million invested
in current PPPs and $694 million invested in PPPs
since 1990. Additional analytical work can deter-
mine whether the law and enabling environment
are appropriate for building a pipeline of PPPs
for housing infrastructure.

Careful budgeting will be required to ensure
that the rate of land and services delivery expands
year-on-year. Developer incentives, the expansion
of infrastructure and serviced land, and manufac-

turing incentives will also require public finance.

AREAS FOR FURTHER ANALYSIS
There is a need for further analysis of some key
areas, outside the scope of this deep dive.

DEFINE HOUSING AFFORDABILITY VERSUS
AFFORDABLE HOUSING

Further analytics are needed on the specifics of
housing affordability in Rwanda. The definition
of Rwanda’s “affordable housing market” must

63



RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS

be reviewed. Understanding what price points are

affordable to what proportion of the population
is a first step needed for more affordable housing
solutions.

ASSESS AFFORDABLE HOUSING PILOTS

There has been no comprehensive evaluation
of pilot programs and incentives for affordable
housing that have been implemented. The gov-
ernment should undertake a rapid assessment of
existing attempts at affordable housing and their
associated outcomes, to determine what does and
does not work. This is important, as additional
public resources are allocated to increasing the
availability of affordable housing. The GoR should
then use these insights to make any needed policy
changes to help ensure return on public resources.

SUPPORT SELF-CONSTRUCTION

There may be opportunities to formalize some
aspects of the informal, unplanned housing
sector. For example, Programa Integral de
Autoconstruccién Asistida in Mexico supports
self-construction through a combination of

construction material supply, microcredit, and
technical assistance (World Bank 2008).3 The
approach has the benefit of reducing the decades-
long timeline for incremental self-construction
(dependent on ongoing accumulation of savings)
and providing technical assistance to maintain
quality in construction.

REVIEW BUILDING CODES AND ZONING

The minimum plot-size requirement in the Kigali
master plan present a challenge for building
medium- to high-density housing. There is room
for urban planners and policymakers to proac-
tively identify sites for medium- to high-density
housing, offer incentives to develop those sites,
and stimulate consumer demand for the output.
Analyzing the process map of building regulations
and compliance is recommended for follow-up
analysis, including improving public awareness
of the rules and processes.
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APPENDIX A

WORLD BANK GROUP STRATEGY AND PORTFOLIO IN
RWANDA

Despite being a small country, the World Bank Group’s strategy and portfolio in Rwanda is extensive. Key World Bank
Group projects that aim to help the government strategy by addressing the above-mentioned constraints include housing
finance, energy, skills, agriculture, and tourism.

ENERGY SECTOR DEVELOPMENT POLICY OPERATION — This program supports fiscally sustainable expansion of electricity
services in Rwanda. This operation is built around two pillars: (i) contain the fiscal impact of the electricity sector; and
(ii) improve the operational efficiency, affordability, and accountability of electricity services. The series supports an
enabling environment for private sector participation across the sector value chain, ensuring competitive procurement
of new generation capacity, and attracting credible solar companies in the off-grid space.

PRIORITY SKILLS FOR GROWTH P-FOR-R — This program-for-results project aims at expanding opportunities for the acqui-
sition of quality, market-relevant skills in selected economic sectors, including energy, transport and logistics, and
manufacturing. The project supports reinforcing governance of the skills development system; provision of quality
training programs with market relevance; and expanding opportunities for continuous upgrading of job-relevant skills
for sustained employability.

AGRICULTURE P-FOR-R2 — This program aims to promote the commercialization of agriculture value chains in Rwanda.
The project’s action plan includes external capacity support, agricultural finance guarantees schemes, ensuring gender
equality in all programs and services of the Ministry of Agriculture (MINAGRI), strengthening the monitoring and
reporting on nutritional food security by MINAGRI, with MINAGRI to mainstream climate change into the sector’s
planning, budgeting, monitoring and implementation, public expenditure reviews, among others. It supports the imple-
mentation of the government’s fourth Strategy Plan for Agriculture Transformation (PSTA4).

HOUSING FINANCE INVESTMENT PROJECT FINANCING — The Rwanda Housing Finance project, currently in the pipeline,
targets households that are unable to access and/or afford formal housing finance. The project targets Rwandans
with incomes ranging between FRW 200,000-600,000 ($250-750) per month, which corresponds to the 5oth—8oth
percentiles in the income distribution for Kigali. The project does not extend to the poorest population segments, but
targets growing urban middle class, in particular made up of civil servants, who are credit worthy, given job security
and salaried income, yet do not currently have access to housing finance. The main project component aims to provide
long-term funds for affordable housing loans issued by eligible financial institutions. The second project component
aims to complement the provision of long-term financing envisaged under the first component through the provision of
relevant advisory and capacity building on affordable housing and financing for financial institutions, borrowers, and
key public and private sector stakeholders.

ECONOMIC INCLUSION FOR REFUGEES — The proposed project is expected to be a $40—$50 million operation in support of
the socioeconomic inclusion of refugees and development opportunities for host communities. The project will support
the government’s Strategy for Economic Inclusion of refugees, which seeks to generate both self-employment and waged
employment for thousands of refugees and host community members over the coming three to five years. A major part
of the proposed project will support employment creation, both waged employment and self-employment, with a focus
on the private sector. This will help to build self-reliance among refugees to get them off humanitarian assistance and
maximize their contribution to local economic development. The strategy focuses primarily on formal sector employ-
ment opportunities, by necessity, therefore requiring strong involvement from the private sector. Proposed activities
in this regard include market-linked job skills and referral and investments in economic infrastructure. The project is
being prepared under the IDA 18 Refugee Window.
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APPENDIX B

DEFINITION OF SECTORS

Finance and insurance

Finance and Insurance (0), Collective Investment Vehicles (P)

Chemicals (G), Nonmetallic Mineral Products (H), Primary
Metals (1), Pulp and Paper (J), Plastics and Rubber (L),
Industrial and Consumer Products (M)

Health

Health Care (S)

Note: Other manufacturing excludes Agribusiness and Light Manufacturing. FIG = Financial Institutions Group; INRR = Infrastructure and Natural Resources; CTT = Communication

Telecom and Technology.
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APPENDIX C

INDIVIDUAL SECTOR ANALYSIS FOR THE SECTOR SCAN

Oil, Gas, and Mining

Rwanda’s mining exports are dominated by tin, tungsten, tantalum, and gold. With the establishment in 2017 of the
Rwanda Mines, Petroleum and Gas Board, the government projects a significant increase of the mining sector’s con-
tribution to GDP and exports. However, there are no existing diagnostics or comprehensive geological surveys, and
the exact potential of the mining sector is unknown. A government target of increasing mining revenues from $100
million to $1.5 billion by 2024 has been set (Kwibuka 2017). Any potential increase would materialize only from new
investment in the sector and the government is actively seeking to attract foreign direct investment (FDI) into the sector
(Intergovernmental Forum on Mining, Minerals and Sustainable Development 2017). However, there are gaps in market
analysis and limited understanding of investment attraction and promotion in the sector. These gaps are compounded
by a lack of intergovernmental coordination and insight into the potential environmental impact.

Value addition in the extractive industries sector is a growing government priority and likely to be featured in Vision
2050. The sector has demonstrated excessive volatility because of swings in international commodity prices. While the
potential for development impact of the sector may be moderately high, the feasibility of a deep dive at this moment
is not so clear. Rwanda only recently commissioned a geological survey that will provide clearer answers about the
potential of mining.

TABLE C.1 DEVELOPMENT IMPACT: OIL, GAS, AND MINING

Inclusion and jobs 25 3 Thesectorhasalowsharein employment, accounting for less than 2
percent of the employed labor force (World Bank 2017f), and its indi-
rectjob creation effects are also relatively low, with 1 direct job creat-
ing slightly more than 3 indirectjobs. However, the sector offers em-
ployment opportunities for low-skilled labor which has inclusion
benefits. The sector's share in consumption is also very low.

Economic growth 15 4 Thesectorhas low output and relatively high GDP multipliers, indicat-
ing high potential to contribute to economic growth. However, com-
modity prices can be volatile.

Competitiveness and productivity 25 3 Thoughvalue added per worker is higher than average in the economy,
the sector's effect on inputs for other sectors is low as there are weak
backward linkages.

Integration and connectivity 10 3 Thegovernmentexpects toissue 50 new mining licenses, including for
gold, tin, and tantalum (Benton 2018). Imports are a relatively high
share of the inputs needed for the sector and a majority of the outputis
exported. FDlinflows are extremely concentrated, going to only one
firm.

Resilience and stability 15 2 Growthinsectorexports would lead to further concentration of export
products. Unprocessed natural resources constitute the entirety of
exports from the sector.

Environmental sustainability 10 1 Thesector hassignificantand usually negative impact on the enviran-
ment.

Average - 2.8
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TABLE C.2 FEASIBILITY: OIL, GAS, AND MINING

DEMAND

2 2 Intheabsence of comprehensive geological surveys, it is difficult to
ascertain the potential feasibility of the sector.

Laborand skills 3 3 Growthinlabor productivity is low as is the value added per capita in
o . the sector. Rwanda may have significant mineral reserves, but ade-

Existing capabilities 3 3 quate diagnostics have not been finalized yet to render the sector

Natural endowment and geography 3 3 feasibleinthe short term.

KEY INPUTS

Energy 3 3 Thisisanenergyintensive sectorand sector exportsrely onarobust

transport network. While finance is available for the sector, NPLs are

Transport 3 3 relatively high. The government s looking to support FDI in the sector.

Finance 3 4

Intermediate inputs 3 3

INSTITUTIONS

Regulatory barriers 3 4 Costforaconstruction permitisveryhighinthe sector even as other
) regulatory barriersare low. In general, rule of law and property rights

Rule of law and property rights 4 4 aregood, but sector has moderately high cost to resolve insolvency and

Market contestability 4 4 enforce contracts.

Macroeconomic and political 4 4

stability

Average 3.2 33

Finance and Insurance

Financial inclusion has increased recently with 50 percent of adults having access to accounts in 2017, compared with
42 percent in 2014 (Findex 2017). Financial products and services have similarly become more diversified. Among
young adults, more than 32 percent had used digital payments in the past year in 2017 compared with 14 percent in
2014, who had used digital payments in the year prior (Findex 2017). In the 2011 Enterprise Survey, nearly one-quar-
ter of SMEs report access to finance as the biggest obstacle for their business, even as more than 45 percent of firms
report having access to a bank loan or line of credit compared with only 22 percent in Sub-Saharan Africa (Enterprise
Surveys 2011). This potentially indicates a mismatch between financial products and services available in the market
and demand from the SMEs. But more recent data are not available. Several initiatives are underway to address this
gap; in 2018 the European Investment Bank financed lines of credit for SMEs, with the Development Bank of Rwanda
and I&M Bank Rwanda (Sabiiti 2018).

