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1. Introduction 

Norfund’s investments focus on four key areas, including scalable enterprises in agribusiness and 
manufacturing. Within this sector, all investments are located in Africa.  

More than half of Sub-Saharan Africa’s population works in agriculture, yet the continent struggles with 
food insecurity due to inefficient value chains and reliance on imports. Norfund’s investments in the 
agribusiness value chain aim to boost productivity, retain more value locally, connect smallholder 
farmers to markets, and promote job creation, local processing, and industrialization, contributing to 
food security and economic growth. 

In manufacturing, Norfund invests in companies producing goods like clothing and cement, aiming to 
scale businesses and foster the growth of larger companies to drive job creation and retain more 
production within Africa. 

This document outlines our Theory of Change for agribusiness and manufacturing, explaining the 
rationale behind these investments, relevant literature, and the assumptions and impact risks 
considered. 
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2. The Theory of Change framework   
 

 

Based on literature and current knowledge of agribusiness and manufacturing Norfund has developed a 

Theory of Change (ToC) for how change happens through our investments. The ToC consists of a 

framework of input, output, short- and medium-term outcomes and impact goals, as described in box 1.  

The input is what Norfund provides as an investor, while the output is generally monitored during annual 

reporting. The outcomes are generally measured through case studies and other in-depth analysis on a 

case-to-case basis. The expected long-term outcomes and impacts are demonstrated through literature.  

The elements visualized in the ToC are the key aspects of change, based on literature and knowledge of 

the sector. However, we do not state that these happen in all cases. Central to being able to move from 

input and through the steps, all the way to the final impact goals are the assumptions we have outlined 

in section 6 of this document. If these assumptions do not hold, some, or all, of the steps in the ToC 

might not be realized.  

 

 

 

Box 1: Theory of change concept 

A theory of change is a framework that outlines how and why a desired change is expected to 

happen in a particular context. 

The theory starts with a clear problem statement, identifying the specific issue or challenge that 

needs to be addressed. Inputs are then detailed, which include the resources, activities, and 

interventions necessary to tackle the problem, that Norfund is providing. These inputs might 

consist of funding, staff, partnerships, and specific actions or programs designed to drive change. 

The theory of change then maps out the logical sequence leading from inputs to outputs, 

outcomes in the short and longer term, and finally, the desired impact. Outputs are the direct 

results of the activities and inputs, such as the increase in staff or payment of taxes and fees.  

Outcomes refer to the short- and medium-term changes that result from these outputs, such as 

expansion of firms or establishment of new firms and increased household consumption and 

resilience. Finally, the impact is the long-term, sustained change that the theory aims to achieve, 

such as job creation, economic growth and improved living standards.  

This pathway is mapped out in a theory of change, and helps organizations and stakeholders 

understand the process of change, measure progress, and refine strategies to ensure the desired 

impact is achieved. 
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The theory of change for Agribusiness and Manufacturing  

 

 

3. The hypothesis of change  
This part of the document explains how our investments and associated input in agribusiness and 

manufacturing translate through to outputs, outcomes and in the end the desired impacts.  

3.1 Input  
Norfund provides capital (equity, debt or funds) to existing enterprises. This helps to finance investment 

requirements associated with growth strategies. We also wish to mobilize private capital into the 

businesses. Norfund often takes an active ownership approach to ensure value creation and to assist 

scale up of the companies and support the company on various aspects of its growth strategy. This is also 

done through the offer of strong financial and corporate expertise when we are active owners. In 

addition, we offer tailored business support programs, to assist the business if gaps are identified. Such 

programs could include upskilling of employees or testing of new types of products in the market. In this 

way we assist the businesses to identify both risks and identify and explore opportunities for further 

growth. Finally, Norfund provides advice and requirements to ensure environmental and social risks are 

properly identified and mitigated.  

3.2 Output 
After the investment agreement is reached, the capital is used to expand the company – either through 

natural growth or M&A strategy. Requirements from Norfund ensure that improved systems are in place, 
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and we actively seek to strengthen investees’ performance related to environmental, social and 

governance structures and avoid adverse environmental and social impacts1.  

This, together with the investment itself, should lead to improved productivity and efficiency, resulting in 

improved financial results and facilitating formal job creation in the company. Through compliance with 

IFC performance standards and Norfund’s environmental and social sustainability policy we aim to create 

decent work opportunities and responsible production practices2.  

