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What ‘premature deindustrialization ’ means 

Sense 1  ·  Premature in INCOME

Deindustrialization begins at a much lower level of GDP per capita than it 
did for early industrializers. Western European economies turned down 
at roughly $10,000–$14,000 (1990 international dollars).
The literature places the modern turning point at about $8,000–$9,000, 

and for many low-income countries far below that.

Implication: countries run out of industrialization runway before they are 
rich.

Sense 2  ·  Premature in LEVEL

The peak itself is lower. Peak manufacturing employment shares of 30–
45% in the early industrializers have given way to expected maxima of 
roughly 13–15% for a typical developing economy today.

Implication: even at its best, manufacturing will absorb a far smaller 
fraction of the labour force than it did in Britain, Germany or Korea.

• If the problem is premature in income (Sense 1), the policy question is how to extend the runway — competitiveness, costs, market access 
— and the target share is still in principle attainable. 

• If the problem is premature in level (Sense 2), the ceiling itself has fallen and no feasible policy delivers a 20% manufacturing share; the 
right response is to maximise the quality of a structurally smaller sector and to find the absorptive capacity elsewhere. *Finding 
Superstars*

Sources: Rodrik (2016), Journal of Economic Growth 21(1);
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Methodological Note

• Kenyan manufacturing grew 3.20% a year, 2005-2025. GDP grew 4.70%. The 
gap was negative in every single year. There was no catch-up phase

• Create an Identity: Hold the 2005 manufacturing share of real GDP constant 
and the forgone value added falls out arithmetically. No model, no estimation, 
no priors.

• The gross gap overstates the loss. Netting out what the same labour would 
have produced elsewhere cuts it from KSh 462bn to KSh 318bn a year. 

• 5 views of one loss. Output, formal jobs, tax revenue, foreign exchange, and 
forgone productivity convergence. 
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Manufacturing value added as a share of real GDP, constant 2016 prices
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Actual Counterfactual: 2005 share held
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Manufacturing share of real GDP, 2005
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Manufacturing share of real GDP, 2025

-2.63pp

Two-decade decline, in constant prices

Source: World Bank WDI, NV.IND.MANF.KN / NY.GDP.MKTP.KN, vintage 13 July 2026; 2021-2025 reconcile with KNBS Economic 
Survey 2026, Tables 2.13 and 10.1.

Establishing the Baseline
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Roughly a quarter of the headline decline is a price effect
Manufacturing share of GDP: current prices versus constant 2016 prices
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23%
of the headline decline in the manufacturing 
share is a fall in manufacturing's relative price, 
not lost real volume.

“The usual measures of deindustrialization confound changes in 
real output with changes in relative prices.”  — Rodrik, Premature 
Deindustrialization, JEG 2016

Current-price share: WDI NV.IND.MANF.ZS. Constant-price share: NV.IND.MANF.KN / NY.GDP.MKTP.KN.
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Why Premature: Peaking lower, and very much poorer
Peak manufacturing employment share against GDP per capita at the peak, Rodrik-style benchmarking
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1/8
of Britain's income per head at the 
point of peak industrialization — and 
one-third of its manufacturing 
intensity.

Early industrializers averaged 36.5% of 
employment at $10,375.

Premature deindustrializers averaged 15.6% at 
$4,120.

Kenya: 13.5% at $1,300.

Kenya's entry is an author estimate consistent with KNBS employment data; all others follow Rodrik (2016), 'Premature Deindustrialization', Journal of 
Economic Growth 21(1).
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Kenya's fall is the largest in the regional sample
Change in manufacturing value added as a share of GDP, 2010-2023, percentage points
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Viet Nam, from a 2010 share close 
to Kenya's.

-4.2pp
Kenya. The largest fall in the sub-
Saharan sample.

Source: World Bank WDI, manufacturing value added as % of GDP, current prices. Kenya's 2023 value on this basis is 7.6%.
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What twenty years of falling behind cost
Cumulative forgone manufacturing value added, 2006-2025, restated at 2025 prices

KSh 3.28 trillion US$ 25.4bn

at the 2025 average rate

KSh 61,539

per Kenyan, or US$476 a head
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KSh 462bn forgone in 2025 alone

2.63% of 2025 GDP, in that single year

2.6x the whole of 2025 
manufacturing value added

cumulative forgone manufacturing value added, 2006-2025, at 2025 prices
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Gross	gap	is	not	net	loss

G R O S S  G A P

KSh	462bn
a year

All forgone manufacturing value added, 
treated as if it were pure addition to GDP.

→

R E A L L O C A T I O N  F A C T O R

× 0.69

1 − (agriculture relative productivity 0.42 / 
manufacturing relative productivity 1.35). 
McMillan-Rodrik logic.

→

N E T  L O S S

KSh	318bn
a year, 1.81% of GDP

The genuine addition to GDP. Cumulative 
2006-2025: KSh 2.26 trillion.