Domestic credit to the private sector by banks is nearly 21 percent of GDP (2017) compared with 88 percent global
average (2016) and almost 32 percent in Sub-Saharan Africa in 2017 (World Bank 2018). According to the IMF, the
banking sector is well-capitalized and average capital adequacy ratios at 21.4 percent are above the 15 percent minimum
threshold. However, return on assets has fallen to 1.1 percent as a result of loan write-offs and higher provisioning
(IMF 2018). The Bank of Kigali is the largest bank, with 30 percent market share. There are 14 insurance companies
in the country (National Bank of Rwanda 2017) and nonlife insurance premium volume was less than 1 percent in
2014 (World Bank 2017).

However, access to long-term finance remains low and high cost of finance is a binding constraint that cuts across
sectors, making the desirability to address these issues in the sector high. The high cost of finance does not reflect
inefficiency in the banking sector, but challenges to reach economies of scale given the number of current actors in the
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sector. The availability of long-term finance depends on the depth of financial and capital markets, and regional and
international flows of funds, as well as the legal and regulatory framework of the financial sector. Capital markets
continue to be underdeveloped. Feasibility to address these constraints in three to five years is therefore considered
moderate. A recent background note on the financial sector was undertaken for the Rwanda Drivers of Growth study.
Moreover, a housing finance project is underway, which looks closely at issues around long-term finance.

There are opportunities in the fintech space in Rwanda, with the government investing in an integrated payments-pro-
cessing system and a policy emphasis on scaling up use of digital payments (Tumwebaze 2018). Foreign investment in
the banking sector is also on the uptick with the entry of Bank of Morocco and other investors (Holmey 2017).

TABLE C.3 DEVELOPMENT IMPACT: FINANCE AND INSURANCE

Inclusion and jobs 25 3 Moderate levels of employment generated by the sector, which em-
ploys less than 1 percent of the employed labor force (World Bank
2017f). However, value added per worker is among the highest.

Economic growth 15 4 Relatively low levels of output although GDP multipliers are relatively
onthe higherside. However, this sectoris an enabler for all other
sectorsand as such has significant spillover effects on other critical
sectors of the economy.

Competitiveness and productivity 25 3 Highvalue added per workerand high impact on input prices in other
sectors. In 2016, workers employed in the sector produced $91,000 per
year compared with $885 in agriculture (Danish Trade Union Council
for International Development Cooperation 2016). But overall output is
low.

Integration and connectivity 10 3 Thesectorreceives the second-highest levels of FDI inflows (National
Bank of Rwanda 2017) and it has the second-highest number of proj-
ects financed by FDI, although concentrated entirely in the financial
services subsector with noinsurance projects.

Resilience and stability 15 3 Cross-cutting sector which hasimplications for the resilience and
stability of the broader economy the country.

Environmental sustainability 10 3 Thesectorhaslimited direct environmental impact and indirect impact
depends on where the finance is allocated.

Average - 3.15

TABLE C.4 FEASIBILITY: FINANCE AND INSURANCE

DEMAND

3 3 Thegovernment's ongoing efforts to reach 80 percent financial inclu-
sion may stimulate greater demand for financial products and services.

Laborand skills 3 3 Poolofskilled labor expected to grow in the long-term as efforts on
o . improving education outcomes are being undertaken. There is a signifi-
Existing capabilities 3 3 cantpresence of foreign skilled labor in this sector with 33 percent of

foreign labor located in this sector. Most female foreign skilled labor is
also located in this sector.

Table continues next page

Natural endowment and geography 3 3
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TABLE C.4 (CONTINUED)

KEY INPUTS
Energy 3 3 Thesectorreceives significant levels of FDI inflows (BNR 2017a).
Regional connectivity would increase Rwanda's access to regional
Transport 3 4 financial hubs and potentially diversify the products and services in the
: local market.
Finance 3 3
Intermediate inputs 3 3
INSTITUTIONS
Regulatory barriers 3 3 Thenumberof banksrose to 17in2017. NPLs for banks have recently
) been reduced from 8.2 percentinJune 2017 to 7.6 percentin December
Rule of law and property rights 3 3 2017; but NPLs have risen for microfinance banks. Digital payments are
- rapidly growing in Rwanda, with active mobile money holders rising 13
Market contestability 3 3 percent between 2016 and 2017 (BNR 2018).
Macroeconomic and political 3 3
stability
Average 3 3.1

Water and Sanitation

One of the main objectives of the GoR’s Second Economic Development and Poverty Reduction Strategy and Vision 2020
is to ensure safe, reliable, and affordable water supply services to all of Rwanda’s population. Challenges include high/
subsidized end-user tariffs, insufficient distribution networks, and sector inefficiencies, including institutions. Rwanda
has large and considerable water sources. These include rainfall between 9oo and 1,500 mm per year, lakes, streams,
and watercourses (MINECOFIN 2012). 87.1 percent of Rwandan citizens live in dwellings with improved water, and
87.3 percent — live in dwellings with improved sanitation (EICV5s).

The water sector is a traditionally difficult target for private infrastructure financing, due to constraints on tariff
affordability and other complexities of the sector. The Water and Sanitation Corporation in Rwanda is the primary
utility and it reported that nearly 40 percent of all water supplied in 2017 was nonrevenue water due to system issues and
illegal connections (RURA 2017). The World Bank has recently launched one of Sub-Saharan Africa’s first water PPP
in Rwanda, Kigali Bulk Water Project (Cattaneo 2018). Another project in collaboration with the African Development
Bank and the European Investment Bank to rehabilitate and extend the water supply network in Kigali and its suburbs
will provide access to clean water and better sanitation services for more than 1.3 million Rwandans (Tumwebaze
2018). While the government remains open to PPPs, there are challenges in implementation, for example, limited skills
to develop PPPs (MININFRA 2018).

There has been some recent growth of service provision in sanitation with the number of licensed waste collectors
rose to 22 (RURA 2017). The government is also undertaking studies to research low-cost WASH technologies, an area
where the private sector can contribute significantly in bringing innovations to market.
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TABLE C.5 DEVELOPMENT IMPACT: WATER AND SANITATION

Inclusion and jobs

25

The sectar anly employs about 0.4 percent of the employed labor force
(World Bank 2017f). Access to safe water and sanitation facilities has
improved in recent times but remains a challenge in ruralareasin
particular.

GDP multiplier for water is moderately high although outputis on the
low end among other industries.

The sector hasindirectimpact on competitiveness and productivity
throughits spillover effects on ather industries that use wateras an
input or require robust sanitation facilities for waste management
(such as chemicals and plastics).

Water and sanitation facilities contribute to the overallindustrial
infrastructure whichis a factor of consideration for FDI inflows. PPPs
are being developed in the sector which also generate FDI opportuni-
ties.

The sector has considerable impact on the resilience of local communi-
ties (e.g., onindividual health) and therefore for national resilience.
Effcient management of water resources and of sanitation systems has
fiscalimplications (especially in the context of 40 percent water loss-
es).

Environmental sustainability

The sector has significant environmentalimplications and is a priority
areafor managing broader environmental challenges in Rwanda.

Average

TABLE C.6 FEASIBILITY: WATER AND SANITATION

DEMAND

Demand for water and sanitation is rising with increasing urbanization
of Rwanda.

Laborand skills
Existing capabilities

Natural endowment and geography

The existing system provides reasonably good coverage and access to
clean water and sanitation for a majority of the population but gaps
between urbanand rural access remain. Skills gapsin planning, project
management and maintenance are a challenge identified in the 2016
water policy (MININFRA 2016). The government is investing in expan-
sion of its current capabilities in terms of systems management and for
more efficient use of Rwanda's considerable water resources.

Transport
Finance

Intermediate inputs

Energy and finance are key inputs for the sector, both aspectsare
challenges in expanding and maintaining infrastructure.

Table continues next page
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TABLE C.6 (CONTINUED)

INSTITUTIONS

Regulatory barriers 3 3 Illegal water connections are a significant challenge. Right now, a
combination of public and private sector operators delivers servicesin

Rule of law and property rights 2 2 the sector. Decreasing fiscal space may constrain infrastructure

Market contestability ) 3 investments; however, it would alsc_) incrleasle spaceforprivate inyest-
mentand PPPs. The 2016 water policy highlights attraction of private

Macroeconomic and political 3 3 investmentasakey component butalso reiterates intention to limit

stability private sectorinvestmentin rural water supply. The policy also com-
mits to strengthened regulation of private sector operators in the
sector.

Average 2.6 3

Energy

The energy sector is a critical enabler but cost and reliability of electricity challenge competitiveness across sectors
in Rwanda, particularly manufacturing. The government has set a target for Too percent electricity access by 2024
(USAID 2018) and is undertaking significant infrastructure investments to reach that goal. Currently, only 35.5 percent
of Rwandans have access to electricity. Moreover, businesses cite power outages as the reason for 2.6 percent of annual
losses (World Bank 2017).

The government’s reform program aims at balancing the triple objectives of achieving ambitious expansion targets
for electricity generation and access (based on their own projections of growth of the industrial sector), while con-
taining fiscal transfers to the sector and enhancing the affordability of electricity service for consumers. As such, the
desirability to address these issues in the sector is considered high and the feasibility moderate. There is a World Bank
DPO of $125 million in preparation to support key reforms in the energy sector in Rwanda with the aim to reduce cost
of energy and stabilize fiscal impact (World Bank 2017). Given this level of attention by the World Bank on addressing
these constraints, energy as a deep dive sector of the CPSD is expected to have low additional value to ongoing work.

TABLE C.7 DEVELOPMENT IMPACT: ENERGY

Inclusion and jobs 25 3 The combined effect of this sector on jobs is low, in fact the second
lowestamongall sectors, accounting for 0.3 percent of employment
(World Bank 2017f). However, it's spillover effects into employment in
othersectors are large. Moreover, access to electricity is still relatively
low and unequalin Rwanda, with access concentrated in the top two
quintiles and limited access in the bottom 40 percent.

Economic growth 15 5 Energyisacritical enabler of economic activities and therefore of
economic growth. Thisis cited as a critical constraint by firms and
enhancing access to energy isakey driver of maintaining Rwanda's
upward trajectory.

Competitiveness and productivity 25 5 Improving access to electricity is important to improve Rwanda's
competitiveness and to reduce reliance on energy imports. Rwanda
needs toreduce the cost, and adopt a least cost power program, even if
itwill require importing more electricity.

Integration and connectivity 10 5 Thesectorisheavily reliant onimports, withimports accounting for
more than 80 percent of the inputs used by the sector. Only four proj-
ects receive almost $800 million FDI inflows. With the planned expan-
sion of generation and distribution and diversification into renewable
sources of energy, there is scope for greaterintegration in Rwanda.

Table continues next page
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TABLE C.7 (CONTINUED)

Resilience and stability 15 4 Enhancing supply according to the least cost power program (including
electricity imports), and more equal distribution of electricity, has
potentialtoreduce dependence on fuelimports and boost resilience to
external factors.

Environmental sustainability 10 4 Thesectorhassignificant environmentalimpact, although there is
great potential for Rwanda to enhance the share of sustainable renew-
able energy. Thisis also a stated priority in the preparation work being
undertaken for Vision 2050 (MINECOFIN 2016).

Average - 4.25

TABLE C.3 FEASIBILITY: ENERGY

DEMAND

3 4 Demand forinvestments and support to the sectoris only likely to grow
as does Rwanda's economic growth.

Laborand skills 2 2 FDlis high while domestic investmentin the sectoris limited.