Several of the businesses we invest in within the agribusiness and manufacturing segments are 

businesses that rely heavily on manual labor. In some cases, our investment is used by the company to 

purchase or upgrade machinery, making production more efficient. In this case, employment might 

decrease in the short term because of our investment. Considering development in the long run, this is a 

desired development, as it increases the productivity of the firm, allowing them to pay higher wages and 

benefits to its remaining employees. When this development occurs, it means that we contribute also to 

creating quality employment opportunities3. 

As the company can expand operations, other direct effects include increased demand for supplies, and 

increased payment of taxes and fees to the government, as a result of increased profitability. For 

businesses in the agribusiness value chain, we expect to see an increase in the number of associated 

farmers supported.  

3.3 Short- and medium-term outcomes 
In the short term, as companies in the manufacturing and agribusiness value chains grow, their demand 

for supplies increases. This expansion increases production across the value chain, leading to higher tax 

and fee payments from these firms. As the businesses scale up, they also require more labour, 

contributing to job creation within the sector. 

A positive spillover effect has also been observed: the development of a skilled workforce in one 

company benefits others, as employees transfer expertise and best practices across firms, strengthening 

the overall industry. 

Investments in modern farming technologies further enhance efficiency and agricultural yields, 

increasing the supply of food to local markets and improving competitiveness in export markets. 

In the medium term, improvements in manufacturing capacity and product quality drive 

industrialization, resulting in a greater supply of high-quality goods at lower prices. Within the 

agribusiness value chain, the expansion of companies and their production capacity increases the 

availability of food products, contributing to greater food security. 

Additionally, investments in agribusiness and manufacturing can help slow rural-urban migration by 

creating more economic opportunities in rural areas. 

 
1 Read more about this work in our Policy for Environmental and Social Sustainability  
2 This refers to the compliance with human rights, ILO declaration on Fundamental Principles and Rights at Work and consideration of working 

conditions, such as terms of employment (including wages), and employee access to grievance mechanisms. 

3 There are several definitions of “quality employment”. Considering the OECD framework for quality jobs, there are three dimensions to the 
quality of employment that should be assessed. These include the earnings quality, labor market security and the quality of the working 
environment (OECD, 2015).  

https://www.norfund.no/wp-content/uploads/2024/06/Policy-for-Environmental-and-Social-Sustainability.pdf
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3.4 Impact  
In the long run the increased productivity, industrialisation and formal job creation affects the rest of the 

economy, leading to reduced poverty levels, economic growth and further job creation.  

The mentioned effects in this document are not an exhaustive list of potential effects from increasing 

investments in agribusiness and manufacturing in Africa.  

 

4. Rationale for investment   
This part of the document provides an outline of why investments in agribusiness and manufacturing are 

needed. Investments in this sector are critical to support growth, job creation and to reduce poverty.  

4.1 Agribusiness value chain 

Economic importance and potential 

Agriculture is the backbone of many African economies, contributing approximately 25% of the 

continent's GDP and employing more than 70% of its population (Kotsuji, 2021). With 60% of the world's 

arable land, abundant water resources, and diverse climates, Africa has large potential to become a 

global agricultural powerhouse (Hodder & Migwalla, 2023). The African Development Bank projects that 

Africa’s food and agriculture market could grow from US$280 billion annually in 2023 to US$1 trillion by 

2030, highlighting the sector's immense potential. 

The challenge  

Despite the potential, the agribusiness sector in many parts of Africa remains underdeveloped, 

struggling to meet local demands for produce and leverage export opportunities. The majority of farmers 

in Africa live and work on plots that are smaller than two hectares (Rapsomanikis, 2015) which often 

results in inefficient operations. About 25 % of food production in Africa is wasted and almost half of this 

is due to limitations of handling and storage of food (BII, 2020). The agribusiness sector is further 

particularly vulnerable to the effects of extreme weather, diseases, and changes in global demand for 

goods. The continent still imports a substantial amount of its food, beverages, and similar processed 

items.  

A major challenge in many countries is that young people are leaving rural areas and farming to seek 

better opportunities in cities, often discouraged by the hardships they see their parents facing. A more 

technology-driven agricultural sector is seen as a way to attract and retain younger people, offering the 

potential for more efficient and profitable farming operations. However, the limited size of many local 

markets makes it difficult to achieve the scale required for efficient production. Additionally, exporting 

goods often involves complex processes and barriers, leaving local companies operating below optimal 

capacity and struggling to compete with imports from large global firms. The success of the African 

Continental Free Trade Area (AfCFTA) is therefore crucial for improving the business environment and 

enabling local businesses to thrive. 