Method: McMillan & Rodrik (2011), NBER WP 17143. Sectoral relative productivities are Kenyan, 2025. If the marginal worker comes from services rather than agriculture, the net figure is smaller still.
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The loss is in the composition, not the count
Kenya did not stop creating jobs. It stopped creating formal, taxable, exporting, productivity-converging jobs.

18.6%
of Kenyan employment is in manufacturing

7.1%
of value added comes from manufacturing

9.3 : 1
informal to formal manufacturing workers

87%
of the 822,100 net new jobs in 2025 were 
informal

V a l u e  a d d e d  p e r  w o r k e r ,  2 0 2 5

Formal manufacturing worker

KSh 3,222,000

All manufacturing workers

KSh 312,000

A factor of ten between the formal manufacturing job and the 
average manufacturing job.

Manufacturing still absorbs labour — it absorbs it into informality. 

Deindustrialization in Kenya has not been a jobs collapse; it has been the informalization of the jobs that remain.

Source: KNBS Economic Survey 2026, Tables 3.2 and 10.1, and informal-sector tables. Compare Diao, Ellis, McMillan & Rodrik (2021), 'Africa's Manufacturing Puzzle', NBER WP 28344.
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More	volume,	less	value
Foreign exchange forgone, and the terms on which Kenya is now selling what it does make

KSh	127bn
of additional manufactured exports in 2025 — about US$982 million, or 
7.7% of the merchandise trade deficit, at manufacturing's actual export 
intensity of 27.5%.

KSh	1.65tn merchandise trade deficit, 2025 — 9.4% of 
GDP

40.4% of imports covered by exports

T H E  T E R M S  A R E  G E T T I N G  W O R S E

−24.5% Manufactured-goods export price index, 2023 to 
2025 (183.9 → 138.8)

+27.6% AGOA apparel volume in 2025, to 148.0m pieces 
— while value fell 4.1%

−24.9% Implied collapse in AGOA apparel unit value, 
2024 to 2025

87th Kenya's world rank on the Economic Complexity 
Index; all five top exports are primary

Selling more, for less: the signature of a value chain that has stopped moving 
upward.

Source: KNBS Economic Survey 2026, external trade and EPZ/AGOA tables; Observatory of Economic Complexity (ECI rank, 2022).
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What does this mean for Policy
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Kenya’s Mfg illness: Income and Level
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What does this mean for Policy?.....1/

• Fix Gap in Productivity between Formal and informal workers

• Real Mfg growth should be higher than annual GDP

• Formalize Manufacturing sector

• FDI: Tech, tools

• Human Capital Development.. Skill levels. 

• Find mass manufacturing Jobs
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Dealing with Productivity Gap
• Productivity Diagnostic

• Committee in Parliament.

• Industrial Policy that is performance linked

• Export Promotion

• Skills.. Vocational
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Conclusions
• Efficient Public Goods provision matter

• Openness of Economy (FX, FDI, Tariffs)

• Discipline Incentives (Issue of Laggards)

• Vision 2060 should focus on fixing productivity gaps

• Finding *Superstars* 
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Sources and data

Primary data

• KNBS, Economic Survey 2026 — Tables 2.13 (GDP), 3.2 (wage employment), 6.19 (exchange rates), 10.1–10.4 
(manufacturing accounts and quantum indices), external trade and informal-sector tables.

• World Bank, World Development Indicators, vintage 13 July 2026 — NY.GDP.MKTP.KN, NY.GDP.MKTP.CN, 
NV.IND.MANF.KN, NV.IND.MANF.ZS, TX.VAL.MANF.ZS.UN.

• Kenya Revenue Authority, annual revenue report, July 2026 — total collections KSh 2.844trn; manufacturing the 
largest single sector at KSh 462bn (16.2%).

• Rodrik (2013), 'Unconditional Convergence in Manufacturing', QJE 128(1): 165–204 — the 2.9%/yr convergence 
rate.

• Rodrik (2016), 'Premature Deindustrialization', Journal of Economic Growth 21(1): 1–33 — the peak analysis and 
the price/volume distinction.

• Moretti (2010), 'Local Multipliers', AER 100(2): 373–77 — 1.6 local service jobs per manufacturing job.
• Verdoorn (1949); Kaldor (1966) — the 0.45 productivity-output elasticity. Wells & Thirlwall (2003) for the African 

cross-section.
• McMillan & Rodrik (2011), NBER WP 17143 — the reallocation decomposition behind channel 2.
• Diao, Ellis, McMillan & Rodrik (2021), NBER WP 28344 — the African manufacturing dichotomy behind the 

informality result.
• Nayyar, Hallward-Driemeier & Davies (2021), At Your Service?, World Bank — the services-led counterargument.
• Mendez-Parra (2022), AERC WP GSYE-002 — Leontief multipliers from the IFPRI 2013 Kenya SAM.
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