Existing capabilities 2 2

Natural endowment and geography 2 2

KEY INPUTS

Energy 2 2 With heavy reliance onimports (such as fuel for local electricity con-
sumption), Rwanda's energy sector remains constrained. Energy

Transport 2 2 importsincreased by 6 percent in value even as volume fell by 0.8

percent (World Bank 2017). However, hydroelectric power and renew-

Finance 3 3 able energy sources have the potential to transform the sector and
Intermediate inputs 2 o somewhatreducereliance onimports. Thisis already happening on
large scale.

INSTITUTIONS
Regulatory barriers 3 3 Fiscalimpact of the government's energy supply expansion plan is

) large, and the transfers needed to maintain the current approach to
Rule of law and property rights 3 3 financing and operations may increase further. Between 2008 and
Market contestability ) 5 2016, more than 15 percent of publicinvestments were allocated to the

energy sector, the largest sectoral allocation (World Bank 2017). This
Macroeconomic and political ) o willhave significant macroeconomic impact. The ongoing energy DPO
stability isalready looking at these concerns and therefore additional work in
the sector would have limited feasibility.

Average 23 2.4

ICT Infrastructure

Information and communication technology (ICT) is an important sector for the government, in the context of two
of its development objectives: to become a modern and digital economy, and an enabler of exports of ICT-enabled
services (for example, BPO). The GoR has invested heavily in ICT infrastructure; the network of fiber-optic cables
has been completed across the country and internet penetration is at 55 percent with phone penetration at 81 percent
(International Telecommunication Union 2017).

However, costs are high, and uptake remains low. Rwanda ranks 8o out of 143 countries on the WEF’s network
readiness index (World Economic Forum 2016), with infrastructure being a particular weakness (where Rwanda is
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ranked 106). While mobile network coverage is high and mobile cellular subscriptions exceed 81.8 per oo inhabi-
tants (RURA 2018), lack of local content, poor literacy, high broadband costs, low access to electricity, international
internet bandwidth and limited availability of secure internet servers, holds Rwanda back. Low urbanization rates and
poor consumer readiness (literacy and foreign language skills) also limit penetration. For example, mobile broadband
subscriptions per too inhabitants are only 35 and only 46 percent of individuals use the internet (BUSR 2018). The
potential for development gains in addressing these challenges is high, given the importance of the sector for growth,
value added, and skilled jobs. Last mile connectivity is very low, leading to low levels of individual and business usage.

This sector may present an opportunity for private investment. Rwanda has a strong regulatory environment with an
independent, proactive, forward-looking regulatory, and a government that has committed to develop ICT and liberalize
the sector. However, the sector is challenged by an anti-competitive environment. There is a quasi-monopoly around
4G/LTE, which resulted from a joint venture between the GoR and a Korean company (KTRN), which developed the
infrastructure with a guarantee of exclusive access to both the fiber network, as well as the 4G/LTE for 25 years. This
makes feasibility of private sector investment in platforms that rely on this infrastructure a challenge and in fact merits
research into the impact of such a monopoly—whether it serves consumers and the Rwandan economy well. The private
sector in 3G mobile is well established, although a duopoly has recently been created with the merger of the second and
third top players in the market (Tigo and Airtel when Airtel book over / acquired Tigo in December 2017).

TABLEC.9 DEVELOPMENT IMPACT: ICT INFRASTRUCTURE

Inclusion and jobs 25 2 Theinformation and communication sector hasa 0.5 percent share in
employment (World Bank 2017f). Setting up ICT infrastructure is
labor-intensive and provides considerable employment, though only
for the duration of the construction. The ICT sector overall, has a high
level ofinduced employment. Forinclusion, Rwanda has setup a
universalservices and access fund to ensure internetinfrastructure for
example is available to all (Alliance for Affordable Internet 2017).

Economic growth 15 4 Thesectorisanimportant contributor to economic growth through its
enabling role for other sectors.

Competitivenessand productivity 25 4 Rwanda'saimto be a knowledge economy relies heavily on the quality
ofand accesstoICT infrastructure, and its spillover effects have
considerable impact on the competitiveness and productivity of other
sectors.

Integration and connectivity 10 3 Thecostsofsetting up ICT infrastructure are high due to Rwanda's
landlocked location which necessitates dependence on neighboring
countries for fiber optics (by way of example). This may also be a
strategic opportunity as Rwanda could be a communications transit hub
forthe region underasingle digital market.

Resilience and stability 15 2 ICTinfrastructure may potentially boost resilience through improved
access tomodern technology for traditionally isolated communities.
However, that would depend to a considerable extent on the ability of
the population to have the skills to leverage the infrastructure.

Environmental sustainability 10 3 There may be some environmentalimpact for example in setting up of
fiber optic cable.

Average - 3
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TABLE C.10 FEASIBILITY: ICT INFRASTRUCTURE

DEMAND
3 4 DemandforICTis highin Rwanda, with its growing youth population
and active efforts to diversify the economy.
PRODUCTION FACTORS
Laborand skills 3 3 Skilled laborisneeded to setup ICT infrastructure and there is short-
o . age of skilled technicians and other profiles. ICT infrastructure is
Existing capabilities 2 2 particularly challenging to set up in hilly terrain where a significant
Natural endowment and geography ) ) proportion of Rwanda's unconnected population resides.
KEY INPUTS
Energy 2 3 Energyisanintegralinput forsetting up ICT infrastructure as s finance.
Both are constraints for Rwanda.
Transport 2 2
Finance 3 3
Intermediate inputs 2 2

Regulatory barriers 1 1 Thesectorishighly concentrated with MTN accounting for 42 percent
of market share. Last mile connectivity also remains anissue.

Rule of law and property rights 3 3

Market contestability 1 1

Macroeconomic and political 3 3

stability

Average 2.25 2.4

Transport

The transport sector is another critical enabler, particularly given Rwanda’s landlocked location and reliance on imports
for many sectors. Improvements in logistics have been a top policy priority for GoR, with Vision 2020 emphasizing the
need to maintain road infrastructure and extend regional transport links through rail and air. Currently, there is no
railway network in Rwanda; efforts are underway to develop networks in the central (through Tanzania) and northern
corridors through Uganda and Kenya (MININFR A). However, the capital investment requirements are enormous and,
despite high trade volumes as a percentage through one corridor, has not demonstrated a justifiable rate of return. This
is especially important as 8o percent of Rwanda’s international trade is conducted through Tanzania.

A recent World Bank Transport Sector Development Project led to the rehabilitation and maintenance of the domestic
road network with 62 percent of the paved network in good condition (World Bank 2016). However, there is a need to
maintain the network on an ongoing basis. This is a fiscal issue with high levels required to maintain road network asset
valuations. The last strategic plan developed in 2012 found about 41 companies working in the sector (MININFRA
2013). Land transport is the most crucial for Rwanda’s trade—in the third quarter of 2017, 85 percent of imports and
60 percent of exports were transported over land. This also indicates that land transport is more important for exports
(NISR 2017).
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TABLE C.11 DEVELOPMENT IMPACT : TRANSPORT

Inclusion and jobs 25 3 Whiledirectjobsinthe transport sector are relatively low, accounting
foronly 4 percent of the employed labor force, it has considerable
indirect job creation effects (World Bank 2017f). It also has significant
inclusion impact, especially in the case of roads.

Economic growth 15 4 Transportisa critical enabler of economic growth, through its impact
on other sectors, physical mobility of people, goods, and inputs.

Competitiveness and productivity 25 4 Thesectorisanessentialinputinto many other sectorsandisa chal-
lenge due to Rwanda's landlocked location and lack of regional rail
links, making import of inputs (and exports) expensive.

Integration and connectivity 10 4 Thesectordetermines domestic and regional connectivity and is a key
constraint to bringing down the cost ofimports and domestic goods.
With planned investments in developing regional rail links and air
transport, the sector s likely to boost integration and connectivity.

Resilience and stability 15 3 Theinternalroad network connecting rural and hillside communities to
infrastructure and facilities are a key component of resilience.

Environmental sustainability 10 3 Transporthasasignificantimpact on the environment and use of more
energy efficient modes of transport can contribute to overall environ-
mental sustainability in the country.

Average - 3.5

TABLE C.12: FEASIBILITY: TRANSPORT

DEMAND

3 3 Demandis high for the sector as Rwanda's economy continues to grow
and the government prioritizes trade linkages. Moreover, transport is
alsoanimportant component of the special economic zones model and
asthe government seeks to expand SEZs, a better transport network
will be needed.

Laborand skills 3 3 Thesectoriscurrently underdeveloped. Skilled technicians and engi-
o . neersare in limited supply and while education reformsand TVET

Existing capabilities 2 2 programs are underway to build capacity, these will yield results only

Natural endowment and geography ) ’ inthe long term. Connecting rural communities to economic opportuni-

tiesisan important priority for the government; expansion, mainte-
nance and construction of feeder roads were undertaken as part of this
approach. However, there remain hillside rural communities that are
not well-connected or where the terrain raises the costs of transport
infrastructure considerably.

KEY INPUTS

Energy 2 2 Energyandfinance are constraints in expanding the transport sector in
Rwanda. Large government investments have been made in the sector

Transport 2 2 andmoreare planned. However, the fiscal impacts of large transporta-

Finance 3 4 tion investments may constrain them going forward. In this context
developing new models of PPPs and expanding the role of the private

Intermediate inputs ) 3 sectorininfrastructure provision and maintenance may offer feasible

opportunities. Intermediate inputs like construction materials are
expensive.

Table continues next page
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TABLE C.12 (CONTINUED)

INSTITUTIONS
Regulatory barriers 3 3 Investmentsin transportinfrastructure are necessarily large and have

) significant fiscalimplications. Fiscal reforms may constrain the space
Rule of law and property rights 3 3 available for large-scale investments.

- Commercial trafficis often delayed by weight paints, among other

Market contestability 3 3 factors (U.S. Department of Commerce 2017). Nontariff barriers are
Macroeconomic and political 2 2 highforthe sector.
stability
Average 25 2.7

ICT Services

ICT is a priority sector for the GoR, and significant investment in ICT infrastructure has been made with the goal to
increase ICT adoption domestically, as well as support ICT-enabled services exports (as noted above). In 2017, 5,420
ICT companies were registered in Rwanda and the ICT sector made an estimated 3 percent contribution to GDP
(International Telecommunication Union 2017).

The potential for development impact of developing this sector is high, as it supports job creation, information
technology-enabled developments, entrepreneurship, and exports. The GoR is in the process of securing private finance
to develop a Kigali Innovation City, which aims to bring together higher education, research institutions and private
sector. Digitization of government services is underway—the community-based health insurance payment mechanisms,
for example, have recently been digitized via a private sector vendor (KT Press 2018). A science, technology, and inno-
vation policy is being developed (Bizimungu 2018), and a National Innovation and Research Fund has already been
established. A Center of Excellence in ICT has been set up in collaboration with Carnegie Mellon University and African
Development Bank (MINEDUC).