These challenges in the agribusiness sector greatly affects households, as food spending is by far the 

largest component of household budgets n many of the markets where we operate (USDA, 2023). 

Fluctuations in food prices therefore affect the households greatly, and low-income households are 

particularly vulnerable to price changes.  
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The need for capital 

Compared with more developed regions, primary agriculture takes up a large share of the value chain in 

Africa, and therefore, investments in other parts of the value chain are especially needed (Hodder & 

Migwalla, 2023). This reliance on imports further underscores the critical need for investments in the 

agribusiness value chain to increase local production and reduce dependency on external markets. 

However, many commercial investors are discouraged by the risks associated with the sector and the 

volume of foreign direct investments in this sector continues to be low in many regions in Africa, making 

the need for investment acute. 

Norfund’s approach 

By investing in the agribusiness value chain, including processing, storage and transportation of crops, 

there is an opportunity to increase productivity and efficiency. Assuming that the farmers are paid fairly 

and according to the productivity increase, this increases the farmers' incomes, while providing an 

increase in available and affordable food. These effects all contribute to reducing poverty and slow down 

rural-urban migration patterns.   

Some of Norfund’s investments in this sector are further aimed at creating ripple effects so that the 

smallholder farmers linked to the companies can increase their efficiency in the longer run, e.g. by 

supporting firms that ensure adequate technologies and infrastructure to transport and store food and 

creating off-taker opportunities for the farmers to sell their products. 

 

4.2 Manufacturing  

Economic importance and potential 

The manufacturing sector presents significant opportunities for driving economic growth and 

transformation. Historically, a robust manufacturing sector has been fundamental to the economic 

development of most countries (United nations Industrial Development Organization, 2016).  

In Africa, nations where manufacturing contributes substantially to the gross domestic product generally 

exhibit higher developmental stages (Attiah, 2019). However, the continent's manufacturing industry 

remains relatively undeveloped compared with other regions, marked by a predominance of small-scale 

firms. These small-scale firms often suffer from lower productivity and wages due to their limited ability 

to benefit from economies of scale.  

The challenge  

The lack of large enterprises in Africa on average means there are less companies that can power growth 

and job creation (McKinsey, 2016). Encouraging the growth of larger manufacturing enterprises could 

also have a ripple effect across the economy, benefiting the upstream suppliers and downstream 

distributors, thus enhancing the value created in the entire value chain. Furthermore, estimates show 

that Africa’s population will double within 2050, meaning that the economy needs many new jobs to 

avoid an unemployment crisis and to sustain the increase in extra demand for goods. Building a more 

robust manufacturing sector can be part of the solution if provided with the tools and funding to scale 

existing and potential businesses. 
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The need for capital to create formal job- and export opportunities 

The need for formal job creation in Africa is large. In 2018, the international labor organization (ILO) 

reported that 8 out of 10 workers in Africa are in informal employment arrangements. There are several 

possible ways of characterizing informal labor. ILO, however, considers informal employment 

arrangements to be those that do not have secure employment contracts, workers benefits, social 

protection and workers representation4. Investments in private sector businesses, which often increase 

formal labor opportunities, are therefore important for employees to have secure working conditions. 

Another element describing the need for investments into the manufacturing sector is the export 

landscape. In several regions in Africa, the export landscape is dominated by primary products (raw 

materials). Shifting away from exports of primary products presents and untapped potential within the 

African manufacturing sector, which could substantially enhance economic development (Brookings, 

2018; McKinsey, 2016; AfDB, 2019). 

Norfund´s approach 

Norfund invests in the manufacturing sector to catalyze industrialization and contribute to local 

processing, that could reduce reliance on imported goods. This is done by supporting companies that 

can be scaled to be the needed engines of growth, creating formal jobs and revenue growth, spilling over 

to other parts of the economy, catalyzing broader economic growth.  

 

5. Literature review   
This section outlines some of the literature describing why investments in the agribusiness value chain 

and manufacturing are important enablers for job creation and economic growth in Africa.  

The subchapters will focus on different avenues of change that can be realized as a result of the 

investment, that eventually is expected to lead to job creation and economic growth, ultimately reducing 

poverty.  

5.1 Effects of investments in the agribusiness value chain 
Investments in agribusiness as an accelerator of economic growth and poverty reduction 

The agribusiness sector is relatively labor intensive and relies heavily on supply from local producers. 

Growth in this sector is found to contribute to a range of outcomes, including increases in productivity, 

better market access for smallholder farmers, import-replacement of processed foods, greater local 

value creation, higher tax generation, and higher export incomes (FAO, 2017). This makes the sector 

important for economic growth and job creation. 

A World Bank study found that the food and agriculture sector is two to four times more effective in 

increasing the incomes of the poor5 than growth in other sectors are (Townsend, 2015). This, they argue, 

is due to the majority of the world's poor living in rural areas and depending on agriculture for their 

 
4 Further the definition states: all remunerative work (i.e. both self-employment and wage employment) that is not registered, regulated or 
protected by existing legal or regulatory frameworks, as well as non-remunerative work undertaken in an income-producing enterprise 
5 Defined in the report as living on less than $1.25 per day 
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livelihoods, meaning that improvements in this sector target a large share of the population and on 

average the ones most in need.  

Growth in agricultural productivity therefore directly benefits these individuals by increasing food 

production, providing employment, and raising incomes. Additionally, they argue that agricultural 

growth often has stronger multiplier effects in rural economies, stimulating demand for local goods and 

services, which further boosts income levels for the poor (Townsend, 2015). 

An article by Krupa and Walczak (2014) explores the impact of investments in the agribusiness value 

chain on smallholder farmers, job creation, and the broader economy. It highlights the need to diversify 

investments beyond solely targeting smallholder farmers. The authors argue that increasing the share of 

services and the manufacturing sector, which indirectly supports smallholder farmers, can boost job 

creation in both agricultural and non-agricultural sectors in rural areas, ultimately fostering overall 

economic growth. The article also emphasizes the importance of reducing the primary agriculture 

sector's GDP share by enhancing the value chain, thereby creating a more productive sector with 

broader economic benefits. Strategic value chain investments, according to the article, are key to driving 

growth and development, particularly in developing countries (Krupa & Walczak, 2014). 

The effect of investments in agribusiness on prices and food security  

Another desired effect of investing in the agribusiness value chain is to ensure improved food security. 

Improvements in the agribusiness value chain, resulting in increased produced volumes contribute to 

increased food security (Scott, 2011). 

This is corroborated by a study considering the role of agriculture in ensuring food security in developing 

countries performed in 2020. This found that strategic investments in agribusiness infrastructure, such as 

irrigation and technology are essential for boosting agricultural productivity and ensuring sustainable 

food security (Pawlak & Kolodziejczak, 2020).  

Interventions that increase productivity in the agribusiness value chain or directly increase production of 

food will increase availability and thereby reduce prices of such goods, given that the products are 

supplied to the same market and all else is equal (Stiglitz & Walsh, 2006). This effect will free up funds 

for other purposes, such as investments in education, home improvements, electricity and 

transportation.  

Long term vs short term labor effects 

Considering the employment effects of investments in agriculture, a study conducted by ODI in 2013 

concluded that investments in primary agriculture and food processing supports employment in the 

short run, but that these investments may not contribute as much to long-term structural economic 

transformation compared with other sectors of the economy (ODI, 2013).  
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5.2 Effects of investing in manufacturing   
 

The role of manufacturing in economic development 

The manufacturing sector has been widely recognized as a critical driver of economic development. 

Several studies highlight its role in accelerating industrialization, fostering structural transformation, and 

promoting sustained economic growth (Szirmai, 2012 & Haraguchi, Cheng, & Smeets, 2017). The 

proposition that manufacturing has a stronger effect on economic growth than other sectors is known as 

the “engine of growth hypothesis”. 

However, the expected positive relationship between increase in the manufacturing sector and 

economic growth of a country is perhaps not as straightforward as it was thought to be previously. In 

2015, Szirmai and coauthors re-examined the role of manufacturing as a driver of growth, using data 

from 88 countries between 1950 and 2005 (Szirmai & Verspagen, 2015). They find a moderate positive 

impact of manufacturing on growth. In line with expectations, they find that especially countries with 

low levels of development and higher levels of education, will show a positive effect of manufacturing on 

growth. 

Their extensive data, from both developing and developed countries, over such a long time period allows 

for investigation of effects over time. Their findings point to manufacturing being a more difficult route 

to growth than it was before 1990. They argue that higher levels of education are now needed to 

capitalize on the expansion of manufacturing. 