The prospects for scaling up of the sector to achieve both outcomes are nevertheless confronted with challenges,
including on the demand and supply sides, as highlighted in an initial background study undertaken on Rwanda’s ICT
sector for the Drivers of Growth report. Most notable are ICT-related skills, remaining infrastructure gaps, high infra-
structure costs, financing for entrepreneurs, and local content availability. The feasibility of addressing these constraints
in the short run are low (such as cost, skills) to moderate (for example, financing).

ICT skills gaps challenge in particular the innovation ecosystem, which Rwanda is working to address (International
Telecommunication Union 2017). A national research and innovation fund is being established to stimulate development
of the sector (Bizimungu 2018). The Smart Village Initiative has also been launched to address the digital skills gap
in rural areas and the Digital Ambassadors Programs aims to train 5 million Rwandans by 2022 (Xinhua Net 2018).

TABLE C.13 DEVELOPMENT IMPACT: ICT SERVICES

Inclusion and jobs 25 3 Thesector currently accounts for only 0.5 percent employment (World
Bank 2017f), but has the potential to expand, given the right level of ICT
skillsin the country (NISR 2017). The expansion of mobile money and
digital solutionsis anindicator of the potential contribution of ICT
services toinclusion. Rwanda's Utilities Regulation Authority funds
programs to facilitate access to ICT services in order to boostinclusion
(Alliance for Affordable Internet 2017). Related programs such as
"Girlsin ICT Rwanda" support the development of ICT skills among girls
and help address the digital gender gap. However, a 1-gigabyte mobile
prepaid plan (3G network) costs upwards of 20 percent of average
monthly income (Alliance for Affordable Internet 2017).
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TABLE C.13 (CONTINUED)

Economic growth

15

With limited broadband coverage, the sector is yet to be animportant
contributor to economic growth. However, itis a critical enabler for oth-
ersectors.

ICT services like internet and hosting remain relatively expensive in
Rwanda, which constrains their usage for a large part of the population
(Muvunyi2017). This in turn restricts the ability of businesses to hire
ICT professionals.

Integration and connectivity

ICT servicesin general boost connectivity and in Rwanda's case, its
landlocked location would be less of anissue for export of ICT services
than for goods that need physical mobility. However, given the current
cost of the ICT infrastructure and level of skills available in the local
economy, the role of the sector in global integration may emerge in the
medium term.

Environmental sustainability

There is limited environmental impact of the sector.

Average

TABLE C.14 FEASIBILITY: ICT SERVICES

DEMAND
2 3 DemandforICT servicesisrisingin Rwanda as more and more people
gainaccesstoICTinfrastructure.
PRODUCTION FACTORS
Laborand skills 2 2 Thelevelof ICT skillsis low in the country and skilled labor for the
o . sectorisinshortsupply. Government efforts to facilitate greater
Existing capabilities 2 2 ysability of the ICT infrastructure are underway, like training 43,000
Natural end tand h ) 5 teacherstouse ICTin education (Murori 2017), and may yield results
aluratendowmentand geography over the long-term. Initiatives like kLab are aimed at creating innova-
tion spaces where businessideasin ICT can flourish and potentially be
brought to market (kLab).
KEY INPUTS
Energy 2 2 Energyisanintegralinput for the sectorand constraintsinaccess to
energy make it more difficult for ICT services to develop. The Republic
Transport 2 2 ofKoreais emerging as a major foreign investorin the tech space in
Fi ) 3 Rwanda with a large telecom company, KT Corporation initiating
inance operationsin Rwanda with the aim of creating a regional hub in the
Intermediate inputs 2 o countryforexpansioninto Africa (Crabtree 2017). The government has
also setupa $100 million venture fund to support the sector in the
country (Tech Abroad 2018).
INSTITUTIONS
Regulatory barriers 2 3 Withtheincreasingaccessto ICTinfrastructure, a number of tech
) companies are emerging in Rwanda. The government aims to support
Rule of law and property rights 3 3 development of 100 tech companies by 2030 (Tech Abroad 2018).
Market contestability 2 3
Macroeconomic and political 2 2
stability
Average 2.1 2.4
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Tourism

Tourism has been a significant driver of services exports and growth, as well as FDI and job creation. In 2016, tourism
was the fourth-largest recipient of FDI at $4.3 million; companies receiving FDI in the sector nevertheless posted a loss
at the end of the year (BNR 2017a). The sector is the largest forex earner with receipts increasing by almost § percent
in 2016, constituting almost § percent of GDP (World Bank 2017).

Tourism is concentrated in two main destinations: Kigali (meetings, incentives, conferences, and exhibitions [MICE])
and the Virunga (mountain gorillas). World Bank activities have worked specifically on MICE and helped set up the
Rwanda Convention Bureau in 2014 to attract more business tourism. This contributed to almost double the number
of conference visitors from 17,950 in 2014 to 35,100 in 2016, and an increase in revenue from $29.6 million to $47
million (World Bank 2017).

A large number of tourism-focused diagnostics and advisory interventions have been completed or are ongoing
by the World Bank Group, as well as other development partners. These include, exploring the potential to diversify
tourism offerings by generating investments in other tourism destinations, as well as supporting the development of a
regulatory agency and implementation of laws on standards to regulate the sector. Diversified tourism is an emerging
priority in the preparation work being undertaken for Vision 2050 (MINECOFIN 2016).

The structure of the sector is somewhat oligopolistic, dominated by a few large firms. The number of international
visitors also dropped in 2016 after a sustained increase between 2010 and 2015 (World Bank 2016). Gorilla permit
prices were increased by 50 percent and then 100 percent pushing them to $1,500, which was a policy adopted to reduce
the number of visitors to gorillas while increasing revenue. Nevertheless, tourism grew rapidly and tourism revenues at
$390 million constituted the largest foreign exchange earner in 2016 (BNR 2017a).The direct contribution of the sector
to GDP, however, registered an increase in 2016 and 2017, although to a lesser extent than during 20to-15 (World
Travel and Tourism Council 2018).

TABLE C.15 DEVELOPMENT IMPACT: TOURISM

Inclusion and jobs 25 4 Thesector employs a relatively limited number of people (a little more
than 200,000 accounting for less than 2 percent of employment (World
Bank 2017f), though thisis a large share of formal employment) and
has moderate indirect employment effects, primarily due to the geo-
graphically limited nature of the sectorin the country. However, given
Rwanda's tourism endowments and the government's emphasis on
supporting the growth of the sector, there is considerable scope for the
sectorto generate employment.

Economic growth 15 4 In2015, tourism's share of GDP in Rwanda was 3.1 percent (World
Economic Forum 2017) and the sector has grown considerably with a
30 percentincrease over the past 2 years and gross earnings at $400
million for the sector (Hepola 2017). As Rwanda specializes in high-end
tourism (the cost of a gorilla trekking permit alone is $1,500), GDP
multipliers are relatively high for the sector. However, the high cost
lowers volume. Rwanda is now the third largest destination in Africa for
international conferences, coming in behind only Cape Town and
Casablanca (ICCA). There may nevertheless be opportunities to devel-
op arange of tourism products.

Competitiveness and productivity 25 3 Outputislowinthesectorand value added per workeris the lowest
amongallsectors.

Integration and connectivity 10 3 Thegovernmentis planning large public investments in business
tourism, including the construction of aninternational airport in Buge-
sera. Rwandair is making Rwanda one of the best-connected cities in
Africaas well as the strong "Visit Rwanda" campaign which includes a
$30 million sponsorship deal of Arsenal jerseys.

Table continues next page
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TABLE C.15 (CONTINUED)

Resilience and stability

15

The sectorimpacts resilience and stability through spillover effects on
othersectorsin the tourism value chain like agribusiness. The govern-
ment has also doubled the share of tourism revenues allocated to rural
communities from 5 to 10 percent (Hepola 2017). However, there is
little diversification in the sector and traditional tourism continues to
dominate with 29 percent of total exports (World Bank 2017).

Environmental sustainability

There isa high impact on the environment of this sector and consider-
able scope for positive effects through the strategic use of tourism
revenues. Rwanda is doing well on this score and is ranked 18 (out of
136 countries) by the World Economic Forum's Travel and Tourism
Competitiveness Report 2017.

Average

TABLEC.16 FEASIBILITY: TOURISM

3.25

DEMAND
3 4 Demand for business tourism in Rwanda expected to rise as govern-
ment initiatives focus on bringing more tourists into the country and
Kigali ranks third in Africa in hosting meetings in 2016 (International
Congress and Convention Association 2017). Similarly, traditional
tourismis also expected to grow. However, infrastructure and service
quality challenges are likely to remain.
PRODUCTION FACTORS
Laborand skills 3 3 Tourismand hospitality isa priority sector for the Workforce Develop-
o . ment Authority which undertakes extensive TVET programs to address
Existing capabilities 3 3 sector-level skill gaps (Workforce Development Authority). Customer
Natural end tand h 4 4 service skills are also an area where Rwanda needs to develop its
aturalendowment and geography existing skills,
Rwanda Development Broad is working to develop the Kivu belt,
connecting sitesin the north and the south of the country.
KEY INPUTS
Energy 3 4 Transportlinks, international and domestic, are essential and the
governmentisinvesting inincreasing RwandaAir routes and access
Transport 3 3 points like airports to enhance Rwanda's connectivity with major
i 3 3 international routes. The sector, despite its prominence, receives the
inance leastamount of FDIin the country (BNR 2017a).
Intermediate inputs 3 3
INSTITUTIONS
Regulatory barriers 4 4 Private sector participation in the sector is high with many small tour
) operators providing services.
Rule of law and property rights 4 4 The government continues to support the sector and focus on bringing
Market contestabilit 3 4 in more FDI especially with the recent focus on MICE and business
arketcontestabitity tourism. The fiscalimpact of planned infrastructure investments such
Macroeconomic and political 4 4 asnewairports may be an area where some recalibration may happen
stability in the context of the overall reductionin fiscal space.
Average 3.3 3.6
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Light Manufacturing

Food and beverages, textiles, and industrial and consumer goods are the most prominent subsectors in light manufac-
turing in Rwanda. The Vision 2020 target for contribution of industry to GDP is 20 percent.

Private investment in the light manufacturing sector (outside of agribusiness) in Rwanda is small, but Rwanda has
received some new FDI in the sector of late, including in apparel, footwear, handbags, electronics and, most recently,
automotive. These subsectors are considered important for Rwanda’s future growth and would have important implica-
tions for export performance and inclusion through low-skill job creation, so the potential for development impact for
a deep dive is moderate. In apparel, the government has subsidized training activities and offered other incentives for
investment. However, there are only two major textile manufacturing companies in the country right now—UTEXRWA
and C&H (G20 Compact with Africa 2016). The silk industry is small but growing, with a Korean firm investing in a
factory in the Kigali Special Economic Zone and about 40 pilot silk cooperatives in the country (Ntirenganya 2017).

In electronics, a Brazilian company is assembling computers, though value addition is minimal, and supported
through a government procurement contract. High transport costs, electricity costs, and import requirements are the
main challenges for scaling up investment in the sector.

Volkswagen recently opened the first car plant in Rwanda with a $2.0 million investment to capitalize on the potential
for increased car ownership and ride sharing in Rwanda and the region (Uwiringiyimana 2018). Up to 1,000 jobs will
be created and §,000 units will be manufactured annually. Volkswagen has launched a ride sharing company aimed at
serving businesses in Kigali and has plans to expand the offering to individual consumers later this year.