Several researchers now argue that the services sectors such as software, business processing, finance or 

tourism may act as leading sectors in development and that the role of manufacturing is declining 

(Dasgupta & Singh, 2005). However, Szirmai (2015) finds no evidence to support this hypothesis. 

A more recent study using data from 80 countries in the period 1980 to 2010 also investigates the engine 

of growth hypothesis, namely the role of manufacturing in economic growth (Cantore, Clara, Lavopa, & 

Soare, 2017). Contrary to the findings by Szirmai, this study finds that the manufacturing sector is still 

crucial to enhance economic growth. However, this study highlights the importance of how the 

manufacturing is set up, to facilitate growth. They find that countries that focused on strengthened 

productivity and structural transformation increased their GDP more than countries that focused 

primarily on employment growth within the sector. The study therefore argues that focus should be on 

productivity gains and technological advancements, rather than simply expanding the employment.  

The role of larger companies in fueling economic growth  

The development and growth of a country is largely influenced by the success of large businesses. In 

Africa there is scarcity of large companies, especially in the poorer countries. Larger companies are vital 

for a country’s economic development as they typically exhibit higher productivity and offer better 

wages compared to their smaller counterparts. According to McKinsey, this productivity effect is even 

more pronounced in Africa than in other developing regions and is particularly strong in manufacturing 

companies (McKinsey, 2016).  

Furthermore, wages in the manufacturing sector tend to be higher than those in the service sector 

(McKinsey, 2018). Large companies enable economies of scale, allowing for cost reduction, increased 
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efficiency, and enhanced global competitiveness. Thus, investing in companies with the potential to scale 

up can significantly contribute to job creation and boost productivity. Unlike smaller companies, larger 

firms often possess more resources and have a greater capacity for innovation, which leads to increased 

operational efficiency and market competitiveness (McKinsey, 2018). This growth translates into more 

job opportunities, supporting broader economic development. Moreover, larger companies are more 

likely to adopt advanced technologies and management practices, enhancing productivity and creating 

high-quality jobs. The existence of such companies also has a ripple effect on the economy, indirectly 

stimulating the growth and productivity of small and medium-sized businesses within their value chains. 

A 2021 study in the United States revealed that during the COVID pandemic, almost one third of new 

jobs were created by just 2 % of companies (Wakefield Research, 2021), further underscoring the 

immense potential of large companies, which, with sufficient capital and competencies, can employ 

many people. 

While small firms may demonstrate high rates of gross job creation, several studies note that this is often 

offset by equally high rates of job destruction (Bertanzetti, Mondal, Nasir, & Teachout, 2024). However, 

the relationship between size of firm and net job creation has been extensively studied and is disputed. 

Some argue that net job creation is determined by the age of a firm, rather than the size of the firm 

(Lawless, 2014 & OECD, 2013). Often, these two indicators move together, and thus it is difficult to 

distinguish between their respective effects.  

However, large firms often offer more stable and high-quality employment, coupled with the potential 

for large-scale job creation. These characteristics underline the essential role that large firms play in 

economic development. While the majority of jobs are held in small businesses, the stability and growth 

potential in larger firms are crucial for long-term economic prosperity (Bertanzetti, Mondal, Nasir, & 

Teachout, 2024 & McKinsey, 2018).  

 

6. Assumptions  
Investing in agribusiness and manufacturing is important to facilitate job growth and economic 

development, but for our inputs to translate to outputs, further to outcomes and in the end the desired 

impact there are many elements that should be in place. This section outlines some of the assumptions 

we have underpinning our theory of change. The assumptions speak both to the micro, individual level, 

such as the composition of the company’s board, and to macro level circumstances, such as political 

stability and currency fluctuations.  

Not all assumptions must hold for the desired outcomes to be realized, as several of the outlined 

assumptions are difficult to achieve in the markets Norfund operates in. However, if the desired 

outcomes and impacts are not realized because of the investment the lack of one or several of the 

elements mapped out might be part of the reason.  
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6.1 From inputs to outputs 
The key assumptions to be able to transition from our inputs to our desired outputs include: 

• The company honors obligations 

• Management is competent and industrial and growth expertise is in place 

• Robust commercial and financial arrangements are in place 

• Broad community support 

• Stable political and security situation 

 

When a company consistently meets its obligations, with partners in the value chain and customers, it 

builds trust with its investors, partners, and customers. This trust is built through honoring contracts, 

debt repayments, and other legal and financial commitments. A track record of fulfilled obligations is 

indicative of a company's reliability and integrity, which can attract further investment and partnerships. 

In emerging markets, where legal enforcement might be less predictable, the self-enforcement of 

obligations by a company can be a positive sign of its governance standards.  

That management is competent and has the needed growth and industrial expertise in the field is 

imperative in facilitating successful upscaling of businesses. Without competent management, that can 

take the company in the right direction, resolve disputes and grow the company the desired objectives 

will not be realized. Having competent management also means being able to tap into local knowledge 

of the markets and consumer habits. Building on this element of competency in the company, it is also 

important that the company mitigates issues related to key person risks, meaning that they are not 

overly reliant on the competency of a single or a few of its employees.  

Having robust commercial and financial agreements in place is important for the desired outputs to be 

realized. In the context of developing countries, this often involves navigating complex legal frameworks, 

managing currency risks, and ensuring that the financial mechanisms are resilient to local economic 

fluctuations and shocks. Robust agreements contribute to ensuring that there is a clear understanding of 

the market dynamics, pricing structures, and the financial models that will drive profitability. Proper 

arrangements mean that investments are backed by sound financial planning and a solid commercial 

strategy, which are necessary for the long-term sustainability of the business. 

Gaining acceptance and support from the local communities is vital in assuring the success of the 

investee. To obtain broad community support one must understand and show respect to local cultures, 

traditions, and needs. Ensuring broad community support can mean the difference between the success 

and failure of an investment, as local communities play a key role in the operations and sustainability of 

the projects. 

Lastly, but not exhaustively, political and security risks are present in any investment. A stable political 

environment ensures the continuity of policies and regulations, which is essential for the viability of 

long-term projects. Additionally, a secure environment is crucial for the safety of the investment, the 

workers, and the project's assets. Political instability or security issues can lead to project delays, 

increased costs, or even failure of the project. 
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6.2 From outputs to short-term outcomes 
For the outputs to result in the desired short-term outcomes there are two key assumptions that should 

hold:  

• Suppliers must honor their obligations to the companies  

• There should be no extreme changes in demand or prices of products 

 

The first assumption focuses on the reliability of suppliers in fulfilling their obligations to our investees. 

This is an essential factor in the operation of any business, but it can become even more important in the 

context of agribusiness and manufacturing industries. These sectors often rely on a complex supply chain 

which involves multiple stakeholders. When suppliers honor their commitments, it ensures a steady flow 

of the necessary input, thereby reducing the risk of production delays or other issues in production. This 

reliability is vital for maintaining product quality and being able to meet delivery deadlines. However, 

related to this it is also assumed that the companies we invest in are not over reliant one a few or a 

single supplier. 

The second assumption concerns the stability in demand and prices of products. If this holds, there will 

be no extreme fluctuations in market demands or the prices of goods. This stability is crucial because 

dramatic changes in either demand or price of products, for instance due to currency fluctuations, can 

significantly impact the profitability and sustainability of the businesses we invest in. For agribusiness 

and manufacturing sectors, where the production process can be resource-intensive and time-

consuming, stable demand ensures better consistency in revenue streams, and predictable prices allow 

for more accurate budgeting and financial planning. This assumption is particularly important in some of 

the markets where we invest, as prices and demand can fluctuate due to various factors such as political 

instability, climatic changes or economic uncertainties brought on by elements such as currency 

fluctuations and high or unstable inflation. This also means that we assume that there are no drastic 

changes in the landscape of competitors, and thus the same market conditions are upheld.  

 

6.3 From short-term outcomes to medium-term outcomes 
For the short-term outcomes to be transitioned to medium term outcomes the following should hold: 

• The business environment should be conducive to growth 

• The demand growth is facilitated 

• The businesses manage the effects of climate change  

The assumption that the business environment is conducive to growth is imperative for any investment. 

It implies that the region has a stable political climate, a legal system that protects investment and 

enforces contracts, and a regulatory framework that enables rather than hinders business operations. 

Furthermore, the presence of adequate infrastructure, such as roads and electricity, is important. 

That there is facilitation of demand growth is another key assumption. It presumes an increasing 

consumer base and rising purchasing power in the communities where the produce is being sold. For 

agribusiness and manufacturing, this would mean a greater market for agricultural produce and 

manufactured goods, and that this growth meets an unmet demand from consumers. Such a growth in 
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demand could encourage further businesses to invest in scaling up their production, enhance their 

product offerings, and improve quality to meet the needs of a larger market. In this way our investments 

can have an impact also beyond the direct effects created in the company where we invest.  