The recent suspension of Rwanda from AGOA is a worrying development even though the impact may be limited;
Rwanda’s exports to the US amounted to less than $44 million in 2017 compared with $6o0o million Kenyan exports
(Dahir and Kazeem 2018).

TABLE C.17 DEVELOPMENT IMPACT: LIGHT MANUFACTURING

Inclusion and jobs 25 3 Manufacturing which includes both light and other manufacturing,
accounts for nearly 8 percent of employment (BNR 2018). Appareland
machinery and equipment sub-sectors provide the greatest employ-
ment currently and value-added per worker is highestin the electronic
equipment subsector (World Bank Export of Value Added Database).

Economic growth 15 3 Manufacturing has limited impact on growth in Rwanda right now as
evidenced by its relatively lower contribution to GDP. However, GPD
multipliers forindustries like beverages, paper products and apparel
are relatively high, ranging from 1.68 to 1.90.

Competitiveness and productivity 25 3 Value added per workeris highin electronic equipment and motor
vehicles but relatively lowerin leather products and apparel.

Integration and connectivity 10 3 Thereisalimited role of manufacturing in exports. Leather goodsisa
growing industry with 72 percent of the industry output being exported.
Even AGOA does not feature prominently in Rwanda's exports.

Resilience and stability 15 3 Diversificationin manufacturing would have significant positive impact
onresilience as Rwanda's reliance on a select number of exports. Food
and beverages, pulp and paper, textiles and consumer goods offer the
greatest potential.

Environmental sustainability 10 2 Manufacturing has considerable, usually negative impact on the
environment.

Average - 2.9

82 RWANDA COUNTRY PRIVATE SECTOR DIAGNOSTICS



TABLE C.18 FEASIBILITY: LIGHT MANUFACTURING

DEMAND

3 3 Domesticdemand is unlikely to grow significantly in the short term as
the domestic market remains small.

Laborand skills 3 3 Inadequately trained staff is a major constraint cited by 28 percent of
o . manufacturing firms in the Enterprise Survey. This is unlikely to im-

Existing capabilities 2 2 proveinthe short term as TVET initiatives can take several years to

Natural endowment and geography 2 2 yield benefits.

KEY INPUTS

Energy 3 4 Light manufacturingisreliant onimports of inputsandisin facta net

importer sector (BNR 2017a). With the expansion of special economic
Transport 3 4 zonesand connectivity / electricity projects, constraints like high
Finance 3 3 energy and transport costs may be addressed to a growing degree.

Smaller firms or firms outside of these zones are likely to continue

3 facing constraints. Access to finance is limited and highly expensive:
according to the 2011 Enterprise Survey, more than 39 percent of the
firms report this as a major constraint and manufacturing firms report
needing collateralamounting to nearly 271 percent of the value of the
loan compared to less than 214 percent for Sub-Saharan Africa. Limit-
ed FDlinthe sectorevenasitis the third-largest recipient of FDIin the

Intermediate inputs 3

country (BNR 2017a).

INSTITUTIONS

Regulatory barriers 3 3 Rwanda has made strides inimproving business environment and is

) facilitating access toindustrial land and inputs through the develop-

Rule of Law and property rights 3 3 mentof SEZs. Regional competition by more advanced peers like Kenya

Market contestability 3 3 constraints ability of domestic firms to compete internationally, even
under AGOA.

Macroeconomic and political 3 3

stability

Average 2.8 3

Other Manufacturing

At present, manufacturing value-added constitutes almost 6 percent in Rwanda, compared with nearly 1o percent in
sub-Saharan Africa (World Bank 2017). According to the Rwanda Development Board, the aim is to boost this sector’s
contribution to GDP to 26 percent by 2020 (Rwanda Development Board). Toward this end, the government has estab-
lished a special economic zone and four industrial parks in Bugesera, Huye, Nyabihu, and Rusizi. The Kigali Special
Economic Zone hosts 44 companies, which at the end of 2016 employed nearly 2 percent of permanent employees in
the country and accounted for 2.5 percent of value added tax reported sales (Steenbergen and Javorcik 2017). Domestic
demand, though currently limited, is likely to grow, as economic growth continues.

Development of other manufacturing subsectors and product diversification in Rwanda would also have important
impacts on exports, growth, and nonagricultural jobs. But it also faces significant challenges in the near to medium term.
High energy prices, limited access to long-term finance, import requirements, and transport costs challenge Rwanda’s
international competitiveness in heavy manufacturing. Border issues with the Democratic Republic of Congo have also
negatively affected trade in the recent past (Rwanda Association of Manufacturers), and may be a recurring challenge
given Rwanda’s geographic location. Skills gaps may also challenge higher-sophisticated manufacturing sectors.
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TABLE C.19 DEVELOPMENT IMPACT: OTHER MANUFACTURING

Inclusion and jobs 25 2 Theshare of employmentin manufacturing is fourth in Rwanda, at
almost 8 percent (this, however, includes light manufacturing as well)
(BNR 2018). The chemicals sub-sector for example employs about
4,000 people and value addition per worker is moderately high (World
Bank Labor Content of Exports Database, World Bank Export of Value
Added Database). However, it is uncertain the potential of the sector as
asource of employment growth.

Economic growth 15 3 Thesectorcan potentially contribute to economic growth through its
value-added activities. At present however, GDP multipliers for the
sectorare low. Inthe second quarter of 2018, manufactured goods and
machinery and transport equipment accounted for the third-largest
share of exports of goods (NISR 2018).

Competitiveness and productivity 25 3 Manufacturing can be a significant contributar to national competitive-
ness. There is potential to improve product diversification in this sector,
butthe challengesrange from limited domestic markets to low levels
of skilled labor and technology.

Integration and connectivity 10 3 While there is potential for export in this sector, achieving this potential
would require significant progress on export diversification and in
exports more broadly; exports to GDP ratio lower for Rwanda than for
peers that are similarly land locked (Calabrese, Papadavid, and Tyson
2017).

Resilience and stability 15 2 Diversification of exports would boost resilience. Sectors that offer
opportunities, based on a product space analysis, include simple
leather products, chemicals, and textiles (Hausmann and Chauvin
2015).

Environmental sustainability 10 2 Heavymanufacturing has considerable environmental impacts due to
its high energy needs and waste generation.

Average - 25

TABLE C.20 FEASIBILITY: OTHER MANUFACTURING

DEMAND

2 3 Domesticdemand is unlikely torise significantly in the short term,
given the small domestic market. However, there may be opportunities
forregional exports.

Laborand skills 2 2 Low levels of skilled manufacturing labor and low levels of innovation
and technology use are challenges for the sector. While education and
Existing capabilities 2 2 TVET programs are being undertaken to address this, the results may
not manifestat scale in the next three years. Rwanda's land locked
Natural endowment and geography 2 3

location isa challenge that may potentially be addressed through
planned transport investments.

KEY INPUTS
Energy 2 2 Accesstoenergyisabigchallenge in Rwanda. As structural reforms
are being undertaken to address the challenge in the medium to long
Transport 2 2 termSEZsare being developed to provide short-term solutions like
= ) 3 reduced tariffs for industry (Bishumba 2018). Intermediate inputs rely
inance onimports which makes the sector dependent on global price changes.
Intermediate inputs 3 3 Manufacturing is the third-largest recipient of FDIin the country (BNR

2017a).

Table continues next page
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TABLE C.20 (CONTINUED)

INSTITUTIONS

Regulatory barriers 3 3 SEZsandother governmentinterventions help to drive manufacturing
expansion in Rwanda and address challenges inaccess to land.

Rule of law and property rights 3

Market contestability 2 3

Macroeconomic and political 3 3

stability

Average 23 2.67

*

Education

Rwanda has made some progress on the education front, with increased provision of services, primarily by the gov-
ernment and more than 13 percent of the national budget dedicated to education in 2017-18 (MINEDUC 2017). The
country has met the universal primary education goal of the MDGs and has achieved gender parity, a tremendous
achievement (Unicef Rwanda). Enrolment rates are up, thereby increasing access to education nationally, but quality of
education remains a concern with a pupil-to-qualified-teacher ratio of 62:1 (Unicef Rwanda). To this end, the govern-
ment’s Education Sector Strategic Plan includes a special focus on quality of education and the Forward-Looking Joint
Sector Review of Education 2017/18 highlights the need to maintain investments in quality and boost engagement on
science, Technology, Engineering and Mathematics, which is also in line with the focus on boosting ICT services in
the country (MINEDUC 2017).

Private sector provision of higher education is nascent in Rwanda. In part, this is a result of Rwanda’s small market,
small economy, and poor educational outcomes, which limit domestic demand for higher education. Enrolment in ter-
tiary education was at 8 percent in 2016. Fees are high as a result of low economies of scale. Low incomes also challenge
fees that individuals can pay, with limited ability to borrow from banks for education expenses; moreover, the recently
introduced 12-year basic education policy has led to the exit of many private sector providers unable to compete with
lower-cost public sector provision of education. Nonpublic institutions for higher education in Rwanda today prevail
largely through support from development partners. This sector is not considered a short- or medium-term area for
private sector engagement, including IFC engagement. Potential for private sector to participate in skills development
through the TVET system would be assessed in the context of deep dives in other sectors (rather than a deep dive in itself).

TABLE C.21 DEVELOPMENT IMPACT: EDUCATION

Inclusion and jobs 25 4 Thesectoremploys less than 4 percent of the total employed labor
force but has high indirect job creation effects through the spillovers of
an educated and literate labor force (World Bank 2017f).

Economic growth 15 4 Relatively high GDP multiplier effects through the spillover effects of
the education into other sectors.

Competitiveness and productivity 25 3 Relatively low value-added per workerin education, although the
sector has considerable impact on worker productivity and therefore
spillover effectsinto other sectors, especially the TVET education
system.

Integration and connectivity 10 2 Lowlevelsof FDlinflows to the sector into only three projects and, in
fact, the private sector hasrecently declined in the sector. The public
sector education system receives considerable help from development
partners and external funders.

Table continues next page

INDIVIDUAL SECTOR ANALYSIS FOR THE SECTOR SCAN 85



TABLE C.21 (CONTINUED)

Resilience and stability 15 3 Education boosts economic opportunities, which in turn lead to greater
resilience, but currently also has significant fiscalimpact due to its
large share in the government budget.

Environmental sustainability 10 3 Limited environmentalimpact.