The ability of businesses to manage the effects of climate change is an assumption that speaks to the 

resilience and adaptability of enterprises. In the context of many of the regions in Africa, where climate 

change poses significant risks to agriculture and manufacturing, this assumption suggests that 

businesses are expected to adopt practices that allow them to mitigate the adverse effects that come 

with changing climates, such as floodings and/or droughts. This could mean investing in adaptive 

technologies and further developing strategies to mitigate environmental risks to crops and produce. 

Successful management of adverse climate impacts is becoming increasingly important for the success of 

any business in these regions. Thus, this assumption should hold both for the desired effects in 

Norfund´s portfolio companies and for the effects to be realized in the companies’ suppliers.  

 

7. Impact risks 
The expansion of agribusiness and manufacturing in Africa holds tremendous potential for economic 

growth and development. However, there are risks to any such investment that must be acknowledged. 

Assessing the impact risks means assessing the likelihood that impact will be different than expected. 

The impact can be different than expected due to the elements elaborated on in this chapter, but 

importantly also if any of the mentioned assumptions above do not hold.  

Job displacement: Modernization and automation of agricultural and manufacturing processes could 

reduce the demand for traditional labor-intensive practices and increase the demand for highly skilled 

labor. In regions where large portions of the population rely on small-scale farming and manual labor for 

livelihoods, this could lead to social and economic challenges, including increased unemployment and 

thereby social unrest. The projects must therefore consider this possible impact and how to mitigate any 

such effects on local communities.  

Skill mismatch: The manufacturing and technological agribusiness sectors often require technical skills 

that may not be found in the existing workforce. Without proper training and education programs, there 

can be a significant gap between job requirements and available talent, hindering the growth of these 

sectors. When investing it therefore is important to consider the potential need for training programs for 

existing and new employees to mitigate the effects of skill mismatch.  

Capital cost: Initial capital cost for agriculture businesses and setting up or scaling up manufacturing 

companies can be high. This can potentially raise the cost of goods and create barriers to entry for 

smaller, local businesses. This can have the unintended and unwanted effect of hindering local 

entrepreneurship and innovation. 

Supply chain disruptions: Both agribusiness and manufacturing rely on a stable supply of raw materials, 

which can be affected by climate change, political instability, or macroeconomic volatility, such as 

inflation and interest rate shocks. The reliance on imported materials or technology can introduce 

vulnerabilities for the companies, particularly in regions with few supply alternatives. 
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Environmental degradation: The intensification of agriculture can lead to soil depletion, water scarcity, 

and loss of biodiversity. Considering Africa’s large share of arable land, one should ensure projects are 

placed where they minimize these negative aspects on the environment. The manufacturing businesses 

can introduce pollution and waste management issues if not managed with sustainable practices that fit 

with those available in their local communities. These potential environmental risks can undermine the 

long-term viability of investments and lead to conflicts with local communities if not managed well. 

Technological obsolescence: Today's technologies can quickly become outdated in rapidly evolving 

sectors like manufacturing, requiring further investment and adaptation. This is especially important 

considering the effects of climate change, which might make the need for new and adapted technologies 

even more important.  

Distribution of benefits: Investment in agribusiness and manufacturing should ideally lead to 

development for all segments of the population, e.g. through spending of wages and redistribution of 

taxes, but there is always a risk that benefits may be unevenly distributed, potentially exacerbating 

existing inequalities in the communities. The creation of quality jobs, fair wages, and a focus on inclusive 

growth are essential to prevent new forms of economic disparities. When providing equity and acting as 

an active owner we set standards related to E&S and have an active role on the boards of companies to 

ensure inclusive and just growth, as well as good working standards in line with IFC performance 

standards.  

In conclusion, while investment in agribusiness and manufacturing can be an enabler of job creation and 

economic growth, it necessitates careful strategic planning and comprehensive risk management to 

ensure that the foreseen impact is realized and growth is sustainable, inclusive, and equitable. 

Unforeseen negative impacts can occur in any project, so planning for and mitigating potential risks is 

essential.   

 

 

References 
Attiah, E. (2019). The Role of Manufacturing and Service Sectors in Economic Growth: An Emerical Study 

of Developing Countries. European Research Studies Journal, 112-127. 

Bertanzetti, M., Mondal, S., Nasir, R., & Teachout, M. (2024). Why do SMEs matter? International Growth 

Centre. 

BII. (2020). Sector Strategy - Food and Agriculture.  

Cantore, N., Clara, M., Lavopa, A., & Soare, C. (2017). Manufacturing as an engine of growth: Which is 

the best fuel? Structural Change and Economic Dynamics, 56-66. 

Dasgupta, S., & Singh, A. (2005). Will Services be the New Engine of Indian Economic Growth? 

Development and Change, 1035-1057. 

FAO. (2017). Ending poverty and hunger by investing in agriculture in rural areas. FAO. 



   Theory of Change Agribusiness and Manufacturing 

16 
 

Haraguchi, N., Cheng, C., & Smeets, E. (2017). The Importance of Manufacturing in Economic 

Development: Has This Changed? World Development, 293-315. 

Hodder, G., & Migwalla, B. (2023, July 12). Africa's agricultural revolution: From self-sufficiency to global 

food powerhouse. Retrieved from Wite&Case: https://www.whitecase.com/insight-our-

thinking/africa-focus-summer-2023-africas-agricultural-revolution 

International Finance Coroporation. (2021). Small businesses big growth: How investing in SMEs creates 

jobs . IFC. 

Kotsuji, Y. (2021, October 2021). Attracting Investment into Africa’s Food Industries. Retrieved from IFC: 

https://www.ifc.org/en/stories/2021/attracting-investment-into-africas-food-industries 

Krupa, D., & Walczak, D. (2014). INVESTING IN THE AGRIBUSINESS VALUE CHAIN AND CHANGES IN GDP.  

Lawless, M. (2014). Age or Size? Contributions to job creation.  

McKinsey. (2016). LIONS ON THE MOVE II: REALIZING THE POTENTIAL OF AFRICA’S ECONOMIES. 

McKinsey&Company. 

McKinsey. (2018). Outperformers: High-growth emerging economies and the companies that propel 

them. Retrieved from McKinsey & Company: https://www.mckinsey.com/featured-

insights/innovation-and-growth/Outperformers-high-growth-emerging-economies-and-the-

companies-that-propel-them 

McMillan, M., & Zeufack, A. (2022). Labor Productivity Growth and Industrialization in Africa. Journal of 

Economic Perspectives , 3-32. 

OECD. (2013). Firm employment dynamics. Paris: OECD Science . 

OECD. (2015). Measuring and Assessing Job Quality: The OECD Job Quality Framework.  

Pawlak, K., & Kolodziejczak, M. (2020). The Role of Agriculture in Ensuring Food Security in Developing 

Countries: Considerations in the Context of the Problem of Sustainable Food Production.  

Rapsomanikis, G. (2015). The economic lives of smallholder farmers. Food and Agriculture Organization. 

Scott, B. (2011). Import Substitution as an Economic Strategy. 

Stiglitz, J., & Walsh, C. (2006). Principles of microeconomics. Ww Norton & Co. 

Szirmai, A. (2012). Industrialisation as an engine of growth in developing countries, 1950–2005. 

Structural Change and Economic Dynamics, 406-420. 

Szirmai, A., & Verspagen, B. (2015). Manufacturing and economic growth in developing countries, 1950–

2005. Structural Change and Economic Dynamics, 46-59. 

Townsend, R. (2015). Ending poverty and hunger by 2030. World Bank Group. 

United nations Industrial Development Organization. (2016). THE IMPORTANCE OF MANUFACTURING IN 

ECONOMIC DEVELOPMENT: HAS THIS CHANGED? UN. 



   Theory of Change Agribusiness and Manufacturing 

17 
 

USDA. (2023, September 28). Lower income countries spend much higher share of expenditures on food 

than higher income countries. Retrieved from U.S. Department of Agriculture Economic Research 

Service: https://www.ers.usda.gov/data-products/chart-gallery/gallery/chart-

detail/?chartId=107494 

Viard, A., & Roden, A. (2008). Big Business: The Other Engine of Economic Growth. Retrieved from AEI: 

https://www.aei.org/research-products/report/big-business-the-other-engine-of-economic-

growth/ 

Wakefield Research. (2021). The ScaleUp Revolution: A Force Multiplier of Economic Growth.  

World Bank. (2023). Labour productivity growth and industrialization in Africa.  

 