Average - 3.3

TABLE C.22 FEASIBILITY: EDUCATION

DEMAND
2 2 Demand for education especially at tertiary level is low due to low qual-
ity products.
PRODUCTION FACTORS
Laborand skills 2 2 The quality of education system is low due to limited labor productivity
in the sector. Capital per workeris lowest in the sector.
Existing capabilities 2 2
Natural endowment and geography 3 3
KEY INPUTS
Energy 3 3 Obtaining electricity is very expensive. Internet and logistics infra-
structure are very low for this sector. Lowest levels of domestic credit
Transport 2 2 to the sectorand getting credit is moderately challenging.
Finance 2 2
Intermediate inputs 3 3
INSTITUTIONS
Regulatory barriers 4 4 Role of the private sectoris very limited and government provision of
) education dominates. More recently, private schools have seen a spate
Rule of Law and property rights 3 3 of shutdowns as public competition increases (Kanamugire 2017).
Market contestability 1 1
Macroeconomic and political 4 4
stability
Average 2.6 2.6
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Health

Rwanda’s expenditures on healthcare are higher than the regional average, at 7.5 percent of GDP, but are lower than the
world average of 1o percent (World Bank 2015). Financing for the health system comes from different sources: budget
transfers, mandatory insurance coverage, and donor contributions. Domestic spending comprises a majority of health
spending (62 percent) with funding from abroad plugging the gap (African Strategies for Health 2016). The government
is also the largest buyer of healthcare in the country and government expenditures are only slightly lower than out-of-
pocket health expenditures (Institute for Health Metrics and Evaluation 2016).

Standards of healthcare have risen in the recent past as evidenced by the steady growth in life expectancy from 48
years in 2000 to more than 67 in 2016 (World Bank 2016); and the role of the private sector in healthcare delivery in
Rwanda is still developing. While there is interest in supplementing government provision of healthcare with private
sector services, and there are several private entities such as labs that deliver health services, the overall number of
providers remains small (there is only one large public-private hospital in Kigali, King Faisal Hospital). Private health
insurance, in particular, is underutilized (Ministry of Health 2014).

The Ministry of Health is extending its work with the private sector on increasing private sector participation in
service provision (Ministry of Health 2017). Challenges include the ability to pay, insurance coverage for private facilities,
reimbursement policies, availability of staff, the cost of importing equipment, and other regulatory issues. It is unlikely
that the scope to scale up private sector investment in health will exist within a 3-to-5-year timeframe in Rwanda.

TABLE C.23 DEVELOPMENT IMPACT: HEALTH

Inclusion and jobs 25 4 Low level of directjobs as the sectoraccounts for less than 2 percent of
employment butits employment multiplier is relatively high, highlight-
ingits role as an indirect job creator (World Bank 2017f).

Economic growth 15 4 GDP multiplier relatively high although output is moderate. Mostly
indirect effects through contributions to the overall health and well-be-
ing of the populatian.

Competitiveness and productivity 25 4 Low value-added per worker but the health sector has significant
indirectimpact on productivity through the effects on labor productivity
in general.

Integration and connectivity 10 2 Very low levels of private sectar activity in the sectorand low FDI

inflows to only three projects. As the sector opens up and private sector
activity potentially expands, there may be opportunities for greater FDI
inflows.

Resilience and stability 15 3 The sector has moderate effects on resilience through its impact on
individuals'ability to manage health shocks.

Environmental sustainability 10 3 Limited impact on environment from medical waste and physical
infrastructure.

Average - 3.55
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TABLE C.24 FEASIBILITY: HEALTH

DEMAND

2 3 The marketsize for the sectoris very smallasitis dominated by the
public sector. However, efforts are being undertaken to expand the
private sector's role although progressis slow.

Laborand skills 2 2 Labor productivity growthis low in the sector and capital per worker
o . the lowest amang all other sectors. While local supplier quality is good,

Existing capabilities 2 2 thereare very few of them in the market.

Natural endowment and geography 2 2

KEY INPUTS

Energy 2 2 Thissectorrequires considerable energy resources like electricity,

whichis both difficult to access and has high costs. Logistics and

Transport 3 3 shipping are a particular challenge for the sector and unlikely to im-
. prove. Only moderate levels of finance are available to the sector.

Finance 3 3

Intermediate inputs 3 3

Regulatory barriers 4 4 Whileregulatory burdenis low, cost to start a business in the sector

) and profit tax are moderately high. Similarly, insolvency costs and rate
Rule of law and property rights 2 2 ofrecovery are the lowest in this sector. Competition is very low in the
Market contestability ) 3 sector,dolmlnated asitis by governmeln.ttf,er_vmesTh|55|tuqt|on may

change with a number of government initiatives focused on increasing

Macroeconomic and political 3 3 private sector participation in the sector, although success is unpre-
stability dictable.
Average 25 2.67

Retail and Wholesale Trade

The retail and wholesale trade dominate the services sector in Rwanda accounting for nearly 61 percent of enterprises
in the services sector (NISR 2018) and growth in the services sector is driven primarily by the retail and wholesale
trade. which grew by 19 percent in the last quarter of 2017 (KT Press 2018). As the result, the sector created the largest
number of new jobs between August 2016 and August 2017 (NISR 2017) although a 2.1 percent decrease has been
shown between August 2017 and February 2018 (NISR 2018) although it remains to be seen whether this downward
trend continues during the remainder of the year. In 2014, Rwanda was ranked as the top retail destination in Africa
(AT Kearney 2014).

In August 2017, the sector was the second-highest employment generator in the informal sector (19 percent) and the
largest source of employment for international migrants (almost 27 percent of whom are employed in the sector). Women
account for more than 48 percent of those employed in the sector. More than 86 percent of employment in the whole-
sale and retail sector is informal and 46 percent of the total employment in the sector is women in the informal sector.

However, the sector on the whole, remains underdeveloped compared with other emerging markets and there is limited
presence of international brands (Knight 2016). There was a large retail market for second-hand clothing in Rwanda,
although recent tariffs on imports of the same have exerted downward pressure on the market, which is believed to
have disappeared as a result of the ban (Steffen 2018).

The sector has low production capacity utilization and is the second highest user of domestic Rwandan raw mate-
rials; the sector also accounts for almost 50 percent of the informal enterprises and nearly 44 percent of employment
in informal sector (NISR 2018).
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TABLE C.25 DEVELOPMENT IMPACT: RETAIL AND WHOLESALE TRADE

Inclusion and jobs

25

The sectaraccounts forabout 17 percent of employment and almost 24
percent of urban employmentand 14 percent of rural employment. It
has relatively high indirect employment effects (World Bank 2017f).

GDP multiplier for the sector is moderately high and the sector has
shown highest rate of growth in the fourth quarter of 2017. The sector
remains primarily informaland local traders dominate the landscape.
The potential for growth is high as Rwanda's middle class grows and
urbanization expands.

The sector has among the lowest value added per worker. Itis also
constrained by challenges in energy and logistics.

The sectorrelies considerably on exportsand receives moderate
amounts of FDlinflows for 21 projects. Almost 11 percent of FDI is
channeled to this sector (BNR 2017a). There are some foreign retailers
in the country.

Asthe sectoraccounts for a considerable share of employment, it has
significantimpact on resilience; though the dominance of informal
employmentincreases vulnerability in the population.

Environmental sustainability

The sector has limited environmental impact but could drive more
sustainable practices inrelated sectars, especially through local
linkages.

Average

TABLE C.26 FEASIBILITY: RETAIL AND WHOLESALE TRADE

DEMAND

Demand for the sectoris expected to grow in tandem with the economic
growth of Rwanda, increasing urbanization and increasing incomes.
Conversely however, the sector also responds to overall downturns in
the economy.

Laborand skills
Existing capabilities

Natural endowment and geography

The sector hasa considerable role in the informal economy and labor
and skills are relatively easily available. Logistics remain a challenge
forthe sector (as for other sectorsin the economy).

Transport
Finance

Intermediate inputs

NPLs are high in the sector (Mwai 2017) which is likely to constrain
credit availability in the sector. FDl inflows may rise and imports may
fall as tariffs on secand-hand clothing come into effect.

Table continues next page
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TABLE C.26 (CONTINUED)

INSTITUTIONS

Regulatory barriers 3 3 Localtraders dominate the sectorand are mainly informal.
Barriersto entry are low and the sectoris highly sensitive to changesin

Rule of law and property rights 3 3 inflation.

Market contestability 3 3

Macroeconomic and political 3 3

stability

Average 2.41 2.67

Construction and Construction Materials

Construction is by far the largest contributor to industrial GDP in Rwanda, at more than 51 percent (NISR 2016b). The
construction sector accounted for majority of the industry growth, reporting 12.8 percent average annual growth in
2010—2015 (Business Sweden in Eastern Africa 2017), outpacing the average GDP growth rate in the same period. This
growth is driven by rapid urbanization—from 2010 to 2015, Rwanda had the highest urbanization rate in the world and
in Kigali alone the population is expected to rise to 3 million people by 2030, from 1 million in 2011 (Gardner 2017).

However, Rwanda is lagging on affordable housing, which is now a major priority for the government, as well as
IFC (on the demand side though FIB as well as the supply side through MAS). With the urbanization rate in Rwanda
expected to reach 35 percent by 2020, provision of affordable homes is a key element of the country’s development
strategy. Initiatives to increase investments in the real estate development are critical to help bring more houses onto
the market, particularly targeting the low-end market segment.

An EU study indicated that Kigali alone could face a housing deficit of 344,000 homes by 2020. At least 43,436
social houses and 186,163 affordable houses are required annually by 2022, reflecting 54 percent housing demand, per
the city master plan. Thus, the sector exhibits high desirability in terms of growth, backward linkages, and inclusion.

High cost of construction materials and low supply are a major obstacle to meeting demand. Cement prices in Rwanda
are higher than the continental average. CIMERWA is the only integrated cement producer in the country, catering to
domestic demand and engaged in exports. It is the only cement company in Rwanda that mines raw materials, produces
the clinker concentrate, packs and sells cement for general and civil construction. The government is actively seeing to
attract more cement makers to the sector.

There are some new initiatives to construct environmentally friendly housing materials, such as straw or brick, which
would be import-substituting and also have backward linkages to the agricultural sector. For these reasons, the team
sees high value added in this sector to complement both ongoing IFC and World Bank work, with additional value added
to play a role in connecting the different initiatives. Based on the CPSD deep dive and the GoR PSTA4 it is important
that the World Bank (Agriculture and FCI GPs) and IFC search for opportunities of synergy, advisory and investment.

With the new master plan and housing code, the construction sector in Rwanda is set to continue its recent boom.
International investors have taken notice—Business Sweden in Eastern Africa for example has cited construction in
Rwanda as a key opportunity for foreign investors.

The World Bank is starting a Housing Finance Project that aims to address the supply constraints of mortgage
financing as well as build up the institutions in Rwanda around long-term financing (for example, mortgage-backed
securities). However, there are currently no programs that are looking at the construction materials side of affordable
housing, or the construction services side. This offers opportunities for CPSD follow-up activities to complement ongoing
work and broaden engagement in a high value-added sector.

Housing finance is a considerable challenge in Rwanda and one that is a focus of considerable government initiative.
On the supply side, there is very little competition in the sector, dominated as it is by two large manufacturers who
nevertheless are unable to meet domestic demand. Imports are the mainstay of the construction materials sector, which
keeps prices high, compared to the rest of the region.
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Challenges to ensuring that more units for low and middle-income earners are delivered onto the market include
both supply side factors such as high cost of building supplies, cost of land, access to alternative construction materials,
small firm size/ capacity, market fragmentation (Kigali versus rest of the country) as well as demand side issues (access
to finance, affordable mortgage rates).

TABLE C.27 DEVELOPMENT IMPACT: CONSTRUCTION AND CONSTRUCTION MATERIALS

Inclusion and jobs 25 5 Thesector has experienced strong job growth which is expected to
continue. Itis the fifth largest employerin the country, with high indi-
rectimpact on jobs, and has a high share in consumption (World Bank
20171).

Economic growth 15 5 Construction has the second highest outputamong all other sectors
(superseded only by vegetables, fruits, and nuts) and has among the
highest GDP multipliers. Growth in the sector is expected to increase if
growth of sector (in response to demand for affordable housing) con-

tinues.

Competitiveness and productivity 25 5 Value added per worker is the highest in this sector (driven mostly by
the dwelling sub-sector). It also has a strong impact on the input costs
of other sectors.

Integration and connectivity 10 5 Thissectorreceives the majority of FDl inflows in the country and

creates among the highest jobs from.

Resilience and stability 15 4 Thisstrongimpact on the supply for affordable housing whichis a key
agenda item for the government and due to increasing urbanization in
the already dense country, a crucial aspect of overall resilience and
stability.

Environmental sustainability 10 3 Thesectorhassignificant directimpact on the environment which
needs to be managed responsibly and sustainably. This requires addi-
tionalinvestmentin developing environmental guidelines and imple-
mentation mechanisms that balance demand for housing with sustain-
ability.

Average - 4.65

TABLE C.28 FEASIBILITY: CONSTRUCTION AND CONSTRUCTION MATERIALS

DEMAND

4 5 Thereis high unmet demand for affordable housing which is likely to
increase with growing rate of urbanizationin the country. However,
there is very little competition in the sectorand itis dominated by two
large companies, which constrains its growth. With additional invest-
ments and potential new entrants into the sector, this is expected to

change.
PRODUCTION FACTORS
Laborand skills 4 5 Thereisanexistingand large pool of unskilled workers, a necessity for
o o the construction sector. However, capital per worker is low in the sector
Existing capabilities 3 4 raising concerns about underinvestment. This is expected to improve as

governmentincentives to attractinvestmentinto the sector bear fruit.
The sectaris water-intensive and due to low level of technology, not
particularly efficientin its usage of water resources.

Natural endowment and geography 3 3

Table continues next page
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TABLE C.28 (CONTINUED)

KEY INPUTS
Energy 3 4 Energyisessentialto thisindustry and high cost of energy combined
with its uneven provision raises overall costs. However, public invest-
Transport 4 5 mentsandan energy reform program are expected toimprove the
i 4 5 situation. Mostinputs have to be imported which raises costsin the
inance sector. This dependency also necessitates a high level of physical
Intermediate inputs 4 5 connectivity which would help bring down costs of inputs.
INSTITUTIONS
Regulatory barriers 5 5 Low levelof regulatory barriers albeit with relatively high costs for
) contract enforcement. However, reforms are underway to improve
Rule of law and property rights 4 4 enforcementand are expected to yield positive outcomes. Competition
- inthe sectoris also expected toincrease as efforts to bring in more
Market contestability 2 4 : PR
playersyield results. Stable macroeconomic situation expected to
Macroeconomic and political 5 5 continue.
stability
Average 3.8 4.5
* *
Agribusiness

Agriculture is the largest employer in the country. It provides employment to 70 percent of the labor force and contributes
one-third of the GDP. According to the Rwanda Development Board, the sector also generates more than 50 percent
of the export revenue. The largest exports are coffee and black tea. Sectors that offer additional opportunities include
Irish potato, cassava, horticulture, banana, and dried beans.

Given the importance of agribusiness in the Rwandan economy and its dominance in the labor force, there is a
strong foundation to build upon and significant opportunities for further growth and value-addition. While some of
these have been studied prior (coffee, tea), others (horticulture, bananas, potatoes) have only recently received attention.
Agribusiness has a deep dive sector has also received strong support from colleagues across the World Bank Group and
is an IFC strategic priority.

The government has set ambitious targets for the sector, aiming to increase exports from 19.2 percent to 28 percent
annually. Public investments in the agriculture sector were higher than 10 percent between 2008 and 2016.

While Rwanda’s growth in agribusiness has focused largely on commodities like maize and wheat to date, some of
the other higher value-added sectors are starting to show potential. Major constraints include access to quality raw
material, inadequate farming techniques, skills shortages, a weak domestic market, small farm size, low quality inputs,
and access to markets. Many of these constraints have potential to be addressed within the short-term.

Moreover, crop yields are still recovering from the 2016 drought, with increase in production volumes of tubers,
roots, and fruits but decrease in those of cereals, pulses, and bananas (World Bank 2017d). Postharvest losses are high as
storage and warehousing facilities are inadequate. Skills shortages, especially in the categories of agronomists, logistics
and quality managers are challenging to fill (RDB 2o12).
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TABLE C.28 DEVELOPMENT IMPACT: AGRIBUSINESS

Inclusion and jobs 25 4 Thesectoralready employs a majority of the labor force and has a large
directimpact on jobs; italso has the highest employment multiplier
effect. However, at present, value added per warker is on the low side,
reflecting the underdevelopment of the sector (World Bank 2017f).
With its diversification into high value-added activities, there isa
significant opportunity to enhance indirect employmentand value-add-
edimpact.

Economic growth 15 5 Thesectorhasahigh positive contribution to GDP through indirect and
direct effects, and in fact outperforms all other sectors, with an aver-
age GDP multiplier higher than 2 for agriculture and forestry and
average GDP multiplier 1.8 for food and beverages.

Competitiveness and productivity 25 5 Presently, low value added in the sectoris a challenge, where agricul-
ture and forestry have the lowest VA per worker among all other sec-
tors. Forward linkages are also weak with 5 percent price increase in
the sector, would increase input costs for other sectors by $2 million.
This highlights a dearth of value-added activities which may be
achieved by increased investment.

Integration and connectivity 10 5 Thesectorisamajor contributor to exports, albeit mastly primary
exportsi.e. coffee and tea. Moreover, increased value addition would
require greater connectivity e.g. for transportation of raw materials to
market and greater regional integration for exports of processed
agricultural products.

Resilience and stability 15 4 Thesectorishighinnaturalresource dependency as exports tend to be
low value-added. This offers a significant opportunity. It would also
lead to less export product and market concentration.

Environmental sustainability 10 2 Thedevelopment of agribusiness can negatively affect the environment
(deforestation and overuse of water resources), which needs to be
carefully monitored/mitigated.

Average - 4.3
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TABLE C.29 FEASIBILITY: AGRIBUSINESS

DEMAND

Demand expected torise asaresult of econamic growth and increase in
urbanization. In addition, exports in the export are also on the uptick.

Laborand skills

Existing capabilities

Natural endowment and geography

The sectoris the largest employerin the country and will continue to
remain significant. However, skill gaps remain—with technically profi-
cientroles like agronomists relatively harder to fill. Rwanda is a land
scarce country and growing urbanization is further encroaching on
arable land, which may affect output in the absence of increased use of
yield-enhancing technolagies.

Transport
Finance

Intermediate inputs

Energy and transportare growing with increased publicinvestmentin
the sectorsand an energy sector reform program. The financial sector
growth has slowed down as credit has shrunk. Similarly, access to high
quality agriculturalinputsis challenging, although expected to improve
under the new inputs distribution model.

Regulatory barriers
Rule of law and property rights
Market contestability

Macroeconomic and political
stability

The market is somewhat concentrated, with investments in the sector
allocated to a small number of companies. Land rights are fairly clearly
delineated with the Land Tenure Reform Program of 2004 resulting the
registration of nearly all land. Settlement of disputed land claims
continue and will help in greater use of land as collateral and therefore
investments in agriculture. Stable macroeconomic situation expected
to continue.

Average

3.3
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TABLED.1 SUMMARY OF POTENTIAL FOR DEVELOPMENT IMPACT BENCHMARKING FOR RWANDA

Finance and insurance

Mining

Energy

Water and sanitation

Transport

ICTinfrastructure

ICT services

Agribusiness

Light manufacturing

Other manufacturing

3
3
3
3
3
8
3
3

Wholesale and retail trade

Construction and real estate

Tourism

Education

Health

Source: Rwanda CPSD team.
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TABLED.2 SUMMARY OF CONSTRAINTS BENCHMARKING FOR RWANDA, CURRENT CONDITIONS

Finance and insurance 3 3

Mining

3 3
Water and sanitation 3
Transport
ICTinfrastructure
ICT services
3 3

Agribusiness

3

Light manufacturing

Tourism 3

3 3 3
Other manufacturing
Wholesale and retail trade
Estr;iguctlon and real 3 3

3 3 3

Education 3
Health

Source: Rwanda CPSD team.
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TABLED.3 SUMMARY OF CONSTRAINTS BENCHMARKING FOR RWANDA, CONDITIONS AFTER 5 YEARS OF REFORM

Finance and insurance 3 3

Mining

Energy

Water and sanitation

Transport 3

ICT infrastructure

ICT services

Agribusiness

Light manufacturing 3 3 3 3 3
Other manufacturing 3 3 3 3 3
Wholesale and retail trade 3 3 3 3 3

Construction and real
estate

Tourism

Education

Health

Source: Rwanda CPSD team.



APPENDIX E

METHODOLOGY FOR AFFORDABLE HOUSING COST
BENCHMARKING

CAHPF’s 2015 study Benchmarking Housing Costs in Fifteen Countries in Africa develops and implements a consistent
methodology for specifying, detailing, and costing a standardized house on a uniform basis in two cities across fifteen
African countries. The pilot housing cost benchmarking study defines a “standard house” that is acceptable to and can
be compared across divergent cultures, geographies, and climates, breaks this down into its component parts, ensures
that costing is consistent and comparable across English, French, and Portuguese-speaking countries and different
quantity surveying and costing conventions.

A basic, generic house was designed that is viewed as acceptable across Africa. This 46 meters squared house with
a 9 meters squared balcony, built on a 120 meters squared stand was broken down into a detailed yet standard Bill of
Quantities (BoQ), covering nearly 400 cost items: land, services, construction materials, labor, profit and financing
costs. This BoQ was sent to qualified quantity surveyors identified in each country and was costed based on prevailing
in-country costs for a notional 20-unit development in the capital city and a secondary city. This costing information
has been collated, checked, consolidated, and analyzed.

CAHEF has an extensive database of the elemental costs of a standardized house in thirty cities across fifteen countries.
We can compare the total cost of building to completion this standard house across countries and cities; break this cost
down into broad categories (land, infrastructure, construction, other costs) or sub-categories (foundations, walls, roof,
finishes); or separate costs into component costs (labor vs materials, cost of cement, or timber, or steel). Finally, we have
categorized the input costs according to their Standard Industry Classifications, so that we know what economic sectors
are stimulated, and to what extent, by the construction of this generic house. Most importantly, we can compare these
things—categories, components, inputs, products, sectors—across cities and countries and economic sectors.

This study shows that the dollarized cost of building this generic house varies by over roo percent among the
included African cities, and even varies between cities in the same country. More importantly, the analysis is able to
demonstrate where these cost differences are in the cost composition of the house. Major differences are indicated in
between countries and cities in almost all elements, including land, services, construction materials and labor costs.
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APPENDIX F

INTERMEDIATE INPUT COSTS FOR AFFORDABLE HOUSING
COST BENCHMARKING

TABLE F.1 COMPARISON OF INTERMEDIATE INPUT COSTS FROM THE PRIMARY ECONOMIC SECTOR

Building sand 86 3 66 3
L. ConcrEte 5 and .................................................................................. 95 ................ 3 .................. 72 ................ 3 ......
19mm5t0ne ................................................................................... ]78 ................ 4 .................. 86 ................ 4 ......
WaShEdplastersand2457 ................. 173 ................ 7 ......
Total 604 17 397 17

Source: CAHF 2018.
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TABLEF.2 COMPARISON OF INTERMEDIATE INPUT COSTS FROM THE SECONDARY ECONOMIC SECTOR

Cement 50kg sack 178 28 309 28
Cementblocks,bricks  item w3 s s96 50
Mlowanceformasonrysundries — item o . s 1
*Mild teeland high tensile strength bar einforcementinfounda-  ton X I o w0

tions
Pressed steelrebated frame for doorsize 813mmx2092mm  no. nso 5 w5
Steelwindowsand fittings, size 500mm x600mm om0, I s 1
Alroofconstructionmaterials-timber —~— m2 50 55 2 55
Roof construction materialssundries  dtem 14 T 1
Creosote/carbolineun-based timber preservative  lter - 2 o i 1
Floortilesandsundies om W 55 o 55
CExternaldoors-timber oo o 2 % 2
nternaldoors-timber oo o ;3 w3
Timberskirtingsand fiings ~om no v oo o
Suplywindowglass  item e o 2 9
Kichenunits dtem w o . oy 1
Mimaterialsforelectricalnstaliation~—~~~~ item o o w4 1
Lightfittings,includingglobes ~~~~ item B3 7 v 7
Materials for plumbing and drainage (includessanitary fittings,  item TR . s 1

taps, and so on)
Flusmmmno ................... 73 ................ 1195 ................ o
Wash hand basin (includes fixing brackets, waste outlet, plugand ~ no. o5 . o 1

chain, S-trap, connector hoses, and taps)

Allowance for paintand timber preservatives (for walls, ceilings, m?2 525 55 649 55
doors, windows, skirtings, and so on)

Total 4774 780 8009 780

Source: CAHF (2018).
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TABLE G.1 SOES INSECTORS

Enabling sectors—critical to stimulate employment and growth in all other sectors of the economy

FINANCE AND INSURANCE
e s s
e o
1
RIS, s o
B o o
e e T o
et e
B o
0
e s L
e o
g o
B e e eee e eee
e s
i o
Operationofairtransportation infrastructure o
oo o
e o
e L o

Table continues next page
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TABLE G.1 (CONTINUED)

AGRIBUSINESS

Agriculturalinputs @
TOURISM

Accommodation and restaurants; Hospitality [ ) @
MANUFACTURING

Manufacture of basic metals . .

CONSTRUCTION AND REAL ESTATE

Processing zones o
Housng ® o o
Constructionandengineering ® o
PropertyManagement, officerenting o o

Wholesale .
Retailtrade

Education .
Health o
Water and sanitation .

Source: OECD-World Bank Group PMR questionnaire, Horizon and Crystal Venture webpages, and news. Prepared by Markets and Competition Policy Team, MTI.
Note: ® = Horizon Group, associated with Defense Force.



Notes

1. SOEs are enterprises that are fully or partially owned by the Government of Rwanda in order to undertake economic activities, including
public-private investment groups in which government has invested along with private investors. Rwanda has recently implemented reform
efforts, where the Rwanda Defense Forces’ holdings were transferred to MINECOFIN.

2. Many of the SOEs identified in the pay-as-you-earn administrative data are public entities such as hospitals and schools. The data do
not identify all firms where government has partial ownership.

3. Tariffs for large industries were reduced by 3.6 per cent, from FRW 83 ($0.096) per kWh to FRW 80 ($0.092) per kWh. The tariffs
for medium industries dropped to FRW 87 ($o0.101) from FRW 90 ($0.104) per kWh. The tariffs for small industries fell from FRW 126
($0.146) to FRW 110 ($0.127).

4. The report used the most up to date data available when undertaking the empirical analysis.

5. The least mentioned reason is lack of skilled workers (10.5 percent). Other reasons included unreliable supply of power (24 percent),
lack of necessary specialized technology, machinery or spare parts (22 percent), bottlenecks on the production line (13.4 percent), labor
market regulations (14.2 percent), and old equipment (17.3 percent).

6. BCC and RDB: Accelerating private sector led economic development in Rwanda.

7. Rwanda’s external account deteriorated in 2013-16 but has since improved. This was a result of externally financed government
investments and weak commodity prices.

8. More than half of companies cited access to national markets as a key reason to invest in Africa in a recent survey of potential investors
undertaken by the World Bank.

9. This includes credit to the entire enterprise sector, including private firms and SOEs.

10. 1PL refers to a first party logistic model, where the manufacturer or the industrial actor does not outsource transport and logistic
activities to third parties. 2PL refers to a second party logistic model (2PL), where the manufacturer hires a carrier or warehouse manager
as a subcontractor for the operational execution of a clearly defined transport or logistic task, and the organization and follow-up remain
the responsibility of the manufacturer.

11. Of Rwanda’s total connections 2G accounts for 77.98 percent, 3G connections accounts for 15.81 percent, while 4G connections are
low at 6.21 percent of the total connections.

12. Refer Law_No_62_2018_of_25_08_2018 Governing Public Procurement.

13. In particular: diversified tourism, high-value information technology and technical services industry, business and finance services,
logistics and aviation (airline, airport, drones, ports), agriprocessing (advanced food industry, technology-intensive agriculture with a com-
mercial focus), scientific and technological innovations (nanotechnology and biotechnology), construction industry (housing, local materials
development and expansion), extractive industry (mining, oil and gas) with a focus on value addition.

14. This includes agriprocessing, light manufacturing, construction materials, horticulture, knowledge-based services, tourism, logistics,
and transport.

15. The government has also created a National Industrial Policy, a Domestic Market Recapturing Strategy, and a National Export
Strategy, among other programs, to drive industrial development in accordance with the country’s long-term economic development goals.

16. The sector scan is based on IFC’s sectoral classification, adapted to the context of Rwanda (see appendix B).
17. See methodology note (World Bank 2017g).

18. The quantitative input for scoring the development impact categories included data on output, growth, jobs, value added per worker,
exports, investment flows, consumption, among others. The quantitative input for scoring the feasibility categories were measured with
a benchmarking exercise to help assess the severity of cross-cutting constraints on each of Rwanda’s productive sectors. This analysis is
based on the historical performance of more than 7,000 IFC projects across the world and the Trade and Competitiveness 360 database on
cross-cutting constraints.

19. The cross-cutting constraints for SMEs are probably more numerous and binding than illustrated by the benchmarking as by nature
IFC-supported investments are larger in size.

20. “The Principles for Responsible Agricultural Investment (PRAI),” United Nations Conference on Trade and Development. http://
unctad.org/en/Pages/DIAE/G-20/PRAlLaspx.

21. The team selected these five subsectors through discussion with IFC and World Bank sector colleagues, including: tea, coffee, cassava,
horticulture, and sugar. These products were selected based on a mix of prospective competitiveness, investment opportunity, import sub-
stitution, and export/global market access. Irish potatoes, dried beans, and bananas were also considered. The selection is not meant to be
comprehensive, and other subsectors may also present opportunity for Rwandan agribusiness, such as livestock.

22. The World Bank has recently been engaged through investment programs, including a Program for Results to support implementation
of the fourth Strategy Plan for Agriculture Transformation (see appendix A). These programs start from the premise that the government
will be a market enabler and proactively encourage and support the role of the private sector in development through investment.

23. The packaging ban is also a cross-cutting constraint for competitiveness in the domestic market that competes with imported inputs.
This is important in the context of “Made in Rwanda,” which identifies sectors based on potential for import substitution.

24. Rwanda is included in the Enabling the Business of Agriculture project, which at the time of this study was undertaking data collection
and benchmarking policies across multiple thematic areas. The data was not yet available for inclusion in the report.

25. A coffee bean is a seed of the coffee plant and the source for coffee. It is the pit inside the red or purple fruit often referred to as a cherry.

26. Generally, there is more value in processed goods.
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27. Sugar was selected as a deep-dive subsector at the request of IFC.
28. The opportunity costs of investment were not considered in the deep dive analysis.

29. Informal Settlements/Inadequate housing includes: Unplanned clustered rural housing, Isolated rural housing, Agglomeration and
Unplanned urban housing.

30. The direct contribution includes the initial impact of economic value-added directly during the construction and rental of houses com-
bined with the first-round impact generated from the intermediate inputs required to construct or rent accommodation. It does not consider
the more difficult to calculate indirect impact (arising from purchases from upstream suppliers in those suppliers’ specific value chains), or
the induced impact (arising from housing in the economy).

31. While the purpose of the exercise is to benchmark housing costs based on a standardized typology, design and specification, the study
recognizes that internal costing methodologies based on a different density, volume, local material and incentives packages could come up
with different outcomes. In addition, the “standard house” used in the cost benchmarking exercise is not intended to be representative of
a typical dwelling in the affordable segment of the market in Rwanda. Instead, it is based on uniformity across regional markets to ensure
cost comparison.

32. For the purpose of this study, costs assumed for land and services in Rwanda were exclusive of government subsidy contributions.
33. Products include cement, ceramics (glazed and unglazed), wood and wood products, paints, and bitumen.

34. The Prime Minister’s Instructions (PMI) encourage high-density development as the name of the legislation shows (Determining the
Conditions and Procedures for Obtaining Government Support for Affordable and High-Density Housing Projects), though the main incentive
is the provision of serviced land. It is understood that the PMI does not provide more sophisticated incentives such as density bonus and fee
waivers, nor mention the required percent of affordable housing.

35. The property tax is applied for second owned houses so affordable housing owners are automatically waived. It is understood that
the property tax has changed so that instead of exempting an ‘affordable’ threshold, the first home is totally exempt, but all others taxed
without a zero band. The implications cold be that low income citizens absorb the costs (tax) through rents paid, while those in higher
income brackets could be exempt.

36. Additional analysis is needed on the use of subsidies and other incentives in the sector. It is recommended to review in full the incentive
framework for affordable housing, including fiscal incentives to promote the supply of affordable housing development. From there, specific
recommendations can be made.

37. Higher-density refers to multi-story construction (such as double story development); higher-density semi-detached or row housing;
medium-density four or five story “walk-up” apartments; high-rise apartments (5+ stories); and “backyard tenements, rooms and cottages,”
aimed to serve smaller households of one to three people.

38. In terms of financing these initiatives, infrastructure bonds have recently been issued by the GoR and PPPs offer another way to chan-
nel private sector investment into infrastructure development. In 2018, the GoR signed a $20 million agreement with the Organization of
Petroleum Exporting Countries’ Fund for International Development for the provision of clean water and sanitation (Tumwebaze 2018).
Power access rate is at 41 percent, with wide urban-rural divide; the rate is a mere 9 percent in rural areas and 72 percent in urban areas
(USAID 2018). The target is to achieve universal access by 2024 (with 52 percent on-grid and 48 percent off-grid access). A major challenge
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